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$300,000,000
YUM! BRANDS, INC.

6.25% Senior Notes due 2016

We will pay interest on the notes at the rate of 6.25% per year. Interest on the notes is payable on April 15 and October 15 of each year,
beginning on October 15, 2006. The notes will mature on April 15, 2016. We may redeem all or any portion of the notes at any time at the
redemption price described under the caption Description of Notes Optional Redemption.

The notes will be our senior obligations and will rank equally with all of our other senior unsecured indebtedness.

Investing in the notes involves risks. See Risk Factors beginning on page 1 of the accompanying prospectus.

Neither the United States Securities and Exchange Commission nor any other regulatory body has approved or disapproved of these
securities or passed upon the accuracy or adequacy of this prospectus supplement or the accompanying prospectus. Any representation
to the contrary is a criminal offense.

Per Note Total
Initial public offering price 99.889% $ 299,667,000
Underwriting discount 0.650% $ 1,950,000
Proceeds, before expenses, to YUM! Brands, Inc. 99.239% $ 297,717,000

The initial public offering price set forth above does not include accrued interest, if any. Interest on the notes will accrue from April 13, 2006
and must be paid by the purchaser if the notes are delivered after April 13, 2006.

The underwriters expect to deliver the notes through the facilities of The Depository Trust Company against payment in New York, New York
on April 13, 2006.

Goldman, Sachs & Co.
Citigroup JPMorgan
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YUM! BRANDS, INC.
Our principal executive offices are located at 1441 Gardiner Lane, Louisville, Kentucky 40213, and our telephone number is (502) 874-8300.
We maintain a website at http://www.yum.com The information on our website is not part of this prospectus supplement or the accompanying

prospectus. Unless the context requires otherwise, the terms Company, YUM! Brands, we, us and our referto YUM! Brands, Inc. together v
its subsidiaries.

USE OF PROCEEDS

We estimate that the net proceeds of the offering will be approximately $297.2 million after deduction of expenses and underwriting discount.
We will use $200 million of the net proceeds from this offering to repay our 8.5% Senior Notes due 2006 and the remainder for general
corporate purposes.

DESCRIPTION OF NOTES

We will issue the $300,000,000 aggregate principal amount of 6.25% Senior Notes due April 15, 2016 as a separate series of senior debt
securities under our Indenture, dated as of May 1, 1998 (as amended, modified or supplemented from time to time, the Indenture ), between
YUM! Brands and J.P. Morgan Trust Company, National Association, as trustee.

The following description of certain provisions of the notes and of the Indenture is a summary and is subject to, and qualified in its entirety by
reference to, the accompanying prospectus and the Indenture. Not all the defined terms used in this prospectus supplement are defined here, and
you should refer to the accompanying prospectus or Indenture for the definitions of such terms. This description of the particular terms of the
notes supplements, and to the extent inconsistent therewith, replaces, the description of the general terms and provisions of the debt securities
and the Indenture in the accompanying prospectus under the heading Description of Our Debt Securities, to which we refer you.

General

The notes will:

e  be our senior unsecured obligations;

e rank equally with all of our other senior unsecured indebtedness outstanding from time to time;
e  Dbe initially limited to $300,000,000 aggregate principal amount;

e mature on April 15, 2016; and

e  Dbear interest at the rate per annum shown on the front cover of this prospectus supplement.

The Indenture does not limit the aggregate principal amount of debt securities which we may issue thereunder. We may, from time to time,
without notice to or the consent of the holders of the notes:

e create and issue additional notes ranking equally and ratably with the notes in all respects (or in all respects
except for the payment of interest accruing prior to the issue date of such additional notes or except for the first
payment of interest following the issue date of such additional notes), so that such additional notes will be
consolidated and form a single series with the notes and will otherwise have the same terms as the notes; or
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e provide for the issuance of other debt securities under the Indenture in addition to the $300,000,000 aggregate
principal amount of the notes offered hereby.

The notes are obligations exclusively of YUM! Brands. Our operations are conducted almost entirely through our subsidiaries. Accordingly, our
cash flow and our consequent ability to service our debt, including the notes, are dependent upon the earnings of our subsidiaries and the
distribution of those earnings to us, whether by dividends, loans or otherwise. The payment of dividends and the making of loans and advances
to us and our right to receive assets of any of our subsidiaries upon their liquidation or reorganization, and the consequent right of the holders of
the notes to participate in those assets, will be effectively subordinated to the claims of that subsidiary s creditors, including trade creditors,
except to the extent that we are recognized as a creditor of such subsidiary, in which case our claims would still be subordinate to any security
interests in the assets of such subsidiary and any indebtedness of such subsidiary senior to ours. As of December 31, 2005, our subsidiaries had
approximately $1.9 billion of indebtedness outstanding, including accounts and taxes payable, accrued liabilities and other recorded liabilities
and excluding deferred taxes and all intercompany liabilities. The Indenture does not limit our or our subsidiaries ability to incur additional
indebtedness. In addition, certain of our subsidiaries are guarantors under our existing credit facilities.

Interest on the notes will be:

e  payable semiannually in arrears on April 15 and October 15 of each year, commencing on October 15, 2006, to
the persons in whose names the notes are registered at the close of business on April 1 or October 1, as the case may
be, next preceding such April 15 or October 15; and

e computed on the basis of a 360-day year consisting of twelve 30-day months.
The notes are not entitled to any mandatory redemption or sinking fund payments.
Optional Redemption

The notes will be redeemable, at our option, in whole at any time or in part from time to time, at a redemption price equal to the greater of:

¢ 100% of the principal amount of the notes to be redeemed plus accrued and unpaid interest thereon to the date of
redemption; and

e the sum of the remaining scheduled payments of principal of and interest on the notes to be redeemed (not including
any portion of the payment of interest accrued as of the date of redemption), discounted to their present value as of the
date of redemption on a semi-annual basis (assuming a 360-day year consisting of twelve 30-day months) at the
Adjusted Treasury Rate, as determined by the Quotation Agent, plus 20 basis points, plus accrued and unpaid interest
on the principal amount to be redeemed to the date of redemption.

Adjusted Treasury Rate means, with respect to any redemption date, the rate per annum equal to the semi-annual equivalent yield to maturity of
the Comparable Treasury Issue, assuming a price for the Comparable Treasury Issue (expressed as a percentage of its principal amount) equal to
the Comparable Treasury Price for such redemption date.

Comparable Treasury Issue means the United States Treasury security selected by the Quotation Agent as having an actual or interpolated
maturity comparable to the remaining term of the notes to be redeemed that would be utilized, at the time of selection and in accordance with
customary financial practice, in pricing new issues of corporate debt securities of comparable maturity
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to the remaining term of the notes. Quotation Agent means one of the Reference Treasury Dealers who we appointed.

Comparable Treasury Price means, with respect to any redemption date, (i) the average of the Reference Treasury Dealer Quotations for such
redemption date, after excluding the highest and lowest such Reference Treasury Dealer Quotations, or (ii) if the Trustee is provided fewer than
four such Reference Treasury Dealer Quotations, the average of all such Quotations.

Reference Treasury Dealer Quotations means, with respect to each Reference Treasury Dealer and any redemption date, the average, of the bid
and asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its principal amount) quoted in writing to us and
the Trustee by such Reference Treasury Dealer at 5:00 p.m. on the third business day preceding such redemption date.

Reference Treasury Dealer means each of Goldman, Sachs & Co., Citigroup Global Markets Inc. and J.P. Morgan Securities Inc., and their
respective successors and, at our option, additional Primary Treasury Dealers; provided, however, that if any of the foregoing ceases to be a
primary U.S. Government securities dealer in New York City (a Primary Treasury Dealer ), we will substitute another Primary Treasury Dealer.

Notice of any redemption will be mailed at least 30 days but not more than 60 days before the redemption date to each holder of the notes to be
redeemed. Unless we default in payment of the redemption price, on and after the redemption date, interest will cease to accrue on the notes or
portions thereof called for redemption.

Global Securities

The notes will be represented by one or more global securities that will be deposited with, or on behalf of, DTC, the depositary for the notes, and
registered in the name of Cede & Co., the nominee of DTC. So long as the notes are represented by a global security or securities, the interest
payable on the notes will be paid to Cede & Co., the nominee of DTC, or its registered assigns, as the registered owner of the notes, by wire
transfer in immediately available funds on each interest payment date. If the notes are no longer represented by a global security or securities,
payment of interest on the notes may, at our option, be made by check mailed to the address of the person entitled thereto. A description of the
DTC s procedures is set forth in the accompanying prospectus under the heading Description of Our Debt Securities-Book-Entry Securities .
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UNDERWRITING

We and the underwriters have entered into an underwriting agreement with respect to the notes. Subject to certain conditions, the underwriters
have agreed to purchase the principal amount of notes indicated in the following table.

Principal Amount

Underwriter of Notes

Goldman, Sachs & Co. $ 210,000,000
Citigroup Global Markets Inc. 45,000,000

J.P. Morgan Securities Inc. 45,000,000

Total $ 300,000,000

The underwriters are committed to take and pay for all of the notes being offered, if any are taken.

Notes sold by the underwriters to the public will initially be offered at the initial public offering price set forth on the cover of this prospectus
supplement. Any notes sold by the underwriters to securities dealers may be sold at a discount from the initial public offering price of up to
0.400% of the principal amount of the notes. Any such securities dealers may resell any notes purchased from the underwriters to certain other
brokers or dealers at a discount from the initial public offering price of up to 0.250% of the principal amount of notes. If all the notes are not sold
at the initial offering price, the underwriters may change the offering price and the other selling terms.

The notes are a new issue of securities with no established trading market. We have been advised by the underwriters that the underwriters
intend to make a market in the notes but are not obligated to do so and may discontinue market making at any time without notice. No assurance
can be given as to the liquidity of the trading market for the notes.

In connection with the offering, the underwriters may purchase and sell notes in the open market. These transactions may include short sales,
stabilizing transactions and purchases to cover positions created by short sales. Short sales involve the sale by the underwriters of a greater
number of notes than the underwriters are required to purchase in the offering. Stabilizing transactions consist of certain bids or purchases made
for the purpose of preventing or retarding a decline in the market price of the notes while the offering is in progress.

The underwriters also may impose a penalty bid. This occurs when a particular underwriter repays to the underwriters a portion of the
underwriting discount received by it because the other underwriters have repurchased notes sold by or for the account of such underwriter in
stabilizing or short covering transactions.

These activities by the underwriters may stabilize, maintain or otherwise affect the market price of the notes. As a result, the price of the notes
may be higher than the price that otherwise might exist in the open market. If these activities are commenced, they may be discontinued by the
underwriters at any time. These transactions may be effected in the over-the-counter market or otherwise.

We estimate that our share of the total expenses of the offering, excluding underwriting discounts and commissions, will be approximately
$500,000.

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the Securities Act of 1933.

The notes are offered for sale in the United States and elsewhere where such offer and sale is permitted.

s-4




Edgar Filing: YUM BRANDS INC - Form 424B2

In relation to each Member State of the European Economic Area which has implemented the Prospectus Directive (each, a Relevant Member
State ), each underwriter has represented and agreed that with effect from and including the date on which the Prospectus Directive is
implemented in that Relevant Member State (the Relevant Implementation Date ) it has not made and will not make an offer of the notes to the
public in that Relevant Member State prior to the publication of a prospectus in relation to the notes which has been approved by the competent
authority in that Relevant Member State or, where appropriate, approved in another Relevant Member State and notified to the competent
authority in that Relevant Member State, all in accordance with the Prospectus Directive, except that it may, with effect from and including the
Relevant Implementation Date, make an offer of the notes to the public in that Relevant Member State at any time:

e to legal entities which are authorized or regulated to operate in the financial markets or, if not so authorized or
regulated, whose corporate purpose is solely to invest in securities;

e to any legal entity which meets two or more of the following criteria: (1) an average of at least 250 employees
during the last financial year; (2) a total balance sheet of more than 43,000,000; and (3) an annual net turnover of
more that 50,000,000, in each case as determined in accordance with the Prospectus Directive and as shown in its last
annual or consolidated accounts; or

e in any other circumstances which do not require the publication of a prospectus pursuant to Article 3 of the
Prospectus Directive.

For the purposes of this provision, the expression an offer of the notes to the public in relation to any notes in any Relevant Member State means
the communication in any form and by any means, presenting sufficient information on the terms of the offer and the notes to be offered, so as to
enable an investor to decide to purchase or subscribe to the notes, as the same may be varied in that Relevant Member State by any measure
implementing the Prospectus Directive in that Member State and the expression Prospectus Directive means Directive 2003/71/EC and includes
any relevant implementing measure in the applicable Relevant Member State.

Each underwriter has represented and agreed that:

« it and each of its affiliates has not offered or sold, and will not offer or sell, any of the notes to persons in the United
Kingdom in circumstances which have resulted in or will result in the notes being or becoming the subject of an offer
of transferable securities to the public as defined in Section 102B of the Financial Services and Markets Act 2000 (as
amended) (the FSMA );

e it and each of its affiliates has complied, and will comply, with all applicable provisions of the FSMA with respect
to anything done by it in relation to the notes in, from or otherwise involving the United Kingdom; and

e it and each of its affiliates has only communicated, or caused to be communicated, and will only communicate, or
cause to be communicated, any invitation or inducement to engage in investment activity (within the meaning of
Section 21 of the FSMA) received by it in connection with the issue or sale of any notes in circumstances in which
Section 21(1) of the FSMA does not apply to us.

The notes have not been and will not be registered under the Securities and Exchange Law of Japan (the Securities and Exchange Law) and each
underwriter has agreed that it will not offer or sell any notes, directly or indirectly, in Japan or to, or for the benefit of,
any resident of Japan (which term as used herein means any person resident in Japan, including any corporation or
other entity organized under the laws of Japan), or to others for re-offering or resale, directly or indirectly, in Japan or
to a resident of Japan, except pursuant to an exemption from the registration requirements of, and
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otherwise in compliance with, the Securities and Exchange Law and any other applicable laws, regulations and ministerial guidelines of Japan.

The notes may not be offered or sold by means of any document other than to persons whose ordinary business is to buy or sell shares or
debentures, whether as principal or agent, or in circumstances which do not constitute an offer to the public within the meaning of the
Companies Ordinance (Cap. 32) of Hong Kong, and no advertisement, invitation or document relating to the notes may be issued, whether in
Hong Kong or elsewhere, which is directed at, or the contents of which are likely to be accessed or read by, the public in Hong Kong (except if
permitted to do so under the securities laws of Hong Kong) other than with respect to notes which are or are intended to be disposed of only to
persons outside Hong Kong or only to professional investors within the meaning of the Securities and Futures Ordinance (Cap. 571) of Hong
Kong and any rules made thereunder.

This prospectus supplement has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this prospectus
supplement and any other document or material in connection with the offer or sale, or invitation for subscription or purchase, of the notes may
not be circulated or distributed, nor may the notes be offered or sold, or be made the subject of an invitation for subscription or purchase,
whether directly or indirectly, to persons in Singapore other than (i) to an institutional investor under Section 274 of the Securities and Futures
Act, Chapter 289 of Singapore (the SFA ), (ii) to a relevant person, or any person pursuant to Section 275(1A), and in accordance with the
conditions, specified in Section 275 of the SFA or (iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable
provision of the SFA.

Where the notes are subscribed or purchased under Section 275 by a relevant person which is: (a) a corporation (which is not an accredited
investor) the sole business of which is to hold investments and the entire share capital of which is owned by one or more individuals, each of
whom is an accredited investor; or (b) a trust (where the trustee is not an accredited investor) whose sole purpose is to hold investments and each
beneficiary is an accredited investor, shares, debentures and units of shares and debentures of that corporation or the beneficiaries rights and
interest in that trust shall not be transferable for 6 months after that corporation or that trust has acquired the notes under Section 275 except:

(1) to an institutional investor under Section 274 of the SFA or to a relevant person, or any person pursuant to Section 275(1A), and in
accordance with the conditions, specified in Section 275 of the SFA; (2) where no consideration is given for the transfer; or (3) by operation of
law.

Certain of the underwriters and their respective affiliates have, from time to time, performed, and may in the future perform, various financial
advisory and investment banking services for us, for which they received or will receive customary fees and expenses.

LEGAL MATTERS

Certain legal matters with respect to the notes being offered hereby will be passed upon for YUM! Brands by R. Scott Toop, Esq., Vice
President and Associate General Counsel of YUM! Brands, and by Mayer, Brown, Rowe & Maw LLP, Chicago, Illinois, and for the
underwriters by Sidley Austin LLP, Chicago, Illinois. Mr. Toop beneficially owns, and has rights to acquire under employee stock options, an
aggregate of less than 1% of the outstanding common stock of YUM! Brands. Mayer, Brown, Rowe & Maw LLP has represented the
underwriters from time to time on various unrelated legal matters. Sidley Austin LLP has represented YUM! Brands from time to time on
various unrelated legal matters.
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PROSPECTUS

YUM! BRANDS, INC.
Debt Securities

We may offer and sell from time to time our debt securities in one or more offerings. This prospectus provides you with a general
description of the debt securities we may offer.

Each time that securities are sold using this prospectus, we will provide a supplement to this prospectus that contains specific information about
the offering. The supplement may also add to or update information contained in this prospectus. You should read this prospectus and the
supplement carefully before you invest.

The securities may be offered and sold to or through one or more underwriters, dealers or agents or directly to purchasers. The supplements to
this prospectus will provide the specific terms of the plan of distribution.

Investing in the securities involves risks. See Risk Factors beginning on page 1.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
passed upon the adequacy or accuracy of this prospectus. Any representation to the contrary is a criminal offense.

The date of this prospectus is April 7, 2006.
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ABOUT THIS PROSPECTUS

You should rely only on the information contained or incorporated by reference in this prospectus. Incorporated by reference means that we can
disclose important information to you by referring you to another document filed separately with the Securities and Exchange Commission, or

the SEC. We have not authorized any other person to provide you with different information. If anyone provides you with different or

inconsistent information, you should not rely on it. We are not making, nor will we make, an offer to sell securities in any jurisdiction where the
offer or sale is not permitted. You should assume that the information appearing in this prospectus and any supplement to this prospectus is
current only as of the dates on their covers. Our business, financial condition, results of operations and prospects may have changed since those
dates.

Unless the context otherwise requires, references in this prospectus to we, us and our refer to YUM! Brands, Inc. and its subsidiaries,
collectively.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus and the information incorporated by reference in this prospectus may contain forward-looking statements within the meaning of

the U.S. federal securities laws. These forward-looking statements are intended to be covered by the safe harbor provisions for forward-looking

statements in the federal securities laws. The statements include those identified by such words as may, will, expect, project, anticipate, bel
plan and other similar terminology. These forward-looking statements reflect our current expectations regarding future events and operating and

financial performance and are based upon data available at the time of the statements. Actual results involve risks and uncertainties, including

both those specific to us and those specific to the industry, and could differ materially from expectations. Important factors that could cause

actual results to be materially different from expectations include those discussed under the heading Risk Factors in our Annual Report on

Form 10-K that is incorporated by reference in this prospectus. We do not undertake any obligation to update or revise publicly any

forward-looking statements, whether as a result of new information, future events or otherwise.

RISK FACTORS

We face a variety of risks that are inherent in our business and our industry, including operational, legal, regulatory and product risks. The
following are some of the more significant factors that could affect our business and our results of operations:

« health concerns arising from outbreaks of Avian Flu and food safety and food-borne illness concerns may have an
adverse effect on our business;

« our foreign operations, which are significant, subject us to risks that could negatively affect our business such as
fluctuations in foreign currency exchange rates and changes in economic conditions, tax systems, consumer

preferences, social conditions and political conditions inherent in foreign operations;

e changes in commodity and other operating costs or supply chain and business disruptions could adversely affect our
results of operations;

e our operating results are closely tied to the success of our franchisees, and any significant inability of our
franchisees to operate successfully could adversely affect our operating results;

e we could be party to litigation that could adversely affect us by increasing our expenses or subjecting us to material
money damages and other remedies;

» changes in governmental regulations may adversely affect our business operations;
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e we may not attain our target development goals which are dependent upon our ability and the ability of our
franchisees to upgrade existing restaurants and open new restaurants and to operate these restaurants on a profitable
basis; and

o the restaurant industry in which we operate is highly competitive.

These risks are described in more detail under Risk Factors in Item 1A of our Annual Report on Form 10-K for the year ended December 31,
2005. We encourage you to read these risk factors in their entirety. See Available Information for direction on how to obtain this information.
Other factors may also exist that we cannot anticipate or that we do not consider to be significant based on information that is currently
available.

You should carefully consider these factors and the other information contained or incorporated by reference in this prospectus or in any
prospectus supplement hereto, including any other documents that we subsequently file with the SEC, before making a decision to invest in our
debt securities.

AVAILABLE INFORMATION

This prospectus is part of a registration statement that we filed with the SEC. The registration statement, including the attached exhibits, contains
additional relevant information about us. The rules and regulations of the SEC allow us to omit some of the information included in the
registration statement from this prospectus.

We file annual, quarterly and current reports, proxy statements and other information with the SEC. You can read and copy any of this

information in the SEC s Public Reference Room, 100 F Street, N.E., Room 1580, Washington, D.C. 20549. You may also obtain copies of this
information by mail from the Public Reference Section of the SEC, 100 F Street, N.E., Room 1580, Washington, D.C. 20549, at prescribed rates.
You may obtain information on the operation of the SEC s Public Reference Room in Washington, D.C. by calling the SEC at 1-800-SEC-0330.

The SEC also maintains an Internet web site that contains reports, proxy statements and other information about issuers that file electronically
with the SEC. The address of that site is http://www.sec.gov. The SEC file number for documents filed by us under the Securities Exchange Act
of 1934, referred to as the Exchange Act, is 001-13163.

Our common stock, no par value is listed on the New York Stock Exchange and its trading symbol is  YUM. You can inspect reports, proxy
statements and other information concerning us at the offices of the New York Stock Exchange at 20 Broad Street, New York, New York 10005.
For further information on obtaining copies of our public filings at the NYSE, you should call (212) 656-5060.

INCORPORATION BY REFERENCE

The rules of the SEC allow us to incorporate by reference information into this prospectus. The information incorporated by reference is
considered to be a part of this prospectus, and information that we file later with the SEC will automatically update and supersede this
information. This prospectus incorporates by reference the documents listed below:

e Annual Report on Form 10-K for fiscal year ended December 31, 2005, as amended by Form 10-K/A filed on
April 3, 2006; and

e Current Reports on Form 8-K filed on January 30, 2006, February 6, 2006 and March 16, 2006.

All documents filed by us pursuant to Section 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of this prospectus and until the
offering of the debt securities is completed shall be deemed to be incorporated by reference and to be a part of this prospectus from the
respective dates of filing of those
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documents. Upon request, we will provide without charge to each person to whom a copy of this prospectus has been delivered a copy of any
and all of these filings. You may request a copy of these filings by writing or telephoning us at our principal executive offices: YUM!
Brands, Inc., 1441 Gardiner Lane, Louisville, Kentucky 40213, Telephone Number (502) 874-8300, Attention: Investor Relations.

RATIO OF EARNINGS TO FIXED CHARGES
Set forth below are our consolidated ratios of earnings to fixed charges for the fiscal years ended 2005, 2004, 2003, 2002 and 2001.

2005 2004 2003 2002 2001
Ratio of earnings to fixed charges(a) 4.11 4.31 367 392 374

() Includes the impact of Wrench litigation income of $2 million in 2005 and $14 million in 2004 and expense of
$42 million in 2003 and AmeriServe and other credits of $2 million in 2005, $16 million in 2004, $26 million in 2003,
$27 million in 2002 and $3 million in 2001.

USE OF PROCEEDS

Unless the applicable prospectus supplement states otherwise, we intend to use the net proceeds from the sale of the offered securities for
working capital and other general corporate purposes, which may include the repayment of our indebtedness outstanding from time
to time.

DESCRIPTION OF OUR DEBT SECURITIES

The following description sets forth certain general terms and provisions of our debt securities to which any prospectus supplement may relate.
The particular terms of the debt securities offered by any prospectus supplement and the extent, if any, to which such general provisions may
apply to the debt securities so offered will be described in the prospectus supplement relating to such debt securities.

The debt securities may be issued, from time to time, in one or more series under an Indenture, dated May 1, 1998, between us and J.P. Morgan
Trust Company, National Association, as trustee. The following summaries of certain provisions of the debt securities and the Indenture do not
purport to be complete and are subject to, and are qualified in their entirety by express reference to, all the provisions of the Indenture, including
the definitions therein of certain terms.

General

The debt securities will be our senior, direct, unsecured obligations and, as such, will rank pari passu in right of payment with all of our existing
and future unsecured unsubordinated indebtedness and senior in right of payment to all of our subordinated indebtedness. The debt securities
will be effectively subordinated to (i) all existing and future liabilities of our subsidiaries and (ii) all of our existing and future senior secured
indebtedness.

The Indenture does not limit the aggregate principal amount of debt securities that may be issued under it and provides that debt securities may
be issued under it from time to time in one or more series. Unless otherwise indicated in an applicable prospectus supplement, except as
described below under Certain Covenants, the Indenture does not include covenants restricting our ability to enter into a highly leveraged
transaction, including a reorganization, restructuring, merger or similar transaction involving us that may adversely affect the holders of the debt
securities, if such transaction is a permissible consolidation, merger or similar transaction. In addition, unless otherwise specified in an
applicable prospectus supplement, the Indenture does not afford the holders of the debt securities the right to require
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us to repurchase or redeem the debt securities in the event of a highly leveraged transaction. See Mergers and Sale of Assets.

The applicable prospectus supplement or prospectus supplements will describe, among other things, the following terms of the debt securities
offered thereby:

the title of the offered debt securities;

e any limit on the aggregate principal amount of the offered debt securities;

e the price or prices at which the offered debt securities will be issued;

e the date or dates on which the principal of the offered debt securities is payable;

e the place or places where and the manner in which the principal of and premium, if any, and interest, if any, on
such offered debt securities will be payable and the place or places where such offered debt securities may be
presented for transfer and, if applicable, conversion or exchange and notices and demands to or upon us in respect of
the securities of the series may be served;

e the rate or rates at which the offered debt securities will bear interest, if any, and the date or dates from which
such interest, if any, will accrue;

e the dates, if any, on which any interest on the offered debt securities will be payable, and the regular record date
for any interest payable on any offered debt securities;

e the obligation, if any, of us to redeem or purchase debt securities of the series pursuant to any sinking fund or
analogous provisions or at the option of a holder thereof, the conditions, if any, giving rise to such right or obligation,
and the period or periods within which, and the price or prices at which and the terms and conditions upon which debt
securities of the series will be redeemed or purchased, in whole or part, and any provisions for the remarketing of such
debt securities;

e whether such offered debt securities are convertible or exchangeable into other securities and, if so, the terms and
conditions upon which such conversion or exchange will be effected including the initial conversion or exchange price
or rate and any adjustments thereto, the conversion or exchange period and other conversion or exchange provisions;

e any terms applicable to such offered debt securities issued at an issue price below their stated principal amount,
including the issue price thereof and the rate or rates at which such original issue discount will accrue;

e if other than the principal amount thereof, the portion of the principal amount of the offered debt securities which
will be payable upon declaration of acceleration of the maturity thereof pursuant to an event of default;

e any deletions from, modifications of or additions to the events of default or covenants applicable to us with
respect to such offered debt securities and whether or not such events of default or covenants are consistent with the

events of default or covenants set forth in this prospectus;

e the period or periods within which, the price or prices at which and the terms and conditions upon which, offered
debt securities may be redeemed, in whole or in part, at our option;

e the denominations in which any registered securities of the series will be issuable, if other than denominations of
$1,000 and any integral multiple thereof; and
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any other terms of the offered debt securities not inconsistent with the provisions of the Indenture.
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The foregoing is not intended to be an exclusive list of the terms that may be applicable to any offered debt securities and will not limit in any
respect our ability to issue debt securities with terms different from or in addition to those described above or elsewhere in this prospectus
provided that such terms are not inconsistent with the Indenture and this prospectus.

Our operations are conducted almost entirely through subsidiaries. Accordingly, the cash flow and the consequent ability to service our debt,
including the debt securities, are dependent upon the earnings of our subsidiaries and the distribution of those earnings to us, whether by
dividends, loans or otherwise. The payment of dividends and the making of loans and advances to us by our subsidiaries may be subject to
statutory or contractual restrictions, are contingent upon the earnings of those subsidiaries and are subject to various business considerations.
Any right we have to receive assets of any of our subsidiaries upon their liquidation or reorganization (and the consequent right of the holders of
the debt securities to participate in those assets) will be effectively subordinated to the claims of that subsidiary s creditors (including trade
creditors), except to the extent that we are recognized as a creditor of such subsidiary, in which case our claims would still be subordinate to any
security interests in the assets of such subsidiary and any indebtedness of such subsidiary senior to that held by us.

Form, Exchange, Registration and Transfer

Unless otherwise indicated in an applicable prospectus supplement, debt securities will be issued in fully registered form and will be represented
by a global debt security, as described below under Book-Entry Securities. Unless otherwise indicated in an applicable prospectus supplement,
registered debt securities will be issuable in denominations of $1,000 and integral multiples thereof.

Debt securities may be presented for registration of transfer, at our office or agency designated as registrar or co-registrar with respect to any
series of debt securities, without service charge and upon payment of any taxes, assessments or other governmental charges as described in the
Indenture. Such transfer or exchange will be effected on the books of the registrar or any other transfer agent appointed by us upon such registrar
or transfer agent, as the case may be, being satisfied with the documents of title and identity of the person making the request. We intend to
initially appoint the Trustee as registrar and the name of any different or additional registrar designated by us with respect to the offered debt
securities will be included in the prospectus supplement relating thereto.

In the event of any partial redemption of debt securities of any series, we will not be required to (i) issue, register the transfer of or exchange
debt securities of that series during a period beginning at the opening of business 15 days before any selection of debt securities of that series to
be redeemed and ending at the close of business on the day of mailing of the relevant notice of redemption or (ii) register the transfer of or
exchange any registered security, or portion thereof, called for redemption, except the unredeemed portion of any registered security being
redeemed in part.

5
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Payment and Paying Agents

Unless otherwise indicated in an applicable prospectus supplement, payment of principal of, and premium, if any, and interest, if any, on
registered debt securities will be made at the office of such paying agent or paying agents as we may designate from time to time, except that at
our option payment of principal, premium or interest may be made by check or by wire transfer to an account maintained by the payee. Unless
otherwise indicated in an applicable prospectus supplement, payment of any installment of interest on registered debt securities will be made to
the person in whose name such registered debt security is registered at the close of business on the regular record date for such interest.

Unless otherwise indicated in an applicable prospectus supplement, the Trustee will be designated as our sole paying agent for payments with
respect to the debt securities.

All monies paid by us to a paying agent for the payment of principal of, or premium, if any, or interest, if any, on any debt security which
remains unclaimed at the end of two years after such principal, premium or interest becomes due and payable will be repaid to us, and the holder
of such debt security or any coupon will thereafter look only to us for payment thereof.

Book-Entry Securities

The debt securities of a series will be represented by one or more global securities. Unless otherwise indicated in the prospectus supplement, the
global security representing the debt securities of a series will be deposited with, or on behalf of, The Depository Trust Company, New York,
New York, or other successor depositary we appoint and registered in the name of the depositary or its nominee. Unless and until it is exchanged
in whole or in part for individual certificates evidencing debt securities, a global security may not be transferred except as a whole by the
depositary to its nominee or by the nominee to the depositary, or by the depositary or its nominee to a successor depositary or to a nominee of
the successor depositary. The debt securities will not be issued in definitive form unless otherwise provided in the prospectus supplement.

We anticipate that DTC will act as depositary for the debt securities. The debt securities will be issued as fully-registered securities registered in
the name of Cede & Co. (DTC s partnership nominee). One fully-registered global security will be issued with respect to each $500 million of
principal amount of debt securities of a series, and an additional certificate will be issued with respect to any remaining principal amount of debt
securities of such series.

DTC is a limited-purpose trust company organized under the New York Banking Law, a banking organization within the meaning of the New
York Banking Law, a member of the Federal Reserve System, a clearing corporation within the meaning of the New York Uniform Commercial
Code, and a clearing agency registered pursuant to the provisions of Section 17A of the Exchange Act. DTC holds securities that its participants
deposit with DTC. DTC also facilitates the settlement among participants of securities transactions, such as transfers and pledges, in deposited
securities through electronic computerized book-entry changes in participants accounts, thereby eliminating the need for physical movement of
securities certificates. Direct participants include securities brokers and dealers, banks, trust companies, clearing corporations and certain other
organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation ( DTTC ). DTTC, in turn is owned by a
number of direct participants of DTC and members of the National Securities Clearing Corporation, Fixed Income Clearing Corporation and
Emerging Markets Clearing Corporation (which are also subsidiaries of DTTC), as well as by the New York Stock Exchange, Inc., the American
Stock Exchange LLC and the National Association of Securities Dealers, Inc. Access to the DTC system is also available to indirect participants
such as securities brokers and dealers, banks and trust companies that clear transactions through or maintain a custodial relationship with a direct
participant, either directly or indirectly. The rules applicable
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to DTC and its participants are on file with the SEC. More information about DTC can be found at www.dtcc.com.

Purchases of debt securities under the DTC system must be made by or through direct participants, which will receive a credit for the debt
securities on DTC s records. The ownership interest of each actual purchaser of each debt security will be recorded on the direct and indirect
participants records. These beneficial owners will not receive written confirmation from DTC of their purchase, but beneficial owners are
expected to receive a written confirmation providing details of the transaction, as well as periodic statements of their holdings, from the direct or
indirect participants through which the beneficial owner entered into the transaction. Transfers of ownership interests in the debt securities are to
be accomplished by entries made on the books of participants acting on behalf of beneficial owners. Beneficial owners will not receive
certificates representing their ownership interests in debt securities, except in the event that use of the book-entry system for the debt securities is
discontinued.

To facilitate subsequent transfers, all debt securities deposited by participants with DTC are registered in the name of DTC s partnership
nominee, Cede & Co. The deposit of debt securities with DTC and their registration in the name of Cede & Co. will not change the beneficial
ownership of the debt securities. DTC has no knowledge of the actual beneficial owners of the debt securities; DTC s records reflect only the
identity of the direct participants to whose accounts the debt securities are credited, which may or may not be the beneficial owners. The
participants are responsible for keeping account of their holdings on behalf of their customers.

Conveyances of notices and other communications by DTC to direct participants, by direct participants to indirect participants, and by direct
participants and indirect participants to beneficial owners will be governed by arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time.

Redemption notices will be sent to DTC. If less than all of the debt securities of a series are being redeemed, DTC s practice is to determine by
lot the amount of the interest of each direct participant in such series to be redeemed.

In any case where a vote may be required with respect to the debt securities of any series, neither DTC nor Cede & Co will consent or vote with
respect to such debt securities unless authorized by a direct participant in accordance with DTC s procedures. Under its usual procedures, DTC
mails an omnibus proxy to us as soon as possible after the record date. The omnibus proxy assigns Cede & Co. s consenting or voting rights to
those direct participants to whose accounts the debt securities of the series are credited on the record date (identified in a listing attached to the
omnibus proxy).

Principal of, and premium, if any, and interest, if any, on the debt securities will be paid to Cede & Co., as nominee of DTC. DTC s practice is to
credit direct participants accounts, upon DTC s receipt of funds and corresponding detail information from us or the Trustee, on the applicable
payable date in accordance with their respective holdings shown on DTC s records. Payments by participants to beneficial owners will be
governed by standing instructions and customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in street name, and will be the responsibility of that participant and not of DTC, the Trustee or us, subject to any statutory or
regulatory requirements as may be in effect from time to time. Payment of principal, premium and interest to Cede & Co. is the responsibility of
us or the Trustee. Disbursement of payments from Cede & Co. to direct participants is DTC s responsibility. Disbursement of payments to
beneficial owners is the responsibility of direct and indirect participants.

In any case where we have made a tender offer for the purchase of any debt securities, a beneficial owner must give notice through a participant
to a tender agent to elect to have its debt securities purchased or tendered. The beneficial owner must deliver debt securities by causing the direct
participants
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to transfer the participant s interest in the debt securities, on DTC s records, to a tender agent. The requirement for physical delivery of debt
securities in connection with an optional tender or a mandatory purchase is satisfied when the ownership rights in the debt securities are
transferred by direct participants on DTC s records and followed by a book-entry credit of tendered debt securities to the tender agent s account.

DTC may discontinue providing its services as depositary for the debt securities at any time by giving reasonable notice to us or the Trustee.
Under these circumstances, if a successor depositary is not obtained, then debt security certificates must be delivered.

We may decide to discontinue use of the system of book-entry transfers through DTC (or a successor depositary). In that event, debt security
certificates will be printed and delivered.

We obtained the information in this section concerning DTC and DTC s book-entry system from sources that we believe to be reliable, but we
take no responsibility for the accuracy of this information.

Certain Covenants
Limitation on Liens

Under the Indenture, we have agreed to not create, assume or suffer to exist any lien on any restricted property, to secure any of our debt or that
of our subsidiaries or any other person, or permit any subsidiary to do so, without securing the debt securities having the benefit of this covenant
equally and ratably with (or prior to) such debt for so long as such debt is so secured.

This covenant does not apply to any of the following types of liens:
e with respect to any particular series of debt securities, liens existing on the date of issuance of such series;
e liens on restricted property of corporations at the time they become our subsidiaries;

e liens existing on restricted property when acquired by us or any of our subsidiaries (including through merger or
consolidation);

e liens to secure debt incurred to finance the purchase price, construction, alteration, repair or improvement of
restricted property;

e liens securing debt of a subsidiary owing to us or another of our subsidiaries;

e liens securing industrial development, pollution control, or similar revenue bonds or in favor of governmental
bodies to secure progress, advance or other payments pursuant to any contract or provision of law;

e liens (i) to secure the payment of all or any part of the purchase price of any restricted property or the cost of
construction, installation, renovation, improvement or development on or of such restricted property or (ii) to secure
any debt incurred prior to, at the time of, or within 360 days after the later of the acquisition, the completion of such
construction, installation, renovation, improvement or development or the commencement of full operation of such
restricted property for the purpose of financing all or any part of the purchase price or cost thereof;

e liens otherwise prohibited by this covenant, securing debt which, together with the aggregate outstanding
principal amount of all of our other debt and the debt of our subsidiaries owning restricted property which is secured
by liens that would otherwise be prohibited by this covenant and the value of sale and leaseback transactions
described below effected in accordance with this exception, does not exceed 10% of our consolidated net tangible
assets; and
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e any extension, renewal or refunding of any liens referred to in the foregoing clauses; provided, however, that in
the case of this exception, the principal amount of debt secured thereby will not exceed the principal amount of debt,
plus any premium or fee payable in connection with any such extension, renewal, replacement or refunding, so
secured at the time of such extension, renewal, replacement or refunding.

Under the Indenture, debt means (a) all obligations represented by notes, bonds, debentures or similar evidences of indebtedness, (b) all
indebtedness for borrowed money or for the deferred purchase price of property or services other than, in the case of any such deferred purchase
price, on normal trade terms, and (iii) all rental obligations as lessee under leases which will have been or should be, in accordance with
generally accepted accounting principles, recorded as capital leases.

Under the Indenture, restricted property means (a) any individual facility or property, or portion thereof, owned or leased by us or our
subsidiaries and located within the continental United States of America which, in the opinion of our Board of Directors, is of material
importance to our business and that of our subsidiaries taken as a whole, but no such individual facility, property or portion of a facility or
property will be deemed of material importance if its gross book value (before deducting accumulated depreciation) is less than 3% of our
consolidated net tangible assets, and (b) any shares of capital stock or indebtedness of any subsidiary owning any such facility. As of the date of
this prospectus, we have no restricted properties.

Under the Indenture, consolidated net tangible assets refers to the total amount of our assets (less applicable valuation allowances) after
deducting (a) all current liabilities (excluding the amount of liabilities which are by their terms extendable or renewable at the option of the
obligor to a date more than 12 months after the date as of which the amount is being determined) and (b) all goodwill, tradenames, trademarks,
patents, unamortized debt discount and expense and other like intangible assets, all as set forth on our most recent consolidated balance sheet
and determined in accordance with generally accepted accounting principles.

Limitation on Sale and Leaseback Transactions

Under the Indenture, we have agreed not to, and to not permit any subsidiary to, enter into any sale and leaseback transaction unless:

e we or such subsidiary would be entitled under the provisions described above under Limitation on Liens to incur
debt in a principal amount equal to the value of such sale and leaseback transaction, secured by liens on the facilities
to be leased, without equally and ratably securing the debt securities having the benefit of this covenant, or

e we or such subsidiary, during the six months following the effective date of such sale and leaseback transaction,
apply an amount equal to the value of such sale and leaseback transaction to the acquisition of restricted property or to
the retirement of debt securities or funded debt.

A sale and leaseback transaction is any arrangement with any person pursuant to which we or any of our subsidiaries leases any restricted
property that has been or is to be sold or transferred by us or the subsidiary to such person, other than:

e leases for a term, including renewals at the option of the lessee, of not more than three years;
e leases between us and a subsidiary or between subsidiaries; and

e leases of restricted property executed by the time of, or within 12 months after the latest of, the acquisition, the
completion of construction or improvement, or the commencement of commercial operation, of such restricted

property.
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The value of a sale and leaseback transaction is an amount equal to the present value of the lease payments (after deducting the amount of rent to
be received under noncancellable subleases) with respect to the term of the lease remaining on the date as of which the amount is being
determined, without regard to any renewal or extension options contained in the lease, discounted at the weighted average interest rate on the
debt securities of all series which are outstanding on the effective date of such sale and leaseback transaction and which have the benefit of the
covenant limiting sale and leaseback transactions.

For purposes of determining such value, lease payments are the aggregate amount of the rent payable by the lessee with respect to the applicable
period, after excluding amounts required to be paid on account of maintenance and repairs, insurance, taxes, water rates and similar charges. If

and to the extent the amount of any lease payment during any future period is not definitely determinable under the lease in question, the amount
of such lease payment will be estimated in such reasonable manner as our Board of Directors may in good faith determine.

Mergers and Sales of Assets

Under the Indenture, we have agreed to not consolidate with or merge into any other person or convey, transfer or lease our properties and assets
substantially as an entirety to another person, unless, among other things, (i) the resulting, surviving or transferee person (if other than us) is
organized and existing under the laws of the United States, any state thereof or the District of Columbia and such person expressly assumes all
of our obligations under the debt securities and the Indenture, and (ii) immediately after giving effect to such transaction, no event which is, or
after notice or passage of time or both would be, an event of default will have occurred and be continuing under the Indenture. Upon the
assumption of our obligations by a person to whom such properties or assets are conveyed or transferred, we will be discharged from all
obligations under the debt securities and the Indenture.

Events of Default

The Indenture provides that, if an event of default under the Indenture has occurred and is continuing as described below, with respect to each
series of the debt securities outstanding thereunder individually, the Trustee or the holders of not less than a majority in aggregate principal
amount of the outstanding debt securities of such series may declare the principal amount of the debt securities of such series to be immediately
due and payable. Under certain circumstances, the holders of a majority in aggregate principal amount of the outstanding debt securities of such
series may rescind such a declaration.

Under the Indenture, an event of default is defined as, with respect to each series of debt securities outstanding thereunder individually, any of
the following:

e default in payment of the principal of any debt security of such series;

e default in payment of any interest on any debt security of such series when due, continuing for 30 days, so long as
holders of 75% of the then outstanding debt securities of such series have not consented to a postponement of such
payment;

e default in payment of any sinking fund or purchase fund installment or analogous obligation, if any, on any debt
security of such series when due, continuing for 30 days;

e failure by us to comply with our other agreements in respect of any debt securities of such series upon the receipt
by us of notice of such default given as specified in the Indenture and our failure to cure such default within 90 days
after receipt by us of such notice;

e acceleration of any indebtedness for money borrowed by us in an aggregate principal amount exceeding $50
million under the terms of the instrument under which such indebtedness is issued or secured, if such acceleration is

not annulled, or such indebtedness is not discharged, within 30 days after written notice as provided in the Indenture;
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e certain events of bankruptcy or insolvency with respect to us; and

e any other event of default set forth in an applicable prospectus supplement.

The Trustee will give notice to holders of the debt securities of any continuing default known to the Trustee within 90 days after the occurrence
thereof. However, the Trustee may withhold such notice, as to any default other than a payment default, if it determines in good faith that
withholding the notice is in the interests of the holders.

The holders of a majority in principal amount of the outstanding debt securities of any series may direct the time, method and place of
conducting any proceeding for any remedy available to the Trustee or exercising any trust or power conferred on the Trustee with respect to the
debt securities of such series. Such direction cannot be in conflict with any law or the Indenture and it is subject to certain other limitations.
Before proceeding to exercise any right or power under the Indenture at the direction of such holders, the Trustee will be entitled to receive from
such holders reasonable security or indemnity against the costs, expenses and liabilities which might be incurred by it in complying with any
such direction. With respect to each series of debt securities, no holder will have any right to pursue any remedy with respect to the Indenture or
the debt securities, unless:

e such holder has given the Trustee written notice of a continuing event of default with respect to the debt securities
of such series;

e the holders of at least a majority in aggregate principal amount of the outstanding debt securities of such series
have made a written request to the Trustee to pursue such remedy;

e such holder has offered to the Trustee reasonable indemnity satisfactory to the Trustee;

e the holders of a majority in aggregate principal amount of the outstanding debt securities of such series have not
given the Trustee a direction inconsistent with such request within 60 days after receipt of such request; and

e the Trustee has failed to comply with the request within such 60-day period.

Notwithstanding the foregoing, the right of any holder of any debt security to receive payment of the principal of and premium, if any and
interest, if any, in respect of such debt security on the date specified in such debt security as the fixed date on which an amount equal to the
principal of such debt security or an installment of principal thereof or premium or interest thereon is due and payable or to institute suit for the
enforcement of any such payments will not be impaired or adversely affected without such holder s consent. The holders of a majority in
aggregate principal amount of the outstanding debt securities of any series may waive an existing default with respect to such series and its
consequences, other than (i) any default in any payment of the principal of, or premium or interest on, any debt security of such series or (ii) any
default in respect of certain covenants or provisions in the Indenture which may not be modified without the consent of the holder of each
outstanding debt security of such series affected as described below under Modification and Waiver.

The Indenture provides that we will deliver to the Trustee within 120 days after the end of each of our fiscal years an officers certificate stating
whether or not the signers know of any default that occurred during such period.

Modification and Waiver

We and the Trustee may execute a supplemental indenture without the consent of the holders of the debt securities:

e to add to our covenants, agreements and obligations for the benefit of the holders of all the debt securities of any
series or to surrender any right or power conferred in the Indenture upon us;
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e to evidence the succession of another corporation to us and the assumption by it of our obligations under the
Indenture and the debt securities;

e to establish the form or terms of debt securities of any series as permitted by the Indenture;

e to provide for the acceptance of appointment under the Indenture of a successor Trustee with respect to the debt
securities of one or more series and to add to or change any provisions of the Indenture as will be necessary to provide
for or facilitate the administration of the trusts by more than one Trustee;

e to cure any ambiguity, defect or inconsistency as long as such action will not adversely affect the interests of any
holder of any such debt securities;

e to add to, change or eliminate any provisions (which addition, change or elimination may apply to one or more
series of debt securities), as long as any such addition, change or elimination neither (a) applies to any debt security of
any series created prior to the execution of such supplemental indenture and is entitled to the benefit of such provision
nor (b) modifies the rights of the holder of any such debt securities with respect to such provision;

e to secure the debt securities; or

e to make any other change that does not adversely affect the rights of any holder of any such debt securities.

The Indenture provides that, with the consent of the holders of not less than a majority in aggregate principal amount of the outstanding debt
securities of the series affected by such supplemental indenture, we and the Trustee may also execute a supplemental indenture to add provisions
to, or change in any manner or eliminate any provisions of, the Indenture with respect to such series of debt securities or modify in any manner
the rights of the holders of the debt securities of such series under the Indenture. However, no such supplemental indenture will, without the
consent of the holders of at least 75% of the outstanding debt securities affected thereby, extend the time for payment of any installment of
interest payable with respect to such debt securities. In addition, no such supplemental indenture will, without the consent of the holder of each
such outstanding debt security affected thereby:

e change the stated maturity of the principal of, or any installment of principal on, any such debt security, or reduce
the amount of principal of any debt security that is a discount security and that would be due and payable upon

declaration of acceleration of maturity thereof;

e reduce the principal amount of, or the rate of interest on, any such debt security or any premium payable upon
redemption thereof;

e change the place or currency of payment of principal or interest, if any, on any such debt security;
e impair the right to institute suit for the enforcement of any payment on or with respect to any such debt security;

e reduce the above-stated percentage of holders of debt securities of any series necessary to modify or amend the
Indenture; or

e modify the foregoing requirements or reduce the percentage in principal amount of outstanding debt securities of
any series necessary to waive any covenant or past default.

Holders of not less than a majority in principal amount of the outstanding debt securities of any series may waive certain past defaults and may
waive our compliance with the restrictive covenants described above with respect to the debt securities of such series.
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Discharge and Defeasance

Unless otherwise indicated in an applicable prospectus supplement, the Indenture provides that we may satisfy and discharge obligations
thereunder with respect to the debt securities of any series by delivering to the Trustee for cancellation all outstanding debt securities of such
series or depositing with the Trustee, after such outstanding debt securities have become due and payable, cash sufficient to pay at stated
maturity all of the outstanding debt securities of such series and paying all other sums payable under the Indenture with respect to such series.

In addition, unless otherwise indicated in an applicable prospectus supplement, the Indenture provides that: we (a) will be discharged from our
obligations in respect of the debt securities of such series, which we refer to as a defeasance and discharge, or (b) may cease to comply with
certain restrictive covenants, which we refer to as a covenant defeasance, including those described under Certain Covenants and Mergers and
Sales of Assets and any such omission will not be an event of default with respect to the debt securities of such series, in each case at any time

prior to the stated maturity or redemption of the debt securities of such series, when we have irrevocably deposited with the Trustee, in trust:

e sufficient funds in the currency or currency unit in which the debt securities are denominated to pay the principal
of (and premium, if any), and interest to stated maturity (or redemption) on, the debt securities of such series;

e such amount of direct obligations of, or obligations the principal of and interest on which are fully guaranteed by,
the government which issued the currency in which the debt securities are denominated, and which are not subject to
prepayment, redemption or call, as will, together with the predetermined and certain income to accrue thereon without
consideration of any reinvestment thereof, be sufficient to pay when due the principal of (and premium, if any), and
interest to stated maturity (or redemption) on, the debt securities of such series; or

e any combination thereof.

Such defeasance and discharge and covenant defeasance are conditioned upon, among other things, our delivery of (x) an opinion of counsel that
the holders of the debt securities of such series will not recognize income, gain or loss for United States Federal income tax purposes as a result
of such defeasance, and such holders will be subject to tax on the same amounts, in the same manner and at the same times as if no defeasance
and discharge or covenant defeasance, as the case may be, had occurred and (y) an officer s certificate and an opinion of counsel, each stating
that all conditions precedent with respect to such defeasance and discharge or covenant defeasance, as the case may be, have been complied
with. Upon such defeasance and discharge, the holders of the debt securities of such series will no longer be entitled to the benefits of the
Indenture, except for the purposes of registration of transfer and exchange of the debt securities of such series and replacement of lost, stolen or
mutilated debt securities and will look only to such deposited funds or obligations for payment.

The Trustee

The Trustee will be permitted to engage in other transactions with us and our subsidiaries. However, if the Trustee acquires any conflicting
interest within the meaning of the Trust Indenture Act of 1939, as amended, it must eliminate such conflict or resign. An affiliate of the Trustee
is a lender under our bank credit facilities.
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EXPERTS

The consolidated financial statements of YUM! Brands, Inc. as of December 31, 2005 and December 25, 2004, and for each of the years in the
three-year period ended December 31, 2005, and management s assessment of the effectiveness of internal control over financial reporting as of
December 31, 2005 have been incorporated by reference herein in reliance upon the report of KPMG LLP, independent registered public
accounting firm, incorporated by reference herein, and upon the authority of said firm as experts in accounting and auditing. The audit report
covering the December 31, 2005 financial statements refers to a change in the method for accounting for share-based payments.

LEGAL MATTERS

The validity of the debt securities offered by this prospectus will be passed upon for us by Mayer, Brown, Rowe & Maw LLP, Chicago, Illinois.
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No dealer, salesperson or other person is authorized to give any information or to represent anything not contained in this prospectus. You must
not rely on any unauthorized information or representations. This prospectus is an offer to sell only the notes offered hereby, but only under
circumstances and in jurisdictions where it is lawful to do so. The information contained in this prospectus is current only as of its date.
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Amounts are unaudited.

The Calendar 2003 income on disposal in the healthcare provider and franchising segments is attributable to changes in estimates of previously
recorded joint venture liabilities related to the disposal of the segment. Additionally, the Calendar 2003 income on disposal includes gains on the
sale of a hospital facility of $0.7 million (before taxes) and cash received as a final distribution associated with a discontinued provider joint
venture of $0.8 million (before taxes).

The Calendar 2003 income on disposal in the specialty managed healthcare segment is primarily the result of cash received as a partial payment
on a note receivable held by us that had been fully reserved in fiscal 2001, resulting in a gain of $1.3 million (before taxes), and a favorable
change in estimated lease reserves of $0.5 million (before taxes). Loss on disposal in the specialty managed healthcare segment in Calendar
2002 is primarily the result of an increase in lease reserves of approximately $2.3 million (before taxes) to reflect changes in estimates, which
loss is offset by $0.7 million (before taxes) in cash received as partial payment on a note receivable held by us that had been fully reserved in
fiscal 2001.

The Calendar 2002 income on disposal in the human services segment is the result of a change in estimate of self-insurance and other reserves.

The following table summarizes, for the periods indicated, the net reorganization benefit included in discontinued operations (in thousands):

20021 2003

Healthcare provider and franchising segments $ $ 15,268
Specialty managed healthcare segment 5,059
$ $ 20,327

(€))

Amounts are unaudited.

Included in the net reorganization benefit for Calendar 2003 is $15.4 million representing the net fresh start reorganization gain. In addition, as
part of the Plan of Reorganization and chapter 11 proceedings, certain leases for closed offices were rejected. To the extent that the estimated
cost as a result of rejecting such leases was different than the liability previously recorded, such difference has been recorded as reorganization
(expense) benefit in accordance with SOP 90-7.

Outlook Results of Operations

Our segment profit and net income are subject to significant fluctuations from period to period. These fluctuations may result from a variety of
factors such as those set forth under "Risk factors" as well as a variety of other factors including: (i) changes in utilization levels by enrolled
members of our risk-based contracts, including seasonal utilization patterns; (ii) contractual adjustments and settlements; (iii) retrospective
membership adjustments; (iv) timing of implementation of new contracts, enrollment changes and contract terminations; (v) pricing adjustments
upon contract
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renewals (and price competition in general); and (vi) changes in estimates regarding medical costs and incurred but not yet reported medical
claims.

A portion of our business is subject to rising care costs due to an increase in the number and frequency of covered members seeking behavioral
care services, and higher costs per inpatient day or outpatient visit. Many of these factors are beyond our control. Future results of operations
will be heavily dependent on management's ability to obtain customer rate increases that are consistent with care cost increases and/or to reduce
operating expenses.

We are a market leader in a mature market with many viable competitors. We are continuing our attempts to grow our business in the managed
behavioral healthcare industry through aggressive marketing and development of new products. However, due to the maturity of the market, we
believe that the ability to grow our current business lines may be limited. In addition, substantially all of our Health Plan Solutions segment net
revenue are derived from Blue Cross and Blue Shield health plans, and other managed care companies, health insurers and health plans. Aetna
and a WellPoint related entity have notified us that they will not renew their contracts with us. See "Risk factors Risks related to our business and
industry Reliance on Customer Contracts Our inability to renegotiate or extend expiring or terminated customer contracts, could adversely affect
our liquidity, profitability and financial condition." In addition to Aetna and one of the WellPoint-related contracts, other managed care
customers of ours have decided not to renew all or part of their contracts with us, and will instead manage behavioral healthcare services directly
for their subscribers. We believe that the total impact of such non-renewals will be a reduction to net revenue of approximately $330 million
during fiscal 2006, $250 million of which relates to Aetna. Actual reduction in net revenue for future periods may exceed our expectations.

Stock Compensation. Pursuant to employee agreements entered into as part of the Plan of Reorganization, on the Effective Date, we granted a
total of 167,926 shares of Ordinary Common Stock to our Chief Executive Officer, Chief Operating Officer and Chief Financial Officer, referred
to as the Senior Executives. Pursuant to his employment agreement, the Chief Executive Officer purchased 83,963 fully vested shares of
Ordinary Common Stock on the Effective Date. Under such agreements, we also granted an aggregate of 2,891,022 stock options to the Senior
Executives on the Effective Date and made cash payments to the Senior Executives to approximate the tax liability associated with the Senior
Executives' compensation income resulting from the stock grants, the stock purchase and the cash payments. Under the 2003 Management
Incentive Plan, 1,511,500 stock options were awarded to other members of our management and other employees during fiscal 2004. All of
these awards were contingent upon our emergence from our chapter 11 proceedings, relate to underlying common stock that was not authorized
until the Effective Date and relate to services to be performed by the employees subsequent to the Effective Date.

Under APB 25, the Reorganized Company recorded stock compensation expense during the fiscal year ended December 31, 2004 of
$23.2 million, as reflected in the accompanying consolidated statements of operations, related to the following:

with respect to the grants of restricted stock to the Senior Executive officers, we recognized a charge equal to the fair market
value of the Ordinary Common Stock at the time of grant (the price at which the stock traded on the first day of trading)
multiplied by the shares granted, plus the cash amount paid to the Senior Executives with regard to income taxes related to
such grants;

with respect to the shares purchased by the Chief Executive Officer, we recognized a charge equal to the difference between
the fair market value of the Ordinary Common Stock at the time of purchase (the price at which the stock traded on the first
day of trading) and
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the price paid for such shares multiplied by the shares purchased, plus the amount paid to the Chief Executive Officer with
regard to income taxes related to such purchase;

with respect to the grant of options to the Senior Executives and other members of management and other employees, a
charge was computed equal to the difference between the fair market value of the Ordinary Common Stock at the time of
grant (for the options granted to the Senior Executives, the price at which the stock traded on the first day of trading) and the
exercise prices of the options, multiplied by the number of shares subject to the options (4.2 million shares in the aggregate).
This charge is being recognized ratably over the vesting periods of the options, which range from three to four years.
Compensation expense related to two of the three tranches of stock options granted to the Senior Executives, covering

2.1 million shares, could have been recognized over a period ranging from three to seven years, depending on the market
price performance of the Ordinary Common Stock. However, as a result of the market price performance to-date of the
Ordinary Common Stock, we are recognizing compensation expense for the Senior Executive stock options over three years;
and

with respect to 13,595 shares of Ordinary Common Stock granted to non-management members of the board of directors
who are not affiliated with Onex, pursuant to our 2004 Director Stock Compensation Plan, we recognized a charge equal to
the fair market value of the Ordinary Common Stock at the time of grant.

We estimate that the total amount of such charges recorded and to be recorded from 2004 through 2007 will be $56.5 million, before taxes.
Based upon a three year vesting schedule for the two Senior Executive tranches, as discussed above, we estimate that we will recognize the
remaining charges of $15.0 million, $15.0 million, and $3.3 million in fiscal years 2005, 2006, and 2007, respectively.

Under APB 25, we recognized stock compensation expense related to the stock purchase, the stock grants, and the cash payments as noted
above during the Prior Year Quarter, and are recognizing stock compensation expense related to in-the-money stock option grants ratably over
the applicable vesting periods.

On March 10, 2005, we granted 872,298 options and 107,584 shares of restricted stock pursuant to the 2003 Management Incentive Plan. The
options have an exercise price of $34.57 per share which equaled the fair market value of our Ordinary Common Stock on the grant date. These
options and restricted stock awards vest ratably over four years. Under APB 25, the compensation charge of $3.7 million from the grant of
restricted stock is being recognized ratably over the vesting period.

As a result of the foregoing, we recorded stock compensation expense of $10.8 million and $3.8 million, before taxes, in the three months ended
March 31, 2004 and 2005, respectively.

Interest Rate Risk. Changes in interest rates affect interest income earned on our cash equivalents and investments, as well as interest expense
on variable interest rate borrowings under the Credit Agreement and our note payable to Aetna, referred to as the Aetna Note. Based on the
amount of cash equivalents and investments and the borrowing levels under the Credit Agreement and the Aetna Note as of March 31, 2005, a
hypothetical 10 percent increase in the interest rate, with all other variables held constant, would not materially affect our future earnings and
cash outflows.

Operating Restructuring Activities. During the fiscal year ended September 31, 2002, the three months ended December 31, 2002, and the
fiscal years ended December 31, 2003 and 2004, we incurred special charges of $15.7 million, $3.9 million, $9.5 million and $5.0 million,
respectively.
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During the three months ended March 31, 2004, we incurred special charges of $1.9 million. The majority of the special charges that were
incurred related to our restructuring initiatives which were generally focused on consolidating service centers, creating more efficiencies in
corporate overhead, consolidating systems, improving call center technology and instituting other operational and business efficiencies while
maintaining or improving service to customers. We do not anticipate incurring any material additional charges related to such restructuring
initiatives during fiscal 2005.

Historical Liquidity and Capital Resources
Prior Year Quarter compared to Current Year Quarter

Operating Activities. Net cash provided by operating activities increased by approximately $41.5 million for the Current Year Quarter as
compared to the Prior Year Quarter. The increase in operating cash flows is primarily due to payments in the Prior Year Quarter of
approximately $61.1 million for liabilities related to the chapter 11 proceedings and our increase in segment profit of $13.2 million from the
Prior Year Quarter to the Current Year Quarter, partially offset by negative working capital changes, primarily due to timing.

Investing Activities. Approximately $4.6 million and $5.0 million were utilized during the Prior Year Quarter and Current Year Quarter,
respectively, for capital expenditures. The majority of capital expenditures related to management information systems and related equipment.

During the Current Year Quarter, we received proceeds of $7.0 million related to the prepayment of a portion of a note receivable with National
Mentor, Inc., or Mentor. The outstanding receivable balance of the Mentor note is $3.0 million as of March 31, 2005.

During the Current Year Quarter, we utilized net cash of approximately $41.1 million for the purchase of "available-for-sale" investments. Our
investments consist of U.S. Government and agency securities, corporate debt securities and certificates of deposit.

Financing Activities. During the Prior Year Quarter, we received net proceeds of approximately $147.9 million from the issuance of new
equity, net of issuance costs of approximately $3.1 million, received net proceeds of approximately $92.6 million from the issuance of long-term
debt, net of issuance costs of approximately $7.4 million, repaid approximately $192.4 million in debt upon consummation of the Plan of
Reorganization, repaid approximately $3.7 million of indebtedness outstanding under the Term Loan Facility and made payments on capital
lease obligations of approximately $0.8 million.

During the Current Year Quarter, we repaid approximately $5.6 million in debt, made payments on capital lease obligations of approximately
$1.8 million and received proceeds of approximately $0.4 million from the exercise of stock options and warrants.

Reorganized Company year ended December 31, 2004 (''Current Year''), compared to the Predecessor Company year ended
December 31, 2003 (''Prior Year'')

Operating Activities. Net cash provided by operating activities decreased by approximately $14.9 million for the Current Year as compared to
the Prior Year. The decrease in operating cash flows is primarily due to net payments for liabilities related to the chapter 11 proceedings that
include professional fees and claim settlements and an increase in cash interest payments. Partially offsetting these reductions to operating cash
flows is our increase in segment profit and a net increase in cash receipts related to unconsolidated subsidiaries.

During the Current Year, net bankruptcy-related liabilities decreased by approximately $66.7 million, which is primarily attributable to claim
settlements and the payment of professional
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fees. Such amount is net of the receipt of $15.2 million from Onex related to shares purchased under its commitment to fund the Cash-Out
Election. Cash interest payments made in the Current Year totaled $31.5 million as compared to $15.8 million for the Prior Year. During the
impendency of our chapter 11 proceedings in the Prior Year, no cash interest payments were made on our debt other than debt outstanding under
the prior Credit Agreement. Segment profit was $233.2 million and $192.1 million for the Current Year and Prior Year, respectively. During the
Current Year, we received $7.3 million in net cash distributions from unconsolidated subsidiaries, as compared to net cash distributions of

$3.9 million made to unconsolidated subsidiaries in the Prior Year.

Investing Activities. Approximately $30.7 million and $29.8 million were utilized during the Current Year and Prior Year, respectively, for
capital expenditures. The majority of capital expenditures related to management information systems and related equipment.

During the Current Year, we received proceeds of $2.3 million from the sale of a hospital facility, net of transaction costs, related to the
discontinued healthcare provider and franchising segments. Proceeds of $2.6 million from the sale of assets, net of transaction costs, were
received during the Prior Year. In the Prior Year, proceeds of $2.4 million were received related to the discontinued healthcare provider and
franchising segments, with $1.6 million from the sale of a hospital facility and $0.8 million as a final distribution associated with a discontinued
provider joint venture.

Approximately $3.7 million was utilized during the Prior Year for acquisitions and investments in businesses, and relates to earn-out payments
with respect to the acquisition in 1998 of Inroads, a managed behavioral healthcare company.

During the Current Year, we utilized net cash of $321.0 million for the purchase of "available-for-sale" investments. Our investments consist of
U.S. government agencies securities, corporate debt securities, and certificates of deposit with the investments ranging in maturity at purchase
date from three to twenty-seven months.

Financing Activities. Upon the consummation of the Plan of Reorganization in January 2004, net proceeds of $147.9 million were received
from the issuance of new equity, net of issuance costs of approximately $3.1 million; net proceeds of $92.8 million were received from the
issuance of long-term debt, net of issuance costs of $7.4 million; and debt repayments of $192.4 million were made. In addition, in the Current
Year, we repaid $15.0 million of indebtedness outstanding under the Term Loan Facility and paid $8.8 million on capital lease obligations.

The debt paid upon consummation of the Plan of Reorganization of $192.4 million on the Effective Date was composed of payments of
$160.8 million of amounts outstanding under the Old Credit Agreement, $16.6 million of principal on the Old Senior Notes and $15.0 million
related to a debt obligation to Aetna.

During the Prior Year, we made payments on capital lease obligations of $3.0 million and had other net financing sources of $0.1 million.

Predecessor Company fiscal year ended December 31, 2003 (''Calendar 2003''), compared to the Predecessor Company twelve months
ended December 31, 2002 (''Calendar 2002") (unaudited)

The condensed cash flows from operating activities, investing activities and financing activities for the twelve months ended December 31,
2002 represent the amalgamation of the condensed cash flows for the nine months ended September 30, 2002 (unaudited), as reported in the
quarterly report on Form 10-Q for the quarter ended September 30, 2002, and the three months ended
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December 31, 2002 (audited), as reported in the transition report on Form 10-K for the three month period ended December 31, 2002.

Predecessor Company

Nine Months Three Months Twelve Months

Ended Ended Ended

September 30, December 31, December 31,

2002M 2002 2002M

Net cash provided by operating activities $ 42,605 $ 28,001 $ 70,606
Capital expenditures (21,585) (8,421) (30,006)
Acquisitions and investments in businesses, net of cash acquired (63,731) (63,731)
Net cash used in investing activities (85,316) (8,421) (93,737)
Proceeds from issuance of debt, net of issuance costs 105,000 105,000
Payments on debt and capital lease obligations (64,853) (1,196) (66,049)
Other financing activities 1,159 (1,909) (750)
Net cash provided by (used in) financing activities 41,306 (3,105) 38,201
Net increase (decrease) in cash and cash equivalents $ (1,405) $ 16,475 $ 15,070

Supplemental cash flow information:

Income taxes paid $ 593 $ 71 $ 664
Interest paid $ 76,463 $ 16,175 $ 92,638

€]

Amounts are unaudited.

Operating Activities. Our net cash provided by operating activities was $70.6 million and $178.3 million for Calendar 2002 and Calendar
2003, respectively. The increase in cash provided by operating activities from Calendar 2002 to Calendar 2003 is primarily due to a reduction in
cash interest payments. Cash interest payments in Calendar 2002 totaled $92.6 million, as compared to $15.8 million in Calendar 2003, a
reduction of approximately $76.8 million. The decrease in interest payments is mainly due to the fact that we did not pay interest on the Old
Senior Notes and Old Subordinated Notes totaling $79.7 million during the period beginning on the date we filed for bankruptcy protection,
March 11, 2003, through the end of Calendar 2003. Also contributing to the increase in operating cash flows from Calendar 2002 to Calendar
2003 are higher cash flows attributable to increased segment profit year over year, lower net cash outflows with respect to discontinued
operations and other working capital changes. Our segment profit for Calendar 2002 was $184.4 million, as compared to $192.1 million in
Calendar 2003. Net cash outflows with respect to discontinued operations were $5.8 million and $0.1 million in Calendar 2002 and Calendar
2003, respectively.

Investing Activities. Approximately $30.0 million and $29.8 million were utilized during Calendar 2002 and Calendar 2003, respectively, for
capital expenditures. The majority of our capital expenditures relate to management information systems and related equipment. These
expenditures have remained relatively constant year over year and are reduced from prior years as the result of our focus on cost reduction
restructuring initiatives.

We used cash of $63.7 million and $3.7 million during Calendar 2002 and Calendar 2003, respectively, for acquisitions and investments in
businesses. Included in Calendar 2002 is a contingent purchase price payment of $60.0 million to Aetna related to the acquisition of HAIL
Included in Calendar 2002 and Calendar 2003 are the final two earn-out payments of $3.7 million each with respect to the acquisition in 1998 of
Inroads, a managed behavioral healthcare company.
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Financing Activities. 'We borrowed approximately $105.0 million and $0.1 million during Calendar 2002 and Calendar 2003, respectively.
The borrowings in Calendar 2002 were primarily draws under the revolving credit facility for short-term capital needs.

We made repayments of approximately $66.0 million and $3.0 million on debt and capital lease obligations during Calendar 2002 and Calendar
2003, respectively. Calendar 2002 repayments included scheduled term loan repayments, unscheduled term loan repayments with cash received
from asset sales during the year, scheduled capital lease payments and revolving facility repayments primarily utilizing cash generated from
operations. Calendar 2003 repayments include payments on capital lease obligations.

Outlook Liquidity and Capital Resources

Credit Agreement. The Credit Agreement provides for a Term Loan Facility in an original aggregate principal amount of $100.0 million, a
Revolving Loan Facility providing for loans of up to $50.0 million and a Credit-Linked Facility for the issuance of letters of credit for our
account in an original aggregate principal amount of $80.0 million. As of March 31, 2005, we had $79.4 million outstanding under the Term
Loan Facility. On the Effective Date, we incurred deferred financing fees of $7.4 million related to the Credit Agreement. Additionally, effective
September 29, 2004, the Credit-Linked Facility was reduced from $80.0 million to $50.0 million. We accounted for the reduction of the
Credit-Linked Facility in accordance with the Emerging Issues Task Force ("EITF") 98-14 "Debtor's Accounting for Changes in Line-of-Credit
or Revolving-Debt Arrangements," and accordingly, wrote off $0.8 million of fees associated with the Credit Agreement and will amortize the
remaining unamortized fees relating to the Credit Agreement over the remaining term of the Credit Agreement. Borrowings under the Credit
Agreement will mature on August 15, 2008 and quarterly principal payments are required on the Term Loan Facility. We have not drawn on the
Revolving Loan Facility, resulting in unutilized commitments of $50.0 million. As of March 31, 2005, we had issued letters of credit in the
amount of $44.9 million, resulting in unutilized commitments under the Credit-Linked Facility of $5.1 million. The Credit Agreement is
guaranteed by substantially all of our subsidiaries and is secured by substantially all of Magellan's assets and the assets of the subsidiary
guarantors.

On October 25, 2004, referred to as the First Amendment Effective Date, the Credit Agreement was amended, referred to as the Amendment, to
reduce the annual interest rate on borrowings under the Term Loan Facility and on the Credit-Linked Facility, each by 1.25 percent. As a result
of the Amendment, the annual interest rate on borrowings under the Term Loan Facility fluctuates at a rate equal to the sum of (i) a borrowing
margin of 2.25 percent (subject to reduction of up to 0.50 percent based on our debt ratings), plus (ii) (A) in the case of U.S. dollar denominated
loans, the higher of the prime rate or one-half of one percent in excess of the overnight "federal funds" rate, or (B) in the case of Eurodollar
denominated loans, an interest rate which is a function of the Eurodollar rate for the selected interest period. We have the option to borrow in
U.S. dollar denominated loans or Eurodollar denominated loans at our discretion. As of December 31, 2004, all loans under the Term Loan
Facility were Eurodollar denominated loans at a borrowing rate of 4.74 percent. As a result of the Amendment, the commitment fee on the
Credit-Linked Facility is equal to the sum of 2.25 percent (subject to reduction of up to 0.50 percent based on our debt ratings), plus an
additional amount that is based on the administrative costs and term of the Credit-Linked Facility. As of December 31, 2004, the commitment
fee on the Credit-Linked Facility was 2.37 percent. In addition, under the Amendment, certain mandatory prepayment requirements were
eliminated, and several covenants that restricted or limited our ability to repurchase or refinance Senior Notes, make investments, and incur debt
pertaining to letters of credit were amended. We paid and expensed $0.3 million in fees associated with the Amendment. See Note 7 "Long-Term
Debt and Capital Lease Obligations" to the audited annual consolidated
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financial statements incorporated by reference in the accompanying prospectus for further discussion of the Credit Agreement.

Liquidity. During fiscal 2005, we expect to pay our current obligations as noted in the commitments table reflected below, and fund our
capital expenditures with cash from operations. We estimate that our capital expenditures will be approximately $21 million to $31 million of
additional funds in fiscal 2005 for capital expenditures. We do not anticipate that we will need to draw on amounts available under the
Revolving Loan Facility for our operations, capital needs or debt service in fiscal 2005. The following table sets forth our future financial
commitments as of December 31, 2004 (in thousands):

Payments due by period
Less than 1-3 3-5 More than
Contractual Obligations Total 1 year years years 5 years
Long term debt™® $ 374,487 $ 71,415 $ 50,000 $ 253,072 $
Interest on long term debt® 108,272 32,035 52,300 23,937
Capital lease obligations 4,991 3,743 734 514
Operating leases® 79,873 15,607 24,022 20,175 20,069
Purchase commitments® 8,000 8,000
$ 575,623 $ 130,800 $ 127,056 $ 297,698 $ 20,069

6]
Pursuant to the Plan of Reorganization, on the Effective Date, and on the subsequent First Amendment Effective Date, we refinanced our long-term
debt. See Note 7 "Long-Term Debt and Capital Lease Obligations" to the audited annual consolidated financial statements incorporated by reference in
the accompanying prospectus for discussion of our new debt financing. Long term debt amounts in the table above reflects future obligations under the
Credit Agreement, the Senior Notes and the Aetna Note.

(@)
Interest payments have been estimated based upon current interest rates, and include commitment fees associated with certain borrowings under the
Credit Agreement.

3
Operating lease obligations include estimated future lease payments for both open and closed offices. Amounts reflected in the table included in our
Annual Report on Form 10-K for the year ended December 31, 2004 have been adjusted to include our new executive offices lease which is expected to
commence in September 2005.

“
Purchase commitments includes open purchase orders as of December 31, 2004 relating to ongoing capital expenditure and operational activities, as
well as arrangements with outside consultants for ongoing services which will be performed throughout fiscal 2005.

We also currently expect to have adequate liquidity to satisfy our existing financial commitments over the period in which they will become
due.

Termination of Aetna Contract. On December 8, 2004, we were informed that Aetna would not renew its contract as of December 31, 2005,
and that Aetna planned to exercise its option to purchase, on December 31, 2005, certain of our assets used in the management of behavioral
health care services for Aetna's members, referred to as the Aetna Assets. On February 23, 2005, we and Aetna executed an asset purchase
agreement related to Aetna's purchase of the Aetna Assets. The purchase price for the Aetna Assets is based on certain variable factors and we
estimate that the price will be $50 million to $55 million.

Off-Balance Sheet Arrangements. As of March 31, 2005, we had no off-balance sheet arrangements of a material significance.

Restrictive Covenants in Debt Agreements. On the Effective Date, the Reorganized Company entered into the Credit Agreement and the
Indenture governing the terms of the Senior Notes. As discussed above, the Credit Agreement was amended as of October 25, 2004. The
Indenture and the Credit Agreement each contain covenants. These covenants limit management's discretion in operating our business by
restricting or limiting our ability, among other things, to:
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incur or guarantee additional indebtedness or issue preferred or redeemable stock;
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pay dividends and make other distributions;

repurchase equity interests;

prepay or amend subordinated debt;

make certain other payments called "restricted payments";

enter into sale and leaseback transactions;

create liens;

sell and otherwise dispose of assets;

acquire or merge or consolidate with another company; and

enter into some types of transactions with affiliates.

These restrictions could adversely affect our ability to finance future operations or capital needs or engage in other business activities that may
be in our interest.

The Credit Agreement also requires us to comply with specified financial ratios and tests. Failure to do so, unless waived by the lenders under
the Credit Agreement pursuant to its terms, would result in an event of default under the Credit Agreement and, if indebtedness under the Credit
Agreement is accelerated, would give rise to defaults under most or all of our other debt agreements. The Credit Agreement is guaranteed by
most of our subsidiaries and is secured by most of our assets and the assets of our subsidiaries.

Net Operating Loss Carryforwards. We estimate that, as of December 31, 2004, we had approximately $525 million of reportable NOLs.
These estimated NOLs expire in 2009 through 2020 and are subject to examination and adjustment by the IRS. In accordance with SOP 90-7,
subsequent (post-bankruptcy) utilization by us of NOLs which existed at January 5, 2004 will be accounted for as reductions to goodwill and
therefore, will only benefit cash flows due to reduced tax payments and will not benefit our tax provision for income taxes.

Our history of recent operating losses (prior to reorganization benefits) and financial restructuring activities and our lack of substantial history
of profitable operations subsequent to our emergence from bankruptcy have created uncertainty as to our ability to realize our NOLs and other
deferred tax assets. Accordingly, we had a valuation allowance covering all of our net deferred tax assets at December 31, 2003 and substantially
all of our net deferred tax assets at December 31, 2004 and March 31, 2005. As of December 31, 2004 and March 31, 2005 net deferred tax
assets, after reduction for valuation allowance, represent our estimate of those net tax assets which are more likely than not to be realizable.

Our utilization of NOLs became subject to limitation under Internal Revenue Code Section 382 upon emergence from bankruptcy, which affects
the timing of the use of NOLs. At this time, we do not believe these limitations will materially limit our ability to use any NOLs before they
expire. Furthermore, as of December 31, 2003, we had tax contingencies which created an uncertainty as to our ability to realize our NOLs. In
addition to recording a full valuation allowance against all NOLs, we recorded this contingent liability of $23.2 million for taxes payable. During
fiscal 2004, we received favorable guidance from the Internal Revenue Service which resolved this contingency, resulting in the reversal of the
related liability and a reduction to goodwill (in accordance with SOP 90-7). See "Risk factor Risks related to our business and industry Certain
future changes in the composition of our stockholder population could, in certain circumstances, limit our ability to use our tax net operating
losses."
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Discontinued Operations. APB 30 requires that the results of continuing operations be reported separately from those of discontinued
operations for all periods presented and that any gain or loss from disposal of a segment of a business be reported in conjunction with the related
results of discontinued operations. The operating results of the discontinued segments have been disclosed, net of income tax, in a separate
income statement caption " Discontinued operations Income (loss) from discontinued operations." Our losses incurred to exit the discontinued
operations are reflected, net of income tax, in the caption " Discontinued operations Loss on disposal of discontinued operations."” The assets,
liabilities and cash flows related to discontinued operations have not been segregated from continuing operations.

As of March 31, 2005, we have taken the majority of the actions necessary to complete the disposal of, or shutting down of, our healthcare
provider and franchising segments, our specialty managed healthcare segment, and our human services segment but still has certain estimated
liabilities totaling approximately $3.3 million for various obligations.

As part of the Plan of Reorganization and chapter 11 proceedings, we rejected certain leases for closed offices. As leases for closed offices were
rejected, the net liability arising from such rejections was compared to the net liability already recorded by us, and the difference was recorded
as a component of "Reorganization expense" in our statement of operations, in accordance with SOP 90-7.

The remaining assets and liabilities of these discontinued segments are described more fully in Note 5 "Discontinued Operations" to the audited
annual consolidated financial statements and Note F "Discontinued Operations" to the unaudited quarterly consolidated financial statements
incorporated by reference in the accompanying prospectus. There can be no assurance that the reserves established will prove to be adequate. In
the event that any future losses or expenses exceed the amount of reserves on the balance sheet, we will be required to record additional losses
on disposal of discontinued operations or losses from discontinued operations in the consolidated statement of operations.

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable Interest Entities, an Interpretation of Accounting Research
Bulletin (ARB) No. 51" ("FIN 46"). FIN 46 requires consolidation of entities in which an enterprise absorbs a majority of the entity's expected
losses, receives a majority of the entity's expected residual returns, or both, as a result of ownership, contractual or other financial interests in the
entity. Historically, entities were generally consolidated by an enterprise when it had a controlling financial interest through ownership of a
majority voting interest in the entity. The Reorganized Company early adopted the provisions of FIN 46 effective December 31, 2003. Early
adoption of new accounting pronouncements is required by companies implementing the fresh start reporting provisions of SOP 90-7. Based on
the guidance of FIN 46, the Reorganized Company determined that it is the primary beneficiary of Premier, a variable interest entity for which
the Reorganized Company maintains a 50.0 percent voting interest. Consistent with the provisions of FIN 46, the Reorganized Company
consolidated the balance sheet of Premier into the Reorganized Company's balance sheet as of December 31, 2003 and 2004. Through
December 31, 2003, the Predecessor Company accounted for Premier under the equity method, whereby the Predecessor Company included its
portion of Premier's earnings or loss in its consolidated statement of operations under the caption "Equity in (earnings) loss of unconsolidated
subsidiaries." The creditors (or other beneficial interest holders) of Premier have no recourse to our general credit, as the primary beneficiary of
Premier. The consolidation of Premier at December 31, 2003 increased total assets and total liabilities each by $43.2 million. The fair value of
the accounts consolidated was equivalent to their book value at December 31, 2003.
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In 2004, the Reorganized Company consolidated the results of operations of Premier in its consolidated statement of operations, which
represented $253.0 million of net revenue for the fiscal year ended December 31, 2004.

We currently measure compensation cost for stock-based compensation under Accounting Principles Board ("APB") Opinion No. 25,
"Accounting for Stock Issued to Employees" ("APB 25"), and disclose pro forma stock-based compensation under the requirements of SFAS
No. 123, "Accounting for Stock-Based Compensation" ("SFAS 123") and SFAS No. 148, "Accounting for Stock-Based Compensation,
Transition and Disclosure" ("SFAS 148"). Currently, we use the Black-Scholes-Merton formula to estimate the value of stock options granted to
employees and expects to continue to use this acceptable option valuation model upon the required January 1, 2006 adoption of Statement 123
(revised 2004) "Share-Based Payment" ("SFAS 123R"). Since SFAS 123R must be applied not only to new awards but also to previously
granted awards that are not fully vested on the Effective Date, compensation cost for some previously granted awards that were not recognized
under SFAS 123 will be recognized under SFAS 123R. However, had SFAS 123R been adopted in prior periods, the impact of that standard
would have approximated the impact of SFAS 123 as described in the disclosure of pro forma net income and earnings per share in

Note A "General" to the unaudited quarterly consolidated financial statements incorporated by reference in the accompanying prospectus.
SFAS 123R also requires the benefits of tax credits in excess of recognized compensation cost to be reported as a financing cash flow, rather
than as an operating cash flow as permitted under current literature. This requirement will reduce net operating cash flows and increase net
financing cash flows in periods after adoption. While we cannot estimate what those amounts will be in the future (because they depend on,
among other things, when employees exercise stock options), the amount of operating cash flows recognized in prior periods for such excess tax
deductions were immaterial.
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Business

General overview

We believe that we are the nation's largest provider of managed behavioral healthcare services, according to enrollment data reported in an
industry trade publication entitled "Open Minds Yearbook of Managed Behavioral Health & Employee Assistance Program Market Share in the
United States, 2002-2003" published by Open Minds Gettysburg, Pennsylvania, referred to as Open Minds. As of March 31, 2005, we had
approximately 57.7 million covered lives under managed behavioral healthcare contracts.

We manage behavioral health benefit plans for approximately 1,600 customers, including small, medium and large health plans, among them a
significant number of Blue Cross/Blue Shield organizations; employers, including corporations, federal, state and local governmental agencies;
and various state Medicaid programs. Based on the customers we serve, we operate in the following segments: (i) Health Plan Solutions;

(i) Employer Solutions; (iii) Public Sector Solutions; and (iv) Corporate and Other. We offer a full range of managed care services that are
designed to contain behavioral healthcare costs and provide comprehensive behavioral healthcare coverage. We provide high quality, cost
efficient behavioral healthcare services for our members, which include maintenance of provider networks, coordination of care, utilization
review, hospital inpatient care management, outpatient care management and employee assistance programs.

We believe we have the largest and most comprehensive behavioral healthcare provider network in the United States. We coordinate and
manage the delivery of behavioral healthcare treatment services through our network of approximately 63,000 behavioral healthcare
professionals, which includes psychiatrists, psychologists, licensed clinical social workers, marriage and family therapists and licensed clinical
professional counselors. The treatment services provided through our provider network include outpatient programs (such as counseling or
therapy), intermediate care programs (such as intensive outpatient programs and partial hospitalization services), inpatient treatment and crisis
intervention services. We do not own any provider of, and generally do not directly provide, treatment services.

Our industry

According to the final report, "Achieving the Promise: Transforming Mental Health Care in America," issued by the President's New Freedom
Commission on Mental Health (established on April 29, 2002 by Executive Order 13263), referred to as the Commission Report, approximately
5 to 7 percent of adults in a given year have a "serious mental illness," defined as any diagnosable mental disorder that affects work, home or
other areas of social functioning; and approximately 5 to 9 percent of children have a "serious emotional disturbance" defined as any diagnosable
mental disorder (in a child under 18) that severely disrupts social, academic and emotional functioning. In addition, according to the
Commission Report, mental illness ranks first among all diseases in terms of causing disability in the United States, Canada and Western
Europe. In 1997, the latest year for which comparable data is available, spending in the United States on the treatment of mental illness totaled
almost $71 billion. In addition, the Commission Report states that the annual economic, indirect cost of mental illness is estimated to be

$79 billion, of which approximately $63 billion represents the loss of productivity as a result of illnesses.
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Managed behavioral healthcare companies such as ours focus on matching an appropriate level of specialist care and treatment setting with the
behavioral health treatment needs of the patient to provide care in a cost-efficient manner while improving early access to care and utilizing the
most modern and effective treatments. According to Open Minds, the total number of covered beneficiaries of behavioral healthcare services
was approximately 227.1 million in 2002. Open Minds divides the managed behavioral healthcare industry as of January 2002 into the following
categories of care, based on services provided, extent of care management and level of risk assumption:

Percent of
Category of Care Beneficiaries Total
(In Millions)
Risk-Based Network Products 58.6 25.8%
Employee Assistance Programs (EAPs) 62.8 27.7
Integrated Products 17.4 7.6
Utilization Review/Care Management Products 429 18.9
Non-Risk-Based Network Products 454 20.0
Total 227.1 100.0%

The following is a summary of each of these categories of care as defined by Open Minds:
Risk-Based Network Products

Under risk-based network products, the managed behavioral healthcare company manages the delivery of behavioral healthcare treatment
services through a contracted network of behavioral healthcare providers and assumes all or a portion of the responsibility for the cost of
providing such services. Most of these programs have payment arrangements in which the managed care company receives a fixed fee per
member per month (that varies depending on the profile of the beneficiary population). Under these products, the managed behavioral healthcare
company not only reviews and monitors a course of treatment, but also arranges and pays for the provision of patient care, usually through a
network of specialized providers and facilities that is contracted and managed by the managed care company. This product generally provides
higher net revenue for the managed behavioral healthcare company, due to the fact that it bears the financial responsibility for the cost of
delivering care. Our risk-based products are risk-based network products (as defined by Open Minds).

Employee Assistance Programs (EAPs)

An EAP is a product sold directly to employers that is designed to assist in the early identification and resolution of productivity problems
associated with behavioral conditions or other personal concerns of employees and their dependants. Under an EAP, staff or network providers
or other affiliated clinicians provide assessment and referral services to employee beneficiaries and their dependants. These services consist of
evaluating a beneficiary's needs and, if indicated, providing limited counseling and/or identifying an appropriate provider, treatment facility or
other resource for more intensive treatment services. The EAP industry developed largely out of employers' efforts to combat alcoholism and
substance abuse problems afflicting workers. Many businesses have expanded beyond alcoholism and drug abuse treatment programs in the
workplace to cover a wider spectrum of personal problems experienced by workers and their families, such as depression and anxiety disorders.
As aresult, EAP products now typically include consultation services, evaluation and referral services and employee education and outreach
services and employers increasingly regard EAPs as an important component in the continuum of behavioral
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healthcare services. We categorize our products within this segment of the managed behavioral healthcare industry (as defined by Open Minds)
as risk-based products.

Integrated EAP/Managed Behavioral Healthcare Products

Integrated Products combine the preventive and early intervention EAP products with the more comprehensive managed behavioral healthcare
programs. Integrated products offer employers comprehensive management and treatment of all aspects of behavioral healthcare. The managed
behavioral healthcare program component of the Integrated Product can be risk-based or non-risk-based. We categorize our products within this
segment of the managed behavioral healthcare industry (as defined by Open Minds) as risk-based products.

Utilization Review/Care Management Products

Under utilization review/care management products, a managed behavioral healthcare company manages and often arranges for treatment, but
does not maintain a network of providers or assume any of the responsibility for the cost of providing treatment services. We categorize our
products within this segment of the managed behavioral healthcare industry (as it is defined by Open Minds) as ASO products.

Non-Risk-Based Network Products

Under non-risk-based network products, the managed behavioral healthcare company manages the delivery of behavioral healthcare treatment
services through a contracted network of behavioral healthcare providers but does not assume any of the responsibility for the cost of providing
such services. Under these products, the managed care company provides a full array of managed care services, including selecting,
credentialing and managing a network of providers, and performs utilization review, claims administration and care management functions.
However, the customer remains responsible for the cost of providing the treatment services rendered. We categorize our products within this
segment of the managed behavioral healthcare industry (as it is defined by Open Minds) as ASO products.

Our competitive strengths
We believe we benefit from the following competitive strengths:
Industry leadership

We believe that we are the largest provider of managed behavioral healthcare services in the United States, based on the enrollment data
reported in Open Minds. We believe our leadership position in the industry reflects our strengths as described below and enhances our ability to:
(1) continue to provide a consistent level of high quality, cost-efficient behavioral healthcare services; (ii) enter into agreements with healthcare
plans, large corporations and public sector customers; and (iii) develop new products and service offerings in managed behavioral healthcare and
related areas.

Broad product offering and nationwide provider network

We provide a broad range of behavioral managed care services to our customers, from providing their members with information to better
manage their conditions to sophisticated managed care programs. We develop highly customized solutions and systems that allow us to
administer
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behavioral health plans with various benefit designs, features and requirements for health plan, employer and public sector customers.

Our managed behavioral healthcare network consists of approximately 63,000 behavioral healthcare providers in all 50 U.S. states and Puerto
Rico. Additionally, we recently introduced several product enhancements and new products that we believe will allow us to solidify our
relationships with existing customers and establish new customer relationships. We believe that the combination of our broad product offerings,
our comprehensive behavioral healthcare provider network and product innovation distinguishes us from our competitors, allows us to meet our
customers' needs for behavioral managed healthcare on a nationwide basis and positions us to capture additional revenue opportunities resulting
from the continued growth of the behavioral managed healthcare industry.

Strong customer relationships

We believe that the breadth of our customer relationships is attributable to our broad product offerings, nationwide provider network,
commitment to quality care and ability to manage behavioral healthcare costs effectively. Our customers include small, medium and large health
plans, among them a significant number of Blue Cross/Blue Shield organizations; employers, including corporations, federal, state and local
governmental agencies; and various state Medicaid programs. We believe our track record of successfully managing behavioral healthcare
programs on behalf of our customers will allow us to win new business opportunities with existing clients as we introduce new value-added
products and services, including disease management and behavioral pharmaceutical management.

Experienced management team

Our senior management team has substantial experience in the health care industry. Steven Shulman, our Chairman and Chief Executive
Officer, has over 31 years of experience, and Dr. René Lerer, our President and Chief Operating Officer, has over 20 years of experience in the
managed care industry. Our senior management team operates as a cohesive group with complementary skills and has a strong track record of
effectively managing and growing highly successful companies in the healthcare industry. Our senior management team has established a vast
network of relationships in the industry that provide unique opportunities for organic growth and future acquisition opportunities.

Strong financial condition

We actively manage our business to generate strong financial performance. We have built and maintain a highly efficient operating
infrastructure which has allowed us to become a cost efficient provider of comprehensive behavioral healthcare services for our customers. As a
result, since January 2004, we have demonstrated strong financial performance, generated consistent and growing cash flows, and have been
able to achieve unrestricted cash and investment balances that exceed our debt. Our strong balance sheet has given us the flexibility to dedicate
resources to explore new business opportunities and develop new products.
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Our business strategy
We intend to pursue the following growth strategies:
Continue to manage costs effectively

We intend to continue leveraging our operating infrastructure, identifying operating efficiencies and managing our provider networks to deliver
high quality, cost efficient care to our customers. We have reduced our administrative costs and improved customer service by consolidating
service centers, enhancing corporate overhead efficiency, consolidating claims processing systems, improving technologies supporting our
administrative functions, such as claims processing and call centers, and instituting other operational and business efficiencies, implementing
best practices across the organization and by standardizing and consolidating processes as appropriate. As a result, since the management team
led by Mr. Shulman took over leadership of the company, we have been able to reduce our direct service costs and administrative costs as a
percentage of sales.

Leverage our market position to grow our core businesses

We believe we are positioned to grow membership, revenues and earnings over the long term as a result of our economies of scale, large
customer base, proven behavioral health expertise and leading market position. We expect our organic growth to be driven by expansion of our
membership base, rate increases and expanding opportunities in the public sector market. As individual state and local governments experience
budgetary constraints due to escalating healthcare cost, we have observed greater interest from the state and local governments in engaging
managed care providers to manage healthcare services for their Medicaid programs, including behavioral healthcare services. Given our strong
experience and market leadership in behavioral healthcare industry, we believe that we are in a good position to compete for these new public
sector opportunities.

Expand into new products and markets

We are exploring opportunities to expand our business including the enhancement of existing products and development of new products within
as well as outside of our current business lines. We are currently developing several new products, which we expect to substantially contribute to
our long term growth and further strengthen our market position. These products represent strong growth opportunities going forward, and
include Behavioral Disease Management, Obesity Management, Behavioral Pharmaceutical Management and Med/Psych Integration. The
development of these products is part of our longer term strategy to develop a comprehensive disease management offering. We expect to
leverage our extensive customer relationships to introduce and demonstrate the value of these programs.

Recently, the disease management industry has emerged as a mechanism to provide effective care for the treatment of chronic medical
conditions, improve health status of the members and reduce healthcare costs of the payers. Disease management companies utilize predictive
modeling tools to identify and target members that are at risk for a health problem, develop and implement evidence-based clinical guidelines
and coordinate care for the members. We believe that effective disease management programs are driven by behavior modification and that with
our expertise in behavioral healthcare management, we are well positioned to develop the next generation of disease management programs that
focus on modification and management of members' behavior in order to make them better informed and more efficient healthcare consumers.
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As the first step in this long term strategy, we have developed the following products:

Behavioral Disease Management We have initiated a disease management program focused on active management of behavioral health
conditions, such as depression, anxiety, and substance abuse. Following the introduction of this program in January 2005 to certain of our
current at-risk customers, we are already providing services to approximately 3 million members. We currently anticipate that we will have
approximately 6 to 7 million members enrolled in this program by the end of 2005. While we are not collecting separate fees for this program at
this time, we expect to derive financial benefit through lower cost of care to at-risk members. More importantly, we intend to use this program as
a platform to build a full-scale disease management program.

Obesity Management We have developed and are actively marketing an obesity management program that helps members lose weight and helps
employers and health plans manage rising costs associated with obesity and bariatric surgery. Our tiered approach to obesity management
includes weight management tools and support, education assessment and referral to the network of specially trained professionals and pre and
post-bariatric surgery counseling.

Behavioral Pharmaceutical Management We have developed and are actively marketing a behavioral pharmaceutical management program
with the objectives of materially reducing the prescription of behavioral drugs that depart from standard clinical guidelines and improving
members' compliance with the therapeutically appropriate behavioral medications within these guidelines. Our program involves identification
of such departures using sophisticated internally developed analytical tools and subsequent management through mail, peer to peer and
mail/phone intervention.

Med/Psych Integration We have developed and are actively marketing a Med/Psych Integration program that proactively targets and integrates
the care for patients who have both a chronic medical and behavioral condition. Our studies of patients who had both medical and behavioral
conditions, such as cancer and depression, have demonstrated a significant reduction in overall healthcare costs when their care was managed

through our programs.
Leverage our strong financial position to grow through acquisitions

We continually evaluate opportunities to strategically leverage our financial position to acquire businesses that are complementary to our
existing operations, that could accelerate our entrance into new markets, or that could leverage our existing customer relationships, leading to
growth in revenues and earnings. We will continue to evaluate potential acquisitions based on internally developed criteria. In the past, members
of our management team have demonstrated the ability to grow a company through strategic acquisitions. We believe we can successfully
integrate acquisitions, expand breadth of services and improve operations of acquired businesses.
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Managed Behavioral Healthcare Products and Services
General

The following table sets forth the approximate number of covered lives as of September 30, 2002, December 31, 2001, 2002, 2003 and 2004
and March 31, 2004 and 2005. The table also shows net revenue for the fiscal years ended September 30, 2002, December 31, 2003, the three
months ended December 31, 2001 and 2002, the fiscal year ended December 31, 2004 and the three months ended March 31, 2004 and 2005, for
the types of managed behavioral healthcare programs offered by us:

Predecessor Company

Programs Covered Lives Percent Net Revenue Percent

(in millions, except percentages)

Fiscal Year ended September 30, 2002

Risk-Based products) 34.5 55.3% $ 1,537.9 87.7%
ASO products 27.9 44.7 215.2 12.3
Total 62.4 100.0% $ 1,753.1 100.0%

Fiscal Year ended December 31, 2003

Risk-Based products 29.5 50.3% $ 1,292.5 85.6%
ASO products 29.1 49.7 218.2 14.4
Total 58.6 100.0% $ 1,510.7 100.0%

Three Months ended December 31, 2001?

Risk-Based products) 37.1 57.4% $ 390.3 87.7%
ASO products 27.5 42.6 54.5 12.3
Total 64.6 100.0% $ 444.8 100.0%

Three Months ended December 31, 2002

Risk-Based products) 33.6 54.1% $ 388.7 87.2%
ASO products 28.5 459 57.2 12.8
Total 62.1 100.0% $ 445.9 100.0%

Reorganized Company

Covered Lives Percent Net Revenue Percent

(in millions, except percentages)
Fiscal Year ended December 31, 2004

Risk-Based products" 27.9 48.9% $ 1,583.9 88.2%
ASO products 29.2 51.1 211.5 11.8
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Total

Three Months ended March 31, 2004
Risk-Based products"
ASO products

Total

Three Months ended March 31, 2005?
Risk-Based products"
ASO products

Total

57.1 100.0% 1,795.4 100.0%
28.8 49.6% 386.3 87.8%
29.3 504 53.9 12.2

58.1 100.0% 440.2 100.0%
27.5 47.7% 402.3 88.8%
30.2 523 50.5 11.2

57.7 100.0% 452.8 100.0%

(1)
Includes Risk-Based Network Products, EAPs and Integrated Products.

@

Amounts are unaudited.
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The number of covered lives fluctuates based on several factors, including the number of contracts entered into by us and changes in the number
of employees, subscribers or enrollees of our customers covered by such contracts.

Segments
General

The following table sets forth the approximate number of covered lives as of September 30, 2002, December 31, 2001, 2002, 2003 and 2004
and March 31, 2004 and 2005 and the net revenue for the fiscal years ended September 30, 2002, December 31, 2003, the three months ended
December 31, 2001 and 2002, the fiscal year ended December 31, 2004 and the three months ended March 31, 2004 and 2005, in each of our
behavioral customer segments as to each of which, together with our "Corporate and Other" segment, we report segment financial information.
The business activities of our behavioral customer segments are described below. In certain limited cases, customer contracts that would
otherwise meet the definition of one segment are managed and reported internally in another segment, in which cases the membership and
financial results of such contracts are reflected in the segment in which it is reported internally.

Predecessor Company

Programs Covered Lives Percent Net Revenue Percent

(in millions, except percentages)

Fiscal Year ended September 30, 2002

Health Plan Solutions 42.1 67.5% $ 1,013.1 57.8%

Employer Solutions 17.1 27.4 188.7 10.8

Public Sector Solutions 3.2 5.1 551.3 314
Total 62.4 100.0% $ 1,753.1 100.0%

Fiscal Year ended December 31, 2003

Health Plan Solutions 41.2 70.3% $ 870.5 57.6%

Employer Solutions 14.7 25.1 159.0 10.5

Public Sector Solutions 2.7 4.6 481.2 31.9
Total 58.6 100.0% $ 1,510.7 100.0%

Three Months ended December 31, 20010

Health Plan Solutions 44.6 69.0% $ 270.1 60.7%

Employer Solutions 17.0 26.3 45.9 10.3

Public Sector Solutions 3.0 4.7 128.8 29.0
Total 64.6 100.0% $ 4448 100.0%

Three Months ended December 31, 2002

Health Plan Solutions 41.7 67.2% $ 245.6 55.1%

Employer Solutions 16.9 27.2 46.7 10.5

Public Sector Solutions 3.5 5.6 153.6 344
Total 62.1 100.0% $ 445.9 100.0%

Reorganized Company
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Covered Lives Percent Net Revenue Percent
(in millions, except percentages)
Fiscal Year ended December 31, 2004
Health Plan Solutions 41.7 73.0% $ 904.9 50.4%
Employer Solutions 13.4 23.5 135.7 7.6
Public Sector Solutions 2.0 3.5 754.8 42.0
Total 57.1 100.0% $ 1,795.4 100.0%
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Three Months ended March 31, 2004

Health Plan Solutions 41.8 71.9% $ 223.1 50.7%

Employer Solutions 13.6 234 353 8.0

Public Sector Solutions 2.7 4.7 181.8 41.3
Total 58.1 100.0% $ 440.2 100.0%

Three Months ended March 31, 2005

Health Plan Solutions 423 73.3% $ 224.9 49.7%

Employer Solutions 13.4 232 31.7 7.0

Public Sector Solutions 2.0 3.5 196.2 43.3
Total 57.7 100.0% $ 452.8 100.0%

)

Amounts are unaudited.

See Note 16 "Business Segment Information" to the audited annual consolidated financial statements and Note I "Business Segment Information"
to the unaudited quarterly consolidated financial statements incorporated by reference in the accompanying prospectus for additional segment
financial information, such as segment profit and identifiable assets by segment.

Health Plan Solutions

Our Health Plan Solutions segment generally reflects managed behavioral healthcare services provided under contracts with managed care
companies, health insurers and other health plans. This segment's contracts encompass both risk-based and ASO contracts. Although certain
health plans provide their own managed behavioral healthcare services, many health plans "carve out" behavioral healthcare from their general
healthcare services and subcontract such services to managed behavioral healthcare companies such as us. In the Health Plan Solutions segment,
our members are the beneficiaries of the health plan (the employees and dependents of the customer of the health plan), for which the behavioral
healthcare services have been carved out to us.

Employer Solutions

Our Employer Solutions segment generally reflects the provision of EAP services, managed behavioral healthcare services and integrated
products under contracts with employers, including corporations and governmental agencies, and labor unions. This segment's managed
behavioral healthcare services are primarily ASO products.

Public Sector Solutions

Our Public Sector Solutions segment generally reflects managed behavioral healthcare services provided to Medicaid recipients under contracts
with state and local governmental agencies. This segment's contracts encompass both risk-based and ASO contracts. See "Risk factors Risks
related to our business and industry Dependence on Government Spending for Managed Healthcare We can be adversely affected by changes in
federal, state and local healthcare policies"; " Possible Impact of Healthcare Reform Healthcare reform can significantly reduce our net revenue or
profitability" and " Government Regulation We are subject to substantial government regulation and scrutiny, which increase our costs of doing
business and could adversely affect our profitability."

Customer Contracts

Our contracts with customers typically have terms of one to three years, and in certain cases contain renewal provisions (at the customer's
option) for successive terms of between one and two years (unless terminated earlier). Substantially all of these contracts may be immediately
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terminated with cause and many are terminable without cause by the customer or us either upon the giving of requisite notice and the passage of

a specified period of time (typically between 60 and 180 days) or upon the occurrence of other specified events. In addition, our contracts with
federal, state and local governmental agencies generally are conditioned on legislative appropriations. These contracts generally can be

terminated or modified by the customer if such appropriations are not made. Our contracts generally provide for payment of a per member per
month fee to us. See "Risk factors Risks related to our business and industry Risk-Related Products Because we provide services at a fixed fee, if
we are unable to accurately predict and control behavioral healthcare costs, our profitability could decline" and " Reliance on Customer

Contracts Our inability to renegotiate or extend expiring or terminated customer contracts, could adversely affect our liquidity, profitability and
financial condition."

Provider Network

Our managed behavioral healthcare and EAP treatment services are provided by a network of third party providers, including behavioral
healthcare professionals and facilities. The number and type of providers in a particular area depend upon customer preference, site, geographic
concentration and demographic composition of the beneficiary population in that area. Network behavioral healthcare professionals include a
variety of specialized behavioral healthcare personnel, such as psychiatrists, psychologists, licensed clinical social workers, substance abuse
counselors and other professionals. Network facilities include psychiatric hospitals, residential treatment facilities and other treatment facilities.

Our managed behavioral healthcare network consists of approximately 63,000 behavioral healthcare professionals, including facility locations,
providing various levels of care nationwide. Our network providers are almost exclusively independent contractors located throughout the local
areas in which our customers' beneficiary populations reside. Network providers work out of their own offices, although our personnel are
available to assist them with consultation and other needs. Network providers include both individual practitioners, as well as individuals who
are members of group practices or other licensed centers or programs. Network providers typically execute standard contracts with us under
which they are paid on a fee-for-service basis. In some limited cases, network providers are paid on a "case rate" basis, whereby the provider is
paid a set rate for an entire course of treatment, or on a per member per month basis or other risk-sharing arrangement.

Our managed behavioral healthcare network also includes contractual arrangements with third party treatment facilities, including inpatient
psychiatric and substance abuse hospitals, intensive outpatient facilities, partial hospitalization facilities, community health centers and other
community based facilities, rehabilitative and support facilities and other intermediate care and alternative care facilities or programs. This
variety of facilities enables us to offer patients a full continuum of care and to refer patients to the most appropriate facility or program within
that continuum. Typically, we contract with facilities on a per diem or fee-for-service basis and, in some limited cases, on a "case rate" or
capitated basis. The contracts between us and inpatient and other facilities typically are for one-year terms and are terminable by us or the
facility upon 30 to 120 days' notice.

Joint Ventures

We currently own a 50.0 percent interest in Premier Behavioral Systems of Tennessee, LLC, or Premier, which was formed to manage
behavioral healthcare benefits for a certain portion of the State of Tennessee's TennCare program. In addition, we contract with Premier to
provide certain services to the joint venture. Through fiscal 2003, we accounted for our investment in Premier using the equity method. Effective
December 31, 2003, in connection with the implementation of fresh start reporting, the Reorganized Company early adopted the Financial
Accounting Standards
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Board's, ("FASB"), Interpretation No. 46, "Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin (ARB)
No. 51", ("FIN 46"), under which the Reorganized Company has consolidated the balance sheet of Premier in its consolidated balance sheet as
of December 31, 2003. Beginning in fiscal 2004, the Reorganized Company has consolidated the results of operations of Premier in its
consolidated statement of operations. The creditors (or other beneficial interest holders) of Premier have no recourse to our general credit, as the
primary beneficiary of Premier. See further discussion of FIN 46 in "Management's discussion and analysis of financial condition and results of
operations Recent Accounting Pronouncements." See Note 4 "Acquisitions and Joint Ventures" to the audited annual consolidated financial
statements incorporated by reference in the accompanying prospectus for further information on Premier.

We currently own a 37.5 percent interest in Royal Health Care, LLC, or Royal. Royal is a managed services organization that receives
management fees for the provision of administrative, marketing, management and support services to managed care organizations. Royal does
not provide any services to us. We account for our investment in Royal using the equity method. See Note 4 "Acquisitions and Joint Ventures" to
the audited annual consolidated financial statements incorporated by reference in the accompanying prospectus for further information on Royal.

Prior to October 29, 2002, we were a 50.0 percent partner with ValueOptions, Inc. in the Choice Behavioral Health Partnership, or Choice, a
managed behavioral healthcare company. Choice derived all of its revenues from a subcontract with a health plan under which it provided
managed behavioral healthcare services to TRICARE beneficiaries. TRICARE was formerly known as the Civilian Health and Medical Program
of the Uniformed Services (CHAMPUS). We accounted for our investment in Choice using the equity method of accounting with our share of
net income or loss of Choice recognized in the statement of operations. See Note 4 "Acquisitions and Joint Ventures" to the audited annual
consolidated financial statements incorporated by reference in the accompanying prospectus for additional discussion of Choice.

Competition

Our business is highly competitive. We compete with other managed behavioral healthcare organizations as well as with insurance companies,
HMGOs, PPOs, third party administrators, or TPAs, independent practitioner associations, or IPAs, multi-disciplinary medical groups and other
managed care companies. Many of our competitors, particularly certain insurance companies and HMOs, are significantly larger and have
greater financial, marketing and other resources than us, and some of our competitors provide a broader range of services. We may also
encounter competition in the future from new market entrants. In addition, some of our customers that are managed care companies may seek to
provide managed behavioral healthcare services directly to their subscribers, rather than by contracting with us for such services. Because of
these factors, we do not expect to be able to rely solely on price increases to achieve net revenue growth and expects to continue experiencing
pricing pressures. Also, we were adversely affected in our ability to successfully compete in certain circumstances during our financial
restructuring process.

Insurance

We have continuously maintained a program of insurance coverage for a broad range of risks in our business. As part of this program of
insurance, we are self-insured for a portion of our general and current professional liability risks. Prior to July 1999, we maintained certain
reserves related primarily to the professional liability risks of our healthcare provider segment arising prior to the sale of our domestic acute-care
psychiatric hospitals and residential treatment facilities to Crescent Real Estate Equities in fiscal 1997. On July 2, 1999, we transferred our
remaining medical malpractice claims portfolio, referred to as the Loss Portfolio Transfer, to a third-party insurer for approximately

$22.3 million. The Loss Portfolio Transfer was funded from assets restricted for
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settlement of unpaid claims. The insurance limit obtained through the Loss Portfolio Transfer for future medical malpractice claims is
$26.3 million. We continually evaluate the adequacy of these insured limits and management believes these amounts are sufficient; however,
there can be no assurance in that regard.

We currently have general, professional and managed care liability insurance policies with unaffiliated insurers expiring on June 17, 2005. We
intend to renew these insurance policies for a one year period, consistent with past practice. The general liability policies are written on an
"occurrence" basis, subject to a $0.1 million per claim un-aggregated self-insured retention. The professional liability and managed care errors
and omissions liability policies are written on a "claims-made" basis, subject to a $1.25 million per claim ($10.0 million per class action claim)
un-aggregated self-insured retention for managed care liability, and a $0.1 million per claim un-aggregated self-insured retention for
professional liability. We also purchase excess liability coverage in an amount that management believes to be reasonable for the size and profile
of the organization. See "Risk Factors Risks related to our business and industry Professional Liability and Other Insurance Claims brought
against us that exceed the scope of our liability coverage or denial of coverage could materially and adversely affect our profitability and
financial condition," for a discussion of the risks associated with our insurance coverage.

Customers

Our customers include Blue Cross/Blue Shield organizations, national HMOs and mid-sized insurers, large corporations and various federal,

state and local government agencies. Our ten largest customers accounted for 61.6 percent, 70.3 percent and 73.8 percent of our net revenue in

the fiscal years ended December 31, 2003 and 2004, and the three months ended March 31, 2005, respectively. Net revenues from the Aetna
contract and the TennCare program, our two largest customers, each exceeded 10.0 percent of consolidated net revenues for the fiscal years

ended December 31, 2003 and 2004. The loss of either or both of these contracts could materially reduce our net revenue and have a material
adverse effect on our liquidity, profitability and financial condition. Our contract with Aetna will terminate on December 31, 2005. For a
discussion of the risks associated with the loss of our customer contracts, see "Risk factors Risks related to our business and industry Reliance on
Customer Contracts Our inability to renew, extend or replace expiring or terminated customer contracts could adversely affect our liquidity,
profitability and financial condition."

Employees

At March 31, 2005, we had approximately 4,300 full-time and part-time employees. The following table presents the approximate number of
employees employed in each of our segments as of March 31, 2005:

Health Plan Solutions 1,650
Employer Solutions 840
Public Sector Solutions 370
Corporate and Other" 1,440

Total 4,300

1)
Includes employees in claims, network and after-hours departments, supporting and servicing our other operating segments. The cost
of these departments is allocated to our other operating segments in accordance with the level of service and support provided.

We have collective bargaining agreements with unions applicable to approximately 30 of our employees. We believe that our overall relations
with our employees are satisfactory.
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Government Regulation
General

The managed behavioral healthcare industry is subject to extensive and evolving state and federal regulation. We are subject to certain state
laws and regulations, including those governing the licensing of insurance companies, HMOs, PPOs, TPAs and companies engaged in utilization
review. In addition, we are subject to regulations concerning the licensing of healthcare professionals, including restrictions on business
corporations from providing, controlling or exercising excessive influence over behavioral healthcare services through the direct employment of
psychiatrists or, in certain states, psychologists and other behavioral healthcare professionals. These laws and regulations vary considerably
among states and we may be subject to different types of laws and regulations depending on the specific regulatory approach adopted by each
state to regulate the managed care business and the provision of behavioral healthcare treatment services. In addition, we are subject to certain
federal laws as a result of the role we assume in connection with managing our customers' employee benefit plans. The regulatory scheme
generally applicable to our managed behavioral healthcare operations is described in this section. The subjects of these regulations include
Medicare and Medicaid fraud and abuse.

We believe our operations are structured to comply in all material respects with applicable laws and regulations and that we have received all
licenses and approvals that are material to the operation of the business. However, regulation of the managed healthcare industry is constantly
evolving, with new legislative enactments and regulatory initiatives at the state and federal levels being implemented on a regular basis.
Consequently, it is possible that a court or regulatory agency may take a position under existing or future laws or regulations, or as a result of a
change in the interpretation thereof, that such laws or regulations apply to us in a different manner than we believe such laws or regulations
apply. Moreover, any such position may require significant alterations to our business operations in order to comply with such laws or
regulations, or interpretations thereof. Expansion of our business to cover additional geographic areas, to serve different types of customers, to
provide new services or to commence new operations could also subject us to additional license requirements and/or regulation.

Licenses

Certain regulatory agencies having jurisdiction over us possess discretionary powers when issuing or renewing licenses or granting approval of
proposed actions such as mergers, a change in ownership, transfer or assignment of licenses and certain intra corporate transactions. One or
multiple agencies may require as a condition of such license or approval that we cease or modify certain of our operations or modify the way it
operates in order to comply with applicable regulatory requirements or policies. In addition, the time necessary to obtain a license or approval
varies from state to state, and difficulties in obtaining a necessary license or approval may result in delays in our plans to expand operations in a
particular state and, in some cases, lost business opportunities. In recent years, in response to governmental agency inquiries or discussions with
regulators, we have determined to seek licensing as a single service HMO, TPA or utilization review agent in one or more jurisdictions.
Compliance activities, mandated changes in our operations, delays in the expansion of our business or lost business opportunities as a result of
regulatory requirements or policies could have a material adverse effect on us.

Insurance, HMO and PPO Activities

To the extent that we operate or are deemed to operate in one or more states as an insurance company, HMO, PPO or similar entity, we may be
required to comply with certain laws and regulations that, among other things, may require us to maintain certain types of assets and minimum
levels of deposits, capital, surplus, reserves or net worth. In many states, entities that assume risk under contracts with licensed insurance
companies or HMOs have not been considered
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by state regulators to be conducting an insurance or HMO business. As a result, we have not sought licenses as either an insurer or HMO in
certain states. The National Association of Insurance Commissioners, or the NAIC, has undertaken a comprehensive review of the regulatory
status of entities arranging for the provision of healthcare services through a network of providers that, like us, may assume risk for the cost and
quality of healthcare services, but that are not currently licensed as an HMO or similar entity. As a result of this review, the NAIC developed a
"health organizations risk-based capital" formula, designed specifically for managed care organizations, that establishes a minimum amount of
capital necessary for a managed care organization to support its overall operations, allowing consideration for the organization's size and risk
profile. The NAIC also adopted a model regulation in the area of health plan standards, which could be adopted by individual states in whole or
in part, and could result in us being required to meet additional or new standards in connection with our existing operations. Certain states, for
example, have adopted regulations based on the NAIC initiative, and as a result, we have been subject to certain minimum capital requirements
in those states. Certain other states, such as Maryland, Texas, New York and New Jersey, have also adopted their own regulatory initiatives that
subject entities such as our subsidiaries to regulation under state insurance laws. This includes, but is not limited to, requiring adherence to
specific financial solvency standards. State insurance laws and regulations may limit our ability to pay dividends, make certain investments and
repay certain indebtedness. Being licensed as an insurance company, HMO or similar entity could also subject us to regulations governing
reporting and disclosure, mandated benefits, rate setting and other traditional insurance regulatory requirements. PPO regulations to which we
may be subject may require us to register with a state authority and provide information concerning our operations, particularly relating to
provider and payor contracting. The imposition of such requirements could increase our cost of doing business and could delay our conduct or
expansion of our business in some areas. The licensing process under state insurance laws can be lengthy and, unless the applicable state
regulatory agency allows us to continue to operate while the licensing process is ongoing, we could experience a material adverse effect on our
operating results and financial condition while our license application is pending. In addition, failure to obtain and maintain required licenses
typically also constitutes an event of default under our contracts with our customers. The loss of business from one or more of our major
customers as a result of such an event of default or otherwise could have a material adverse effect on us.

Regulators may impose operational restrictions on entities granted licenses to operate as insurance companies or HMOs. For example, the
California Department of Managed Health Care imposed certain restrictions on us in connection with the issuance of an approval of our
acquisitions of HAI and Merit, including restrictions on the ability of the California subsidiaries of HAI and Merit to fund our operations in other
states and on our ability to make certain operational changes with respect to the subsidiaries of HAI and Merit in California.

In addition, regulators of certain of our subsidiaries may exercise certain discretionary rights under regulations including increasing our
supervision of such entities, requiring additional restricted cash or other security or seizing or otherwise taking control of the assets and
operations of such subsidiaries.

Utilization Review and Third Party Administrator Activities

Numerous states in which we do business have adopted, or are expected to adopt, regulations governing entities engaging in utilization review
and TPA activities. Utilization review regulations typically impose requirements with respect to the qualifications of personnel reviewing
proposed treatment, timeliness and notice of the review of proposed treatment and other matters. TPA regulations typically impose requirements
regarding claims processing and payments and the handling of customer funds. Utilization review and TPA regulations may increase our cost of
doing business in the event that compliance requires us to retain additional personnel to meet the
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regulatory requirements and to take other required actions and make necessary filings. Although compliance with utilization review regulations
has not had a material adverse effect on us, there can be no assurance that specific regulations adopted in the future would not have such a result,
particularly since the nature, scope and specific requirements of such provisions vary considerably among states that have adopted regulations of
this type.

There is a trend among states to require licensing or certification of entities performing utilization review or TPA activities. However, certain
federal courts have held that such licensing requirements are preempted by the Employment Retirement Income Security Act of 1974, referred to
as ERISA. ERISA preempts state laws that mandate employee benefit structures or their administration, as well as those that provide alternative
enforcement mechanisms. We believe that our TPA activities performed for our self-insured employee benefit plan customers are exempt from
otherwise applicable state licensing or registration requirements based upon federal preemption under ERISA and have relied on this general
principle in determining not to seek licenses for certain of our activities in many states. Existing case law is not uniform on the applicability of
ERISA preemption with respect to state regulation of utilization review or TPA activities. There can be no assurance that additional licenses will
not be required with respect to utilization review or TPA activities in certain states.

Licensing of Healthcare Professionals

The provision of behavioral healthcare treatment services by psychiatrists, psychologists and other providers is subject to state regulation with
respect to the licensing of healthcare professionals. We believe that the healthcare professionals who provide behavioral healthcare treatment on
behalf of or under contracts with us and the case managers and other personnel of the health services business are in compliance with the
applicable state licensing requirements and current interpretations thereof. However, there can be no assurance that changes in such state
licensing requirements or interpretations thereof will not adversely affect our existing operations or limit expansion. With respect to our crisis
intervention program, additional licensing of clinicians who provide telephonic assessment or stabilization services to individuals who are
calling from out-of-state may be required if such assessment or stabilization services are deemed by regulatory agencies to be treatment provided
in the state of such individual's residence. We believe that any such additional licenses could be obtained. However, there can be no assurance
that such licensing requirements will not adversely affect our existing operations or limit expansion.

Prohibition on Fee Splitting and Corporate Practice of Professions

The laws of some states limit the ability of a business corporation to directly provide, control or exercise excessive influence over behavioral
healthcare services through the direct employment of psychiatrists, psychologists, or other behavioral healthcare professionals, who are
providing direct clinical services. In addition, the laws of some states prohibit psychiatrists, psychologists, or other healthcare professionals from
splitting fees with other persons or entities. These laws and their interpretations vary from state to state and enforcement by the courts and
regulatory authorities may vary from state to state and may change over time. We believe that our operations as currently conducted are in
material compliance with the applicable laws. However, there can be no assurance that our existing operations and our contractual arrangements
with psychiatrists, psychologists and other healthcare professionals will not be successfully challenged under state laws prohibiting fee splitting
or the practice of a profession by an unlicensed entity, or that the enforceability of such contractual arrangements will not be limited. We believe
that we could, if necessary, restructure our operations to comply with changes in the interpretation or enforcement of such laws and regulations,
and that such restructuring would not have a material adverse effect on our operations.
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Direct Contracting with Licensed Insurers

Regulators in several states in which we do business have adopted policies that require HMOs or, in some instances, insurance companies, to
contract directly with licensed healthcare providers, entities or provider groups, such as IPAs, for the provision of treatment services, rather than
with unlicensed intermediary companies. In such states, our customary model of contracting directly with our customers may need to be
modified so that, for example, the IPAs (rather than us) contract directly with the HMO or insurance company, as appropriate, for the provision
of treatment services. We intend to work with a number of these HMO customers to restructure existing contractual arrangements, upon contract
renewal or in renegotiations, so that the entity, which contracts with the HMO directly, is an IPA. We do not expect this method of contracting to
have a material adverse effect on our operations.

HIPAA

Confidentiality and patient privacy requirements are particularly strict in the field of behavioral healthcare. The Health Insurance Portability and
Accountability Act of 1996, or HIPAA, requires the Secretary of the Department of Health and Human Services, or HHS, to adopt standards
relating to the transmission, privacy and security of health information by healthcare providers and healthcare plans. In connection with HIPAA,
we commissioned a dedicated HIPAA project management office to achieve compliance within the required timeframes. We believe we are
currently in compliance with those provisions of HIPAA currently requiring compliance relating to transactions and code sets, privacy and the
use of employer identification numbers. We have completed our review of the regulations relating to security and believe we are in compliance
with the regulations' requirements. HIPAA's regulations regarding provider identifiers have a required compliance date of May 23, 2005, with
which we believe we will comply. The health plan and individual identification number regulations have not yet been released. We intend to
comply with such regulations as required.

Other Significant Privacy Regulation

The privacy regulation under HIPAA generally does not preempt state law except under the following limited circumstances: (i) the privacy
rights afforded under state law are contrary to those provided by HIPAA so that compliance with both standards is not possible and (ii) HIPAA's
privacy protections are more stringent than the state law in question. Because many states have privacy laws that either provide more stringent
privacy protections than those imposed by HIPAA or laws that can be followed in addition to HIPAA, we must address privacy issues under
HIPAA and state law as well. While we have always been required to follow state privacy laws, we now have had to review these state laws
against HIPAA to determine whether we must comply with standards established by both HIPAA and state law. In addition, HIPAA has created
an increased awareness of the issues surrounding privacy, which may generate more state regulatory scrutiny in this area.

Regulation of Customers

Regulations imposed upon our customers include, among other things, benefits mandated by statute, exclusions from coverage prohibited by
statute, procedures governing the payment and processing of claims, record keeping and reporting requirements, requirements for and payment
rates applicable to coverage of Medicaid and Medicare beneficiaries, provider contracting and enrollee rights and confidentiality requirements.
Although we believe that such regulations do not, at present, materially impair our operations, there can be no assurance that such indirect
regulation will not have a material adverse effect on us in the future.
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Certain of our services are subject to the provisions of ERISA. ERISA governs certain aspects of the relationship between employer sponsored
healthcare benefit plans and certain providers of services to such plans through a series of complex laws and regulations that are subject to
periodic interpretation by the Internal Revenue Service, or the IRS, and the U.S. Department of Labor. In some circumstances, and under certain
customer contracts, we may be expressly named as a "fiduciary" under ERISA, or be deemed to have assumed duties that make us an ERISA
fiduciary, and thus be required to carry out our operations in a manner that complies with ERISA in all material respects. Although we believe
that we are in material compliance with ERISA and that such compliance does not currently have a material adverse effect on our operations,
there can be no assurance that continuing ERISA compliance efforts or any future changes to ERISA will not have a material adverse effect on
us.

Other Proposed Legislation

In the last five years, legislation has periodically been introduced at the state and federal levels providing for new healthcare regulatory
programs and materially revising existing healthcare regulatory programs. Legislation of this type, if enacted, could materially adversely affect
our business, financial condition or results of operations. Such legislation could include both federal and state bills affecting Medicaid programs
which may be pending in, or recently passed by, state legislatures and which are not yet available for review and analysis. Such legislation could
also include proposals for national health insurance and other forms of federal regulation of health insurance and healthcare delivery. It is not
possible at this time to predict whether any such legislation will be adopted at the federal or state level, or the nature, scope or applicability to
our business of any such legislation, or when any particular legislation might be implemented. No assurance can be given that any such federal
or state legislation will not have a material adverse effect on us.

Other Regulation of Healthcare Providers

Our business is affected indirectly by regulations imposed upon healthcare providers. Regulations imposed upon healthcare providers include
provisions relating to the conduct of, and ethical considerations involved in, the practice of psychiatry, psychology, social work and related
behavioral healthcare professions, accreditation, government healthcare program participation requirements, reimbursements for patient services,
Medicare and Medicaid fraud and abuse and, in certain cases, the common law duty to warn others of danger or to prevent patient self-injury.

Properties

We currently lease approximately 1.0 million square feet of office space comprising 44 offices in 23 states and Puerto Rico with terms expiring
between May 2005 and January 2013. Our principal executive offices are located in Farmington, Connecticut, the lease of which expires in
October 2005. After the expiration of this lease, we expect to relocate our principal executive offices to Avon, Connecticut under a new
seven-year lease. We believe that our current facilities are suitable for and adequate to support the level of our present operations.

Legal Proceedings

The management and administration of the delivery of managed behavioral healthcare services entails significant risks of liability. From time to
time, we are subject to various actions and claims arising from the acts or omissions of our employees, network providers or other parties. In the
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normal course of business, we receive reports relating to suicides and other serious incidents involving patients enrolled in our programs. Such
incidents occasionally give rise to malpractice, professional negligence and other related actions and claims against us or our network providers.
Many of these actions and claims we receive seek substantial damages and therefore require the defendant to incur significant fees and costs
related to their defense. To date, claims and actions against us alleging professional negligence have not resulted in material liabilities and we do
not believe that any such pending action against us will have a material adverse effect on us. However, there can be no assurance that pending or
future actions or claims for professional liability (including any judgments, settlements or costs associated therewith) will not have a material
adverse effect on us.

We are subject to or party to certain class action suits, litigation and claims relating to our operations and business practices. Except as
otherwise provided under the Plan of Reorganization, litigation asserting claims against us and our subsidiaries that were parties to the chapter
11 proceedings for pre-petition obligations, referred to as the Pre-petition Litigation, was enjoined as of the Effective Date as a consequence of
the confirmation of the Plan of Reorganization by the Bankruptcy Court. We believe that the Pre-petition Litigation claims constitute
pre-petition general unsecured claims and, to the extent allowed by the Bankruptcy Court, would be resolved as Other General Unsecured
Claims as defined by the Plan of Reorganization.

In the opinion of management, we have recorded reserves that are adequate to cover litigation, claims or assessments that have been or may be
asserted against us, and for which the outcome is probable and reasonably estimable. Management believes that the resolution of such litigation
and claims will not have a material adverse effect on our financial position or results of operations; however, there can be no assurance in this
regard.
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Management

The following persons are our executive officers and directors as of May 5, 2005:

Name Position Age

Steven J. Shulman Chairman and Chief Executive Officer; Director 53
René Lerer, M.D. President and Chief Operating Officer; Director 49
Mark S. Demilio Chief Financial Officer 49
Daniel N. Gregoire Chief Legal Officer, General Counsel and Secretary 49
Jeff D. Emerson Chief Information Officer 57
Saul E. Burian Director 41
Michael Diament Director 36
Robert Haft Director 52
Robert M. Le Blanc Director 38
William J. McBride Director 60
Michael P. Ressner Director 56
Barry M. Smith Director 51

Steven J. Shulman is our Chairman of the Board and Chief Executive Officer. He became our Chief Executive Officer in December 2002 and
Chairman of the Board on the Effective Date. Prior to joining Magellan, Mr. Shulman founded Internet HealthCare Group, or IHCG, an early
stage healthcare technology venture fund, and served as its chairman and chief executive officer from 2000 to 2002. Prior to IHCG, he was
employed by Prudential Healthcare, Inc. as its chairman, president and chief executive officer from 1997 to 1999. Prior thereto, Mr. Shulman
co-founded Value Health, Inc., a New York Stock Exchange listed specialty managed healthcare company, and served as president of its
Pharmacy and Disease Management Group and director from 1987 to 1996. From 1983 to 1986, Mr. Shulman was employed by CIGNA
Healthplans as president of its East Central Division. Prior thereto, he served as director of medical economics for Kaiser Permanente from 1974
to 1982. Mr. Shulman is a member of the board of directors of Lumenos, a private consumer-driven healthcare company, Digital Insurance, a
private employee benefit service company, RealMed, a private insurance software company, BenefitPoint Inc., a private insurance software
company, and NDCHealth Corporation, a publicly-traded healthcare information services company.

René Lerer, M.D. has served as our President and Chief Operating Officer since October 2003. He previously served as chief operating officer

of Magellan since January 2003. Prior to joining Magellan, Dr. Lerer co-founded IHCG and served as its president from 1999 to 2002. Prior to
IHCG, Dr. Lerer was employed by Prudential Healthcare, Inc. as its chief operating officer from 1997 to 1999. Prior thereto, Dr. Lerer was
employed by Value Health, Inc., a New York Stock Exchange listed specialty managed healthcare company, and served as senior vice

president operations of its Pharmacy and Disease Management Group from 1995 to 1997. Prior thereto, Dr. Lerer was employed by Value Health
Sciences as senior vice president of corporate development from 1992 to 1994. Dr. Lerer is a member of the board of directors of IHCG, an early
stage healthcare technology venture fund, Digital Insurance, a private employee benefits service company, and RealMed, a private insurance
software company.

Mark S. Demilio became our Chief Financial Officer in October 2001. Mr. Demilio served as our Executive Vice President, Finance and Legal
from December 2000 to October 2001 and as Executive Vice President, General Counsel from July 1999 to December 2000. Prior to joining
Magellan, Mr. Demilio was with Youth Services International, Inc., a publicly traded company that managed residential treatment centers for
behaviorally troubled youth and behavioral treatment programs in juvenile correction facilities, serving as executive vice president, business
development and
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general counsel from March 1997 and Chief Financial Officer from June 1998. Prior thereto, Mr. Demilio was a partner with Miles &
Stockbridge, a Baltimore, Maryland-based law firm. Mr. Demilio also serves on the board and the audit committee of Cosi, Inc., a
NASDAQ-listed restaurant chain.

Daniel N. Gregoire became our Chief Legal Officer, General Counsel and Secretary in January 2005. Mr. Gregoire was formerly executive vice
president, general counsel and secretary of Oxford Health Plans, Inc., a New York Stock Exchange listed managed care company, from 2000 to
2004. Prior to joining Oxford, Mr. Gregoire was an attorney and shareholder with Sheehan Phinney Bass + Green, P.A., a Manchester, New
Hampshire-based law firm from 1981 to 2000.

Jeff D. Emerson became our Chief Information Officer in March 2003. Prior to joining us, Mr. Emerson served as president of CIGNA
HealthCare's Mid-Atlantic Region from 2001 to 2002. Before joining CIGNA, from 1999 to 2001, he was chief operating officer of Digital
Insurance, a start-up Internet broker of health and related insurance plans that he helped found. Prior thereto, Mr. Emerson served as president
and chief executive officer of NYLCare Health Plans of the Mid-Atlantic, a managed care company, from 1987-1999. Prior thereto, he served as
chief executive officer for the start-up operations of SkyTel, Inc., the first nationwide messaging network, from 1986 to 1987. Mr. Emerson has
also served previously in a variety of leadership positions with Informatics General Corporation, a software and computer services company,
Stentran Systems, Inc., a computer information services company, and Boeing Computer Services.

Saul E. Burian is a managing director in the New York office of Houlihan, Lokey, Howard & Zukin, or Houlihan, an investment banking and
advisory firm, and splits his practice between Restructuring Advisory and Distressed M&A. Mr. Burian has served as a director of Houlihan
since March 2001 and he presently manages its Distressed M&A Northeast Region. From 1988 through February 2001, Mr. Burian was a
partner of the New York law firm, Kramer Levin Naftalis & Frankel LLP and specialized in the area of creditors' rights and bankruptcy. He has
been a member of the committee on bankruptcy and corporate reorganization of the Association of the Bar of the City of New York and has
been approved by the chief bankruptcy judge of the Southern District of New York to serve as a court-certified bankruptcy mediator. Mr. Burian
is a member of the City of New Rochelle Waterfront Commission, and a director of the New York Chapter of the Turnaround Management
Association and of S/A/R Academy of Riverdale.

Michael Diament is a portfolio manager and director of bankruptcies and restructurings for Renegade Swish, LLC which, through various
contractual agreements, provides personnel services to Amalgamated Gadget, LP, the investment manager for R2 Investments, LDC. From
January 2001 to December 2002, Mr. Diament served as portfolio manager for Acme Widget, LP, which provided personnel services to
Amalgamated Gadget, LP through various contractual arrangements. From February 2000 until January 2001, Mr. Diament was a senior
research analyst for Sandell Asset Management, an investment management firm, and served as vice president of Havens Advisors, an
investment management firm, from July 1998 to January 2000. Mr. Diament also serves as a director of i2 Technologies, Inc., a publicly-held
supply chain management solutions company.

Robert Hafft is the principal manager of Morgan Noble LLC, a healthcare investment firm. He is also chairman of National Pharmacies Group
LLC, a position he has held since December 2001. Previously he was president/chief executive officer of national drug chain Phar-Mor from
1995 to 1997. Prior thereto, he was president of Dart Group from 1983 to 1993. In addition, Mr. Haft founded four companies including Crown
Books, Trak Auto, Vitamin Superstore, and Morgan Noble, LLC.

Robert M. Le Blanc the board's lead director, is a managing director for Onex Corporation. Prior to joining Onex in 1999, Mr. Le Blanc held
various positions with Berkshire Hathaway for seven years.
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He also worked for five years at GE Capital in a variety of positions, including corporate finance and corporate strategy. Mr. Le Blanc is a
director of Emergency Medical Services Corp., Cyprus Property & Casualty Insurance Company, Center for Diagnostic Imaging and
ResCare, Inc., a publicly traded human service company for the disabled, and First Berkshire Hathaway Life.

William J. McBride was appointed to the board on January 21, 2004. Mr. McBride is currently retired. Prior to his retirement in 1995,

Mr. McBride had been a director of Value Health, Inc., a New York Stock Exchange listed specialty managed care company which included
Value Behavioral Health, one of the largest behavioral health managed care companies at the time. From 1987 to 1995, Mr. McBride served as
president and chief operating officer of Value Health, Inc., overseeing all operational activities of the company and its subsidiaries. Prior to his
tenure at Value Health, Mr. McBride spent 15 years in a variety of positions with INA Corporation and its successor, CIGNA Corporation,
including serving as president and chief executive officer of CIGNA Healthplan, Inc., vice president and controller of INA's Life and Healthcare
Group and vice president of finance for CIGNA's Affiliated Business Group. Mr. McBride currently serves on the board of directors of
AMERIGROUP Corporation, a managed health care company focused on providing services to Medicaid recipients, VistaCare Inc., a NASDAQ
listed provider of hospice services, Evolution Benefits, Inc., a private insurance services company, and Women's Health USA, Inc., a private
healthcare services company.

Michael P. Ressner currently holds the position of adjunct professor of finance & accounting at North Carolina State University and is an
advisor at Southeast Interactive Technology Fund. Between 1981 and 2003, he served in a variety of positions at Nortel Networks, holding
leadership positions within operations and finance. Mr. Ressner currently serves on the boards of Entrust, Inc., an internet security software
company, Proxim Corporation, a public wireless networking equipment company, Riverstone Networks, a publicly-traded networking solutions
company, Exide Technologies, a NASDAQ listed stored electrical energy company, and Arsenal Digital Solutions, a private storage
management services company.

Barry M. Smith was appointed to the board on December 17, 2004. Mr. Smith replaced Mark L. Hilson, managing director for Onex
Corporation, who resigned in December 2004, and will fill Mr. Hilson's unexpired term as a Class 1 director of Magellan. Mr. Smith is the
founder, chairman and chief executive officer of Bon Travay, S.A., a charitable organization he founded dedicated to health care and educational
efforts in Third World countries. Prior to founding Bon Travay, he founded and served as chairman, president and chief executive officer of
Vista Care Services, a national provider of hospice services, from 1996 to 2003. Earlier in his career, Mr. Smith served as chairman and chief
executive officer of Value Rx, Inc., then one of the country's largest pharmacy benefit management companies, and, prior to that, served as vice
president of operations for PCS Health Systems, also a pharmacy benefit management firm. Mr. Smith serves as the chairman of RG Capital, a
financial services company, and as chairman and chief executive officer of B&J Associates, Inc. and B&J Investments, LLC. He also serves as
chairman of Eatza Pizza, Inc., a privately-held family restaurant chain, and as chairman of iNation, Inc., a software development and services
company serving financial service providers. Mr. Smith is a member of the board of the Institute of Mental Health Research, a public and private
partnership sponsored by the University of Arizona, Arizona State University, the State of Arizona and Barrows Neurological Institute.

Mr. Smith also serves on the boards of the Ambassador's Council of Freedom From Hunger, a leading worldwide micro-credit provider to
poverty-stricken women in Third World countries, and VistaCare Foundation, an organization dedicated to advancing end of life care issues.

Mr. Smith also serves on the board of directors of Inpatient Consultants, Inc., the nation's largest provider of hospitalist services delivering
patient care in acute care hospitals.
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Selling stockholders

The following table sets forth information with respect to the number of shares of the Common Stock owned by the selling stockholders and as
adjusted to give effect to the sale of the shares of Ordinary Common Stock offered pursuant to this prospectus supplement.

Shares Beneficially Shares Beneficially
Owned P(r)lgfr tf’ tl(lﬁ Number of Owne(:) ?gte.r tl(llf;
ering Shares Being ering
Sold in the
Name of Selling Stockholder Number® Percentage® Offering Number Percentage
Magellan Holdings L.P.® 8,505,600 24.0 4,209,000 4,296,600 12.1%
Morgan Noble LLC® 82,854 * 41,000 41,854 *

6]

@

3

“

Less than 1%.

Morgan Noble's percentages of outstanding shares are calculated based on 26,920,233 shares of Ordinary Common Stock outstanding on May 5, 2005.
Magellan Holdings percentages are calculated based on the number of outstanding shares plus the number of shares of Ordinary Common Stock into
which the shares of Multi-Vote Common Stock owned by Magellan Holdings are convertible at any time, which constitute all the shares of Multi-Vote
Common Stock outstanding on May 5, 2005. In addition to the 8,505,600 shares of Multi-Vote Common Stock owned by Magellan Holdings on

May 5, 2005, Magellan Holdings has the right and obligation to acquire from Magellan additional shares of Multi-Vote Common Stock upon resolution
of certain disputed claims under Magellan's Plan of Reorganization and is expected to acquire 3,613 such shares in connection with the most recent
quarterly resolution of disputed claims, of which it may be considered to have beneficial ownership as determined pursuant to

Rule 13d-3(d)(1)(i) under the Securities Exchange Act of 1934, as amended. These additional shares are not part of this offering and are excluded for
purposes of determining the shares owned after this offering.

Magellan Holdings owns all of the outstanding shares of Multi-Vote Common Stock, which were acquired by it pursuant to our Plan of Reorganization
and will continue to hold all of the shares of Multi-Vote Common Stock following this offering. Pursuant to Magellan's Certificate of Incorporation,
upon any sale other than to affiliates of Onex, shares of Multi-Vote Common Stock sold automatically convert into shares of Ordinary Common Stock
(currently on a share-for-share basis), without reducing Magellan Holding's voting power as long as the Minimum Hold Condition discussed under
"Description of Capital Stock-Voting rights-General," is satisfied. However, it is expected that following this offering, the Minimum Hold Condition
will not be satisfied and that accordingly, all special rights, powers and privileges of the Multi-Vote Common Stock will cease. The information
provided herein concerning Magellan Holdings' beneficial ownership of shares is based on its Schedule 13D filed by it and its affiliates, Onex Partners
LP, or Partners, Onex Partners GP LP, or Partners GP LP, Onex Partners GP Inc., or Partners GP, Onex Corporation and Gerald W. Schwartz on
January 16, 2004, referred to as the Schedule 13D, and the Statement of Changes in Beneficial Ownership filed by Magellan Holdings, Partners, Onex
Corporation and Mr. Schwartz on March 24, 2005, referred to as the Form 4. Onex Corporation is an Ontario, Canada corporation that holds 100% of
the equity of Partners GP; Partners GP is a Delaware corporation and the general partner of Partners GP LP; Partners GP LP is a Delaware limited
partnership and the general partner of Partners; Partners is a Delaware limited partnership and the general partner of Magellan Holdings, which is a
Delaware limited partnership; and Mr. Schwartz is the Chairman of the Board and Chief Executive Officer of Onex Corporation. Each of Onex
Corporation, Partners, Partners GP LP and Partners GP may be deemed to share voting and dispositive power with respect to 8,505,600 shares of
Ordinary Common Stock owned of record by Magellan Holdings, and therefore each of Onex Corporation, Partners, Partners GP LP and Partners GP
may be deemed to be a beneficial owner of such shares. Pursuant to the Schedule 13D and Form 4, Mr. Schwartz expressly disclaimed beneficial
ownership of our shares beneficially owned by Magellan Holdings, Partners, Partners GP LP, Partners GP and Onex Corporation. The address of
Magellan Holdings is 712 Fifth Avenue, New York, New York 10019.

The number of shares of Ordinary Common Stock beneficially owned by Magellan Holdings represents the number of shares of Ordinary Common
Stock into which the shares of Multi-Vote Common Stock owned by it may, at any time, be converted by it, currently on a share-for-share basis.

Morgan Noble owns shares of Ordinary Common Stock, which it acquired in January 2004 from Magellan Holdings. The information provided herein
concerning Morgan Noble's beneficial ownership of shares is based on the Form 4 of Robert M. Haft, a director of Magellan, filed on February 6, 2004.
Mr. Haft and members of his immediate family hold 100% of the equity of Morgan Noble and Mr. Haft is the Principal Manager of Morgan Noble.

Mr. Haft may be deemed to have voting and dispositive power with respect to 82,854 shares of Ordinary Common Stock owned as of record by
Morgan Noble, and therefore he may be deemed to be a beneficial owner of such shares, in which case such shares may only be sold subject to
Magellan's stock trading policies for officers and directors. In addition, Mr. Haft owns 2,719 shares of Ordinary Common Stock pursuant to, and which
are subject to certain restrictions on transfer under, Magellan's 2004 Director Stock Compensation Plan. The address of Morgan Noble is 2346
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Massachusetts Avenue, N.W., Washington, D.C. 20008.
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Description of capital stock

General

On the Effective Date, we and 88 of our subsidiaries consummated the Plan of Reorganization under chapter 11 of title 11 of the Bankruptcy
Code, which had been confirmed by order of the Bankruptcy Court. On the Effective Date, the previously outstanding shares of common stock
and preferred stock of Magellan were cancelled, three new classes of capital stock were authorized and Magellan's certificate of incorporation
and bylaws were amended and restated. We refer to our amended and restated certificate of incorporation as the Certificate of Incorporation and
to our amended and restated bylaws as amended to date, as the Bylaws.

Our authorized capital stock consists of 100 million shares of Ordinary Common Stock, 40 million shares of Multi-Vote Common Stock and
10 million shares of Preferred Stock that are issuable at the discretion of the board of directors in the manner provided by law. Shares of
Ordinary Common Stock became listed on the Nasdaq National Market under the ticker symbol "MGLN" on January 6, 2004. Shares of the
Multi-Vote Common Stock may only be issued to, and held by, Onex or its affiliates, referred to collectively as the Onex Group, but are
convertible into shares of Ordinary Common Stock as discussed below.

Except as otherwise provided below and in the Certificate of Incorporation, all shares of Multi-Vote Common Stock and Ordinary Common
Stock, collectively referred to as the Common Stock, are identical in all respects and entitle their holders to the same powers, privileges and
rights.

Voting rights
General

Generally, on all matters on which the holders of Common Stock are entitled to vote, the holders of shares of Ordinary Common Stock and the
holders of shares of Multi-Vote Common Stock vote together as a single class. Holders of Ordinary Common Stock have one vote per share on
all matters on which they are entitled to vote. As long as the outstanding shares of Multi-Vote Common Stock represent at least (i) 15.33 percent
of the total number of shares of Common Stock (both Ordinary Common Stock and Multi-Vote Common Stock) issued on the Effective Date
(approximately 35.1 million shares) and (ii) 10 percent of the total number of shares of Common Stock outstanding, both such conditions
referred to collectively as the Minimum Hold Condition, holders of Multi-Vote Common Stock will be entitled to exercise 50 percent of the
voting power of all the Common Stock. At any time when a vote is to be taken or consent given in lieu of a vote, the number of votes per share
of Multi-Vote Common Stock outstanding as of the record date for such vote or consent shall be determined accordingly. It is expected that
following this offering, the Minimum Hold Condition will no longer be satisfied and that accordingly, all special rights, powers and privileges of
the Multi-Vote Common Stock will cease, and its holders will have in all material respects the same rights, powers and privileges as the holders
of Ordinary Common Stock, including being entitled to only one vote per share. In addition, at any time when shares of Multi-Vote Common
Stock are outstanding, for certain amendments of our Bylaws, in addition to any other vote required by law or the Certificate of Incorporation or
Bylaws, the affirmative vote of the holders of at least two-thirds of the voting power of all the outstanding shares of Common Stock is required.
The Bylaw amendments requiring such vote apply to changes in the size of the board of directors and the requirements regarding independent
board members.

Ordinary Common Stock

In addition to the other voting rights or power to which the holders of Ordinary Common Stock are entitled, holders of Ordinary Common Stock
are entitled to vote as a separate class on
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approval of (i) any alteration, repeal or amendment of the Certificate of Incorporation which would adversely affect the powers, preferences or
rights of the holders of Ordinary Common Stock; and (ii) any merger or consolidation of Magellan with any other entity if, as a result, shares of
Multi-Vote Common Stock would be converted into or exchanged for, or receive, any consideration that differs from that applicable to the
shares of Ordinary Common Stock as a result of such merger or consolidation. In respect of any matter as to which the holders of the Ordinary
Common Stock are entitled to a class vote, holders have one vote per share, and the affirmative vote of the holders of a majority of the shares of
Ordinary Common Stock outstanding is required for approval.

Multi-Vote Common Stock

In addition to the other voting rights or power to which the holders of Multi-Vote Common Stock are entitled, holders of Multi-Vote Common
Stock are entitled to vote as a separate class on approval of (i) any alteration, repeal or amendment of the Certificate of Incorporation which
would adversely affect the powers, preferences or rights of the holders of Multi-Vote Common Stock; and (ii) any merger or consolidation of
Magellan with any other entity if, as a result, shares of Multi-Vote Common Stock would be converted into or exchanged for, or receive, any
consideration that differs from that applicable to the shares of Ordinary Common Stock as a result of such merger or consolidation. In respect of
any matter as to which the holders of the Multi-Vote Common Stock are entitled to a class vote, holders have one vote per share, and the
affirmative vote of the holders of a majority of the shares of Multi-Vote Common Stock outstanding is required for approval.

Board of directors
Number

Until the first annual meeting of the stockholders held after the third anniversary of the Effective Date, the Bylaws establish that the board of
directors will consist of nine members, and then will have at least five and not more than thirteen members, as determined by the board of
directors. When any shares of Multi-Vote Common Stock are outstanding, any action by our board of directors to increase the number of
members of the board of directors above nine will require the affirmative vote of three-fourths of the board of directors.

Classification based upon different voting rights and vote required for election

Each director is allocated to one of three classes, designated Class 1, Class 2 or Class 3, and of the nine initial directors (and their successors in
office), four are Class 1 Directors, two are Class 2 Directors and three are Class 3 Directors. Following this offering the Minimum Hold
Condition will no longer be satisfied and accordingly the directors will not be so allocated to classes. In the event of an increase in the number of
members of the board of directors above nine at a time when directors are allocated to such classes, the additional directors will be designated as
Class 2 Directors.

Term of office

All of the directors are further divided into three classes, each class having a different three-year term of office, except that, of the initial
directors as of the Effective Date, three have a one-year term of office, two have a two-year term of office, and four have a three-year term of
office, such term of office in each case commencing with the Effective Date and ending at the earlier of (i) respectively, the first annual meeting
of stockholders held in the year next following the Effective Date or the annual meeting of stockholders held in the second calendar year
following the Effective Date or the annual meeting of stockholders held in the third calendar year following the Effective Date, or (ii) in each
case, the election and qualification of his or her successor or
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upon his or her earlier death, incapacity, resignation or removal. An annual meeting of stockholders is scheduled to be held on May 18, 2005.
Removal

Any director may be removed with cause by the affirmative vote of the holders of Common Stock entitled to cast a majority of the votes which
all holders of Common Stock entitled to vote on the election of such director's successor would be entitled to cast at the meeting held to vote on
removal of such director.

Conversion
Mandatory conversion

Upon a transfer of a share of Multi-Vote Common Stock to any person other than a member of the Onex Group, such share will automatically
convert into one share of Ordinary Common Stock. In the event any member of the Onex Group acquires any share of Ordinary Common Stock
(other than pursuant to a conversion of all outstanding shares of Multi-Vote Common Stock into Ordinary Common Stock as described below) at
a time when a share of Multi-Vote Common Stock is outstanding, the share of Ordinary Common Stock so acquired will automatically convert
into one share of the Multi-Vote Common Stock.

Optional conversion

The holders of at least two-thirds of the outstanding shares of Multi-Vote Common Stock are entitled to convert at any time all, but not less than
all, of the outstanding shares of Multi-Vote Common Stock into shares of fully paid and non-assessable Ordinary Common Stock at the ratio of
one share of Ordinary Common Stock for each share of Multi-Vote Common Stock so converted.

Distributions

Whenever any dividend or distribution (including any distribution upon liquidation, dissolution or winding up of Magellan or upon the
reclassification of shares or a recapitalization of Magellan) is made on the shares of Ordinary Common Stock, a like dividend or distribution
must be made on the shares of Multi-Vote Common Stock, and, whenever any dividend or distribution is made on the shares of Multi-Vote
Common Stock, a like dividend or distribution must be made on the shares of Ordinary Common Stock; provided, however, that at any time
when shares of Multi-Vote Common Stock are outstanding, no dividend or other distribution will be payable in shares of Ordinary Common
Stock or Multi-Vote Common Stock or securities convertible into, exchangeable for or exercisable to acquire shares of Ordinary Common Stock
or Multi-Vote Common Stock, unless only shares of Ordinary Common Stock or such securities will be distributed with respect to any
outstanding shares of Ordinary Common Stock and simultaneously only a like number per share of shares of Multi-Vote Common Stock or
securities convertible into, exchangeable for or exercisable to acquire shares of Multi-Vote Common Stock and otherwise in all material respects
having the same powers, privileges and rights as the securities distributed with respect to the shares of Ordinary Common Stock will be
distributed with respect to any outstanding shares of Multi-Vote Common Stock.

In the event of a reclassification of the Ordinary Common Stock or the Multi-Vote Common Stock, or a recapitalization of Magellan or a
similar transaction as a result of which the shares of Ordinary Common Stock or Multi-Vote Common Stock are converted into or exchanged for
another security, holders of Multi-Vote Common Stock or Ordinary Common Stock, as the case may be, will be entitled to receive upon
conversion of their shares the amount per share of such other security that such holders would have received had they converted any or all of
their shares of Multi-Vote Common Stock into Ordinary Common Stock, or all of their shares of Ordinary
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Common Stock into Multi-Vote Common Stock, as the case may be, immediately prior to the record date of such reclassification,
recapitalization or similar transaction.

Subdivisions and combinations

Magellan may not subdivide or combine its shares of Ordinary Common Stock or Multi-Vote Common Stock without in the same manner
subdividing or combining its shares of Multi-Vote Common Stock or Ordinary Common Stock, respectively.

Preferred Stock

Our Certificate of Incorporation authorizes our board of directors to issue, from time to time, preferred stock in one or more series, and to
determine and fix the designations, voting powers, preferences and relative participating, optional or other special rights of such series of
preferred stock, and the qualifications, limitations or restrictions thereon, including dividend rights, special voting rights or powers, conversion
rights, redemption privileges and liquidation preferences, all to the extent permitted by applicable law.

Because the rights and preferences set by our board of directors for a series of preferred stock could be superior to the rights and preferences of
the Common Stock, the issuance of such series could adversely affect the rights of the holders of Common Stock. In addition, while the issuance
of any class of preferred stock could provide us with flexibility for many corporate purposes, such issuance could make it difficult for a third
party to gain control of Magellan.

Anti-takeover provisions

Pursuant to our Certificate of Incorporation, Magellan elected not to be governed by Section 203 of the Delaware General Corporation Law
which prevents an interested stockholder from engaging in business combinations with the company for three years after becoming an interested
stockholder, unless certain conditions are met. However, our Certificate of Incorporation and Bylaws contain provisions that might be
characterized as anti-takeover provisions, including the election at each annual meeting of less than a majority of the board of directors, the
ability of our board of directors to create and issue a new series of preferred stock and certain provisions of the Bylaws limiting or regulating the
rights of the shareholders to take actions in certain circumstances. These provisions may deter or render more difficult proposals to acquire
control of our company through merger, takeover or other business combination, including proposals a stockholder might consider to be in his or
her best interest or impede or lengthen the time necessary to effectuate a change in membership of the board of directors and may make removal
of our management more difficult.

Absence of certain provisions

Except as set forth above, holders of Common Stock have no preemptive rights, and there are no redemption or sinking fund provisions
applicable to the Common Stock. Holders of Common Stock will have no liability for further calls or assessments and will not be personally
liable for the payment of our debts except as they may be liable by reason of their own conduct or acts.

Transfer agent and registrar
Wachovia Bank, National Association is the transfer agent and registrar for our Ordinary Common Stock.
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Shares eligible for future sale

As of May 5, 2005, we had outstanding 35,425,833 shares of Common Stock (both Multi-Vote and Ordinary Common Stock). Of these shares,
after giving effect to this offering, 30,821,895 shares of Ordinary Common Stock will be freely transferable without restriction or registration
under the Securities Act by persons other than one of our "affiliates," as that term is defined in Rule 144 under the Securities Act. Generally, the
balance of the currently outstanding shares of Common Stock are "restricted securities" within the meaning of Rule 144 under the Securities Act,
subject to the limitations and restrictions that are described below. Restricted securities may be sold in the public market only if registered or if
they qualify for an exemption from registration under Rule 144 promulgated under the Securities Act. We have registered for public sale
substantially all of the outstanding restricted securities, including all of the shares of Ordinary Common Stock that would be issued upon
conversion of all of the shares of Multi-Vote Common Stock owned by Magellan Holdings. This registration was done in accordance with a
registration rights agreement entitling Magellan Holdings to have such shares registered for sale from time to time in the market or otherwise
and will continue in effect, subject to the terms of such agreement, with respect to the shares not sold by Magellan Holdings in this offering.
Magellan Holdings has advised us that it has no present intention of disposing of the shares it will continue to hold following this offering.

Lock-up agreements

We, the selling stockholders, our executive officers and two of our directors who are affiliated with the selling stockholders have agreed with
the underwriters of this offering not to dispose of or hedge any shares of Common Stock or securities convertible into or exchangeable for shares
of Common Stock during the period from the date of this prospectus supplement continuing through the date 90 days after the date of this
prospectus supplement, in the case of Magellan and the selling stockholders, and 30 days after the date of this prospectus supplement, but in no
event beyond June 15, 2005 in the case of our executive officers and directors, after the date of this prospectus supplement, except with the prior
written consent of J.P. Morgan Securities Inc. or in the case of our senior executive officers in certain other limited circumstances. See
"Underwriting."

Rule 144

In general, under Rule 144, a person, including an affiliate of ours (along with persons whose sales of shares are required to be aggregated for
purposes of Rule 144), who has beneficially owned shares for at least one year is entitled to sell, within any three-month period, a number of
shares that does not exceed the greater of:

1% of the number of shares of Ordinary Common Stock then outstanding, which will equal approximately 311,292 shares;
or

the average weekly trading volume of the Ordinary Common Stock during the four calendar weeks preceding the filing of a
notice on Form 144 with respect to the sale.

Sales under Rule 144 also are subject to manner of sale provisions and notice requirements and to the availability of current public information
about us.

Warrants

Certain warrants to purchase shares of Ordinary Common Stock were issued as of January 5, 2004 under our Plan of Reorganization and remain
outstanding currently. We issued to our former common and preferred stockholders warrants to purchase a total of 570,825 shares of Ordinary
Common Stock for $30.46 per share (subject to anti-dilution adjustments as provided in the warrant
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agreement), payable in cash. These warrants were issued without registration under the Securities Act in reliance on the exemption provided by
Section 1145 of the Bankruptcy Code. These warrants are immediately exercisable at any time until January 5, 2011 and are traded on the
OTCBB and any shares issued upon exercise of these warrants will be transferable without restriction or further registration under the Securities
Act by persons other than our "affiliates," as that term is defined in Rule 144 under the Securities Act. Through May 5, 2005, warrants to
purchase 408 shares of Ordinary Common Stock have been exercised. In addition, under our Plan of Reorganization we issued a warrant to
purchase 230,000 shares of Ordinary Common Stock for $10.48 per share (subject to anti-dilution adjustments as provided in the warrant
agreement), payable in cash, exercisable during the period commencing January 1, 2006 through January 5, 2009 to a party in interest in our
reorganization case without registration under the Securities Act based upon the exemption from registration provided by Section 4(2) of the
Securities Act. When this warrant becomes exercisable, it is expected that the shares issuable upon exercise will be transferable without
restriction or further registration under the Securities Act, unless then held by a persons who is one of our "affiliates," as that term is defined in
Rule 144 under the Securities Act.

Benefit plan shares

We have filed a registration statement on Form S-8 under the Securities Act to register shares of Ordinary Common Stock issued and reserved
for issuance under our 2003 management incentive plan and 2004 director compensation plan. As of May 5, 2005, (i) 112,584 restricted shares
have been issued, of which none are vested, and (ii) options to purchase 5,159,334 shares of Ordinary Common Stock were outstanding, of
which options to purchase 1,040,366 shares are vested. All of the shares issuable upon exercise of the options that are now outstanding and any
that may be issued under options that may be granted under the 2003 management incentive plan, as well as 112,584 restricted shares that have
been issued and any that may be issued under the 2003 management incentive plan, have been registered under that Form S-8 registration
statement and, subject to their vesting provisions and Rule 144 volume limitations applicable to our affiliates, will be available for sale in the
open market. In addition, 13,595 shares of Ordinary Common Stock issued under our 2004 director compensation plan to our directors were also
registered for resale under the Form S-8 registration statement and are available for sale in the open market or in other public transactions
(without regard to the restrictions of Rule 144). However, sales of such restricted shares and of shares issued under options by our executive
officers and our directors who are affiliated with the selling stockholders are subject, until after 30 days following the date of this prospectus
supplement, but in no event beyond June 15, 2005 to certain limits under the lock-up agreements referred to above. See also "Underwriting."

In addition, 30,000 shares of Ordinary Common Stock may be issued to our directors under the 2005 director stock compensation plan if our
stockholders approve that plan at our annual meeting of stockholders to be held on May 18, 2005. If that plan is approved, we intend to file with
the SEC a registration statement on Form S-8 registering for resale shares issuable under the plan.

In October, 2004, Congress enacted the American Jobs Creation Act of 2004, which amended the Internal Revenue Code to add Section 409A
with respect to the treatment of deferred compensation arrangements, including stock options with exercise prices below the fair market value of
the stock on the date of grant. Certain options issued under the 2003 management incentive plan have exercise prices below market value.
Section 409A provides that as these options vest, the holders are subject to income tax at ordinary rates plus a 20% excise tax on the amount by
which the market value on the date of vesting of the stock subject to the options exceeds the exercise price. Under transitional rules adopted by
the Internal Revenue Service, options that are amended during 2005 to increase the exercise price to equal the market value of the stock on the
date of grant are not subject to tax under Section 409A, and options that are exercised during 2005 will not be subject to the 20% excise tax.
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Certain U.S. federal income tax consequences for
non-U.S. holders

This is a general summary of material United States Federal income and estate tax considerations with respect to your acquisition, ownership
and disposition of our Ordinary Common Stock if you are a beneficial owner of shares other than:

a citizen or resident of the United States;

a corporation, or other entity taxable as a corporation created or organized in, or under the laws of, the United States or any
political subdivision of the United States;

an estate, the income of which is subject to United States income taxation regardless of its source;

a trust, if a court within the United States is able to exercise primary supervision over the administration of the trust and one
or more United States persons have the authority to control all substantial decisions of the trust; or

a trust that existed on August 20, 1996, was treated as a United States person on August 19, 1996, and elected to be treated
as a United States person.

This summary does not address all of the United States Federal income and estate tax considerations that may be relevant to you in light of your
particular circumstances or if you are a beneficial owner subject to special treatment under United States Federal income tax laws (such as a
"controlled foreign corporation,” "passive foreign investment company," company that accumulates earnings to avoid United States Federal
income tax, foreign tax-exempt organization, financial institution, broker or dealer in securities or former United States citizen or resident). This
summary does not discuss any aspect of state, local or non-United States taxation. This summary is based on current provisions of the Internal
Revenue Code of 1986, as amended ("Code"), Treasury regulations, judicial opinions, published positions of the United States Internal Revenue
Service ("IRS") and all other applicable authorities, all of which are subject to change, possibly with retroactive effect. This summary is not
intended as tax advice.

If a partnership holds our Ordinary Common Stock, the tax treatment of a partner will generally depend on the status of the partner and the
activities of the partnership. If you are a partner of a partnership holding our Ordinary Common Stock, you should consult your advisor.

We urge prospective non-United States stockholders to consult their tax advisors regarding the United States Federal, state, local and
non-United States income, estate and other tax considerations of acquiring, holding and disposing of shares of our Ordinary Common
Stock.

Dividends

In general, any distributions we make to you with respect to your shares of our Ordinary Common Stock that constitute dividends for United
States Federal income tax purposes will be subject to United States withholding tax at a rate of 30% of the gross amount, unless you are eligible
for a reduced rate of withholding tax under an applicable income tax treaty and you provide proper certification of your eligibility for such
reduced rate (usually on an IRS Form W-8BEN). A distribution will constitute a dividend for United States Federal income tax purposes to the
extent of our current or accumulated earnings and profits as determined under the Code. Any distribution not constituting a dividend will be
treated first as reducing your basis in your shares
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of our Ordinary Common Stock and, to the extent it exceeds your basis, as gain from the disposition of your shares of Ordinary Common Stock.

Dividends we pay to you that are effectively connected with your conduct of a trade or business within the United States (and, if certain income
tax treaties apply, are attributable to a United States permanent establishment maintained by you) generally will not be subject to United States
withholding tax if you comply with applicable certification and disclosure requirements. Instead, such dividends generally will be subject to
United States Federal income tax, net of certain deductions, at the same graduated individual or corporate rates applicable to United States
persons. If you are a corporation, effectively connected income may also be subject to a "branch profits tax" at a rate of 30% (or such lower rate
as may be specified by an applicable income tax treaty). Dividends that are effectively connected with your conduct of a trade or business but
that under an applicable income tax treaty are not attributable to a United States permanent establishment maintained by you may be eligible for
a reduced rate of United States withholding tax under such treaty, provided you comply with certification and disclosure requirements necessary
to obtain treaty benefits.

Sale or other disposition

You generally will not be subject to United States Federal income tax on any gain realized upon the sale or other disposition of your shares of
our Ordinary Common Stock unless:

the gain is effectively connected with your conduct of a trade or business within the United States (and, under certain income
tax treaties, is attributable to a United States permanent establishment you maintain);

you are an individual, you hold your shares of our Ordinary Common Stock as capital assets, you are present in the United
States for 183 days or more in the taxable year of disposition and you meet other conditions, and you are not eligible for
relief under an applicable income tax treaty; or

we are or have been a "United States real property holding corporation” for United States Federal income tax purposes
(which we believe we are not and have never been, and do not anticipate we will become) and you hold or have held,
directly or indirectly, at any time within the shorter of the five-year period preceding the disposition or your holding period
for your shares of our Ordinary Common Stock, more than 5 percent of our Ordinary Common Stock. If our Ordinary
Common Stock ceases to be regularly traded on an established securities market (such as the Nasdaq National Market), then
the 5 percent limitation in the preceding sentence would not apply.

Gain that is effectively connected with your conduct of a trade or business within the United States generally will be subject to United States
Federal income tax, net of certain deductions, at the same rates applicable to United States persons. If you are a corporation, the branch profits
tax also may apply to such effectively connected gain. If the gain from the sale or disposition of your shares is effectively connected with your
conduct of a trade or business in the United States but under an applicable income tax treaty is not attributable to a permanent establishment you
maintain in the United States, your gain may be exempt from United States tax under the income tax treaty. If you are described in the second
bullet point above, you generally will be subject to United States Federal income tax at a rate of 30% on the gain realized, although the gain may
be offset by some United States source capital losses realized during the same taxable year.
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Information reporting and backup withholding

We must report annually to the IRS the amount of dividends or other distributions we pay to you on your shares of our Ordinary Common Stock
and the amount of tax we withhold on these distributions regardless of whether withholding is required. The IRS may make copies of the
information returns reporting those dividends and amounts withheld available to tax authorities in the country in which you reside pursuant to
the provisions of an applicable income tax treaty or exchange of information treaty.

The United States imposes a backup withholding tax on dividends and certain other types of payments to United States persons. You will not be
subject to backup withholding tax on dividends you receive on your shares of our Ordinary Common Stock if you provide proper certification
(usually on an IRS Form W-8BEN) of your status as a non-United States person or you are a corporation or one of several types of entities and
organizations that qualify for exemption (an "exempt recipient").

Information reporting and backup withholding generally are not required with respect to the amount of any proceeds from the sale of your
shares of our Ordinary Common Stock outside the United States through a foreign office of a foreign broker that does not have certain specified
connections to the United States. However, if you sell your shares of our Ordinary Common Stock through a United States broker or the United
States office of a foreign broker, the broker will be required to report the amount of proceeds paid to you to the IRS and also backup withhold on
that amount unless you provide appropriate certification (usually on an IRS Form W-8BEN) to the broker of your status as a non-United States
person or you are an exempt recipient. Information reporting (but not backup withholding, unless the broker has actual knowledge that the payee
is a U.S. person) also apply if you sell your shares of our Ordinary Common Stock through a foreign broker deriving more than a specified
percentage of its income from United States sources or having certain other connections to the United States.

Any amounts withheld with respect to your shares of our Ordinary Common Stock under the backup withholding rules will be refunded to you
or credited against your United States Federal income tax liability, if any, by the IRS if the required information is furnished in a timely manner.

Estate tax

Our shares owned or treated as owned by an individual who is not a citizen or resident (as defined for United States Federal estate tax purposes)
of the United States at the time of his or her death will be included in the individual's gross estate for United States Federal estate tax purposes
and therefore may be subject to United States Federal estate tax unless an applicable estate tax treaty provides otherwise. Recently enacted
legislation reduces the maximum Federal estate tax rate over an 8-year period beginning in 2002 and eliminates the tax for estates of decedents
dying after December 31, 2009. In the absence of renewal legislation, these amendments will expire and the Federal estate tax provisions in
effect immediately prior to 2002 will be restored for estates of decedents dying after December 31, 2010.
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Underwriting

The selling stockholders are offering the shares of Ordinary Common Stock described in this prospectus supplement through a number of
underwriters. J.P. Morgan Securities Inc. is acting as book-running manager of the offering and as representative of the underwriters. We and the
selling stockholders have entered into an underwriting agreement with the underwriters. Subject to the terms and conditions of the underwriting
agreement, the selling stockholders have agreed to sell to the underwriters, and each underwriter has severally agreed to purchase, at the public
offering price less the underwriting discounts and commissions set forth on the cover page of this prospectus supplement, the number of shares
of Ordinary Common Stock listed next to its name in the following table:

Number of

Name Shares
J.P. Morgan Securities Inc.
Banc of America Securities LLC
Deutsche Bank Securities Inc.
Lehman Brothers Inc.
Total 4,250,000

]

Most of these shares of Ordinary Common Stock will be automatically issued by conversion of shares of Multi-Vote Common Stock owned by
Magellan Holdings into shares of Ordinary Common stock upon the purchase of the shares by the underwriters. The underwriters are committed
to purchase all the shares offered by the selling stockholders if they purchase any shares. The underwriting agreement also provides that if an
underwriter defaults, the purchase commitments of non-defaulting underwriters may also be increased or the offering may be terminated.

The underwriters propose to offer the shares directly to the public at the initial public offering price set forth on the cover page of this
prospectus supplement and to certain dealers at that price less a concession not in excess of $ per share. Any such dealers may resell
shares to certain other brokers or dealers at a discount of up to $ per share from the initial public offering price. After the initial public
offering of the shares, the offering price and other selling terms may be changed by the underwriters.

The underwriters have an option to buy up to 637,500 additional shares of Ordinary Common Stock from Magellan Holdings, one of the selling
stockholders, to cover sales of shares by the underwriters which exceed the number of shares specified in the table above. The underwriters have
30 days from the date of this prospectus supplement to exercise this over-allotment option. If any shares are purchased with this over-allotment
option, the underwriters will purchase shares in approximately the same proportion as shown in the table above. If any additional shares of
Ordinary Common Stock are purchased, the underwriters will offer the additional shares on the same terms as those on which the shares are
being offered.

The underwriting fee is equal to the public offering price per share of Ordinary Common Stock less the amount paid by the underwriters to the
selling stockholders per share of Ordinary Common Stock. The underwriting fee is $ per share. The following table shows the per
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share and total underwriting discounts and commissions to be paid to the underwriters assuming both no exercise and full exercise of the
underwriters' option to purchase additional shares.

Without With full

over-allotment over-allotment

exercise exercise
Per Share $ $
Total $ $

We estimate that the total expenses of this offering, including registration, filing and listing fees, printing fees and legal and accounting
expenses, but excluding the underwriting discounts and commissions, will be approximately $

A prospectus supplement in electronic format may be made available on the web sites maintained by one or more underwriters, or selling group
members, if any, participating in the offering. The underwriters may agree to allocate a number of shares to underwriters and selling group
members for sale to their online brokerage account holders. Internet distributions will be allocated by the representatives to underwriters and
selling group members that may make Internet distributions on the same basis as other allocations.

We and the selling stockholders have agreed in the underwriting agreement not to (1) offer, pledge, announce the intention to sell, sell, contract
to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant any option, right or warrant to purchase or otherwise
transfer or dispose of, directly or indirectly, or in the case of Magellan, file with the SEC a registration statement under the Securities Act
relating to, any shares of our Common Stock or securities convertible into or exchangeable or exercisable for any shares of our Common Stock,
(2) enter into any swap or other agreement that transfers, in whole or in part, any of the economic consequences of ownership of any Common
Stock, whether any such transaction described in clause (1) or (2) above is to be settled by delivery of Common Stock or such other securities, in
cash or otherwise or (3) in the case of the selling stockholders, make any demand for or exercise any right with respect to the registration of any
shares of Common Stock or any security convertible into or exercisable or exchangeable for Common Stock without the prior written consent of
J.P. Morgan Securities Inc. for a period of 90 days after the date of this prospectus supplement. Notwithstanding the foregoing, if (1) during the
last 17 days of the 90-day restricted period, we issue an earnings release or material news or a material event relating to Magellan occurs; or

(2) prior to the expiration of the 90-day restricted period, we announce that we will release earnings results during the 16-day period beginning
on the last day of the 90-day period, the restrictions described above shall continue to apply until the expiration of the 18-day period beginning
on the issuance of the earnings release or the occurrence of the material news or material event. Notwithstanding the foregoing, during the
restricted period described above each selling stockholder may transfer shares of Common Stock to any of its affiliates provided that the
transferee agrees in writing to be bound by the restrictions of this paragraph. Furthermore, notwithstanding the foregoing, during the restricted
period described above Magellan may (i) issue shares of Ordinary Common Stock pursuant to exercises of options and warrants outstanding on
the date hereof, (ii) issue not more than 93,128 shares of Ordinary Common Stock upon the resolution of certain disputed claims, referred to
herein as the disputed claims, remaining from Magellan's and it's subsidiaries' Third Joint Amended Plan of Reorganization, as modified and
confirmed (as described in our Quarterly Report on Form 10-Q for the quarter ended March 31, 2005), (iii) issue not more than 29,119 shares of
Multi-Vote Common Stock to Onex or one of its affiliates upon the resolution of the disputed claims (as described in our Annual Report on
Form 10-K for the year ended December 31, 2004), (iv) issue shares of Ordinary Common Stock in connection with acquisitions of, or business
combination transactions with, companies that are
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not subject to the periodic reporting requirements of the Exchange Act, provided that the persons receiving such shares agree in writing to be
bound by the restrictions of this paragraph, (v) file registration statements on Form S-4 registering shares of Ordinary Common Stock to be
issued in connection with acquisitions or business combinations provided that such registration statements may not be declared effective or the
shares of Ordinary Common Stock be issued until the expiration of the restricted period described above, and (vi) issue options to purchase
shares of Ordinary Common Stock and restricted shares of Ordinary Common Stock in each case under employee benefit or director
compensation plans provided that any such options do not vest and any shares of restricted Ordinary Common Stock do not become transferable
until the expiration of the 30-day restricted period described in the immediately following paragraph, as it may be extended as set forth therein.

Our executive officers and two of our directors who are affiliated with the selling stockholder have entered into lock-up agreements with the
underwriters pursuant to which each of these persons, with limited exceptions described below, for a period of 30 days after the date of this
prospectus supplement, but in no event beyond June 15, 2005, may not, without the prior written consent of J.P. Morgan Securities Inc.,

(1) offer, pledge, announce the intention to sell, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to
sell, grant any option, right or warrant to purchase, or otherwise transfer or dispose of, directly or indirectly, any shares of our Common Stock
(including, without limitation, Common Stock which may be deemed to be beneficially owned by such directors or executive officers in
accordance with the rules and regulations of the SEC and securities which may be issued upon exercise of a stock option or warrant), (2) enter
into any swap or other agreement that transfers, in whole or in part, any of the economic consequences of ownership of any Common Stock,
whether any such transaction described in clause (1) or (2) above is to be settled by delivery of Common Stock or such other securities, in cash
or otherwise or (3) make any demand for or exercise any right with respect to the registration of any shares of Common Stock or any security
convertible into or exercisable or exchangeable for Common Stock. Notwithstanding the foregoing, our executive officers, including, Steven J.
Shulman, our Chairman and Chief Executive Officer, René Lerer, M.D., our President and Chief Operating Officer, and Mark S. Demilio, our
Chief Financial Officer, are each permitted during the restricted period to establish a written plan which meets the criteria of Rule 10b5-1(c)
under the Exchange Act under which he may sell Common Stock after the expiration of the restricted period. We have been advised by each of
these individuals that, while he has not yet decided whether or not he will establish such a plan within the 30 day period, he does anticipate
establishing such a plan during 2005. In making his decision, he will take into consideration, among other things, then current market conditions,
personal financial circumstances, and tax considerations, including the potential applicability of excise taxes under the American Jobs Creation
Act of 2004 in respect of his options if they are not exercised in 2005. See "Shares eligible for future sale."

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the Securities Act of 1933.
Our Ordinary Common Stock is quoted on the Nasdaq National Market under the symbol "MGLN".

In connection with this offering, the underwriters may engage in stabilizing transactions, which involves making bids for, purchasing and
selling shares of Ordinary Common Stock in the open market for the purpose of preventing or retarding a decline in the market price of the
Ordinary Common Stock while this offering is in progress. These stabilizing transactions may include making short sales of the Ordinary
Common Stock, which involves the sale by the underwriters of a greater number of shares of Ordinary Common Stock than they are required to
purchase in this offering, and purchasing shares of Ordinary Common Stock on the open market to cover positions
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created by short sales. Short sales may be "covered" shorts, which are short positions in an amount not greater than the underwriters'
over-allotment option referred to above, or may be "naked" shorts, which are short positions in excess of that amount. The underwriters may
close out any covered short position either by exercising their over-allotment option, in whole or in part, or by purchasing shares in the open
market. In making this determination, the underwriters will consider, among other things, the price of shares available for purchase in the open
market compared to the price at which the underwriters may purchase shares through the over-allotment option. A naked short position is more
likely to be created if the underwriters are concerned that there may be downward pressure on the price of the Ordinary Common Stock in the
open market that could adversely affect investors who purchase in this offering. To the extent that the underwriters create a naked short position,
they will purchase shares in the open market to cover the position.

The underwriters have advised us that, pursuant to Regulation M of the Securities Act of 1933, they may also engage in other activities that
stabilize, maintain or otherwise affect the price of the Ordinary Common Stock, including the imposition of penalty bids. This means that if the
representative of the underwriters purchases Ordinary Common Stock in the open market in stabilizing transactions or to cover short sales, the
representative can require the underwriters that sold those shares as part of this offering to repay the underwriting discount received by them.

These activities may have the effect of raising or maintaining the market price of the Ordinary Common Stock or preventing or retarding a
decline in the market price of the Ordinary Common Stock, and, as a result, the price of the Ordinary Common Stock may be higher than the
price that otherwise might exist in the open market. If the underwriters commence these activities, they may discontinue them at any time. The
underwriters may carry out these transactions on the Nasdaq National Market, in the over-the-counter market or otherwise.

Certain of the underwriters and their affiliates have provided in the past to us and our affiliates and may provide from time to time in the future
certain commercial banking, financial advisory, investment banking and other services for us and such affiliates in the ordinary course of their
business, for which they have received and may continue to receive customary fees and commissions. In addition, from time to time, certain of
the underwriters and their affiliates may effect transactions for their own account or the account of customers, and hold on behalf of themselves
or their customers, long or short positions in our debt or equity securities or loans, and may do so in the future. J.P. Morgan Securities Inc. was
an initial purchaser in connection with the offering of our Old Senior Notes. Deutsche Bank Securities Inc. was the lead arranger and book
running manager for our Credit Agreement. In addition, Deutsche Bank AG, an affiliate of Deutsche Bank Securities Inc., serves as
Administrative Agent and is a lender under our Credit Agreement.
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Legal matters

Weil, Gotshal & Manges LLP has passed upon the validity of the Ordinary Common Stock for us. Cravath, Swaine & Moore LLP advised the
underwriters in connection with this offering.
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8,588,454 Shares

MAGELLAN HEALTH SERVICES, INC.

Ordinary Common Stock

All of the shares of Ordinary Common Stock offered by this prospectus relate to the sale from time to time by (i) Magellan Holdings, L.P.
("Magellan Holdings"), which owns 8,505,600 shares of our Multiple and Variable Vote Restricted Convertible Common Stock ("Multi-Vote
Common Stock") that is convertible into an aggregate of 8,505,600 shares of our Ordinary Common Stock and (ii) Morgan Noble LLC ("Morgan
Noble" and, together with Magellan Holdings, the "selling stockholders"), which owns 82,854 shares of our Ordinary Common Stock. We will
not receive any of the proceeds from the sale of these shares. The prices at which the selling stockholders may sell the shares will be determined
by the prevailing market price for the shares at the time of sale or through negotiated transactions with third parties.

The registration statement of which this prospectus is a part permits the selling stockholders to sell the shares from time to time in the
public market. The selling stockholders may sell the Ordinary Common Stock through ordinary broker transactions, directly to market makers of
our shares, directly to third parties, through underwriters in public offerings, or through other means described in the section entitled "Plan of

Distribution" beginning on page 15.

Our Ordinary Common Stock became listed on the Nasdaq National Market under the ticker symbol "MGLN" on January 6, 2004. The last
reported sale price for our Ordinary Common Stock on May 2, 2005, was $34.13 per share.

Investing in our Ordinary Common Stock involves risks. See the section entitled ''Risk Factors'' beginning on page 3.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these
securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

Prospectus dated May 4, 2005.
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You should only rely on the information incorporated by reference or provided in this prospectus or any supplement. We have not
authorized anyone else to provide you with different information. The Ordinary Common Stock is not being offered in any state where
the offer is not permitted. You should not assume that the information in this prospectus or any supplement is accurate as of any date
other than the date on the front of such document.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus and the registration statement of which it forms a part and the documents incorporated by reference into these documents
contain forward-looking statements within the meaning of Section 27A of the Securities Act and Section 21E of the Securities Exchange Act of
1934. We use words such as "anticipates,” "believes," "plans," "expects," "future," "intends," "will," "foresee" and similar expressions to identify
these forward-looking statements. In addition, from time to time we or our representatives have made or may make forward-looking statements
orally or in writing. Furthermore, such forward-looking statements may be included in various filings that we make with the SEC, or press
releases or oral statements made by or with the approval of one of our authorized executive officers. These forward-looking statements are
subject to certain known and unknown risks and uncertainties, as well as assumptions, that could cause actual results to differ materially from
those reflected in these forward-looking statements. Factors that might cause actual results to differ include, but are not limited to, those
discussed in the section entitled "Risk Factors" beginning on page 3 of this prospectus. Readers are cautioned not to place undue reliance on any
forward-looking statements contained herein, which reflect management's opinions only as of the date hereof. Except as required by law,
Magellan undertakes no obligation to revise or publicly release the results of any revision to any forward-looking statements. You are advised,
however, to consult any additional disclosures we make in our reports to the SEC on Forms 10-K, 10-Q and 8-K. All subsequent written and oral
forward-looking statements attributable to us or persons acting on our behalf are expressly qualified in their entirety by the cautionary statements
contained in this prospectus.

non "o
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MAGELLAN HEALTH SERVICES, INC.
Our Business

Magellan Health Services, Inc. ("Magellan" or the "Company"), directly and through its subsidiaries, coordinates and manages the delivery
of behavioral healthcare treatment services that are provided through our contracted network of third-party treatment providers, which includes
psychiatrists, psychologists, other behavioral health professionals, psychiatric hospitals, residential treatment centers and other treatment
facilities. The treatment services provided through our provider network include outpatient programs (such as counseling or therapy),
intermediate care programs (such as intensive outpatient programs and partial hospitalization services), inpatient treatment and crisis
intervention services. However, we generally do not directly provide, or own any provider of, treatment services. Magellan provides its
management services primarily through: (i) risk-based products, where the Company assumes all or a portion of the responsibility for the cost of
providing treatment services in exchange for a fixed per member per month fee, (ii) administrative services only products, where the Company
provides services such as utilization review, claims administration and/or provider network management but does not assume responsibility for
the cost of the treatment services, (iii) employee assistance programs and (iv) products that combine features of some or all of the Company's
risk-based, administrative services only or employee assistance products. At December 31, 2004, we managed the behavioral healthcare benefits
of approximately 57.1 million individuals. Within the managed behavioral healthcare business, we operate in the following four segments, based
on the services we provide and/or the customers that we serve: (i) Magellan Health Plan Solutions; (ii) Magellan Employer Solutions;

(iii) Magellan Public Sector Solutions and (iv) Corporate and Other.

Our Corporate Information

Our executive offices are located at 16 Munson Road, Farmington, Connecticut 06032, our telephone number at that location is
(860) 507-1900, and our website can be accessed at www.magellanhealth.com. Information contained in our website does not constitute part of
this prospectus. References to Magellan, the Company, "we," "us" and "our" in this prospectus refer to Magellan Health Services, Inc. unless the
context requires otherwise.
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RISK FACTORS

An investment in Ordinary Common Stock involves a high degree of risk. You should carefully consider the following risk factors, together
with all of the other information included or incorporated by reference in this prospectus, which we believe describe the principal risks of
investing in our Ordinary Common Stock, before you decide whether to purchase any Magellan shares. Our business may also be adversely
affected by risks and uncertainties not presently known to us or that we currently believe to be immaterial. If any of the following risks occur,
our business, financial condition and profitability could be materially adversely affected. In such case, the trading price of Ordinary Common
Stock could decline, and you may lose all or part of your investment.

Fresh Start Reporting Our application of "fresh start'' reporting makes it more difficult to compare our post-emergence operations and
results to those in pre-emergence periods.

Due to our emergence from bankruptcy, we have implemented the "fresh start" reporting provisions of SOP 90-7, effective December 31,
2003. Fresh start reporting requires us to restate all assets and liabilities to reflect their fair values. As a result, the consolidated balance sheet as
of and subsequent to December 31, 2003 and the statement of operations for periods after our emergence from bankruptcy are not comparable to
the consolidated financial statements for the periods prior to our emergence from bankruptcy, which were prepared on a historical basis.

Significant Stockholder Consequences of ownership by Onex of our Multi-Vote Common Stock include an inability of our public
stockholders to determine the outcome of most matters presented to them other than elections of certain of our directors, and a risk that
future sales of common stock by Onex could cause our stock price to fall.

Onex Corporation, a Canadian diversified investment company, and its affiliates (collectively, "Onex"), control all of the outstanding shares
of our Multi-Vote Common Stock. As a consequence, Onex has the ability to elect four of our nine Directors and is entitled to 50 percent of
voting power for all other matters that come before our stockholders (including the election of two of our five remaining Directors) until its
ownership of Multi-Vote Common Stock decreases below specific levels. This voting power exceeds Onex's approximate 24.0 percent interest
in Magellan's outstanding common stock (viewing both Multi-Vote Common Stock and Ordinary Common Stock as a single class) as of April 8,
2005. Onex's interests in Magellan may conflict with the interests of the holders of the Ordinary Common Stock. As a result of Onex's
substantial equity interest and voting power, Onex could have significant influence over the management and affairs of Magellan, and a
significant or controlling influence on all matters submitted to the stockholders including any merger, consolidation or sale of all or substantially
all of our assets. In the case of a potential acquisition of Magellan, this controlling voting power could prevent our public stockholders from
receiving consideration for their stock offered by the potential acquiror in a transaction not supported by Onex or result in a disposition of their
Magellan shares in such a transaction supported by Onex but not broadly supported by the public stockholders.

The market price of our common stock could also decline as a result of sales by Onex of a significant number of shares of our Multi-Vote
Common Stock, or the perception that such sales might occur. Such sales could also make it more difficult for us to sell equity securities at a
time and price that we deem appropriate. Further, Onex is entitled to convert Multi-Vote Common Stock into shares of Ordinary Common Stock
and then sell such shares but, in most cases, doing so will not reduce its voting power unless its holdings of Multi-Vote Common Stock fall
below the level that would result in the loss of the stock's special voting rights. The Multi-Vote Common Stock will cease to have any special
voting rights or any other special rights or powers in the event the outstanding shares of Multi-Vote Common Stock cease to represent at least
15.33 percent of the total number of shares of common stock (both Ordinary Common Stock and Multi-Vote Common Stock) issued on the
Effective
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Date (approximately 35.1 million shares) or at least 10 percent of the total number of shares of common stock outstanding at any time (the
"Minimum Hold Condition").

Restrictive Covenants in Our Debt Instruments Restrictions imposed by our debt agreements limit our operating and financial
flexibility. These restrictions may adversely affect our ability to finance our future operations or capital needs or engage in other
business activities that may be in our interest.

The indenture governing our 9.375% senior notes (the "Indenture"), and the terms of our credit agreement with Deutsche Bank (the "Credit
Agreement") contain covenants. These covenants limit our management's discretion in operating our business by restricting or limiting our
ability, among other things, to:

incur or guarantee additional indebtedness or issue preferred or redeemable stock;

pay dividends and make other distributions;

repurchase equity interests;

prepay or amend subordinated debt;

make certain other payments called "restricted payments";

enter into sale and leaseback transactions;

create liens;

sell and otherwise dispose of assets;

acquire or merge or consolidate with another company; and

enter into some types of transactions with affiliates.

These restrictions could adversely affect our ability to finance future operations or capital needs or engage in other business activities that
may be in our interest.

The Credit Agreement also requires us to comply with specified financial ratios and tests. Failure to do so, unless waived by the lenders
under the Credit Agreement pursuant to its terms, would result in an event of default under the Credit Agreement and, if indebtedness under the
Credit Agreement is accelerated, would give rise to defaults under most or all of our other debt agreements. The Credit Agreement is guaranteed
by most of our subsidiaries and is secured by most of our assets and our subsidiaries' assets.

Risk-Related Products Because we provide services at a fixed fee, if we are unable to accurately predict and control behavioral
healthcare costs, our profitability could decline.

Our revenues come primarily from arrangements under which we assume responsibility for costs of treatment services (excluding at present
the cost of pharmaceuticals or other medication) in exchange for a fixed fee. We refer to such arrangements as "risk-related contracts" or
"risk-related products." This type of arrangement provided 85.6 percent and 88.2 percent of our net revenue in the fiscal years ended
December 31, 2003 and 2004, respectively. Profitability of these contracts could be reduced if we are unable to accurately estimate the rate of
service utilization by members or the cost of such services when we price our services. If the cost of services provided to members under a
contract together with the administrative costs exceeds the aggregate fees received by us under such contract, we will incur a loss. Our
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assumptions of these costs when we price our services may not ultimately reflect actual utilization rates and costs, many aspects of which are
beyond our control.

Our profitability could also be reduced if we are required to make adjustments to estimates made in reporting historical financial results,
particularly those regarding cost of care, reflected in our
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financial statements as medical claims payable. Medical claims payable includes reserves for incurred but not reported, or "/BNR" claims, which
are claims for covered services rendered by our providers which have not yet been submitted to us for payment. We estimate and reserve for
IBNR claims based on past claims payment experience, including the average interval between the date services are rendered and the date claims
are paid and between the date services are rendered and the date the claims are received, enrollment data, utilization statistics, adjudication
decisions, authorized healthcare services and other factors. This data is incorporated into contract-specific reserve models. The estimates for
submitted claims and IBNR claims are made on an accrual basis and adjusted in future periods as required.

Factors that affect our ability to price our services, control our costs or accurately make estimates of IBNR claims and other expenses for
which we create reserves may include changes in our assumptions for medical costs caused by changes in actual experience including:

changes in the delivery system;

changes in utilization patterns;

changes in the number of members seeking treatment;

unforeseen fluctuations in claims backlogs;

increases in the costs of the services;

the occurrence of catastrophes;

regulatory changes;

changes in benefit plan design; and

implementation of new products by us
If our membership in risk-based business grows, our exposure to potential losses from risk-related products will also be increased.

Required Assurances of Financial Resources Our liquidity, financial condition, prospects and profitability can be adversely affected by
present or future state regulations and contractual requirements that we provide financial assurance of our ability to meet our
obligations.

Some of our contracts and certain state regulations require us or certain of our subsidiaries to maintain specified cash reserves or letters of
credit and/or to maintain certain minimum tangible net equity in certain of our subsidiaries as assurance that we have financial resources to meet
our contractual obligations. Many of these state regulations also restrict the investment activity of certain of our subsidiaries. Some state
regulations also restrict the ability of certain of our subsidiaries to pay dividends to Magellan. Additional state regulations could be promulgated
that would increase the cash or other security we would be required to maintain. In addition, our customers may require additional restricted cash
or other security with respect to our obligations under our contracts, including our obligation to pay IBNR claims and other medical claims not
yet processed and paid In addition, certain of our contracts and state regulations limit the profits that we may earn on risk-related business. Our
liquidity, financial condition, prospects and profitability could be adversely affected by the effects of such regulations and contractual
provisions. As of March 31, 2003, our restricted cash was $116.3 million.

Reliance on Customer Contracts Our inability to renew, extend or replace expiring or terminated customer contracts could adversely
affect our liquidity, profitability and financial condition.

Substantially all of our net revenue is derived from contracts with payors of behavioral healthcare benefits. Substantially all of these
contracts may be terminated immediately with cause and many, including some of our most significant contracts, are terminable without cause
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notice and the passage of a specified period of time (typically between 60 and 180 days), or upon the occurrence of certain other specified
events. Our ten largest customers accounted for 61.6 percent and 70.3 percent of our net revenue in the fiscal years ended December 31, 2003
and 2004, respectively and 73.8% of our net revenue for the quarter ended March 31, 2005. Loss of all of these contracts or customers would,
and loss of any one of these contracts or customers could, materially reduce our revenues and have a material adverse effect on our liquidity,
profitability and financial condition. One of these contracts was a subcontract with a health plan under which we managed the mental health and
substance abuse services for certain beneficiaries of TRICARE, which subcontract expired on September 30, 2004 and was not renewed. Our
contract with Aetna Inc. ("Aetna"), which is one of our largest customers, will terminate on December 31, 2005. We recorded net revenue from
Aetna of $228.1 million for the fiscal year ended December 31, 2004 and $55.8 million and $62.0 million, respectively, during the three-month
periods ended March 31, 2004 and 2005.

We are party to several contracts with entities that are now controlled by WellPoint, Inc. that represent a significant concentration of
business for us. Total net revenue from such contracts totaled $133.1 million during the year ended December 31, 2004 and $31.4 million and
$33.9 million during three three-month periods ended March 31, 2004 and 2005, respectively. One such contract, which generated net revenue
of $95.0 during the year ended December 31, 2004 and $24.4 million during the three-month period ended March 31, 2005, extends through
December 31, 2005. A second contract with an entity controlled by WellPoint, which generated net revenue of $25.7 million during the year
ended December 31, 2004 and $6.7 million for the three-month period ended March 31, 2005, extends through September 30, 2005, and we have
recently been notified by the customer that it does not intend to renew this contract beyond that date.

In addition to Aetna and the WellPoint-related contract noted above, other managed care customers of ours have decided not to renew all or
part of their contracts with us, and will instead manage behavioral healthcare services for their subscribers. We believe that the total impact of
these non-renewals, including those relating to Aetna and the WellPoint affiliate, will be a reduction during 2006 from projected 2005 net
revenue from these contracts of approximately $330.0 million, $250.0 million of which relates to Aetna.

Our largest customer is the State of Tennessee's TennCare program. The TennCare program provides health and other related benefits to the
Medicaid recipients in the State of Tennessee as well as to certain other uninsured individuals. The Company, through its wholly owned
subsidiary, Tennessee Behavioral Health, Inc., and Premier Behavioral Systems of Tennessee ("Premier"), a joint venture in which the Company
has a 50 percent interest, contracts with the State of Tennessee (the "State") to manage the behavioral healthcare benefits for the TennCare
program. The creditors (or other beneficial interest holders) of Premier have no recourse to our general credit, as the primary beneficiary of
Premier. Effective July 1, 2004, the State of Tennessee divided the TennCare program into three regions. Tennessee Behavioral Health has a
contract to serve the East Region with an initial term that runs through December 31, 2005 and includes a provision for annual extensions at the
State's option through December 31, 2008. Each of Tennessee Behavioral Health and Premier have a contract with respect to the West and
Central regions that runs through December 31, 2005. All three contracts are subject to appropriations funding on July 1, 2005. For the fiscal
year ended December 31, 2004, and the three months ended March 31, 2004 and 2005 we recorded revenues from this customer under these
contracts of approximately $431.5 million, $103.7 million and $113.2 million, respectively.

On January 10, 2005, the Governor of Tennessee stated that, because of the increased costs of the TennCare program, the State will cease
providing coverage to approximately 323,000 adults (which represents approximately one-fourth of total TennCare membership) who do not
qualify for Medicaid and may limit benefits to be delivered under the TennCare program. Certain advocacy groups filed suits in attempts to
prevent the Governor from implementing any membership and benefits reductions; however, such suits have since been dismissed.
Representatives of the State of Tennessee have publicly
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indicated that they intend to phase-in the membership reductions as early as July 1, 2005. A reduction in membership would, and benefit
changes could, adversely affect our revenues and profitability. We do not yet know which members would be eliminated from the program, and
because capitation rates for TennCare members vary depending upon the level of benefits received by such members, we cannot estimate the
impact of the proposed membership reductions. Further, we do not yet know the actual timing of the phased-in membership reductions, the
benefit changes being proposed or the timing of those changes, and as such, we cannot estimate the impact of these potential developments at
this time.

In addition, the TennCare contracts might not be extended or successfully renegotiated beyond December 31, 2005, or, if renewed or
renegotiated, the terms of any new contracts might not be comparable to those of existing contracts. If this happens, our liquidity, financial
condition, prospects and profitability may be adversely affected.

Changes in the Medical Managed Care Industry Certain changes in the business practices of this industry could negatively impact our
resources, profitability and results of operations.

Substantially all of our Health Plan segment revenues are derived from customers in the medical managed care industry, including managed
care companies, health insurers and other health plans. Some types of changes in this industry's business practices could negatively impact us.
For example, if our managed care customers seek to provide managed behavioral healthcare services directly to their subscribers, instead of
contracting with us for such services, we could be adversely affected. In this regard, our contract with Aetna, which is one of our largest
customers, will terminate on December 31, 2005 and we have recently been notified that a contract we have with an entity controlled by
WellPoint expiring in September 2005 will not be renewed. In addition to Aetna and the WellPoint-related contract noted above, other managed
care customers of ours have decided not to renew all or part of their contracts with us, and will instead manage behavioral healthcare services for
their subscribers. Other of our customers that are managed care companies could also seek to provide managed behavioral healthcare services
directly to their subscribers, rather than by contracting with us for such services. In addition, the company has a significant number of contracts
with Blue Cross and Blue Shield health plans and other regional health plans. Consolidation of that industry through acquisitions and mergers
could potentially result in the loss of contracts for us. Any of these changes could reduce our revenues, and adversely affect our profitability and
financial condition.

Competition The competitive environment in our industry, and any failure in our ability to adequately respond, may limit our ability to
maintain or increase our rates, which would limit or adversely affect our profitability.

Our business is highly competitive. We compete with other managed behavioral healthcare organizations as well as with insurance
companies, health maintenance organizations ("HMOs"), preferred provider organizations ("PPOs"), third party administrators ("TPAs"),
independent practice associations ("/PAs"), multi-disciplinary medical groups and other managed care companies. Many of our competitors,
particularly certain insurance companies and HMOs, are significantly larger and have greater financial, marketing and other resources than us,
which can create downward pressure on prices through economies of scale. The entrance or expansion of these larger companies in the managed
behavioral healthcare industry (including our customers who have insourced or who may choose to insource behavioral healthcare services)
could increase the competitive pressures we face and could limit our ability to maintain or increase our rates. If this happens, our profitability
could be adversely affected.
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Fluctuation in Operating Results We experience fluctuations in quarterly operating results and, as a consequence, we may fail to meet or
exceed market expectations, which could cause our stock price to decline.

Our quarterly operating results have varied in the past and may fluctuate significantly in the future due to seasonal and other factors,
including:

changes in utilization levels by enrolled members of our risk-based contracts, including seasonal utilization patterns (for
example, members generally tend to seek services less during the third and fourth quarters of the year than in the first and
second quarters of the year);

performance-based contractual adjustments to revenue, reflecting utilization results or other performance measures;

changes in estimates for contractual adjustments under commercial contracts;

retrospective membership adjustments;

the timing of implementation of new contracts and enrollment changes; and

changes in estimates regarding medical costs and IBNR claims.
These factors may affect our quarterly and annual revenues, expenses and profitability in the future.

Dependence On Government Spending For Managed Healthcare We can be adversely affected by changes in federal, state and local
healthcare policies.

All of our Public Sector Segment revenue and a portion of our revenue in our other two segments are derived, directly or indirectly, from
governmental agencies, including state Medicaid programs. Contract rates vary from state to state, are subject to periodic negotiation and may
limit the Company's ability to maintain or increase rates. We are unable to predict the impact on our operations of future regulations or
legislation affecting Medicaid programs, or the healthcare industry in general, and future regulations or legislation may have a material adverse
effect on us. Moreover, any reduction in government spending for such programs could also have a material adverse effect on us. In addition,
our contracts with federal, state and local governmental agencies, under both direct contract and subcontract arrangements, generally are
conditioned upon financial appropriations by one or more governmental agencies, especially in the case of state Medicaid programs. These
contracts generally can be terminated or modified by the customer if such appropriations are not made. Finally, some of our contracts with
federal, state and local governmental agencies, under both direct contract and subcontract arrangements, require us to perform additional
services if federal, state or local laws or regulations imposed after the contract is signed so require, in exchange for additional compensation to
be negotiated by the parties in good faith. Government and other third-party payors are generally seeking to impose lower contract rates and to
renegotiate reduced contract rates with service providers in a trend toward cost control.

Possible Impact of Healthcare Reform Healthcare reform can significantly reduce our revenues or profitability.

The U.S. Congress is considering legislation that, among other things, would limit healthcare plans and methods of operations, limit
employers' and healthcare plans' ability to define medical necessity and permit employers and healthcare plans to be sued in state courts for
coverage determinations. It is uncertain whether we could recoup, through higher revenues or other measures, the increased costs of federally
mandated benefits or other increased costs caused by such legislation or similar legislation. In addition, if any federal parity legislation is
adopted and the difference in coverage limits for mental health coverage and medical health coverage is reduced or eliminated, any increase in
revenue we
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derive following such legislation may not be sufficient to cover the increase in costs that would result from a greater utilization of mental
healthcare services. We cannot predict the effect of this legislation or other legislation that may be adopted by the U.S. Congress, and such
legislation, if implemented, could have an adverse effect on us.

Government Regulation We are subject to substantial government regulation and scrutiny, which increase our costs of doing business
and could adversely affect our profitability.

The managed behavioral healthcare industry and the provision of behavioral healthcare services are subject to extensive and evolving
federal and state regulation. Such laws and regulations cover, but are not limited to, matters such as licensure, accreditation, government
healthcare program participation requirements, information privacy and security, reimbursement for patient services, and Medicare and
Medicaid fraud and abuse. Government investigations and allegations have become more frequent concerning possible violations of fraud and
abuse and false claims statutes and/or regulations by healthcare organizations. Violators may be excluded from participating in government
healthcare programs, subject to fines or penalties or required to repay amounts received from the government for previously billed services. A
violation of such laws and regulations may have a material adverse effect on us.

We are subject to certain state laws and regulations and federal laws as a result of our role in management of customers' employee benefit
plans.

Regulatory issues may also affect our operations including, but not limited to:

additional state licenses that may be required to conduct our businesses, including utilization review and TPA activities;

limits imposed by state authorities upon corporations' control or excessive influence over behavioral healthcare services
through the direct employment of psychiatrists, psychologists or other professionals, and prohibiting fee splitting;

laws that impose financial terms and requirements on us due to our assumption of risk under contracts with licensed
insurance companies or HMOs;

laws in certain states that impose an obligation to contract with any healthcare provider willing to meet the terms of our
contracts with similar providers;

maintaining confidentiality of patient information; and

complying with the Health Insurance Portability and Accountability Act of 1996 ("HIPAA") within the imposed deadlines.

The imposition of additional licensing and other regulatory requirements may, among other things, increase our equity requirements,
increase the cost of doing business or force significant changes in our operations to comply with these requirements.

Because an entity indirectly controlled by Onex Corporation, a Canadian corporation, has the right to elect one or more of our directors (see
"Significant Stockholder," above), federal law considers the Company to be under the ownership, control or influence of a foreign entity. As a
result, we may need to comply with additional requirements to obtain a federal facility security clearance issued by the Defense Security Service
in order to enter into any new contracts with federal agencies. We currently have a contract with a federal agency under which the agency has
determined, based on the operational structural of the services we provide under that contract, that we do not need to comply with such
regulations. However it is possible that such agency could later determine that such clearance is necessary. If we are unable to comply with these
additional requirements, we could lose our contract with the federal agency and be ineligible to bid on other contracts with federal agencies.
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The costs associated with compliance with government regulation as discussed above may adversely affect our financial condition and
results of operations.

Risks Related To Realization of Goodwill and Intangible Assets Our profitability could be adversely affected if the value of intangible
assets is not fully realized.

Our total assets at December 31, 2004 reflect goodwill of approximately $392.3 million, representing approximately 33.0 percent of total
assets. There can be no assurance that such goodwill will be realizable. The application of the fresh start reporting provisions of SOP 90-7
required us to value our assets and liabilities at fair market value. In accordance with these fresh start reporting provisions implemented as of
December 31, 2003, our reorganization value was allocated to our tangible and identified intangible assets. Under SOP 90-7, if any portion of
our reorganization value could not be allocated to specific assets, it was reported as goodwill. We completed our annual impairment analysis of
goodwill as of October 1 noting that the fair value exceeded the associated carrying value; therefore, no impairment was recorded.

At December 31, 2004, identifiable intangible assets (customer lists, contracts and provider networks) totaled approximately $44.3 million.
Intangible assets are amortized over their estimated remaining useful lives, which range from approximately two to eighteen years. The
amortization periods used may differ from those used by other entities. In addition, we may be required to shorten the amortization period for
intangible assets in future periods based on changes in the Company's business. We may not ever realize the value of such assets.

We evaluate, on a regular basis, whether for any reason the carrying value of our intangible assets and other long-lived assets may no
longer be completely recoverable, in which case a charge to earnings for impairment losses could become necessary. When events or changes in
circumstances occur that indicate the carrying amount of long-lived assets may not be recoverable, we assess the recoverability of long-lived
assets other than goodwill by determining whether the carrying value of such intangible assets will be recovered through the future cash flows
expected from the use of the asset and its eventual disposition.

Any event or change in circumstances leading to a future determination requiring additional write-offs of a significant portion of
unamortized intangible assets or goodwill would adversely affect our profitability.

Claims for Professional Liability Pending or future actions or claims for professional liability (including any associated judgments,
settlements, legal fees and other costs) could require us to make significant cash expenditures and consume significant management time
and resources, which could have a material adverse effect on our profitability and financial position.

Management and administration of the delivery of managed behavioral healthcare services, and the direct provision of behavioral
healthcare treatment services, entail significant risks of liability. In recent years, participants in the managed health care industry have become
subject to an increasing number of lawsuits. From time to time, we are subject to various actions and claims of professional liability alleging
negligence in performing utilization review activities, as well as for the acts or omissions of our employees, network providers or others. In the
normal course of business, we receive reports relating to suicides and other serious incidents involving patients enrolled in our programs. Such
incidents occasionally give rise to malpractice, professional negligence and other related actions and claims against us or our network providers.
As the number of lives we cover grows and the number of providers under contract increases, actions and claims against us (and, in turn,
possible legal liability) predicated on malpractice, professional negligence or other related legal theories would be expected to increase. We are
also subject to actions and claims for the costs of services for which payment was
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denied. Many of these actions and claims seek substantial damages and require us to incur significant fees and costs related to our defense.

Professional Liability and Other Insurance Claims brought against us that exceed the scope of our liability coverage or denial of
coverage could materially and adversely affect our profitability and financial condition.

We maintain a program of insurance coverage against a broad range of risks in our business. As part of this program of insurance, we carry
professional liability insurance, subject to certain deductibles and self-insured retentions. We also are sometimes required by customer contracts
to post surety bonds with respect to our potential liability on professional responsibility claims that may be asserted in connection with services
we provide. As of March 31, 2005, we had less than $4 million of such bonds outstanding. Our insurance may not be sufficient to cover any
judgments, settlements or costs relating to present or future claims, suits or complaints. Upon expiration of our insurance policies, sufficient
insurance may not be available on favorable terms, if at all. To the extent our customers are entitled to indemnification under their contracts with
us relating to liabilities they incur arising from the operation of our programs, such indemnification may not be covered under our insurance
policies. To the extent that certain actions and claims seek punitive and compensatory damages arising from our alleged intentional misconduct,
such damages, if awarded, may not be covered, in whole or in part, by our insurance policies. We also have potential liability relating to the
self-insurance program we maintained previously with respect to our provider business. If we are unable to secure adequate insurance in the
future, or if the insurance we carry is not sufficient to cover any judgments, settlements or costs relating to any present or future actions or
claims, such judgments, settlements or costs may have a material adverse effect on our profitability and financial condition. If we are unable to
obtain needed surety bonds in adequate amounts or make alternative arrangements to satisfy the requirements for such bonds, we may no longer
be able to operate in those states, which would have a material adverse effect on us.

Class Action Suits and Other Legal Proceedings We could be targeted by class action and other lawsuits that could result in material
liabilities to us or cause us to incur material costs, to change our operating procedures in ways that increase costs or to comply with
additional regulatory requirements.

Managed healthcare companies have been targeted as defendants in national class action lawsuits regarding their business practices. We
have been subject to such class actions as defendants and are also subject to other lawsuits and legal proceedings in conducting our business.
These lawsuits may take years to resolve and cause us to incur substantial litigation expenses and the outcomes could have a material adverse
effect on our profitability and financial condition. In addition to potential damage awards, depending upon the outcomes of such cases, these
lawsuits may cause or force changes in practices of our industry and may also cause additional regulation of the industry through new federal or
state laws or new applications of existing laws or regulations. Such changes could increase our operating costs.

Government Investigations If we are unable to cooperate with the investigations of governmental agencies, we may be materially and
adversely affected.

From time to time, we receive notifications from and engage in discussions with various government agencies concerning our managed care
businesses and operations. As a result of these contacts with regulators, we may, as appropriate, implement changes to our operations, revise our
filings with such agencies and/or seek additional licenses to conduct our business. Our inability to cooperate with any government investigation
or inquiry and comply with the various requirements imposed on us as a result of these proceedings may have a material adverse effect on our
business.
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WHERE YOU CAN FIND MORE INFORMATION

The documents incorporated by reference into this prospectus are available from us upon request. We will provide a copy of any and all of
the information that is incorporated by reference in this prospectus, without charge, upon written or oral request.

If you would like to obtain this information from us, please direct your request, either in writing or by telephone, to:

Investor Relations
Magellan Health Services, Inc.
16 Munson Road
Farmington, Connecticut 06032
877-645-6464

We file reports, proxy statements and other information with the SEC. Copies of our reports, proxy statements and other information may
be inspected and copied at the Public Reference Room maintained by the SEC at 450 Fifth Street, N.-W., Washington, D.C. 20549.

Copies of these materials can also be obtained by mail at prescribed rates from the Public Reference Room of the SEC, 450 Fifth Street,
N.W., Washington, D.C. 20549. You may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC maintains an internet site that contains reports, proxy and information statements and other information regarding
Magellan and other issuers that file electronically with the SEC. The address of the SEC internet site is www.sec.gov. This information is also
available on our Company website at www.magellanhealth.com.

Reports, proxy statements and other information regarding us may also be inspected at:

The National Association of Securities Dealers
1735 K Street, N.W.
Washington, D.C. 20006

We have filed a registration statement under the Securities Act with the SEC with respect to the shares to be sold hereunder. This
prospectus has been filed as part of the registration statement. This prospectus does not contain all of the information set forth in the registration
statement because certain parts of the registration statement are omitted in accordance with the rules and regulations of the SEC. The registration
statement is available for inspection and copying as set forth above.
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USE OF PROCEEDS

We will not receive any proceeds from the sale of the Ordinary Common Stock pursuant to this prospectus. All proceeds from the sale of
the Ordinary Common Stock pursuant to this prospectus will be made for the account of the selling stockholders, as described below.

SELLING STOCKHOLDERS

The following table sets forth information with respect to the number of shares of the Ordinary Common Stock owned by the selling
stockholders and as adjusted to give effect to the sale of the shares that may be offered pursuant to this prospectus. The shares described in this
prospectus are being registered to permit public secondary trading of the shares, and the selling stockholders may offer the shares for resale from
time to time.

There can be no assurance that the selling stockholders will sell any or all of the shares of the Ordinary Common Stock offered hereunder.

Number of Shares Beneficially Number of Shares Beneficially
Owned Prior to the Offering) Owned After the Offering()(2
Number of
Shares Being
Name of Selling Stockholder Number Percentage Offered Number Percentage
Magellan Holdings® 8,505,600 24.0% 8,505,600 0 0%
Morgan Noble®™ 82,854 0.3% 82,854 0 0%

)]
Percentages of outstanding shares are calculated based on 27,006,056 shares of Ordinary Common Stock outstanding on March 31,
2005 and, for Magellan Holdings' percentage only, 8,505,600 shares of Ordinary Common Stock into which the shares of Multi-Vote
Common Stock owned by Magellan Holdings are convertible at any time, which constitute all the shares of Multi-Vote Common
Stock outstanding on March 31, 2005. In addition to the 8,505,600 shares of Multi-Vote Common Stock owned by Magellan Holdings
on March 31, 2005, which are also owned on the date hereof, Magellan Holdings has the right and obligation to acquire from Magellan
additional shares of Multi-Vote Common Stock upon resolution of certain disputed claims under Magellan's plan of reorganization and
is expected to acquire 3,613 such shares in connection with the quarterly resolution of disputed claims as of March 31, 2005, of which
it may be considered to have beneficial ownership as determined pursuant to Rule 13d-3(d)(1)(i) under the Securities Exchange Act of
1934, as amended.

@3]
We do not know when or in what amounts the selling stockholders may offer for sale shares of Ordinary Common Stock pursuant to
this offering. The selling stockholders may sell the shares covered by this prospectus from time to time, and may also decide not to sell
all, or any, of the shares they are allowed to sell under this prospectus. Because the selling stockholders may offer all or some of the
shares of Ordinary Common Stock pursuant to this offering, we cannot estimate the number of shares of Ordinary Common Stock that
the selling stockholders will hold after completion of the offering. For purposes of this table, we have assumed that the selling
stockholders will have sold all of the shares covered by this prospectus upon the completion of the offering. Magellan Holdings has the
right and obligation to acquire certain additional shares of Multi-Vote Common Stock in certain circumstances, as described in Note 1,
but any such additional share are not part of this offering and are excluded for purposes of determining the shares owned after this
offering.

3)
Magellan Holdings owns shares of Multi-Vote Common Stock, which were acquired by it pursuant to our plan of reorganization.
Pursuant to Magellan's Amended and Restated Certificate of Incorporation, upon any sale other than to affiliates of Onex, shares of
Multi-Vote Common Stock sold automatically convert into shares of Ordinary Common Stock (currently on a share-for-share basis),
without reducing Magellan Holding's voting power as long as the Minimum Hold Condition
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is satisfied. The information provided herein concerning Magellan Holdings' beneficial ownership of shares is based on its

Schedule 13D filed by it and its affiliates, Onex Partners LP ("Partners"), Onex Partners GP LP ("Partners GP LP"), Onex Partners
GP Inc. ("Partners GP"), Onex Corporation and Gerald W. Schwartz on January 16, 2004 ("Schedule 13D") and the Statement of
Changes in Beneficial Ownership filed by Magellan Holdings, Partners, Onex Corporation and Mr. Schwartz on March 24, 2005
("Form 4"). Onex Corporation is an Ontario, Canada corporation that holds 100% of the equity of Partners GP; Partners GP is a
Delaware corporation and the general partner of Partners GP LP; Partners GP LP is a Delaware limited partnership and the general
partner of Partners; Partners is a Delaware limited partnership and the general partner of Magellan Holdings, which is a Delaware
limited partnership; and Mr. Schwartz is the Chairman of the Board, President and Chief Executive Officer of Onex Corporation. Each
of Onex Corporation, Partners, Partners GP LP and Partners GP may be deemed to share voting and dispositive power with respect to
8,505,600 shares of Ordinary Common Stock owned of record by Magellan Holdings, and therefore each of Onex Corporation,
Partners, Partners GP LP and Partners GP may be deemed to be a beneficial owner of such shares. Pursuant to the Schedule 13D and
Form 4, Mr. Schwartz expressly disclaimed beneficial ownership of our shares beneficially owned by Magellan Holding, L.P.,
Partners, Partners GP LP, Partners GP and Onex Corporation.

The number of shares of Ordinary Common Stock beneficially owned by Magellan Holdings represents the number of shares of
Ordinary Common Stock into which the shares of Multi-Vote Common Stock owned by it may, at any time, be converted by it,
currently on a share-for-share basis.

Morgan Noble owns shares of Ordinary Common Stock, which it acquired in January 2004 from Magellan Holdings. The information
provided herein concerning Morgan Noble's beneficial ownership of shares is based on the Form 4 of Robert M. Haft, a director of
Magellan, filed on February 6, 2004. Mr. Haft and members of his immediate family hold 100% of the equity of Morgan Noble and
Mr. Haft is the Principal Manager of Morgan Noble. Mr. Haft may be deemed to have voting and dispositive power with respect to
82,854 shares of Ordinary Common Stock owned as of record by Morgan Noble, and therefore he may be deemed to be a beneficial
owner of such shares, in which case such shares may only be sold subject to Magellan's stock trading policies for officers and
directors. In addition, Mr. Haft owns 2,719 shares of Ordinary Common Stock pursuant to, and which are restricted under, Magellan's
2004 Director Stock Compensation Plan.
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PLAN OF DISTRIBUTION

We are registering 8,588,454 shares of Ordinary Common Stock, of which 8,505,600 are issuable upon conversion of 8,505,600 shares of
Multi-Vote Common Stock, in order to permit secondary trading of all such shares by the holders thereof. As used in this prospectus, "selling
security holders" includes the selling stockholders named above and any other transferees (including pledgees and donees) of Ordinary Common
Stock (including Ordinary Common Stock issuable upon conversion of Multi-Vote Common Stock), but only where the transfer is not made
pursuant to an effective registration statement or Rule 144 or pursuant to another exemption from registration under the Securities Act pursuant
to which the securities sold are thereafter freely transferable without registration and without restriction under the Securities Act, and only to
such a transferee, and provided that any such transferee agrees in writing to assume applicable obligations of Magellan Holdings under the
Registration Rights Agreement.

We will bear all costs, expenses and fees in connection with the registration and sale of the shares covered by this prospectus, other than
discounts, commissions or brokers' fees or fees of similar securities industry professionals and transfer taxes relating to the disposition of the
Ordinary Common Stock. We will not receive any proceeds from the sale of the shares of our Ordinary Common Stock covered hereby. The
selling security holders will bear all discounts, commissions or brokers' fees or fees of similar securities industry professionals and transfer
taxes, if any, attributable to sales of the shares. The selling security holders may agree to indemnify any broker-dealer or agent that participates
in transactions involving sales of the shares against certain liabilities, including liabilities arising under the Securities Act.

The selling security holders may sell the shares covered by this prospectus from time to time, and may also decide not to sell all or any of
the shares they are allowed to sell under this prospectus. The selling security holders will act independently of us in making decisions regarding
the timing, manner and size of each sale. The selling security holders may effect sales by selling the shares directly to purchasers in individually
negotiated transactions, or to or through underwriters, agents or broker-dealers, which may act as agents or principals. The selling security
holders may sell their shares at fixed prices, at market prices prevailing at the time of sale, at prices related to such prevailing market prices, at
varying prices determined at the time of sale, or at privately negotiated prices. We will name any underwriter or agent involved in the offer or
sale of securities in the applicable prospectus supplement. Sales may be made by the selling security holders in one or more types of
transactions, which may include:

one or more block transactions, in which the broker or dealer so engaged will attempt to sell the shares of Ordinary Common
Stock as agent but may position and resell a portion of the block as principal to facilitate the transaction, or in crosses, in
which the same broker acts as an agent on both sides of the trade;

purchases by a broker-dealer or market maker, as principal, and resale by the broker-dealer for its account;

ordinary brokerage transactions or transactions in which a broker solicits purchases;

on the Nasdaq National Market or on any other national securities exchange or quotation service on which our Ordinary
Common Stock may be listed or quoted at the time of the sale;

in the over-the-counter market;

through the writing of options, whether the options are listed on an options exchange or otherwise;

through distributions to creditors and equity holders of the selling stockholders; or
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any combination of the foregoing, or any other available means allowable under applicable law.

Additionally, the selling security holders may engage in hedging transactions with broker-dealers in connection with distributions of shares
or otherwise. In those transactions, broker-dealers may engage in short sales of shares in the course of hedging the positions they assume with
selling security holders. The selling security holders also may sell shares short and redeliver shares to close out such short positions. The selling
security holders may also enter into option or other transactions with broker-dealers which require the delivery of shares to the broker-dealer.
The broker-dealer may then resell or otherwise transfer such shares pursuant to this prospectus. The selling security holders also may loan or
pledge shares to a broker-dealer. The broker-dealer may sell the shares so loaned or pledged pursuant to this prospectus.

The selling security holders may enter into derivative transactions with third parties, or sell securities not covered by this prospectus to third
parties in privately negotiated transactions. If the applicable prospectus supplement indicates, in connection with those derivatives, the third
parties may sell securities covered by this prospectus and the applicable prospectus supplement, including in short sale transactions. If so, the
third party may use securities pledged by the selling security holders or borrowed from the selling security holders or others to settle those sales
or to close out any related open borrowings of stock, and may use securities received from the selling security holders in settlement of those
derivatives to close out any related open borrowings of stock. The third party in such sale transactions will be an underwriter and, if not
identified in this prospectus, will be identified in the applicable prospectus supplement (or a post-effective amendment).

Pursuant to our Amended and Restated Certificate of Incorporation, prior to the earlier of January 5, 2007 (the third anniversary of the
Effective Date) or the date on which the Minimum Hold Condition is no longer met, the selling stockholder and its affiliates may not sell, assign,
donate, contribute, place in trust or otherwise dispose of shares of Ordinary Common Stock or Multi-Vote Common Stock representing more
than fifteen percent of the outstanding shares of Ordinary Common Stock and Multi-Vote Common Stock (viewed as a single class) to any
non-affiliate of the selling stockholder or its affiliates, unless (A) such transfer (1) is pursuant to a bona fide underwritten public offering or other
bona fide public distribution made either under an effective registration statement under the Securities Act, or occurring outside of the United
States within the meaning of Regulation S under Securities Act, (2) is in a transaction satisfying the requirements of Rule 144 under Securities
Act, other than by reason of satisfying the provisions of Rule 144(k) thereof, (3) is effected through "brokers' transactions" within the meaning
of Section 4(4) of Securities Act or a transaction with a "market maker" as defined in Section 3(c)(38) of the Securities Exchange Act of 1934,
as amended, or (4) is effected through a prepaid variable share forward contract or other derivative contract or (B) all other holders of Ordinary
Common Stock and Multi-Vote Common Stock are afforded the opportunity to participate in the transaction on the same terms per share as such
selling person, which requirement will be deemed satisfied if the transfer is pursuant to a tender offer, or (C) in the case of a disposition of shares
pursuant to a merger, consolidation, recapitalization or similar corporate transaction involving Magellan, all holders of shares of Ordinary
Common Stock and Multi-Vote Common Stock are entitled to receive in such transaction the same per share consideration (in amount and kind).

Broker-dealers or agents may receive compensation in the form of commissions, discounts or concessions from selling security holders.
Broker-dealers or agents may also receive compensation from the purchasers of shares for whom they act as agents or to whom they sell as
principals, or both. Compensation as to a particular broker-dealer might be in excess of customary commissions and will be in amounts to be
negotiated in connection with transactions involving shares. In effecting sales, broker-dealers engaged by the selling security holders may
arrange for other broker-dealers to participate in the resales.
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In connection with sales of our Ordinary Common Stock covered hereby, the selling security holders and any broker-dealers or agents and
any other participating broker-dealers who execute sales for the selling security holders may be deemed to be "underwriters" within the meaning
of the Securities Act. Accordingly, any profits realized by the selling security holders and any compensation earned by such broker-dealers or
agents may be deemed to be underwriting discounts and commissions. Because selling security holders may be deemed to be "underwriters"
within the meaning of Section 2(11) of the Securities Act, the selling security holders will be subject to the prospectus delivery requirements of
that act. We will make copies of this prospectus (as it may be amended or supplemented from time to time) available to selling security holders
for the purpose of satisfying the prospectus delivery requirements. The Registration Rights Agreement entered into by us and Magellan Holdings
provides for indemnification of the selling stockholders and their successors, permitted transferees, certain affiliates and certain other persons by
Magellan, and for indemnification of Magellan and its certain affiliates and certain other persons by the selling stockholders and their successors
and permitted transferees, with regard to certain liabilities arising under the Securities Act in connection with the registration of shares of
Ordinary Common Stock being offered by the selling security holders.

In addition, any shares of a selling security holder covered by this prospectus which qualify for sale pursuant to Rule 144 under the
Securities Act may be sold in open market transactions under Rule 144 rather than pursuant to this prospectus.

The selling security holders will be subject to applicable provisions of Regulation M of the Securities Exchange Act of 1934 and the rules
and regulations thereunder, which provisions may limit the timing of purchases and sales of any of the shares of our Ordinary Common Stock by
the selling security holders. These restrictions may affect the marketability of such shares.

In order to comply with applicable securities laws of some states, the shares may be sold in those jurisdictions only through registered or
licensed brokers or dealers. In addition, in certain states the shares may not be sold unless they have been registered or qualified for sale in the
applicable state or an exemption from the registration or qualification requirements is available.

To the extent necessary, we may amend or supplement this prospectus from time to time to describe a specific plan of distribution. We will
file a supplement to this prospectus, if required, upon being notified by a selling security holder that any material arrangement has been entered
into with a broker-dealer for the sale of shares through a block trade, special offering, exchange distribution or secondary distribution or a
purchase by a broker or dealer. The supplement will disclose: the name of each such selling security holder and of the participating
broker-dealer(s); the number of shares involved; the price at which such shares were sold; the commissions paid or discounts or concessions
allowed to such broker-dealer(s), where applicable; that such broker-dealer(s) did not conduct any investigation to verify the information
contained in or incorporated by reference in this prospectus; and any other facts material to the transaction.

We have agreed to use our reasonable best efforts to keep this registration statement effective under the Securities Act, for so long as we are
permitted to do so under Rule 415 of the Securities Act, until the earlier of (i) the second anniversary of the date on which this registration
statement first becomes effective under the Securities Act or (ii) the date on which there no longer are any securities registrable under the
Registration Rights Agreement, or on which all such securities may be disposed of by Magellan Holdings and other holders of such securities
pursuant to Rule 144 of the Securities Act either within a 90 day period in accordance with the volume limitations of such rule or without
volume limitation in accordance with the provisions of Rule 144(k) of the Securities Act or pursuant to another exemption from the registration
requirements of the Securities Act pursuant to which such securities are thereafter freely tradable without restriction under the Securities Act.
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DOCUMENTS INCORPORATED BY REFERENCE

The SEC allows us to "incorporate by reference" into this prospectus the information we have filed with the SEC. This means that we can
disclose important information by referring you to those documents. All documents that Magellan subsequently files with the SEC pursuant to
Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act, prior to the termination of this offering, will be deemed to be incorporated by reference
in this prospectus and to be a part hereof from the date of filing of such documents. Unless expressly incorporated into this prospectus, a Current
Report (or portion thereof) furnished, but not filed, on Form 8-K shall not be incorporated by reference into this prospectus. Any statement
contained in a document incorporated or deemed to be incorporated by reference in this prospectus shall be deemed to be modified or superseded
for purposes of this prospectus to the extent that a statement contained herein or in any other subsequently filed document which also is or is
deemed to be incorporated by reference herein modifies or supersedes such statement. Any such statement so modified or superseded shall not
be deemed, except as so modified or superseded, to constitute a part of this prospectus.

We incorporate by reference the following documents that we have filed with the SEC and any filings that we will make with the SEC in
the future under Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act until this offering is terminated:

Our Annual Report on Form 10-K for the year ended December 31, 2004 filed on March 3, 2005;

Our Current Report on Form 8-K filed on January 18, 2005 (Item 1.01 only);

Our Current Report on Form 8-K filed on March 1, 2005;

Our Current Report on Form 8-K filed on March 17, 2005;

Our Quarterly Report on Form 10-Q for the quarter ended March 31, 2005 filed on April 28, 2005; and

The description of our Ordinary Common Stock, par value $0.01 per share, contained in our Current Report on Form 8-K
filed on November 5, 2004.
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LEGAL MATTERS

The validity of the issuance of shares of the Ordinary Common Stock offered by this Prospectus will be passed upon for us by Weil,
Gotshal & Manges LLP, New York, New York.

EXPERTS

The consolidated financial statements of Magellan Health Services, Inc. incorporated by reference in Magellan Health Services, Inc.'s
Form 10-K for the year ended December 31, 2004 (including schedules appearing therein), and Magellan Health Services, Inc. management's
assessment of the effectiveness of internal control over financial reporting as of December 31, 2004 have been audited by Ernst & Young LLP,
independent registered public accounting firm, as set forth in their reports thereon and incorporated herein by reference. Such consolidated
financial statements and management's assessment are incorporated herein by reference in reliance upon such reports given on the authority of
such firm as experts in accounting and auditing.
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4,250,000 shares

Ordinary Common Stock

Prospectus Supplement

JPMorgan

Banc of America Securities LLC

Deutsche Bank Securities
Lehman Brothers

You should rely only on the information contained or incorporated by reference in this prospectus supplement or the accompanying
prospectus. The selling stockholders have not, and the underwriters have not, authorized anyone to provide you with different
information. The selling stockholders are not, and the underwriters are not, offering to sell, or seeking offers to buy, shares of Ordinary
Common Stock in any jurisdiction where offers and sales are not permitted. You should not assume that the information contained in
this prospectus supplement or the accompanying prospectus is accurate as of any date other than the date on the front of the applicable
document, or that any information we have incorporated by reference in the accompanying prospectus is accurate as of any date other
than the date of the document incorporated by reference regardless of the time of delivery of this prospectus supplement and the
accompanying prospectus or any sale of shares. Our business, financial condition, results of operations and prospects may have changed
since those dates.

, 2005

113



Edgar Filing: YUM BRANDS INC - Form 424B2

QuickLinks

Table of contents

Summary

The offering

Summary consolidated financial data

Risk factors

Cautionary note regarding forward-looking statements
Use of proceeds

Price range of common stock and dividend policy
Selected consolidated financial data

Management's discussion and analysis of financial condition and results of operations
Business

Management

Selling stockholders

Description of capital stock

Shares eligible for future sale

Certain U.S. federal income tax consequences for non-U.S. holders

Underwriting

Legal matters
TABLE OF CONTENTS

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
MAGELILAN HEALTH SERVICES. INC.

RISK FACTORS

WHERE YOU CAN FIND MORE INFORMATION

USE OF PROCEEDS

SELLING STOCKHOILDERS

PLAN OF DISTRIBUTION

DOCUMENTS INCORPORATED BY REFERENCE

LEGAL MATTERS

EXPERTS

114



