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Item 1. Business. 

{a) Registrant was incorporated in January, 1969, for the 

purpose of acquiring. constructing and operating health care enterprises, 
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particularly in the acute psychiatric and alcoholic rehabilitation fields. 

At May 31, 1974, Registrant was operating (or participating in the 

operation of} four acute hospitals, two extended care facilities, one 

w
e
e
 

t
t
t
 

oa
 

oS
 

intermediate care facility and two board and care facilities. In addi- 

tion, Registrant was Managing CAREUNITS (Comprehensive Alcoholic Rehabili- 

tation Environment Units) in five general hospitals. 

The four acute hospitals are Brea Hospital ~ Neuropsychiatric 

Center (Brea); Fort Worth teuropsychiatric Hospital (Fort Worth); 

Catabasas Hospital - Neuropsychiatric Center (Calabasas); and Crossroads 

Hospital (Crossroads). 

Brea is a 125-hed facility located in Erea, California; Fort 

Worth is a 26-bed facility located in Fort Worth, Texas; Calabasas is a 

117-bed facility located in Calabasas, California; and Cressroads is a 

33-bed facility located in Van Nuys, California. "these hospitals provide 

treatment for a wide range of psychiatric patients. Calabasas and 

Crossroads are jointly managed by Registrant and American Psychiatric 

Hospitals of California, Inc. ("APHI"), a Tennessee corporation, wieur a 

joint venture agreement entered into as o£ November 1, 1972. Under such 

agreement primary management responsibility for Calabasas is in APHI and 

imary management responsibility for Crossroads is in Registrant. 

Registrant cperates two extended care facilities, namely, 

Yerracina Convalescent Hospital (Terracina) and Bay View Convalescent 

Hospital (Bay View). Terracina is a 78bed facility located in Redlands, 

California; and Bay View is a 70-bed facility located in Costa Mesa, 

California. 

Registrant operates one intermediate care and two beard and 

care facilities, namely, Tustin Manor, Gilmar Manor ari Bayview Manor. 
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Tustin Manor is a 90-bed facility located in Tustin, California; Gilmar 

Manor is a 78bed facility located in Van Nuys, California; and Bayview 

Manor is a 70-bed facility located in Costa Mesa, California. 

The CAREUNITS which Registrant manages are located in the South 

Coast Community Hospital in South Laguna, California; the Mercy Hospital 

in Denver, Colorado; the Mercy San Juan Hosp’ tal in Carmichael, California; 

the £t. Luke Hospital in Pasadena, California; and the Park Alameda 

Hospital in San Jose, California, Pursuant to contracts with such hoespi- 

tals, Registrant, on a fee per patient per day basis provides treatment for 

aiccholic patients. Under such contracts, the hospitals provide routine 

hospital services such as room, meals and nursing care, and Registrant 

provides the doctor, psychologist, therapist, etc. 

(b} (1! There are hospitals, extended care facilities and 

board and care fasilities in the areas served by Registrant's facilities, 

some of which are much larger and have greater financial resources than 

those cperated by Registrant. In addition, some of them are owned by 

governmental agencies and others by non-profit corporations which may be 

supported by endowments and charitable contributions not available to 

Registrant. 

{2} Not applicable. 

(3) Net applicable. 

(4) Not applicable. 

(5) Not applicable. 

(6) Not applicable. 

(7) Not applicable. 

As of May 31, 1974, Registrant employed approximately 

350 persons. 

Not applicable. 
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(c) (1) Registrant operates only one line of business, 4,
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namely, the operation of health care facilities, as described above. 
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(2) Not applicable. ““ 

Item 2. Summary of Operations. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CONSOLIDATED SUMMARY OF EARNINGS ‘Z 
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_. Year ended May 31 i 

1974 i973* L972 1971 1970 vw: 
0 

; REVENUES : ™ 

Patient care (Note B) $4,928,000 11,832,000 $2,762,000 $3,224,000 $2,981,000 4 

Equity in earnings (loss) of joint venture (Note C) 78,000 ¢ 8,000) 4 

Other ___ 90,000 60,000 200,000 183,000 37,000 c 5 

5,096,000  _3,884,000 2,962,000 3,387,000 3,018,000 3 a 

COSTS AND EXPENSES: 
- 

Operating 3,378,000 2,775,000 2,466,000 2,272,000 2,060,000 a 

General and administrative 1,134,000 801,000 854,000 621,000 415,000 Ey 

Depreciation and amortization 98,000 92,900 92,000 72,000 61,000 . 

> Interest, primarily on iong-term debt 121,000 122,000 119,000 122,000 97,000 ‘ 

. Project development and preopening costs (Note D) 139,000 

4,731,000 3,789,000 3,670,000 3,087,000 2,633,000 

EARNINGS (LOSS) FROM CONTINUING OPERATIONS BEFORE TAXES ON 

EARNINGS (LOSS) FROM DISCONTINUED OPERATIONS, less 

SO INCOME AND EXTRAORDINARY ITEMS 365,000 95,000 ( 708,000) 300,000 385,000 

a ; Se - a s md TAXES ON INCOME (CREDIT) (Note E) 186,000 44,000 (72,000) 127,000 177,000 

_ ai RARNINGS (LOSS) 7ROM CONTINUING OPERATIONS 179,000 51,000 ( 636,900)  —:173,000 208 , 000 

applicable taxes on income (Note A) ( 9,000) ( 14,000) (__547,000) 79,000 56,000 

EARNINGS (LOSS) BEFORE EXTRAORDINARY ITEMS 170,000 37,000 { 1,183,000) 252,000 264,000 
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‘Restated to conform to 1974 classificactions. °. - 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
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CONSOLIDATED SUMMARY 0? EARNINGS 

(Continued) 

Year ended May 3t 
1974 1973* 1972 71 1970 

EARNINGS (LOSS) BEFORE EXTRAORDINARY ITEMS $ 170,000 $ 37,000 ($1,183,006) $ 252,000 $ 264,000 

EXTRAORDINARY ITEMS: 
Income tax reduction obtained by utilization of net 

operating ioss carryforward ‘(Note E) 200,000 123,000 
Settlement of Litigation and claims and provision for pending 

litigation and claims, net of related income trax credit of 

$67,000 - 1973 (ote I) 62,000) ( 200,000) 
Gain on sale of investment, net of related taxes on income 

of $259,000 (Note G) 473,000 
Write down of facility, net of related income tax credit of 

$89,000 - 1973 (Note H) 82,000) ( 1,175,000) 
Gain on sale of subsidiary, net of related taxes on income 

of $28,000 
Termination settlement witn a former officer, net of iacome 

tax credit of 311,000 29,000) 

200,000 452,000 ( 1,375,000) 57,000 34,000 

NET EARNINGS (LOSS) $370,000 §$ 489,000 ($2,558,000) 309,006 $ 298,000 

EARNINGS (LOSS) PER COMMON SHARE (Note F): 
Earnings (loss) from continuing operations ($ .70) $.28 
Earnings (loss) from discontinued operations ( .60) -07 
Extraordinary items (1.52) 205 
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‘Net earnings (loss) ; ($2.82) -40 

*Restated to conform to 1974 classifications. 

See notes to summary of operaticns, 
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BALANCE, May 31, 1969 
Sale of preferred stock 

Issuance of common stock for cash and equipment 

Expenses in connection with acquisition cf 
pooted companies 

Net earnings 
BALANCE, May 31, 1970 
Sale of common stock in public offering, less 

underwriter's commission 
Expenses in connection with sale of stock 
Conversion of preferred stock into common 

- Stock options exercised 
Net earnings 
BALANCE, May 31, 1971 
Net earnings of pooled business for short period 

excluded from statemeut of operations 
Issuance of common stock in connection with: 

Services rendered in connection with arranging 
financing 

Leasehold costs 
Rental lease advances 

Exercise ox atock option 
Cancellation of shares previously issued 
Net loss 
BALANCE, May 31, 1972 
Cancellation of shares previously issued 

Net earnings 
BALANCE, May 31, 1973 
Sale of 6% convertible new preferred srock 

Expenses related to gale of stock 
Issuance of common stock in connection with 

settlement of a claim 
Net earnings 

BALANCE, May 31, 21974 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CONSGLIDATED STATEMENT OF STCCKHOLDERS* EQUITY 

Stockholders’ 

Convertible New preferred stock Additional Retained equity 

referred stock 8% convertible Common stock paid-in earnings (deficiency in 

Shares Amount Shares Amount Shares Anount capital (deficit) assets) 

- $ - - $§ - 488,000 $49,000 - $ 71,000 $ 120,000 

8,500 850,000 850,000 

15,500 1,000 64,000 65,000 

40,000) 40,000) 

_ 298,000 298,000 

8,500 850,008 563,500 50,000 24,000 369,000 1,293,000 

134, 990 14,000 820,000 834,000 
219,000) 219,000) 

(8,250) ( 825,000) 257,812 26,000 799,000 

1,400 8,000 §,000 

—— 309,000 309,000 

250 25,000 . 397, 702 £0,000 1,432,000 678,000 2,225,000 

16,000 16,000 

7,500 1,000 24,000 25,000 

5,418 1,000 18,000 19,009 

4,062 13,000 13,000 

2,500 14,000 14,040 

( 150) 1,000) L, 10) 

_ (2,558,000) 358,000) 
250 25,000 917,032 92,000 1,500,000 ¢ 1,854,000) 247,000) 

( 3,350) 1,000) ¢ 18,000) 19,000) 

489,000 489,000 

250 25,000 915,662 91,000 1,482,000 { 1,375,000) 223,000 

6,100 305,000 305,000 

6,000) 6,000) 

25,000 3,000 10,000 13,600 
370,000 370,000 

250 S408 6,100 $35,000 938,682 $94,000 $1,486,000 ($1,005,000) § 905,900 

See notes to summary of operations. 
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Item 2, Summary of Operations (continued): 

NOTES TQ SUMMARY OF OPERATIONS 

Note A - sasis of Accounting: 
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 The consolidated financial statements include the accounts of the Company and 

its subsidiaries. All significant intercompany accounts and transactions have been 

eliminated. 

The consolidated financial statements for the year ended May 31, 1971, 

include the financial statements of Fort Worth Neuro-Psychiatric Hospital, Inc., a 

subsidiary acquired in March 1971, for the year ended March 31, 1971, Accordingly; 

the net income for the two months ended May 31, 1971, of $16,000 which has not been 

included in the consolidated statement of operations for the year ended May 31, 1972 

or 1971, has been credited to retained earnings (deficit). 

The net earnings (loss) from discontinued operations have been segregated 

in the consolidated summary of operations, ‘The revenues and net earnings (loss) 

from these operations are summarized as follows: 

Year anded May 31 

1974 1.973 1972 1972 

Revenues $577,009 $440,000 $1,711,000 $1,450,000 

Net. earnings “loss) ($_.9,000) ($14,000) ($_547,000) § 79,000 

Note 8 = Revenue from Patient Care: 

A substantial amount of the revenue of the Company is provided under Federal, 

State and Blue Cross insurance programs. Allowable revenue under the programs is 

dsatermined annually by fiscal intermediaries administering the programs based on cost 

tuports filed by the Company. The Company is current with the filing of such cost 

reports; however, certain cost reports have not been audited by the intermediaries. 

The Company believes that adequate reserves have been provided in the financial 

statements. 

uring 1974, results of audits, appeals of audits and other adjustments 

relating to prior years increased revenues by approximately $146,000. In 1973, 

revenue was increased by approximately $144,000 as the result of audits, retroactive 

rate increases and other adjustments relating to prior years. During 1972, audits of 

prior years resulted in decreased revenues of approximately $330,000. 

Note CG - Equity in Earnings (Loss) of Joint Venture: 

On November 1, 1972, the Company entered into a joint venture agreement with 

Hospital Affiliates, Inc. (HAI) of Nashville, Tennessee. In accordance with the 
ayreement, certain assets and liabilities were transferred by Calabasas Hospital 

\euto-Psychiatric Center (Company) and Woodview Psychiatric Hospitai (HAI) to Neuro 

Affiliates Company, the joint venture partnership. The operations of Woodview were 

merged into the operations of Calabasas. The combined operations are being managed 

by HAL. After refurbishing of the Woodview facility, the hospital was reopened in 

February 1973, and is being managed by the Company. The two companies share equally 

in the results of operations from the joint venture, 

The financial position of the joint venture at May 31, 1974 and 1973, is 
summarized as follows: 

1974 1973 

Current assets $706,000 $405,000 

Current liabilities 665,000 508,000 

Working capital (deficiency) $ 41,000 ($103,000) 

Total assets $913,000 $640,000 
Total liabilities 694,000 578,000 

$219,000 $62,000 Partners’ equity 
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Summayry of Operations (continued): 

NOTES TO SUMMARY OF OPERATIONS 

(Continued) 

Operations for the year ended May 31, 1974, and the seven months ended 
Mov 31, 1973, are summarized as follows: 

1974 1973 

Revenues $2,084,000 $893,000 
Costs and expenses 1,927,000 910,000 

Net earnings (Icss) before taxes 
on income $ 157,600 ($17,000) 

Note D - Project Development and Preopening Costs: 

In years prior to 1972, project development and preopening costs incurred in 
connection with opening new hospitals, were deferred and amortized over five and three 
years, respectively, commencing with the fiscal year following the year in which the 
facilities became operational. 

The Company reconsidered its policy of accounting for these costs, acknowledg- 
ing the current trends in financial reporting. In negotiations which culminated in 
the sale of Raleigh Hills Hospital, Inc., it became apparent that the deferral of such 
costs is discouraged by the investment community. The Company elected therefore to 
change its method of accounting for such costs and adopted the policy of charging 
these costs to expense at the time they are incurred. 

The project development and preopening costs expensed at May 31, 1972, were 
incurred as follows: 

Applicable to 

Year ended Continuing Discontinued 
May 31 operations operations 

1970 $ 39,000 $ 10,000 $ 29,000 
1971 275,000 55,000 220,000 
1972 212,100 74,000 138,000 

$526,000 $139,000 $387,000 

Note E - Taxes on Income: 

The Company and its subsidiaries file consolidated corporate imcome tax 
returns. Prior to May 31, 1972, separate corporate income tax returns were filed. 

In prior years, project development and preopening costs were deducted in 
the period incurred for income tax purposec. These costs were deferred for financial 
reporting purposes and accordingly the financial statements reflected deferred taxes 

on income. During the year ended May 31, 1972, the Company changed its accounting 

policy for project development and preopening costs (see Note D) eliminating the 

necessity for the deferred taxes on income previously provided. The provision for 
taxes on income in 1971 included deferred taxes of $101,000, and the tax credit in 

1972 included a reversal of deferred taxes for $101,000. 

The provision (credit) for current and deferred taxes on income is summarized 

as follows: 

__Year ended May 31 
__1973 1972 1971 1970 

Current ($ 89,000) $ 73,000 $237,000 

Deferred ( 161,000) _101,C00 

Sete «= Seta, 4 (8490.000) $174,000 $237,000 

Above amounts reflect the net tax provision (credit) distributed to earnings 

(loss) from continuing operations, earnings (losz) of discontinued operations and 
extraordinary itens. 
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Item 2. Summary of Operations (continued): 

NOTES TO SUMMARY OF OPERATIONS 

(Continued) 

The Company and its subsidiaries have federal income tax carryforwards for 
tax reporting purposes to offset future taxable income as follows: 

Amount Expiration date 

$ 17,000 May 31, 1976 
850,000 May 31, 1977 
390,000 May 31, 1978 
100,000 May 31, 21979 

$1,357,000 

For financial reporting, the Company and its subsidiaries have federal 
income tax carryovers of approximately $1,539,000 available to offset future income. 
The differences in the amount of the tax loss carryforward is due principally to 
deferrai for financial reporting cf a gain on sale und leaseback of property which 
is recognized for tax reporting in the year the gain was realized. 
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Investment tax credits are accounted for by use of the "flow-through" method 
whereby the provision for federal income taxes is reduced by the amount of the credits 
in the year they are realized. 

The Company and its subsidiaries have investment tax credit carryforwards to 
reduce future income taxes as follows: 

Amount Expiration date 

$ 10,000 May 31, 1979 
1,000 May 31, 1980 

12,000 May 31, 1981 

$22,000 

Note F - Earnings Per Share: 

Earnings (loss) per common share are based on the weighted average number of 
common shares outstanding during each year, adjusted to give effect to (1) common shares 
issued in connection with poolings of interests and (2} common share equivalents 
related to the conversion of the preferred stock (1970, 1971, 1973 and 1974). In 
1972, these shares would be antidilutive. 

Average outatanding 
common shares and 

common share equivalents 

1970 752,390 
1971 873,595 
1972 907,958 
1973 923,194 
1974 924,412 

Earnings per common share computed on net income of $368,000 giving effect 
to $2,000 preferred dividends, 

The dilutive effect of outstanding stock options and warrants was not 
significant for years prior to 1972, In 1972, 1973 and 1974, the effect of stock 
options and warrants is antidilutive. The dilutive effect of the 8% new preferred 
stock issued in 1974 is not significant. 

No cash dividends have been paid. 

Note G - Gain on Sale of Investment: 

On June 1, 1972, the common stock of Raleigh Hiils Hospital, Inc., a wholly- 
owned subsidiary of the Company, was exchanged for common stock of Advanced Health 
Systems, Inc. Subsequently, the Company sold all of their shares of Advanced Health 
Systems, Inc. for cash and cancellation of debt. The Company has a five-year option 
to repurchase the stock. 
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Item 2, Summary of Operations (continued): 

NOTES TO SUMMARY OF OPERATIONS 
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Note H ~ Write-down of Facility: 

The Company was not successful in leasing, selling or reopening the Alta Mesa 
Convalescent Hospital which was closed in February 1971, as the result of earthquake 
damage. Foreclosure proceedings have been finalized by a trust deed holder and the 
property has been sold. Accordingly, the property and related liabilities have been 
eliminated from the books. 

During the year ended May 31, 1972, the facility was written down to estimated 
net realizable value as follows: 

Exc2ss of cost over related net assets 

acquired attributable to Alta Mesa $ 406,000 

Modification repairs and maintenance 
of building and grounds 353,000 

Provision for write-down of property, 
plant and equipment 200,000 

Other ___222,000 

$14175,000 
The property was written down additionally during the year ended May 31, 1973, 

as follows: 

Provision for estimated settlement 

of claim relative to second trust 

deed and related legal expense § 151,000 

Other 20,000 

171,000 

Less applicable income tax credit ( 89,000) 

$___ 82,000 

Note I - Settlement of Litigation and Claims and Provision for 
Pending Litigation and Claims: 

At May 31, 1974, all material lawsuits and claims filed against the Company 

have been settled. In the opinion of management, adequate provision has been made 

for remaining litigation and claims. 
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Item 2. Summary of Operations (continued): 

The summary of operations reflects net earnings o£ $370,000 for the fiscal 

year ended May 31, 1974, as compared to net earnings of $489,000 for the Fiseal year 

ended May 31, 1973. Such differences between the two years are summarized in the 

following tabulations: 
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Earnings (loss) 

Fiscal year ended May 31, 1974: 

1, Earnings from operations resulting 

primarily from increased census 

levels, increased rates, less 

increase in corporate overhead $222,000 

Increase in earnings resulting from 

audits, appeals of audits and other 

adjustments relating to prior years 146,000 

Equity in earnings of joint venture 78,000 

Start-up coats relative to CAREUNITS { 67,000) 

Loss from discontinued operations ~ 

Anaheim Doctors Hospital 
(___ 9,000) 

$370,000 SSS 

Fiscal year ended May 31, 1973: 

1. Gain on sale of investment in 

Advanced Health Systems, Inc. $732,000 

9. Additional writedown of Alta Mesa 

Convalescent Hospital (previously 

written down in fiscal 1972) ( 171,006) 

Settlement vf litigation and cleims 

and provision for pending litigation 

and claims 
¢ 129,000) 
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 increase in revenur due to retroactive 

Medi-Cal rate increases and Medicare 

and Blue Cross adjustments as a resuit 

of audits for the prior year 144,000 

Reduction on operating losses of operations 

commencing in fiscal 1972: 

Calabasas Psychiatric Hospital 

{transferred to a joint venture 

November 1, 1972) 
( 29,000) 

Raleigh Hills Alcoholic Hospital 

(sold to Advanced Health Systems, 

Inc. June 1, 1972) 
- 

Bayview Manor Residential Home ( 63,000) 

Other, net 
5,000 

$489,000 ee 
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Item 3. Properties. 

Registrant's executive offices are located in an office building 
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at 230 Newport Center Drive, Suite 222, Newport Beach, California. They 

consist of approximately 5,337 square feet and are leased at $3,469 per 

month under a lease which expires in 1978. Registrant owns Bay View 

Convalescent Hospital and Gilmar Manor. All of Registrant's other health 

care facilities are operated under leases. ‘The following table sets forth 

by facility the addresses of the facilities, the dates the leases expire 

and the monthly rental payable thereunder. 

Facility and Address Lease Expires Monthly Rental* 

Brea Hospital - Neuro- 1986 $11,56U 

psychiatric Center 
875 North Brea Blvd. 

Brea, California 92621 

Port Worth Neuro- 

psychiatric Hospital 

1066 West Magnolia 
Fort Worth, Texas 76104 

Calabasas Hospital - Neuro- 14,800") 
psychiatric Center 

25100 Calabasas Road 

Calabasas, California 92373 

Crossroads Hospital 
6305 Woodman Avenue 

Van Nuys, California 91401 

Terracina Convalescent 

Hospital 

1620} West Fern Avenue 

Redlands, California 92373 

Tustin Manor 

1051 Bryan 

Tustin, California 92680 

Bayview Manor 
350 Bay Street 

Costa Mesa, California 92627 
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Subject to increase every five years based upon increases in the 

Consumer Price Index published by the U. S. Department of Labor, 

Bureau of Labor Statistics. 
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This amount is reimbursable to the Registrant under provisions 

of a joint venture agreement (See Item 1). 
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Parents and Subsidiaries. 

Registrant has no parents. The following is a list of all 
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subsidiarires of Registrant setting forth as to each subsidiary the per- 

centage of voting securities owned, or other basis of control, by its 

parent: 

State of Percentage of Voting 

Company Incorporation Securities Owned 

NPHS, Inc.* California 100% 

Terracina Convalescent California 100% 

EKospitai* 

Fort Worth Neuropsychiatric ‘Texas 100% 

Hospital, Inc.* 

CAREUNIT, Inc.* California 100% 

Item 5. Pending tegal Proceedings, 

Registrant was not engaged in any material legal proceedings 

@uring the fiscal year ended May 31, 1974, except as follows: 

Calabasas. 

On or about Novemher 27, 1971, Calabasas Hospital Limited 

Partnership filed a Complaint in the Superior Court of the State of 

California for the County of Los Angeles (No. NWC 30725) for unlawful 

detainer against Registrant, pursuant to which plaintiff sought to 

terminate a lease and to evict Registrant from Calabasas, which is 

operated under a joint venture agreement with American Psychiatric Hos~ 

pitals of California, Inc. See "Item 1~-Business." The plaintiff in 

such action is the lessor of the hospital pursuant to a 25-year Lease 

Agreement with Registrant which runs through 1995. The alleged grounds 

for the right to terminate the Lease Agreement included a purported 

Subsidiaries included in consolidated financial statements. 
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assignment to the joint venture in violation of the Lease Agreement and 

certain alterations to the hospital which were alleged to have been without 
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the lessor's required consent and in violation of rermit requirements. 

This action was tried in April, 1974, and judgment was entered 

in favor of Registrant. In addition, attorneys’ fees in the amount of 

$30,600 plus costs were awarded by the Court to Registrant undex the terms 

of the Lease. 

Alta Mesa. 

Until December, 1972, NPHS, Inc., a subsidiary of Registrant, 

was liable to Wolhi, Inc. under 4 premissory note secured by a second deed 

of trust on the Alta Mesa Convalescent Hospital property. The balance 

due on said note was approximately $550,000. NPHS defaulted in the pay- 

ment of such note, but had no liability to Wolhi other than forfeiting 

its interest in the Alta Mesa facility, as the aforementionel promissory 

note and second deed of trust were given in a purchase-money transaction. 

NPHS had also defaulted in the payment of a note secured by a first deed 

of trust on the facility. Such holder commenced foreclosure proceedings 

and an intervening lien holder bought the property at a private sale. The 

result was that NPHS, as a practical matter, was relieved of liability on 

the first trust dee@ note and in addition was relieved of approximately 

$100,000 of liability on its note te Wolhi. 

At or about the time of the purchase of the Alta Mesa facility, 

Registrant guaranteed the promissory note to Wolhi and the latter in 

January, 1974, commenced an action against Registrant for payment of such 

note based upon such guaranty. This action was settled in April, 1974, 

upon Registrant paying Wolhi $50,000; issuing its 7% note to Wolhi for 

$100,000, payable in installments over 3 years; and delivering to Wolhi 

See “Item 6--Increases and mk
 

25,000 shares of Registrant's Common Stock. Fen
 

Devreases in Outstanding Securities." 
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Item 6. Increases and Decreases in Outstanding Securities. 

{a} Preferred Stock - Shares outstanding at June 1, 

1973, and at May 31, 1974: 250 

New Preferred Stock - shares outstanding at 

June 1, 1973: ~(e 

(1) Issued on April 19, 1374, for cash 

at $50 per share: 5 ,800* 

{2) Issued in May, 1974, for cash at 

$50 per share: 300 

Shares outstanding at May 31, 1974 6,100 

Common Stock - shares outstanding at 

June 1, 1972: 913 ,682 

| (1} Issued on April 19, 1974, in 

. partial settlement of litigation: 25 ,000* 

| . Shares outstanding at May 31, 1974: 938,622 

| Warrants - outstanding at June 1, 1973, 

: and at May 31, 1974: 25,561 

(b) Information re the above securities issued during the 

fiscal year ended May 31, 1974, none of which were registered under 

the Securities Act of 1933: 

(3) Date Sold: 

April 19, 1974 -- 25,000 shares Common Stock 
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Aprit 19, 1974 -- 5,8( 1 shares New Preferred Stock 

May, 1974 “— 300 snares New Preferred Stock 

(2) Maxket Price on Date of Sale: 

Common Stock $1.00 bid; $1.25 a. ked. New Preferred 

Steck not traded; it was a new issue. 

* Reported in Porm 8-K for April, 1974. 
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Brokers, Underwriters or Finders: 

None. 

Consideration for Securities Sold: 

The proceeds from the sale of 25,000 shares of 

Common Stock was a part. of the payment required to settle a claim 

involving the Alta Mesa Convalescent Hospital, a facility formerly owned 

by Registrant which had been damaged in the 1371 earthquake in Los 

Angeles County. See “Item 5--Pending Legal Proceedings." The proceeds 

from the sale of 6,100 shares of New Preferred Stock was $305,000 in 

cash. No underwriting discounts, brokerage commissions or finder's fees 

were paid with respect to such cash sale. 

(5) Exemption Under the Act: 

The issuance of 25,000 shares of Common Stock to three 

persons and the sale and issuance of 6,100 shares of New Preferred Stock 

to 19 persons were not registered under the Securities Act of 1933. 

Registrant obtained such evidence (including written representations of 

the issuees) as it deemed necessary to assure itself that these securities 

were purchased for investment and not with a view to distribution; and 

therefore determined that the offer and sale of these securities was 

exempt from the registrat:ion and prospectus delivery requirenents of the 

Act pursuant to Section 4(2) thereof as transactions not involving any 

public offering. 

(6) Legend, Stop Transfer: 

All of the above-mentioned securities were marked 

with a Security Act “investment legend" and Registrant gave stop-transfer 

instructions to its transfer agent, U. S. Stock Transfer Corporation, with 

respect to the 25,000 shares of Common Stock. No siop-transfer instruc- 

tiors were given to U. S. Stock Transfer Corporation with respect to the 

6,100 shares of New Preferred Stock as Registrant is acting as its own 

txansfer agent with respect to such shares. 
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Item 7. Approximate Number of Equity Security Holders. 

Number of Record 

Holders as of 

Pitle of Class May 31, 1973 
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Common Stock, par value $-.10 per share 73 

Preferred Stock, par value $100 per share 

New Preferred Stock, par value $50 per share 

Item 8. Executive Officers of the Registrant. 

Name Office 

B. Lee Karns President 

A. Joel Klein Executive Vice President 

Leon G. Van Luchene Senior Vice President, Finance 

& Treasurer 

William James Nicol Administrative Vice President 
& Secretary 

No family relationships exist between any of the above-named 

officers of the Registrant. 

Mr. Karns has been the President of Registrant since May, 1972. 

Prom January, 1969, to May, 1972, he was the Chief Executive Officer of 

S.D.S. Management Services, a health care consulting firn. 

Mr. Klein has been the Executive Vice President of Registrant 

since November, 1972. For approximately four years prior thereto he was 

an officer of S.L.S. Management Services. 

Mr. Van Luchene is a certified public accountant. He has been 

Registrant's corporate controller since September, 1969, a Vice President 

of Registrant since 1970, and Treasurer since December, 1973. 
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Mr. Nicol has been the Secretary of Registrant since December, Hl 
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1973, and a Vice President of Registrant since April, 1974. He was a 

Project Manager and the Controller cf Advanced Health Systems, Inc., a 
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hospital management firm from December, 1972, to June, 1973. From 

December, 1970, to November, 1972, Mr. Nicol was employed by S.D.S. Manage~ 

ment Services, Prior to that, Mr. Nicol was a student. 
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Item 3, Indemnification of Directors and Officers. 

Section 145 of the General Corporation Law of the State of 

Delaware, Registrant's State of incorporation, provides, among other things, 

that a corporation may indemnify an officer or director against expenses, 

fees {including attorneys' fees}, judgments, and amounts paid in settle- 

ment, actually and reasonably incurred by such officer or director 

in connection with any civil, criminal, administrative or investigative 

action, suit or proceeding {other than an action brought by or in the 

right of the corporation) if such officer or director was named in such 

action, suit or proceeding by reason of the fact that he was such a director 

or officer of the corporation and if he acted in good faith and in a 

manner he reasonably believed to be in or not opposed to the best interests 

of the corporation, and, with respect to any criminal action or proceeding, 

he had no reasonable cause to believe his conduct was unlawful. 

A corporation may also indemnify an officer or director against 

expenses (including attorneys' fees) reasonably incurred in connection 

with the defense or settlement of any action or suit brought by or in the 

right of the corporation, except that no indemnification may be made in 

respect to any claim, issue or matter as to which such person shall 

have been adjudged to be liable for negligence or misconduct in performance 

of his duty to the corporation unless the court shall determine that such 

person is fairly and reasonably entitled to indemnity for such expenses. 

In addition to the foregoing, to the extent that a director or 

officer is successful on the merits or otherwise in the defense of any 

action, suit or proceeding referred to above, or in defense of any claim, 
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4 issue or matter therein he may be indemnified against expenses (including 

attorneys’ fees) actually and reasonably incurred by him in connection 

therewith. 

Except in the case where an officer or director his been success- 

ful in his defense of an action or any claim, issue or matter therein, the 

determination as to whether any such officer or director skall be indemni- 

fied shall be made (1) by the Board of Directors by a majority vote of 

a quorum consisting of directors who are not parties to such action, suit 

or proceeding, or (2} if such a quorum is not obtainable, or, even if 

obtainable, a quorum of disinterested directors so directs, hy independent 

legal counsel in a written opinion, or (3) by the stockholders. 

Other provisions of Section 145 provide that, upon the meeting 

of certain conditions, expenses of an officer or director may be paid 

prior to finai disposition of the action; that indemnification provided 

by the statute shall not be deemed the exclusive of any other rights 

which said officer or director may have; that the corporation may pur- 

chase and maintain insurance on behalf of any such officer or director; 

and that the provisions of said section apply to constivuent corporations. 

Item 10. Financial Statements and Exhibits Filed. 

(a) The Index to Financial Statements and Schecules appearing 

on page S-1 cf Exhibit 10 hereto, is a list of all financial statements 

filed as a part of this report. 

{b) Exhibits. 

(1) Lease dated August 14, 1973, between Registrant and 

J.P.H. Enterprises (re executive offices located at 230 Newport Center 

Drive, Suite 222, Newport Beach, California). 

(2) Calculation of Primary Earnings Per Share. 
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Omitted. Registrant has filed proxy material with respect to 

its Annual Meeting covering its fiscal year ended May 31, 1974. 

Pursuant to the requirements of Section 13 or 15(d) of the 

Securities Exchange Act of 1934, the Registrant has duly caused this 

report to be signed on its behalf by the undersigned, thereunto duly 

authorized. 

COMPREHENSIVE CARE CORPORATION 

Lea Jame eae ol ’ 

aitiian Jamey Vice President 

DATED: August JO , 1974, 
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YEAR ENDED MAY 31, 1974 

OF ANNUAL REPORT ON FORM 10-K 

TO SECURITIES AND EXCHANGE COMMISSION 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
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FINANCIAL STATEMENTS AND SCHEDULES COMPRISING ITEM 10(a) 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

FINANCIAL STATEMENTS AND SCHEDULES 

YEARS ENDED MAY 31, 1974 AND 1973 ; 

INDEX ; 
: 

Page 3 
number i 

; 
Accountants' reports §-2-3 . 

i 
Consolidated financial statements of Comprehensive Care ce 

Corporation and subsidiaries - years ended May 31, " 

1974 and 1973: “g 
Consolidated balance sheet §-4 , if 
Consolidated statement of earnings §=5 mn: 
Consolidated statement of stockholders’ equity S~6 : 
Consolidated statement of changes in financial position S-7 
Notes to consolidated financial statements §-8-15 

Financial statements of Comprehensive Care Corporation - 
years ended May 31, 1974 and 1973: 

Balance sheet S-16 
Statement of earnings . S-17 
Statement of stockholders’ equity - same as consolidated 5-6 
Statement of changes in financial position §-18 
Notes to financial statements ~ same as consolidated §-8-15 

Financial statements of Neuro Affiliates Company - year 
ended May 31, 1974, and seven months ended May 31, 1973: 

Balance sheet s§-19 
Statement of operations §~20 
Statement of changes in financial position §-21 
Notes to financial statements §-22-23 

Addittonal notes and schedules furnished pursuant to the 
requirements of Form 10-K: 

Additional notes to consolidated financial statements §~25-26 

Schedules - years ended May 31, 1974 and 1973: 

TII ~ Investments in, equity in earnings of, and 
dividends received from affiliates §=-27-29 

IV and X - Indebtedness of and te affiliates §-30 

VY - Property, plant and equipment §-31 

VI - Accumulated depreciation of property, plant 
and equipment §-32 

VII ~ Intangible assets, deferred research and deve lopment 

expenses, preoperating expenses and similar deferrals §-33 

XTI - Valuation and qualifying accounts and reserves §-34 

All other schedules are omitted because they are inapplicable, not required under the 

instructions or the infermation is included in the financial statements or notes 

thereto. 
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TOUCHE ROSS & CO. 

3700 WILSHIRE BOULEVARD 

LOS ANGELES, CALIFORNEA 90010 

July 25, 1974 

Board of Direccors 

Comprehensive Care Corporation 

Newport Beach, California 

We have examined the balance sheet of Comprehensive Care Corporation and the 

consolidated balance sheet of Comprehensive Care Corporation and subsidiaries as of 

May 31, 1974 and 1973, and the related statements of earnings, stocktolders' equity 

and changes in financial position for the years then ended and the additional notes 

and schedules listed in the accompanying index. Our examination was made in 

accordance with generally accepted audir ‘ng standards, and accordingly included such 

tests o€ the accounting records and such other auditing procedures as we considered 

necessary in the circumstances. 

In our opinion, the aforementioned financial statements present fairly the financial 

position of Comprehensive Care Corporation and the consolidated financial position 

of the Company and subsidiaries at May 31, 1974 and 1973, and the results of their 

operations and the changes in their financial position for the years then ended, in 

conformity with generally accepted accounting principles applied on a consistent 

basis. Further, in our opinion, the additional notes and schedules present fairly 

the information therein set forth. 

Tricel. troo + B. 
Certified Public Accountants 

$2 

DD} SC LOS R (R) iF THE ABOVE PAGE IS LEWiS CLEAR THAN THIS STATEMEN rts. T.1TIs . 
«< ; U } E DUE TO POON PHOTOGRAPHIC QUALITY OF THIS DOCUMERT. - 

ez
 

- ri it 

ae
 

: 
S
h
o
t
 

a 
Me
t 

c
a
e
r
 

we
a 
i
 

o 

Pe
 

e
e
 

Se
 

: 
_
 
r
a
 

5 
a
e
 4 

Bl
 

i 
‘ 

bo
w 

e
t
 

St
s 

oe
 
S
a
s
k
 

Shi
te 

Hb 

i 

o
e
 

af 
n EY 



Piet i adel ee ee 

TOUCHE ROSS & CO. 

3700 WILSHIRE BOULEVARD 

LOS ANGELES, CALIFORNIA 90010 
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Management Committee 
Neuro Affiliates Company 
Calabasas, California 

We have examined the balance sheet of Neuro Affiliates Company as of May 31, 1974 and 
1973, and the related statements of operations, partners’ capital and changes in 
financial position for the year ended May 31, 1974, and the seven months ended May 31, 

1973. Our examination was made in accordance with generally accepted auditing 
Standards, and accordingly included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 
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In our opinion, the aforementioned financial statements present fairly the financial 

position of Neuro Affiliates Company at May 31, 1974 and 1973, and the results of its 
operations and the changes in its financial position for the year ended May 31, 1974, 
and the seven montns ended May 31, 1973, in conformity with generally accepted 
accounting principle: applied on a consistent basis. 

Trwehn hone & bo. 
Certified Public Accountants 
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TOUCHE ROSS & CO, 

COMPREHENSIVE CARE CORPORATION AND SUESIDIARIES 

CONSOLIDATED BALANCE SHEET 

ASSETS 

CURRENT ASSETS: 

Cash (including restricted balances of $14,000 - 1974 

and §11,000 = 1973) § 101,000 
Accounts receivable, less allowance for doubtful accounts 

of $187,000 - 1974 and $135,000 - 1973, partially 
assigned as collateral toe short-term borrowings of 
$9,005 - 1974 (Note 14 and Schedule XII) 1,890,000 579,000 

Prepaid expenses and supplies 205,000 161,000 

TOTAL CURRENT ASSETS 1,399,000 802,000 

PROPERTY, PLANT AND EQUIPMENT, at cost, substantially 

pledged (Notes 1, 3 and 15 and Schedules V and VI): 

Land 216,000 216,000 
Buildings and improvements 664,000 658,000 
Furniture and equipment 734,000 589,000 
Leasehold improvements 211,000 174,000 

1,825,000 1,637,000 
Less accumulated depreciation and amortization (___437,000) (__ 362,000) 

1,388,000 1,275,000 

LEASE ACQUISITION COSTS (Note 1 and Schedule VII) 362,000 391,000 

COST IN EXCESS OF NET ASSETS OF PURCHASED BUSINESSES 

(Note 1 and Schedule VII) 517,000 517,000 

OTHER ASSETS: 

Investment in a joint venture (Note 7 and Schedule 109,000 31,000 
Notes receivable 239,000 
Other 56,000 52,000 

165,900 322,000 

$3,831,000 07,000 

LIABILITIES AND STOCKHOLDERS’ EQUITY 

CURRENT LIABILITIES: 

Short-term borrowings $ 9,000 - 
Accounts payable and accrued expenses (Note 17) 786,000 567,000 
Amounts due under insurance programs within 

one year (Note 2) 398,000 452,000 

Long-term debt due within one year (Note 3) 161,000 112,000 

TOTAL CURRENT LIABILITIES 1,354,000 1,131,000 

AMOUNTS DUE UNDER INSURANCE PROGRAMS AFTER ONE YEAR (Note 2) 83,000 

DEFERRED GAIN ON SALE AND LEASEBACK OF PROPERTY (Note 1) 160,000 167,009 

RESERVE FOR LITIGATION AND CLAIMS (Note 11) 60,000 440,006 

LONG-TERM DEBT DUE AFTER ONE YEAR (Note 3) 1,269,000 1,346,005 

COMMITMENTS (Note 12) 

STOCKHOLDERS' EQUITY: 

Capital stock: 

Sonvertible Preferred Stock, par value $i80 a share; 
authorized, 250 shares; issued and outstanding, 

250 shares (Note 4) 25,000 
New Preferred Stock, par value $50 a share; author.red, 

60,000 shares, 8% Convertible Series, issued and 
outstanding, 6,100 shares (Note 5) 305,000 

Common Stock, par value $.10 a share; authorized, 
2,000,000 shares; Lusued and outstanding, 938,682 

shares ~ 1974 and 913,682 shares ~ 1973 (Note 6) 94,000 91,000 

Additional paid-in capital 1,486,000 1,482,000 
Deficit (1,005,000) (_1,375,000) 

905,000 223,000 
$3,831,000 $3,307,000 
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*tRestated to conform to 1974 classifications. 

See notes to consolidated financial statements. 
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CONSOLIDATED STATEMENT OF EARNINGS 
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May 31 
1974 1973* ' 

REVENUES : 

Patient care (Note 2) $4,928,000 $3,832,000 tes Equity in earnings (loss) of joint venture (Note 7) 78,000 =¢ 8,000) f Other 90,000 60,000 a 
5,096,000 3,884,000 ; : 

COSTS AND EXPENSES: — 
Operating 3,378,000 2,775,000 
General and administrative 1,134,000 801,000 4 3 
Depreciation and amortization 98,000 92,000 or 
Interest 121,000 121,000 > 

4,731,000 3,785,000 

EARNINGS FROM CONTINUING OPERATIONS BEFORE TAXES 
ON INCOME AND EXTRAORDINARY ITEMS 365,000 95,000 

TAXES ON INCOME 186,000 44,900 

EARNINGS FROM CONTINUING OPERATIONS 179,000 51,000 

LOSSES FROM DISCONTINUED OPERATIONS, net of related 
income tax credits of $10,000 - 1974 and $15,000 ~- 
1973 (Note 10) C $,000) ¢ 14,000) 

EARNINGS BEFORE EXTRAORDINARY ITEMS 170,000 37,000 

. EXTRAORDINARY ITEMS: 

Income tax reduction obtained by utilization of net - 
operating loss carryforward (Note 13) 200,000 123,000 7 

Settlement of litigation and claims and provision ae 
for pending litigation and claims, net of related -*4 
income tax credit of $67,000 (Nete 11) { 62,000) ; 

Galu on sale of investment, net of related taxes on 
income of $259,006 (Note 8) 473,000 

Write-cown of facility, net of related income tax 
credit of $29,000 (Note 9) 

a
 82,000) oR 

200,000 452,000 

NET EARNUNGS $370,000 § 489,000 

EARNINGS PER COMMON SHARE (Note 1): “tars 
Earnings from continuing operations $.19 $.96 an 
Losses from discontinued operations ¢ 01) ¢ .02) a 
Extraordinary items 42 

$.53 

*Restated to conform to 1974 classifications, 

See notes to consolidated finatcial statements. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY 
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Convertible Ne~> preferred stock Additional 
preferred stock 8% Convertible Common stock paid-in 

Shares Amount Shares Amount Shareg Amount capital Deficit Total 

t 
‘ BALANCE, May 31, 1972 250 $25,000 $ 917,032 $92,000 $1,500,000 ($1,864,000) ($247,000) 

Cancellation of shares 
previously issued ( 3,350) (¢ 1,000) ( 18,000) ( 19,000) 

Net earnings __ 489,000 489 , G00 

BALANCE, May 31, 1973 250 25,000 913,682 91,000 1,462,000 ( 1,375,000) 223,000 

wm Sale of 8% Convertible 
an New Preferred Stock 

(Note 5) 6,100 305,000 305,000 

Expenses related to sale 

of stock ( 6,000) ( 6,000) 

i Issuance of Common Stock 
in connection with 
settlement of a claim 25,000 3,000 10,000 13,000 

Net earnings __ 370,000 370,000 

BALANCE, May 31, 1974 250 $25,000 6,100 $305,000 938,682 $94,060 $1,486,000 ($1,005,000) $905,000 

‘ Toh ee See notes to consolidated financial statements. 
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TOUCHE ROSS & CO, 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 

SOURCE OF FUNDS: 
Operations: 

Earnings before extraordinary items 
Items not requiring (providing) outlay cf working capital: 

Depreciation and amortization 
Equity in (earnings) loss of joint venture 

Funds provided from operations before extraordinary items 

Extraordinary items 
Items not requiring outlay of working capital 

Funds provided from operations, including extraordinary 
items 

Net proceeds from sale of new preferred stock 
Additional long-term debt: due after one year 
Additions of amounts due under insurance programs 

after one year 
Decrease (increase) in deferred costs, deposits and 

other assets 

dales, retirements and abandonments of property, 
plant and equipment 

Book value of investment sold 

TOTAL FUNDS PROVIDED 

APPLICATION OF FUNDS: 

Purchases of property, plant and equipment 
Settlement of litigation and claims by cash payments, 

issuance of notes, issuance of common stock and 

cancellation of notes receivable and payable 
Decrease in long-term debt: 

Payments 

Debt related to property foreclosed 
Debt assumed 

Decrease tn deferred gain on sale and leaseback of 
property 

Investment in joint venture 
Cancellation of stock previously issued 
ther 
Increase in working capital 

TOTAL FUNDS APPLIED 

SUMMARY OF INCREASES (DECKEASES) IN WORKING CAPITAL: 

Current assets: 

Cash 

Accounts receivable 

Prepaid expenses and supplies 

Current liabilicies: 
Short-term borrowings 
Accounts payable and accrued expenses 
Amounts due under insurance programe within one year 
Long-term debt due within one year 

INGREASE IN WORKING CAPITAL 

*Relaced to conform to 1974 classifications. 

Yeer ended May 31 

1974 1973* 

$170,000 

123,000 
(__78 ,000) 

$ 37,000 

123,000 
8,000 

215,000 168,000 

209,000 452,000 
122,000 

206,000 574,000 

415,000 
299,000 
106,000 

83,006 

( 4,000) 

2,000 

742,000 

69,000 

97,000 

1,581,000 
116,000 

$901,000 

$216,000 

163,000 

148,000 

374,006 

$2,605,000 

$ 25,000 

512,000 
1,152,000 

291,000 

217,000 
39,000 
19,006 
2,000 

348,000 

901,000 

$ 39,000 
$11,000 
47,000 

2,605,000 

($ 227,000) 
( 268,000) 
(___132,000) 

597,000 (___ 627,000) 

9,000 
219,000 

( 54,000) 
49,006 

( 76,000) 
{ 686,000) 
( 142,000) 
(__ 71,000) 

223,000 (__975,000) 

$374,000 

See notes to consolidated financial statements. 
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TOUCHE ROSS & CO, 

COMPREHENSIVE CARE CORPORATION AND SUBSEDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

Note 1 - Summary of Significant Accounting Policies: 

Basis of Presentation 

The consolidated financial statements include the acccunts of the Company and 
its subsidiaries. All significant intercompany accounts and transactions have 
been eliminated, 

Depreciation and Amortization 

The cost of buildings, equipment and leasehold improvements is depreciated or 
amortized over the estimated useful lives of the ussets, using the straight- 
line mathod. 

Lease Acquisition Costs 

léase acquisition costs incurred in obtaining two long-term leases of hospital 
facilities are amortized over the term of the leases which expire in 1986 and 
1997. 

Project Development and Freopening Costs 

Project development and preopening costs are charged to operations as they are 
incurred. 

Cost in Excess of Nec Assets of Purchased Businesses 

Cost in excess of met assets of purchased businesses ig not being amortized since, 

in tne opinion of management, there has been no decline in the values of these 

businesses, 

Taxes on. Income 

The Company and its subsidiaries file consolidated corporate income tax returns. 

Investment tax credits are accounted for by use of the "flow-througn" method 
whereby the provision for federal taxes on income is reduced by the amount of 
the credits in the year they are realized. 

Deferred Gain on Sale and Leaseback of Property 

The gain realized on the sale and leaseback of a facility is being amortized on 
the straight-line basis over the twenty-five year term of che related lease, 
partlally offsetting rent and leasehold costs. 

Earnings Per Common Share 

Earnings per common share are based on the weighted average number of common shares 
outstanding each year, Earnings per common share were adjusted to give effect to 

common share equivalents related to conversion rights of the Convertible Preferred 

Stock. The New Preferred Stock, stock options and warrants outstanding are not 

dilutive at May 31, 1974 or 1973. 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANC{AL STATEMENTS 

YEARS ENDED mavY 31, 1974 AND 1973 

(Continued) 
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Note 2 - Estimated Amounts Due Under Insurance Programs: 

A substantial amount of the revenue of the Company is provided under federal, state 
and Biue Cross insurance programs. Allowable revenue under the programs is determined 
annually by fiscal iutermediaries administering the programs based on cost reports 
filed by the Company. The Company is current with the filing of such cost reports; 
however, certain cost repurts have not been audited by the intermediaries. The 
Company believes that adequate reserves have been provided in the financial statements. 

During 1974, cesults of audits, appeals of audits and other adjustments relating to 
prior year's increased revenue by approximately $146,000. In 1973, revenue was 
increased by approximately $144,000 as the result of audits, retroactive rate increases 
and other adjustments relating to prior years, 

Note 3 - Long-term Debt: 

Long-term debt is summarized as follows: 

May 31 

1974 1973 
6-1/2% to 10% notes, collateralized by trust 

deeds, due in monthly installments with 
maturity dates from 1980 through 1993 620,000 $ 662,000 

Note payable to Small Business Administration, 
uncollateralized, with interest at 3% due in 
monthiy installments through 2002 347,000 347 ,000 

Unsecured notes bearing interest at 8-1/2%,, payable 
in quarterly installments until July 1, 1983 100,000 

Unsecured note bearing interest at 7%, payable in 
quarterly installments until July 15, 1980 100,000 

Unsecured note bearing interest at 6%, payable in 
quarterly installments until January 1, 1976 38,000 

Unsecured note bearing interest at 8%, payable in 

quarterly installments until January 1, 195i 28,000 

Noninterest bearing note payable to a stockholder 

collateralized by real property, payable in 

monthly installments until July 15, 1978 23,000 31,000 

Furniture and equipment obligations 174,000 360,000 

1,430,000 1,458,000 

Less amounts due within one year ( 161,000) ( 112,000) 

$1,269,000 $1,346,000 

Amounts of long-term debt maturing in 1976, 1977, 1978 and 1979 approximate $159,000, 

$124,000, $118,000 and $123,000, respectively. 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

(Continued) 

Note 4 - Convertible Preferred Stock: 

The rights and preferences of this preferred stock issue provide that the holders shall 
not be entitled to receive any dividends. The Company may at any time after June 15, 
1974, redeem all, but not less than all, of the then outstanding preferred shares at 

the redemption price of $100 per share. Each holder of shares shail have the right at 
any time to convert each such share into 31,25 shares of common stock. Other provisions 
of the preferred stock concern preference in liquidation, voting rights, election of 
directors and issuance of new or additional preferred shares. 

Note 5 = New Preferred Stock: 

The Company is authorized to issue 60,000 shares of New Preferred Stock, par value $50 
a share. The New Preferred Stock is issuable in one or more series. 

The Board of Directors of the Company is authorized to fix the number of shares of New 
Preferred Stock constituting each such series and to fix, from time-to-time, the 

stated value per share (but net below the par value thereof), dividend rights, dividend 
rates, conversion rights and prices, voting rights, rights and terms of redemption, 
redemption prices, liquidation preferences and similar matters with respect to any 
wholly unissued series of New Preferred Stock; provided, however, that as long as there 
are shares of the Convertible Preferred Stock outstanding; unless seventy-five percent 

of the Convertible Preferred Stock shall consent thereto, the Board of Directors may 

not fix any of such rights, prices, terms or similar matters in any manner so as to 

adversely affect any of the powers, preferences, rights, qualifications, Limitations 

or restrictions of the Convertible Preferred Stock or cause the rights on liquidation 
or dividends on the New Preferred Stock to rank prior to the rights on liquidation or 
dividends of the Convertible Preferred Stock. 

During 1974, the Company sold 6,100 shares of its New Preferred Stock in a private 
placement. The rights, preferences and privileges of this series New Preferred Stock 

provide for an 8% dividend ($4.00 per share) each year; convertible into Common Stock 
at $1.00 per share; redemptive rights at par commencing three years from the date of 
issue; preference over the holders of Common Stock in the event the Company is 
liquidated; and voting rights, with the number of votes being based upon the number of 
shares of Common stock into which the New Preferred Stock is then convertible. 

Note 6 - Common Stock: 

Qualified Stock Options 

Options have been granted to key employees under the Company's Qualified Stock 

Option Plan to purchase Common Stock of the Company at prices of not less than 

100% of the fair market value at date of grant. The options become exercisable 

in varying installments and must be exercised not later than five years from 

date of grant. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDFD MAY 31, 1974 AND 1973 

(Continued) 
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Transactions during the year under the plan are summarized below: 

Shares under option 
Exercise Shares 

Number prices available 
of shares per share for option 

Balance, May 31, 1973 57,500 $1.75 - $6.50 2,100 

Options canceled 8,750 $1.75 - $6.50 8,750 

Balance, May 31, 1974 48,750 $1.75 - $6.00 10,850 

At May 31, 1974, options for 34,760 shares were exercisable at prices ranging from 

$1.75 to $6.00, 

Nonqualified Stock Options 

In November 1973, the Company adopted a 1973 Nonqualified Stock Option Plan (the 

"1973 Nonqualified Plan") for selected officers and employees of the Company and 

ite subsidiaries and members of medical staffs of facilities owned or operated by 

the Company. 

The stock, subject to the options granted under the 1973 Nonqualified Pian, shail 

be shares of the Company's authorized but unissued or reacquired Common Stock, 

$.10 par value. The total number of shares of Common Stock which may be purchased 

through exercise of options granted under the 1973 Nonqualified Plan shall not 

excced 75,900, 

The option price per share for options granted under the Plan must be at least 

85% of the fair market value of the Company’s Common Stock on the date any such 

options are granted. 

An option granted under the Plan shall not be exercisable (unless the Board of 

Directors determines otherwise) until one year from the date it is granted. 

Thereafter, each option shall be cumulatively exercieable in two approximately 

equal installments commencing one year and two years, respectively, from the date 

of grant. No options are exercisable after five years from the date of the grant 

of such options. 

The Company has not granted any Nonqualified Stock options. 

Common Stock Warrants and Rights 

Warrant holders are entitled to purchase 25,561 shares of the Company's Common 

Stock at prices ranging from $5.60 to $11.00 per share. The warrants expire in 

197% and 1976. 

An agreement related to a note payable in the amount of $100,000 provides that on 

any anniversary date of the note, up to one-third of the principal amount thereof 

then owing may be converted into shares of Common Stock of the Company at 75% of 

the average of the mean between the bid and ask prices at the close of each day's 

trading for; all of the trading days of the month preceding the month within which 

this right to convert arises. 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

(Continued) 

Note 7 ~- Equity in Farnings (loss) of Joint Venture: 

On November 1, 1972, the Company entered into a joint venture agreement with Hospital 
Affiliates, Inc. (AHT) of Nashviile, Tennessee. In accordance with the agreement, 
certain assets and liabilities wers transferred by Calabasics Hospital Neuro-Psychiatric 
Center (Company) and Woodview Psycnia.rie Hespital (HAI) to Neuro Affiliates Company. 
the joint venture partnership. The operations of Woodview were merged into the 
operations of Calabasas. The combined operations are being managed by HAI. After 
refurbishing of the Woodview facility, the hospital was reopened in February 1973, 
and is being managed by the Company. The two companies share equally in the results 
of operations from the joint venture. 

The financial position of the joint venture at May 31, 1974 and 1973, is summarized 
as follows: 

1974 1973 

Current assets $706 ,000 $405,000 
Current liabilities 665,000 508 ,060 

Working capital (deficiency) §$ 41,000 ($103 000) 

Total assets $913,000 $640,000 
Total Liabilities 694 ,000 578,000 

Partners' equity $219,000 § 62,900 

Operations for the year ended May 31, 1974, and the seven months ended May 31, 1973, 

are summarized as follows: 

1974 1973 

Revenues $2,084,000 $ 893,000 

Costs and expenses 1,927,000 910,000 

Net earnings (loss) before 

taxes on income $157,000 (§__17,900) 

Note 8 ~ Gain on Sale cf Investment: 

In April 1973, the Company sold its investment in Advanced Health Systems, inc. for 

cash and cancellation of debt. The Company has a five-year option to repurchase the 

stock. 

Note 9 - Write-down of Facility: 

In 1973, property owned by the Company was disposed of through a foreclosure sale by 

a trust deed holder. The facility had been previously wratten down in 1972 by 

$1,175,000. In 1973, the Company wrote down an additional $171,000 before an income 

tax credit of $89,000. The 1973 write-down included a provision for a claim relative 

to the trust deed and related legal expense amounting to $151,000. The claim was 

settled in 1974 for $160,000, including legal expenses. 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

(Continued) 
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Note 10 - Discontinued Operations: 

In June of 1973, the Company entered into a contract to manage an acute general hospital 

in Anaheim, California. In May 1974, management of the Company determined that this 

project was not economically desirable and, therefore, exercised its option to cancel 

the contract. Additional losses, if any, resulting from closing down the operation 

would not materially affect the financial statements. 

Operations for the period the facility was managed by the Company is summarized as 

follows: 

Revenues $577 ,000 

Costs and expenses 596,000 

Loss before income tax credit ¢ 19,000) 

Income tax credit 10,000 

Net loss ($9,000) 

Revenues, costs and expenses are not included in the Consolidated Statement of Earnings 

for the year ended May 31, 1974. 

The Company discontinued operations of a psychiatric hospital on October 31, 1972. 

(See Note 7.) Operations for the five months ended October 31, 1972, resulted in a 

loss (after income tax credit of $15,000) of $14,000. 

Note 11 - Reserve for Litigation and Claims: 

At May 31, 1974, all material lawsuits and claims filed against the Comoany have been 

settled, In the opinion of management, adequate provision has been made for remaining 

litigation and claims. 

Note 12 - Lease Commitments; 

The Company has entered into leases for both facilities and furniture and equipment. 

The facilities leases provide that the Company pay the property taxes, insurance and 

maintenance expenses. The majority of the furniture and equipmer.c leases contain 

purchase options. Accordingly, these leases have been capitalined by the Company. 

The remaining equipment leases are not significant and, therefore, are not included 

herein. 
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The total facilities rental expense for the two years ended May 31, 1974 and 1973, 

was as follows: 

1974 1973 

Continuing operations $388,000 $375,000 

Discontinued operations 36,000 74,000 

$424 000 $449 ,000 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

(Continued) 

In addition, amortization of leasehold costs of $29,000, less amortization of e deferred 

gain on sale and leaseback of property of $7,000 was charged to operations in 1974 and 

1973. B
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Minimum annual rental commitments as of May 31, 1974, for all noncancellable financing 

leases of facilities through the dates of expiration are as follows: 

1975 - $584,000 1978 - $584,000 1985 - 1689 - $2,188,000 

1976 - $584,000 1979 - $563,000 1990 - 1994 - $1,738,000 

1977 - $584,000 1980 - 1984 - $2,712,000 Remaining - $ 684,000 

The above commitments include $178,000 annual rent payable through 1996, which is 

reimbursed to the Company under provisions of a joint venture agreement, 

The present value of minimum lease commitments applicable to all noncancellable 

facilities financing leases at May 31, 1974 and 1973, is $3,467,000 and $3,422,000, 

respectively. The weighted average interest rate (based on present value) for all 

financing leases is 7.7% for 1974 and 1973, and the range of interest is 6.5%- 9.3% 

for 1974 and 6.5% - 9.0% for 1973. 

If all financing leases were capitalized and the related property rights were amortized 

on a straight-line basis and interest was accrued on the basis of the present value of 

the leases, earnings before extraordinary items for the two years ended May 31, 1974, 

would have been reduced by approximately $24,000 and $25,000, respectively. Net 

earnings for the two years ended May 31, 1974, would have been reduced by approximately 

$49,000 and $52,000, respectively. Amortization in the above computations was $200,000 

in 1974, and $178,000 in 1973. Interest in these computations amounted to $226,000 in 

1974, and $264,000 in 1973. 

Nete 13 - Taxes on Incoma: 

The Company and its subsidiaries have federal income tax carryforwards for tax reporting 

purposes to offset future taxable income as follows: 

Amount Expiration date 

§ 17,000 May 31, 1976 
850,000 May 31, 1977 
390,000 May 31, 1978 
100,000 May 31, 1979 

1,357,000 
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For financial reporting, the Company and its subsidtaries have federal income tax 

carryovers of approximately $1,539,000 available to offset future income. The difference 

in the amount of the tax loss carryforward is due principally to deferral for financial 

reporting of a gain on sale and leaseback of property which is recognized for tax 

reporting in the year the gain was realized, 
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COMPREHENSIVE CARE CORPORATION AND SUBSID? ARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

(Continued) 

The Company and its subsidiaries have investment tax credits carryforwards to reduce 

future taxes on income as follows: 

ap 
n
e
e
 

H
E
C
T
A
R
E
 

ED 
C
A
M
P
 

ET 
HE

 
So
ne
s 

ee
n 

og 
ot 

pen
se 

ey
 

Amount Expiration date 

$10,000 May 31, 1979 
1,000 May 31, 1980 

_£1,000 May 31, 1981 
$22,000 

Note 14 - Subsequent Event: 

The Company obtained a line of credit with a major bank in June 1974. Loans will bear 

interest at approximately 14% per annum and are collateralized by accounts receivable. 

This borrowing replaces a previous line of credit that was collateralized by accounts 

receivable and bore interest at the rate of 20% per annum, based on a prime rate or 7%. 
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ASSETS 

CURRENT ASSETS: 
Cash (including restricted balances of $10,000 - 1974 

and $8,000 - 1973) 87,000 47,000 
Accounts receivable, lesa allowance for doubtful 

accounts of $24,000 - 1974 and $5,000 - 1973 
(Schedule XII) 218,000 88,000 

Prepaid expenses and supplies 72,000 64,000 

TOTAL CURRENT ASSETS 377,000 199,000 

DEFICIENCY IN ASSETS OF SUBSIDIARIES - equity method 
(Schedule III) 449,000) (1,200,000) 

OTHER ASSETS: * 
Receivable from wholly-owned subsidiaries (Schedule Iv) 831,000 965,000 

Notes receivable 239,000 

Other 20,000 17,000 

851,000 1,221,000 
PROPERTY, PLANT AND EQUIPMENT, at cost, substantially 

pledged (Notes 1, 3 and 15 and Schedules V and VI): 

Land 210,000 210,000 
Buildings and improvements 664,000 658,000 
Furniture and equipment 352,000 227,000 
Leasehold improvements 53,000 59,000 

1,279,000 1,154,000 

Less accumulated depreciation and amortization ( 183,000) (¢ 142,009) 

1,096,000 1,012,000 

COST IN EXCESS OF NET ASSETS OF PURCHASED BUSINESSES 517,000 517,000 
$2,401,000 $1,749,000 

LIABILITIES AND STOCKHOLDERS' EQUITY 

CURRENT LIABILITIES: 
Short-term borrowings 9,000 - 

Accounts payable and accrued expenses (Note 17) 386,000 271,000 
Long-term debt due within one year (Note 3} 139,000 90,000 

TOTAL CURRENT LIABILITIES 534,000 361,000 

RESERVE FOR LITIGATION AND CLAIMS (Note 11) 60,000 440,000 

LONG-TERM DEBT DUE AFTER ONE YEAR (Note 3) $02,000 725,000 

COMMITMENTS (Note 12) 

STOCKHOLDERS' EQUITY: 

Capital stock: 
Convertible Preferred Stock, par value $100 a share; 

authorized, 250 shares; issued and outstanding, 

250 shares (Note 4) 25,000 

New Preferred Stock, par value $50 a share; authorized, 

60,000 shares; 8% Convertible Searles; issued and 
outstanding, 6,100 shares (Note 5) 305,0C0 

Common Stock, par value §.10 a share; authorized, 

2,000,000 shares; issued and outstanding, 938,682 
shares - 1974 and 913,682 shares - 1973 (Note 6) 94,000 91,000 

Additional paid-in capital 1,486,000 1,482,000 

Deficit (_1,005,000) (1,375,000) 

905,000 223,000 

$2,401,000 $1,745,000 

See notes to consolidated financial statements. 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION 

STATEMENT OF EARNZEGS 

Year ended May 31 
1974 1973* 

REVENUES: 

Patient care (Note 2) 
Other 

$ 829,000 
91,000 

$758,000 
75,000 

_920,000 833,000 

COSTS AND EXPENSES: 
Operating 
General and adminLkstrative 
Interest 

Depreciation 

557,000 
590,000 
108,000 
50,000 

529,000 
177,000 
107,000 
46,000 

1,305,000 859,000 

LOSS BEFORE INCOME TAX CREDIT, EQUITY IN NET EARNINGS 
OF SUBSIJ“ARIES AND EXTRAORDINARY ITEMS 

INCOME TAX CREDIT 

385,000) 

196,000 

( 76,000) 

12,000 
* 

x 

L038 FROM DISCON /NUED OPERATIONS, vet of related 
ineome tax credit (Note 10) 

189,000} 

9,000) 

( 14,000) 

LOSS BEFORE EQUITY IM NET EARNINGS OF SUBSIDIARIES 
#ND EXTRAORDINARY LTEMS 

EQUST! IN NET EARNINCS Of SUBSIDIARIES, exc!sive 
of extraordinary items 

198,000) 

368,000 

14,000) 

51,000 

EARNINGS BEFORE EXTRAORDINARY ITEMS 170,000 37,000 
EXTRAORDINARY ITEMS: 

Income tax reduction obtained by utilization of net 
operating loss carryforward (Note 13) 

Gain on sale of investment, net of related taxes 
on income of $259,000 (Nete 8) 

Write-down of facility, net of related income 
tax credit of $89,000 (Note 9) 

Settlement of litigation and claims and provision 
for pending litigation and claims, net of related 
iucome tax credit of $67,000 (Note 11) 

200,000 123,900 

473,000 

( 82,090) 

(__ 62,000) 

200, 000 452,000 

NET EARNINGS 

*Restated to conform to 1974 classifications. 

See notes to consolidated financial atatenents, 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION 

STATEMENT OF CHANGES IN FINANCIAL POSITION 

SOURCE OF FUNDS: 
Operations: 

Earnings exclusive of extraordinary items 
Add iten net requiring outlay of (providins’ working 

capital in the current period: 

Depreciatior, straight-line method 
Equity in (earnings) of subsidiaries 

Funds provided from (required for) operat‘ ons 
exclusive of extraordinary items 

Extraordinary items 
Items not requiring outlay of working capital 

Amount of net extraordinary items taken by subsidiary 

Funds provided from operations, including extraordinary 
items 

Net proceeds from sale of new preferred stock 
Sale and retirement of property, pliant and equipment 
Book value of investment sold 

Additions to long-term debt 
Decrease in notes receivable 

Decrease (increase) in deferred costs, deposits 
: and other assets 

Decrease in amounts due from subsidiaries 

Settlement of litigation and claims by cash payments, 

. iasuance of common stock and cancellation of notes 

receivable and payable 

TOTAL FUNDS PROVIDED 

APPLICATION OF FUNDS; 
Increase in amounts due from subsidiaries 

Purchase of property, plant and equipment 
Decrease in long-term debt 
Cancellation of common stock previously issued 

Increase in working capital 

TOTAL FUNDS USED 

SUMMARY OF INCREASE (DECREASE) IN WORKING CAPITAL: 

Current assets: 

a”. Cash 
_ Accounts receivable 

Prepaid expenses and supplies 

Current liabilities: 
Short-term borrowings 
Accounts pavable and accrued expenses 

: Long-term debt due within ane year 

INCREASE IN WORKING CAPITAL 

See notes to consolidated financial statements, 

8-18 

Year ended May 31 

1976 1973 

$170,000 § 37,000 

53,000 46,006 
( 760,000) (63,000) 

(_ 537,000) 20,000 

200,000 452,000 
122,000 
54,000 

200,060 628,000 

( 337,000) 648,000 

299,000 
1,000 

116,000 
58,000 69, 000 

13,000 

( 3,000) 15,000 
134,000 

107,000 

$259,000 $861,000 

- $152,000 
178,000 

116,000 612,000 
19,000 

5,000 78,000 

$259,000 $861,000 

§ 40,009 ($141,000) 
130,000 21,000 

8,000 11,000 

178,000 (_109,000) 

9,000 ( 56,000) 
115,000 (¢ 129,000) 
49,000 (2,000) 

173,000 (_187,000) 

§ 5,000 § 78,000 
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TOUCHE ROSS & CO. 

NEURO AFFILSATES COMPANY 
‘A JOINT VENTURE) 

BilANCE SHEET 

___May 31 
1974 1973 

(Note 3) 

| ASSETS 

CURRENT ASSETS: 

Cash $ 67,000 $105,900 

Accounts receivable, Less allowance for doubtful 

accounts of $62,000 (1974} and $45,000 (1973) 562,000 242,000 

Prepaid expenses, supplies and other assets 77,000 58,000 

TOTAL CURRENT ASSE."S 706,000 405,000 

EQUIPMENT AND IMPROVEMENTS, at cost (Note 2): 

Furniture and equipment 168,000 161,000 

Leaschold improvements 59,000 55,000 

Construction in progress 2,000 2,000 

229,000 218,000 

Less accumulated depreciation and amortization (37,000) ( 13,000) 

192,000 205,000 

DEFERRED COSTS 15,000 30,000 

$913,000 $640,000 O
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LIABILITIES AND PARTNERS' CAPITAL 

CURRENT LIABILITIES: 
. Notes payable to affiliated company (Note 5) $125,000 $125,000 

Accounts payable and accrued expenses 109, 000 139,000 
: Estimated amounts due under insuzance programs (Note 4) 61,000 20,000 
4 Amounts due affiliated companies, net {Note 5) 331,000 186,C000 

7 Current portion of long-term debt 39,000 38,000 

q TOTAL CURRENT LIABILITIES 665,000 508,000 

4 LONG-TERM DEBT, less portion due within one year 
. included in current liabilities (Note 2) 29,000 70,000 

TOTAL LIABILITIES 694,000 578,000 

; PARTNERS' CAPITAL 219,000 62,000 

$913,000 $640,900 
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See notes to financial statements. 
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NEURO AFFILIATES COMPANY 
(A JOINT VENTURE) 

STATEMENT OF OPERATIONS 

Fron 

Year ended November 1, 1972, 
May 31, (inception) to 

1974 May 31, 1973 
(ote 3) 
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REVENUES : 

Patient $2,062,000 $885,000 

Other 22,000 

2,084,000 

COSTS AND EXPENSES: 

Operating (Note 5) 1,512,000 

General and administrative 347,000 
Interest (Note 5) 68,000 

1,927,000 

NET INCOME (LOSS) $157,000 ($17,000) 
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See notes to financial statements. 
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TOUCHE ROSS & CO. 

NEURO AFFILIATES COMPANY 
(A JOINT VENTURE) 

STATEMENT OF CHANGES IN FINANCIAL POSITION 

SOURCE OF FUNDS: 

Operations: 

Net income (loss) 
Items not requiring working capital: 
Depreciation 

Amortization 

Funds provided by (used in) operations 

Initial capital contribution by Hospital 
Affiliates, Ine.: 

Working capital 
Other assets 

Initial capital contribution by Comprehensive 
Care Corporation: 

Working capital 
Equipment and improvements 
Long-term debt, less portion due within one 

year included in working capital contributed 

Other 

APPLICATION OF FUNDS: 
Decrease in long-term debt 
Deferral of preoperating costs 
Purchase of equipment and improvements 

Assets and liabilities other than working capital 
initLlally contributed by joint venture partners: 
Equipment aad improvements 
Other assets 
Long-term debt, less portion due within one 

year included in working capital contributed 
Increase (decrease) in working capital 

SUMMARY OF INCREASE (DECREASE) IN WORKING CAPITAL: 
Current assets: 

Cash 

&ccounts receivable, net 

Prepaid expenses, suppiies and other assets 

Current liabilisies: 
Notes payable to affiliated company 
Accounts payable and accrued expenses 
Eetimated amounts due under insurance prograns 

amounts due affiliated companies, net 
Gurrent portion of long-term aebt 

INCREASE (DECREASE) IN WORKING CAPITAL 

Year ended 

May 31, 
1974 

From 

November 1, 1972, 
finception) to 
May 31, 1973 

$157,000 

24,000 
15,000 

196,000 

$196, 000 

$ 41,000 

11,000 

144,000 

$196,000 

($ 38,000) 
320,000 
19,000 

301,000 

( 30,000) 
41,000 

145,000 
1,000 

157,900 

$144,000 

See notes to financial statements. 
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(Note 3) 

($ 17,000) 

13,000 

4,000) 

37,000 
2,000 

( 76,000) 
209,000 

( 93,000) 
1,000 

$ 76,000 

$ 23,009 
28,000 
10,000 

209,000 
2,000 

( 93,000) 
(103,000) 

§ 76,000 

$105,000 
242,000 
58,000 

405,000 

125,000 
139,000 
20,000 

186,000 
38,000 

308,000 

($103,000) 
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TOUCHE ROSS & CO. 

NEURO AFFILIATES COMPANY 
(A JOINT VENTURE) 

NOTES TO FINANCIAL STATEMENTS 

YEAR ENDED MAY 31, 1974, AND 
FROM NOVEMBER 1, 1972, (INCEPTION) TO MAY 31, 1973 

Note 1 ~ Summary of Significant Accounting Policies: 

Basis of Presentation 

The financial statements include only those assets, Liabilities and results of 

operations of the partners which relate to the business of Neuro Affiliates Company. 

No provision has been made for federal and state income taxes since these taxes are 

the personal responsibility of the partners. 

Depreciation Policy 

The cost of equipment and leasehold improvements is depreciated or amortized over 

the estimated useful Lives of the assets, using the straight-line method of 

depreciation. 

Deferred Costs 

Deferred costs include interest on long-term contracts, which is amortized on a 

straight-line basis, and preopening costs on Crossroads Hospital, which is amortized 

on a straight-line basis over three years beginning January 1974. 

Note 2 = Long-term Debt: 

Long-term debt consists of conditional sales contracts amounting to $68,000 

(net of financing charges included in the face amount of the contracts of $39,000, 

which are collateralized by equipment. ‘The approximate maturities of the long-term 

debt are $39,000 in 1975 and $29,000 in 1976. 

Note 3 - Formation of Joint Venture: 

On November 1, 1972, Hospital Affiliates, Inc. (HAI) of Nashville,’ Tennessee, 

and Comprehensive Care Corporation (Comp Care) of Newport Beach, California, entered 

into an agreement to form a joint venture, Neuro Affiliates Company (NAC). In 

accordance with the agreement, certain assets and liabilities were transferred by 

Calabasas Hospital, Neuro-Psychiatric Center (Comp Care) and Woodview Psychiatric 

Hospital (RAI) to the Company. The partners' contributions were established at 

approximately $39,500 each. The operations of Woodview were merged with the operations 

of Calabasas. The combination of these operations (Woodview-Calabasas) is being 

managed by HAI. The Woodview facility was refurnished and reopened during February 

1973, and is being managed by Comp Care. The two partners will share equally in the 

results of the joint venture operations. 
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TOUCHE ROSS & CO. 

NEURO AFFILIATES COMPANY 
(A JOINT VENTURE) 

NOTES TO FINANCTAT, STATEMENTS 

YEAR ENDED MAY 21, 1974, AND 
FROM NOVEMBER 1, 1972, (INCEPTION) TO MAY 31, 1973 

e
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(Continued) 

Note 4 - Estimated Amounts Due Under Insurance Programs: 

A substantial amount of the revenue of the Company is provided under federal, 

state and Blue Cross insurance programs. Allowable revenue under the programs is 
determined annually by fiscal intermediaries administering the programs based on cost 
reports filed by the Company. ‘The Company is current with the filing of such cost 

reports * however, certain cost reports have not been audited by the intermediaries, and 

other audited reports are under appeal by the Company. The Company believes that 

adequate reserves have been provided in the financial statements for these contingencies. 

Note 5 = Transactions with Partners: 

Rentals 

The Company reimburses annual rentals of $214,000 to Comprehensive Care Corp. and 

$67,000 to Woodview Hospital, a subsidiary of Hospital Affiliates, Inc. for the use 

of hospitsl facilittes. 

Management Fees 

Operating expense includes $27,000 paid to Comprehensive Care Corp., and $73,000 paid 
to Hospital Affiliates, Inc. for administrative and other services. 

Interest Expense 

Interest expense includes $33,000 paid to Hospital Affiliates, Inc. for interest on 

notes payable of $125,000 and cash advances of $103,000, at 3% above the prime rate. 

Management is of the opinion that these trantactions were executed fer a 

consideration substantially equivalent to that which would have been obtained svetween 
wholly unrelated interests. 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

ADDITIONAL NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

Nota 15 - Property, Plant and Equipment: 
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Depreciation is provided on the straight-line method based upon the following 
estimated lives of the assets: buildings and improvements 6 to 40 years, furniture 
and equipment 3 to 12 years and leasehold improvements 3 to 25 years. Depreciation of 
$3,000 and $9,000 has been included in losses of discontinued operations for the years 
ended May 31, 1974 and 1973, respectively. 

Expenditures for repairs and maintenance are charged against income when 
made. The costs of renewals and betterments are charged to the asset accounts. When 
assets fre vetired or sold, the cost and related accumulated depreciation are removed 
from the accounts and the resulting gain or loss is credited or charged to income. 

Substantially all the plant and equipment is pledged to secure deeds of 
trust and equipment purchase contracts, 

Note 16 ~- Supplementary Income Statement Information: 

The follewing amounts were charged to costs and expenses: 

Company Consolidated 

1974 1973 1974 1973 

Maintenance and repairs $19,000 $32,000 $ 55,000 $ 93,000 

Depreciation and amortization of 
property, plant and equipment $50,000 $46,000 $ 98,000 $ 92,000 

Amortization of intangible assets $1,000 $1,000 $ 29,000 $ 30,000 

Taxes, other than income taxes: 
Payroll $40,000 $31,000 $164,000 $124,000 
Real and personal property $35,000 $34,000 $ 90,000 $ 87,000 
Other § 3,000 $2,000 § 6,000 $ 5,000 

Rents $96,000 $79,000 $411,000 $391,000 

The following amounts were charged to discontinued oprations: 

Company Consolidated 

1974 1973 . Lo74 1973 

Maintenance and repairs $ 6,000 > 9,000 $§ 7,000 

Depreciation and amortization of 

property, plant and equipment $ 3,000 $ 3,900 $ 9,000 

Taxes, other than income taxes: 
Payroll $24,900 §$ 24,000 10,00) $ 
Real and personal property $10,000 $ 10,000 §$ 18,000 

$ Rents $41,000 $ 41,000 75,00) 

‘¢ iy FR Ee IF TKE ABOVE PAGE IS LEVIS CLEAR THAN THiS STATEMENT, IT IS 
Di S$ ! U DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. 



TOUCHE ROSS & CO. 

s
a
 

d
p
 

et
h 
a
l
g
e
 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

ADDITIONAL NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

YEARS ENDED MAY 31, 1974 AND 1973 

(Continued) 

The following amounts were charged to extraordinary items: 

Consolidated 
1973 

Taxes, other than income taxes: 
Real and personal property $7,000 
Other $1,000 
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There were no royaltLes or research and development costs paid during the 
above years. Advertising costs paid during the above years were less than 1% of total 
revenue and accordingly not reported. 

Note 17 - Accounts Payable and Accrued Expenses: 

Accounts payable and accrued expenses include salaries and wages in the 

following amounts: 

Company Consolidated 

1974 _ 1973 1974 _1973 

$20,000 $13,000 $61,000 $37,000 
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, COMPREHENSIVE CARE CORPORATION 3 

INVESTMENTS IN, EQUITY IN EARNINGS OF, 2 
AND DIVIDENDS RECEIVED FROM AFFILIATES mo 

YEAR ENDED MAY 31, 1974 2 
— 
2 

Deductions ° 

Distribution Dividends 
Additions of earnings received 

Balance at Equity {loss} by during the 
beginning of taken up affiliates Balance at period from 

period in earnings Other in which Other end of period investmencs 

Number (loss) Number earnings Number Number not accounted 
Name of issuer anc of of affiliates of (loss) were of fer by the 

description of investment. shares Amount for the period shares Amount taken up shares Amount shares Amount equity method 

, CONSOLIDATED SUBSIDIARTHS: 

NPHS, Inc. common stock, 

par value $10 a share 320 ($1,313,000) $744,000 - $ - $ - $§ - 320 ($ 569,000) $§ - 
w Terracina Convalescent 

. Pe Hospital & Home, Inc. 
ie ™ common stock, par value i 
if , $100 a share 50 ( 79,000) 55,000 50 ( 24,000) 
= Fort Worth Neuro-Psychiatric 
‘a Hospital, Inc, common 
= H stock, par value 
i , . $1 a share 10,002 192,000 ¢ 4,000) 10,002 188 ,000 

i. : CAREUNIT, Inc. common 
\ ‘ stock, par value 

; 1 a share $ ( 27,000) 500 37000) (a) 500 ( 35,000) l 

: 1,200,000 $768,000 

(a) Deficit at May 31, 1973, of a division of the parent company 
. which incorporated during 1974, 

{ ‘ . - . 

($_8,000) ($440,009) $= ___ 

= 
Sm 
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COMPREHENSIVE CARE CORPORATiON 2 
_ 3) 

INVESTMENTS IN, EQUITY IN EARNINGS OF, = 

AND DIVIDENDS RECEEVED FROM AFFILIATES -_ : 
°o . : 

YEAR ENDED MAY 31, 1973 “ - 

(Continued) *. . 

Deductions > . 

Distribution Dividends | 

Additions of earnings received 

Balance at Equity (loss) by during the 

beginning of taken up affiliates Balance at period from 

periad in earnings Other in which Other end of period investments 

Number (loss) Number earnings Number Number not accounted . . 

. Name of issuer and cf of affiliates of (loss) were of of for by the . 

, description cf investment shares | Amount for the period shares Amount taken up shares Amount shares Amount equity method ca 

CONSOLIDATED SUBSIDIARIES: 
NPHS, Inc. common stock, 

Js 

par value $10 a share 320 ($1,382,000) § 69,000 - $ - $ - - $ - 320 ($1,313,000) § - - 

. m Terracina Convalescent 

iS Hospital & Home, Inc. 
- . 

i common stock, par 
2756 

: value $100 a share 50 (¢ 66,000) ( 13,000) 50 ¢ 79,000) . § E 

Raleigh Hills Hospital, 
Inc. common stock, 

% 

no par value 300 80,000 300 80,000(a) 

Fort Worth Neuro- 
. eps 

Psychiatric Hospital, 

| Inc. common stock, par 
; 

' value $1 a share 10,002 185,000 7,000 10,002 192,000 ae 

1,183 ,00 $ 63,000 $ - $ - $ 80,000 ($1,200,000) $ - “ — 
— — —= —_— a +: ae os . 

UNCONSOLIDATED SUBSIDIARY: 
Advanced Health Systems, 

: . . 

Ine. common stock, 
. 

no par value (b) $__- $_- 490,000 $116,000 Z—- 490,000 $116,000 3 $ . . . ; 

J (a) Sold June I, 1972, 
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(b) See Note 8 of Notes to Consolidated Financial Statements. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 2 - | 

INVESTMENTS IN, EQUITY IN EARNINGS OF, ah : i 
AND DIVIDENDS RECELVED FROM AFFILIATES a | ‘, | 

YEARS ENDED MAY 31, 1974 AND 1973 oe . . 
Deductions 2 : 

Distribution Dividends - | 
Balance at Additions of earnings received 1 

beginning of Equity (loss) by Balance at during the i 
period taken up Other affillates Other end of period period from : 

Percent in earnings Percent in which Percent Percent investments i 
of (loss) of earnings of of not accounted : . g 

Name of issuer and owner- of affiliates  owner- (loss) were owner- owner- for by the , , description of investment ship Amount for the period ship Amount taken up ship Amount ship Amount equity method ; ae . : 

YEAR ENDED MAY 31, 1974: - 
NFHS, Inc. investment in 

joint venture in Neuro 
° 4 ta AfEiliates Company, i & a partnership 50% $31,000 $78,000 (a) - $ - $_- - g- 50% $109,000 $_- i 

| 2 if 
YEAR ENDED MAY 31, 1973: i 

NPHS, Inc. investment in i 
joint venture in Neuro - me 
Affiliates Company, . -? o 
a partnership - $ ($8,000) (a) - $39,000 $ - g- 50% $.32,000 $= Se —— — = — — Gy 

; Poet et 

co (a) Share of joint venture earnings (loss) re we OM, ‘ 
on, befoce taxes on income. - : 
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TOUCHE ROSS & CO. 

COMPREHENSIVE CARE CORPORAT LON 

INDEBTEDNESS OF AND TO AFFILIATES 

YEARS ENDED MAY 31, 1974 AND 1973 

Name of affiliate 

YEAR ENDED MAY 31, 1974: 
Amounts eliminated in consolidation: 

NPHS, Inc. 
Terracina Convalescent Hospital & Home, Inc. 
Fore Worth Nevro-Psychiatric Hospital, Inc. 
CAREUNIT, Inc. 

-al eliminate? in consolidation 

Amount not eliminated in consolidation: 

Neuro Affiliates Company (a) 

Total indebtedness of and to affiliates 

YEAR ENDED MAY 31, 1973: 

Amounts eliminated in consolidation: 

NPHS, Inc. 

Terracina Convalescent Hospital & Home, Inc. 

Raleigh Hills Hospital, Inc. 

Fort Worth Neure-Psychiatric Hospital, Inc. 

Total eliminated in consolidation 

Amount not eliminated in consolidation: 

Neuro Affiliates Company (a) 

Total indebtedness of and to affiliates 

SCHEDULES IY AND X 

Balance Balance 

receivable receivable 

(pavabLe) (payable) 
at beginning at end 

ef period of period 

$1,240,000 $ 962,000 

( 41,000) ¢ 52,000) 
( 234,000) ( 224,000) 

_ 145,000 

955,000 831,000 

42,000 23,000 

$1,007,000 8 854,000 

$ 985,000 $1,240,000 

( 18,000) ¢ 41,000) 

95,000 

(___ 249,000) (___.234,000) 

813,000 965,000 

42,000 

$813,000 $1,007,000 

(a) Included in accounts receivable on balance sheet of Comprehensive Care Corporation 
and on balance sheet of Comprehensive Care Corporation and subsidiaries. 

5-30 
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TOUCHE ROSS & CO. 
SCHEDULE V 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

PROPERTY, PLANT AND EQUIPMENT 

YEARS ENDED MAY 31, 1974 AND 1973 

Year ended May 31, 
: 1973: 

Land 
Buildings and 

Furniture and 

equipment 

Leasehold 

‘ 
a
e
 
o
e
 

+ 
ee 

y 
m
e
 

‘ 
,
 

- 

fei
 in
ne
ti
ng
 

i 

S
C
E
 

o
r
 

- venture. 

Wt
 

et
 , 

le 

° improvements 

improvements 

$ 616,000 $¢$ - $ 373,000 $ 27,000(a) 

1,328,000 2,000 672,000 

1,237,000 17,000 410,000 255,000(a) 

357,000 6,000 189,000 (a) 

$3,538,000 $25,000 $1,455,000 $471,000 

8-31 

Reductions 
Sales, 

falance at retirements Balance at 
beginning of Additions and end of 

Description period at cost abandonments Other period 

COMPANY: 
Year ended May 31, 

1974: 
Land $ 210,000 § - $ - $ - $ 210,000 

Buildings and 
improvements 658,000 6,000 664,000 

Furniture and 

equipment 227,000 126,000 1,600 352,000 

Leasehold 
improvements 59,000 6,060 12,000 53,000 

$1,154,000 $138,000 § 13,000 $ - $1,279,000 

Year ended May 31, 

1973: 
Land § 210,000 $ - § - $ - $ 210,000 

Buildings and 
improvements 656,000 2,000 658,060 

Furniture and 

equipment 223,000 4,000 227,000 

Leasehold 

improvements 58,000 1,000 59,000 

$1,147,000 § 7,000 $ - §- $1,154,000 

CONSOLIDATED: 
Year ended May 31, 

1974: 
Land $ 216,000 $ > $ - $ - § 216,000 

Buildings and 
improvements 658,000 6,000 664,000 

Furniture and 

equipment 589,000 156,000 11,000 734,000 

Leasehold 

improvements 174,000 54,000 17,000 211,000 

$1,637,000 $216,000 § 28,000 so. $1,825,000 

§ 216,000 

658,000 

589,000 

174,000 

$1,637,000 

(a) Reductions resulting from sale of a wholly-owned subsidiary and transfers to a joint 

Tt 

~DISCLOSURE® 22 tF THE agave PAGE Is Less CLEAR THAN THIS STATEMENT, iT Is. 
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' TOUCHE ROSS & CO. SCHEDULE VI 

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

: ACCUMULATED DEPRECIATION OF PROPERTY, PLANT AND EQUIPMENT 

: YEARS ENDED MAY 31, 1974 AND 1973 

i Reductions 

A Additions Sales, Balance 
; Balance at charged to retirements at 
4 beginning costs and and end of 
: Description of period expenses abandonments Other period 

| COMPANY: 
, Year ended May 31, 1974: 
i Buildings and improve- 
; ments $ 62,000 $ 18,000 $ - S$ - § 80,000 
j Furniture and equ: pment 63,600 28,000 91,000 
f Leasehold improvements 17,000 7,000 12,000 12,000 : 

i $142,000 § 53,000 $12,000 §¢ - $183,000 

Charged to: 
Depreciation and 

| amortization $ 50,000 
Discontinued operations 3,000 

$53,000 

Year ended May 31, 1973: 
‘ Buildings and improve- 
i ments $ 45,000 $ 17,000 $ - $ - $ 62,000 

Furniture and equipment 42,000 21,000 63,000 
Leasehold improvements 9,000 8,009 17,000 

i $ 96,000 § 46,000 $ - §_- £142,000 

; CONSOLIDATED: 

Year ended May 31, 1974: 
4 Buildings and improve- 
: ments § 62,000 § 18,000 § - S$ - § 80,000 

Furniture and equipment 239,000 64,000 9,000 294,000 

Leasehold improvenents 61,000 19 ,000 17,000 63,000 

$362,000 $101,000 $ 26,000 S$ - $437,000 

Charged to: 
Depreciation and 

amortization § 98,090 
Discontinued operations 3,000 

§101 ,000 

Year ended May 31, 1973: 
Buildings and improve- 

ments § 72,000 $ 17,000 § 27,000 § - § 62,000 
Furniture and equipment 280,008 64,000 62,000 43,000 (a) 239,000 

Leasehold improvements 54,000 70,000 13,000 (a) 61,000 
Unallocated _200, 000 200,000 

$606,000 $101,000 $289,000 $56,000 $362,000 

. | Charged to; ‘ 
" Depreciation and % 

amortization $ 92,000 * 
Diacontinued operations 9, G00 

$101,000 

(a) Reductions resulting from sale of a wholly-owned subsidiary and transfers to a 
joint venture, 

§$-32 

DISCLOSURE©. 
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COMPREHENSIVE CARE CORPORATION 4 
°o 

INTANGIBLE ASSETS, DEFERRED RESEARCH AND DEVELOPMENT EXPENSES, PREOFERATING EXPENSES AND SIMILAR DEFERRALS S 
3 

= 

; 
YEARS ENDED MAY 31, 1974 AND 1973 o 

a 

- 
Oo 

Balance at Deductions Balance at 2 
. 

beginning Additions Charged to Charged to chose of 
f 

Classification 
of period at cost costs and expenses other accounts period 

, 

COMPANY: 

| 
3 

‘ 
Year ended May 31, 1974: 

. 

Cost in excess of net assets of purchased 

oo, 

businesses 
$517,000 $- $ - $ $517,000 

aw 

{ 

. 

Year ended May 31, 1973: 

H 
7 

Cost in excess of net assets of purchased 

eo 

i businesses 
$517,000 

$517,000 
a. 

fw 

5 tw 

i CONSOLIDATED : 

Year ended May 31, 1974: 

Cost in excess of net assets of purchased 

x 

: businesses 
$517,000 

$517,000 
. - 

7 
Lease acquisition costs $391,000 $29,000 

$362,000 

: 
Year ended May 31, 1973: 

oi 

Cost in excess of net assets of purchased 

, 

businesses 
$517,000 

$517,000 
a 

$420,000 $29,000 
§391,000 : 

/% 

Lease acquisition costs 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
4 

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES e 

; 
YEARS ENDED MAY 31, 1974 AND 1972 x 

- 
Additions Deductions Balance w 

i . 
Balance at Cnarged to costs and expenses Write-off at * 

“4 
begiuning Discontinued Charged to of end of o 

i. 
Description of period Revenue operations other accounts accounts Other period 

Description fa) . 

Allowance for doubtful accounts 

(deducted from accounts receivable in 

the balance sheet): 
Company: 

Year ended May 31, 

1974 § 5,000 $ 1,000 $25,000 $ 6,000 § 13,000 $ - $ 24,000 

Year ended May 31, 

1973 § 7,000 § 9,000 $ - $ - $11,000 $ «+ § 5,000 

” Consolidated: 

aa =< Year ended May 31, 
: 

rf ’ 1974 $135,000 $130,000 $25,000 $18,000 $121,000 $ - $187,000 \ 

“% Year ended May 31, 

. 1973 $203,000 $125,000 $11,000 $24,000 $117,000 $111,000(b) $135,000 

a 
| 

(a) Amounts included in this column are recoveries on 
| 

: , accounts previously charged to this reserve. 
; 7 

(b) Amount includes: 
il ae . _- 

7 Elimination resulting from sale of a subsidiary § 85,000 Se Tee 

: Transfer to a joint venture 26,000 ; lo os 

a 
$311,000 ee la 

* See Note 7 of notes to consolidated financial statements, 
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OFFICE BUILDING 

PARTIES gt 

TIWS LEASE made this day of __August , 1973 
between, JPH_ ENTERPRISES as Lessor. anil 

COMPREHENSIVE CARE CORPORATION “as Lesser. 

PREMISES ° WITNESSETII: . 
frabove 

Lessor does hereby lease to Lessee and Lessee hereby hires from Lessor those certain premises“ 44 
(hereinafter called premises”) ontlined in red on Exhibit A attached hereto and hereby by reference 

second (2nd) flooraf prom- 
inadé thereto made a part hereof, said premises being situated on the 

that certain building known gs the John P. Hooten building, located at 
230 Newport Center Drive, Newport Beach, California (anproximately 5.337 sq.ft.) Wii. 

Said letting and hiring is upon and subject to the terms, covenants and conditions herein selforth, (5, 
and the Lessee covenants as a material part of the consideration for this Lease to keep and perform 

each and all of said terms, covenants and conditions by it to be kept and performed and that this 
Lease is made upon the condition of such performance. 

PURPOSE 1 ’ 

The premises are to be used for general office purposes and for no ether purpose wilhout the 
written consent! of Lessor. topephonsFonantetakes 

56331 b cowenem ace nee 
TERM 2 ree aiegebucinees. 

The term of this Lease shall be for five (5) yrs., two (2) mos. | commencing on the 
fifteenth (15th) day of __October_ , 193.__*, and ending on the 
fourteenth (14th) day of___December 198 , See Geveariredwonmandix 

POSSESSION 3 

If the Lessor, for any reason whatsoever, catinot deliver possession of the said premises to Lessee 
at the commencement of the term hereof. this Lease shall not be void or voidable, nor shall Lessor be 

liable to Lessee for any loss or damage resulting therefrom, but in that event all rent shall be abated 
during the period between the commencement of the said term and the time when Lessor delivers 
possession. 

third 4 ; 
Lesser agrees to pay to Lessor as gentat fer the premises the sum of § 3,469, 00----------= 

on or before the first day of the feet fall calendar month of the term hereof and a fike sim on or 
before the first day of each and every successive calendar month thereafler during the term hereo!, 

Inthe event the tere of this Lease commenves on a day othec than the first day of a calendar month, 

then upon the day of commencement of the term hereof Lessee shall pay to Lessor as rental for the 
period fron the date of commencement to the first day of the next succeeding calendar month that 

proportion of said monthly rental whieh the ntamber of days between sad day of connmencenient and 

the first day of said nest sieceeding calendar month beaes to 30. fn the event the teri of this Lease 

ends ona diy other thad the last day of a calendar month, thes upon the first diy of the fast calendar 
month of the term hereof Lessee shall pay do Lessor as rental for the period from said first day of 

. 

-}. 

EXHIBIT 1 
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the fast catendar month to and inehiding the last day of the term hereof that proportion of the monthly 
rental whieh the umber of day + between said first day of said fast calendar month and the last day of 
the term of said Lewse bears to Sth ’ 

Said rental shall be paid to Lessor, withoul deduction or offset in kuvful money of the United 
States of America at the Olfiee of the Building, or lo such other person of at such other place as 
Lessor may from tine to lime designate in weiling, 
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RENTAL ADJUSTMENTS 5 

For the purpose of this Paravraph, the folowing terms are defined as follows: 

Base Year: The calendar year in which this lease term commences (provided, however, 
that the Base Year shall in no event be earlier than the frst full calendar year 
following the date of initial occupancy by the first occupant of said building). 
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Comparison Year: Each calendar year of the term after the Base Year. 

Direct Expenses: All direct costs of operation and maintenance, as determined by standard 
ar-ounting practices, shall include the following costs by way of illustration, 
bic not be limited to: real property taxes and assessments; rent taxes, 
whether assessed against the Lessor or assessed ayainst the Lessees and col- 
lected by the Lessor or both; water and sewer charges; insurance premiums: 
utilities; janitorial services; labor; costs incurred in the management of the 
building, if any; air-conditioning; clevator maintenance; supplies; materials: 
equipment; and tools.(“Direct Expenses” shull not include depreciation on 
the building of which the premises are a part or equipment therein, loan 
payments, executive salaries or real estate brokers’ commissions.) 

If the Direct Expenses paid or incurred by the Lessor for the Comparison Year on account of 
the operation or maintenance of the building of which the premises are a part are in excess of the 
Direct Expenses paid or incurred for the Base Year, then the Lessee shall pay__19.13_ % of the 
increase. This perceniage is that portion of the total Net Rentable Area of the building occupied by 
the Lessee hereunder. Lessor shall endeavor to give to Lessce on or before the first day of March of, 
each year following the respective Comparison Year a statement of the increaze in rent payable by 
Lessee hereunder, but failure by Lessor to give such statement by said date shall not constitule a 
waiver by Lessor of its right to require an increase in rent. Upon receipt of the statement for the 
first Comparison Year, Lessee shall pay in full the total amount of inerease due for the first 
Comparison Year, and in addition for the then current year the amount of any such increase shall 
be used as an eslimate for said current year aad this amount shall be divided into twelve (12) equal 
monthly installments and Lessee shall pay to Lessor, concurrently with the regular monthly rent 
payment next due following the receipt of suehistatement.an amotiat equal to one monthly instal- 
ment multiplied by the number of months from January in the calendar year in whieh sacs statement 
is submitted to the month of such payment, both months inclusive. Subsequent costallments shall 
be payable concurrently with the regular monthly rent payments for the balinee of that calendar 
year and shall continue until the nest Comparison Year's statement ts rendered. the nest or any 
steceeding Comparison Year results ina greater increase in Direct Expenses, then upon receipt of a 
stalement from Lessor, Lessee shall pay a lamp sam equal to sich lotal increase in Direet Expenses 
over the Base Year. less the total of the monthly installments of estimated inereases paid in thie 
presions calendar sear for whieh comparison is then being made to the Base Years and the estimted 
monthly installments to be paid for the next year follow ing said Comparison Year shall be adjusted 

9%. 
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to reflect such increase. [f in any Comparison Year the Lessee’s share of Direet Expenses be less thats 
the preceding year, then upon receipt of Leszor’s stalement, any overpayment made Ly Lessee on 
the monthly installment basis provided above shall be credited tawarcds the nest monthly cent 
falling due and the estimated monthly installments of Direct Expenses to he paid shall be adjusted 
to reflect such lower Direct Expenses for the most recent Comparison Year, 

Even though the term has expired and Lessee has vacated from the premises, when the final 
determination is made of Lessee’s share of Direct Expenses for the year in which this lease termin- 
ates, Lessee shall immediately pay any inerease due over the estimated expenses paid and conve rsely 
any overpayment made in the event said expenses decrease shall be immedialely rebated by Lessor 
to Lessee. 

In the event any increase or decrease of the Direct Expenses of the building can be attributed 
to a substantial difference in occupancy fevels for the Base Year and Comparison Year then the 
Direct Expenses for the Base Year shall be equitably adjusted to reflect those Direct Expenses which 
theoretically would have occurred had the building been occupied in the Base Year at approximately 
the same occupancy level as the Comparison Year, and furthermore both the Base Year 

Notwithstanding anything contained in this Paragraph, the rental payable by Lessee shall in no 
event be less than the rent specified in Paragraph + hereof. Dar : 
In no event will the rental rate be x ~and comparison year shal] be h 

USES increased in excess of 5% in any one year. A projected to at least a 90% mee 

Lessee shall not do or permit anything to be done in «r about the premises nor bring or keep 
anything therein which will in any way increase the existing rate of or affect any fire or other insur- 
ance upon the building or any of its contents, or cause a cancellation of any insurance policy covering 
said building or any part thereof or any of its contents, Lessee shall not do or permit anything to be 
done in or about the premises which will in any way obstruct or interfere with the rights of other 
tenants or occupants of the building or injure or annoy them or use or allow the premises to be used 
for any improper, imn.oral, unlawful or objectionable purpose, nor shall Lessee cause, maintain or 
permit any nuisance in, on or about the premises. Lessee shall not commit or suffer to be committed 
any waste in or upon the premises, 

COMPLIANCE 
WITH LAW 7 

Lessee shall not use the premises or permit anything to be done in or about the premises which 
will in any way conflict with any law, statute, ordinance or governmental rule or regulation now in 
force or which may hereafter be enacted or promulgated. Lessee shall at its sole cost and expense 
promptly comply with all laws, statutes, ordinances and governmental rales, regulations or require- 
ments now in ferce or which may hereafter be in force and with the requirements of any board of 
fire underwriters or other similar body now or hereafter constituled relating to or affecting the con- 
dition, use or oceupancy of the premises, excluding structural changes not related to or affected by 
Lessee’s improvenients or acts. The judement of any courl of competent jurisdiction or the adimis- 
sion of Lessee in any action against Lessee, whether Lessor be a parly thereto or not, that Lessee has 
violated any Jaw, statute, ordinance or governmental rule, regulation or requirement, shall be con- 
elusive of that fact as between Lessor anid Lessee. 

ALTERATIONS intends to make further addsitions or improvements however such 
Lessee“shall ie imehkeorentfer-locemade. ane alterations, additions or improvements lo or of 

the premises or any part thereo (without the written consent of Lessor first had and obtainediand any 
alterations, additions or nuprovements to or of said premises, except movable furniture and Irstcle 

fixtures, shall at once become apart of the really and belong to Lessor, in the event Lessor consents 
tu the making of any allerations. additions or improvements lo the premises by Lessee, the sane ofall 

leshall not be made k which co, “ent 
3. Shall nut be 

: . unreasonably 
withheld — 
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hich approval shall be impartial 
and shall not be unreasonably 
withheld. 

be made by Lessee at Leeee's sole cost andes pense anil any contpaetor or person selected by Lessee 

toonatke the same must first be approved of in writing by Lesser, t pon the expiration or sooner ter. 

tinlion of the term bessee shall, apon demand by epson, al Lessee’s sole cost and expense, 

forthwith and with all dov diligence semove airy alterations, additions or improvements made by 

Lessee, desienated by Lessor to be remesed, and Lessee shall, forthwith and wilh all due diligencve at 

its sale cost and expense, repair any damage to the premises caused by such removal, except and exclud- 

ing however those partitions to be installed anytime during the term of tne leas 

within that area cross-hatched in red on Exhibit B. 
REPAIR 9 

By entry hereunder Lessee accepts the premises as being in ood, sanitary order, condition and - 
repair. Lessee shalf at Lessee’s sole cost and expense Keep Ute premises and every part thereot in good 

condition and repair, damage thereto by fire, carthquitke, act of God or the elements excepted, Lessee 

hereby waiving all rights lo make repairs at Lhe expense of Lessor as provided by any daw, slalute or 

ordinance now or hereafter in effect, Lessee shall, upon the expiration er svoner termination of the 

‘term hereof, surrender the premises to Lessor in the same condition as when received, ordinary wear 

and tear and damage by fire,earthqaake, act of God or the elements excepted, Tt is specifically under. 
stood and agreed that Lessor has no obligation and has made no promises Lo aller, remodel, improve, 

repair, decorate or paint the premises or any part thereof and that no representations respecting the 

condition of the premises or the building of which the premises are a part have been made by Lessor 

to Lessee except as specifically herein set forth. 

ABANDONMENT 10 

Lessee shall not vacate or abandon the premises at any time during the term, and if Lessee shall 

abandon, vacate or surrender said premises, or be dispossessed by process of law, or otherwise, any 

personal properly belonging to Lessee and left on thy ,.remises shall be deemed to be abandoned. 

LIENS 11 

Lessee shall keep the premises and the property in which the premises are situated free from any 

liens arising out of any work performed, materials furnished or obligations incurred by Lessee. 

ASSIGNMENT 
AND SUBLETTING 12 

Lessee shall not assign, transfer, mortgage, pledge, hypothecate or encumber this Lease, or any 

interest therein, aud shall not sublet the said premises or any part thereof, or any right or privilege 

appurtenant thercto, or suffer any other person (the agents ind servants of Lessee excepted) to 

occupy or use the said premises, or any portion thereof, without the written consent of Lessor firsl 

had and obtained, which consent shall not be unreasonably withheld, and a consent lo one assign- 

ment, subletting, eceupation or use by any other person shall not be deemed to be a consent to ans 

subsequent assignment, subletting, vecupation or use by another person. Any such assignment or 

subletling without such consent shall be void, and shalk—at-Le-op tiet-ohesser ernie thie 

Lease. This Lease shall net, nor shall any interest therein, be assignable as to the interest of Lessy 

by operation of law, without the wrilten consent of Lessor. 

INDEMNIFICATION 
OF LESSOR 13 

Lessor shall not be liable to Lessee, and Lessee hereby waives all claims against Lessor. for any 

injury or damage to any person or property in or about the prentises by or from any seduce whatso- 

ever Aad, without limiling the generatily of thy foregoing. whether caused by water leakage or ans 

chardeter from the roof, Walls, basement or other portion of the premises or the huilding, of caused 

by gas. fire, oil, electricity or any cause whalsoeser in, on or about the premises or the building or 

any ‘a thereof. 
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bother Lessee will nol. withoul the written consent Jo! 
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Fe 

Lessee shall hold) Lessor harmless from and defend Lessor against say and all claims or fiahilily 
for any injury or damiye Co any person or property whatsoever: (1) occurring in, on or about te 
premises or any part Chereot. and (2) oecurring ingen or shout any favilities (including, withaut prej- 
udice (othe generality of the tern’ facilities”, elevators, sliirw ay s. passageway, hallway > aud parking 
areas), the use of whieh Lessee may have in conjunetion with other tenants of the building. when such 
injury or damage*aube eared Hopweteiehole by the vet, neglect, fault of or omission of iy 

duty with resperUto the same by Lessee, its agents, servants, employ ces, or invilers, “it 
* 

as 

INSURANCE 14 

So long as their respeetive insurers so permit, Lessce and Lessor hereby mutually waive their 
respective rights of recovery against each other for any loss insured by fire, esteuded coverage and 
other property insurance policies existing fur the benefit of the respective party. Each party shall 
obtain any special endorsements, if required hy their insurer, to evidence compliance with the 

aforementioned waiver. 

SERVICES AND 
UTILITIES 1 

Lessor agrees to furnish to the premises during reasonable hours of generally recognized business 
days, to be determined by Lessor, and subject to the rules and regulations of the building of which the 
premises are a part, water and electricity suitable for the intended use of the premises, heat and air 
conditioning required in Lessur’s judgment for the comfertable use and occupation of the premises, 

day/week—Jjuanitorial service, and elevator service, Lessor shall also maintain and keep lighted the common stairs, 
entries and tuilet rooms in the building of which the demised premises are a part. Lessor shall not be 
liable for, and Lessee shall not be entitled to, any abatement or reduction of rental by reason of 
Lessor’s failure to furnish any of the foregoing when such failure is caused by accidents, breakage, 
repairs, strikes, lockouts or other labor disturbances or labor disputes of any character, or by any 
other cause, similar o¢ dissimilar, beyond the reasonable control of Lessor. Lessor shall not be liable 
under any circumstances for loss of ur injury to property, however occurring, through or in connec- 
tion with or incidental to failure to furnish any of the foregoing. Wherever heal generating machines 
or equipment are used in the premises which affect the temperature otherwise maintained by the air 
conditioning system, Lessor reserves the right to install supplementary air conditioning units in the 
premises and the cost thereof, inchiding the cost of installation and the cost of operation and main- 
tenance thereof, shall be paid by Lessee to Lessor upon demand by Lessor. : 

. fieycep photo-copy eyuipmen 
tssur, Use any appiralus or device in Ute 

hsinesS ———premises, neldin botwithoutlniiation thera tectronic data processing machines, punch card 
* 

machines machinestusing current in excess of 10 vollsfwhichav anya increas theamount 
ibe inttertionntthftertished-orspplicttur nsto-tie premices-ascetiera bol feeepieey 

nich may Horvontieewil lrelertriectirrentcenespH throng rex tincaeetsica-ontiete dH le premises arsvater 
pipes un apparulodovien orth prpontolyaincloeteie cuccontorwaler, 1 Lessee shall re- 
quire water or electric current in excess of that usually farnished or supplied for use of Ghe premises 
as seheral office space. Lessee shall first procure the consent of Lessor, whieh Lessor may refuse, to 
the use thereof and Lessor may cause a water meter or electric current meler Lo be installed in the 
premises. so as lo measure the amount of water and electric current constimed for ans such other 
use, The cost of any such meters and of installation, maintenance and cepair thereof shall be paid Cor 
by Lessee and Lessee avrees lo pay lo Lessor prompily upon demand therefor by Lesser for all such 
watler and efeelriv current constamed as showe bs said meters. at the rates charged for such services 

by the City of Newport Beach or the loval pubtic utility. as the ease may he. furnishing 
the same. plus any additional expense ineurred in heeping account of the water and electric current 
so consumed, See Rider Page 5-a 
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Paragraph 15 (Continued) 
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The above notwithstanding, Lessee shall have the right to install, at 

Lessee's expense, one 220 volt outlet and three 119 volt clear line 

autiets, in which case Lessor shal] bear all utility expenses as 

provided in this lease. In the event Lessee installs more than one 

220 volt outlet and three 110 volt clear line outlets, Lessor will 

have the right to instali a meter and charge Lessee the attributable 

utility expense for each 220 volt outlet or each 110 volt clear line 

outlet in excess of the three previously mentioned herein. 

; iP 
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PERSONAL 
PROPERTY 
TAXES - 16 , 

Lessee agrers to pay or cause to be paid, before delinquency, any and all taxes levied or assessed 
and which become payable during the term hereof upon all equipment, furnilure, fixtures and other 
personal property located in the premises; except Uhat which may be owned by Lessor. 

RULES AND 
REGULATIONS - 17 

Lessee shall faithfully observe and comply with the rules and regulations printed on or anuexed 

to this Lease and all reasonable modifications of and additions Unereto from tine to time put into 

effect by Lessor, provided that in such event Lessor shall give written notice thereof to Lessee. Lessor 

shall not be responsible to Lessee for the non performance by any other tenant or occupant of ihe 

building of any of said rules and regulations, but shall diligently enforce said rules 
and regulations as to all Tenants. 

HOLDING 
OVER 18 

If, with Lessor’s consent, Lessee holds possession of the premises after the term of this Lease, 

Lessee shall become a tenant from month to month upon the terme herein specified but at a monthly 
rental equivalent to the then prevailing rental paid by Lessee at the expiration of the lerm of this 
Lease pursuant tu all of the provisions of Paragraphs 4 and 5 hereof, payable in advance on or before 
or upon the first day of each month, and Lessee shall continue in possession until such tenancy shall 
be terminated per prlitsbnneohalltrvesivette-bescera written notice al least one month 

Loa 

prior to the date pf termination of such monthly tenaney of his intention to terminate such tenancy: 
ENTRY BY either party upon 

LESSOR - 19 

Lessor reserves and shall at any and all times have the right to enter the premises to inspect the 
same, to supply janitor service and any other service to be provided by Lessor to Lessee hereunder, to 
submit said premises to prospective purchasers or tenants, lo post notices of nonresponsibility, and to 
alter, improve or repair the premises and any portion of the building of which the premises are a part, 
without abatement of rentyand iaay for that purpose ercet scaffolding and other necessary structures 
where reasonably required by the character of the work to be performed, always providing the entrance 
to the premises shall not be blocked thereby, and (arther providing that the business of Lessee shall - 
not be interfered with unreasonably, Lessee hereby waives any claim for damages for any injury or 
inconvenience to or inlerference with Lessee's business, any loss of ovcupaney or quict enjoyment 
of the premises, and any other loss occasioned thereby, For each of the aforesaid purposes, Lessor 
shall at all times have and retain a hey with which to unlock all of the doors in, upon and about the 

premises, excluding lessee’s vaults and sales, and Lessor shall have the right to tse any and all means 
which Lessor may deem proper to open said duors in an emergency, in order to obtain entry to the 
premises, and any entry ty the premises obtained by Lessor by any of said means, or otherwise, shall 
not under any circumstinees be construed or deemed to be a forcible or untawful eulry into, of a 
detainer of, the premises, or an eviction of Lessee from the premises or any portion thereo!, 

DEFAULT 20 

The occurrence of any of the following shall constitute a material default and breach of this 
Lease by Lessee: “ ; 

(i) Any failure by Lessee to pay the rental or to make any other paywedts required to be 
made by Lessee hereunder (where such failure continues for ten (10) days after written native there: 
of by Lessor to Lessee). ; 

a 
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(ii) The abandonment or vacation of the Premises by Lessee, 

(iii) A failure fy Lessee to observe and perform any other provision of this Lease to be observed 
or performed by Lessee, where such failure continues vor thirty (30) days after written notice thereof 
by Lessor to Lessee; provided, however, that if the nature of sach default is such that the sume cannot 
reasonably be cured within such thirty-day period Lessee shall not be deemed to be in defaultif 
Lessee shall within such period commence such cure and thereafter diligently prosecute the same to 
completion. 
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(iv) The making by Lessee of any general assignment for the beacfit of creditors; the filing by 
or avuinst Lessee of a petition to have Lessee adjudged a bankrupt or of a petition for reorganization 
or arrangement ander any law relating to bankrupley (unless, in the ease of a petition Filed against 
Lessee, the same is dismisced within sixty (60) days); Uhe appointment of a trustee or receiver to 
take possession of substantially all of Lessee’s asscts located at the Premises or of Lessee’s interest 
in this Lease, where possession is not restored to Lessee within thirty (30) days; or the attachment, 
execution or other judicial seizure of substantially all of Lessce’s assets located at the Premises or of 
Lessee’s interest in this Lease, where such seizure is not discharged within thirty (30) days. 

In the event of any such default by Lessce, then in addition to any other remedies available to 
Lessor at law or in equity, Lessor shall have the immediate option to terminate this Lease and all 
tights of Lessee hereund-r by giving written notice of such intention to terminate. In the event that 
Lessor shall elect to o. .-rminale this Lease then Lessor may recover from Lessce: 

(i) the worth at the time of award of any unpaid rent which had been earned at the time of 
such termination; plus 

(ii) the worth at the time of award of the amount by which the unpaid rent which would have 
been carned after termination until the time of award exceeds the amount of such rental loss Lessee 
proves could have been reasonably avoided; plus 

. (iii) the worth at the time of award of the amount by which the unpaid rent for the balance of 
the term after the time of award exceeds the amount of such rental loss that Lessee proves coild be 
reasonably avoided; plus 

(iv) any other amount necessary to compensate Lessor for all the detriment proximately caused 

by Lessce’s failure to perform his obligations under this Lease or which in the ordinary course of 
hings would) bedikelte-peeutt therefrom, and 

ave resu te . tee +o : 
(v) at Lessor’s election, such other amounts in addition to or in lieu of the foregoing as may 

permitted from time to lime by applicable California law, 

The term “rent”, as used herein, shall be deemed to be and to mean the rental, rental adjust- 

ment payments and ail other sums required to be paid by Lessee pursuant to the terms of this Lease. 

As used in subparagraphs (i) and (ii) above, the “worth at the time of award” is computed by 
allowing interest at the rate of ten (10%) percent per annum. As used in subparagraph (iii) above, 
the “worth at the time of award” is computed by discounting sach amount at the discount rate of 

the Federal Reserve Bank of San Francisco at the time of award plus one (1%) percent. 

In the event of any such default by Lessee, Lessor shall also have the right, with or without 

terminating this Lease, to re-enter the Preiaises and remove all persons and property from the 
Premises; such properly may be removed and stored in a public warchovse or elsewhere at the cost 
of and for the account of Lessee, 

In the event of the vacation or abandonment of the Premises by Lessee or in the event that 
Lessor shall elect to re-enter as provided ebove or shall take possession of the Premises pursuant to 
lewal proceeding or pursuant to any notice provided by Jaw, then if Lessor does not elect to terminate 
this Lease as provided above, then Lessor may from time to lime, without lerminating this Lease, 

either recover all rental as it becomes due or relet the Premises or any part thereof for such lerm or 

7. 
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terms and conditions as Les or in ils sole discretion may deem advisable with the right lo make 

alicralions and repairs to the Preavises, 

In the event that Lessor shall elvet to so relet, then rentals receised by Lessor from such reletting 

shall be applied: first. to the pay ment of any indebtedness other than rent duc hereunder from Le-see 

to Lessor; second, to the pasinent of any cost of such relettings third, to the pay ment of Uhe cost of 

any alleralions and repairs to the Premises: fourth, lo the pay mead of rent due and unpaid hereunder; 

and the residue, if any shall be held by Lessor and applied in payment of future rent a the sane may 

become due and payable hereunder, Should that portion of such rentals received from stteh reletting 

during any month, which is applied by the pax ment of rent herenader, be less than the cent payable 

during that menth by Lessee hereunder, then Lessee shall pay such defiviency to Lessor immediately 

upon demand therefor by Lessor. Such deficieney shall be calculated and paid monthly. Lessee shall 

also pay to Lessor, as soon as ascertained, any costs and expenses incurred by Lessor in such reletting 

or in making such alterations and repairs not covered by the rentals received from such reletting. 

No re-entry or taking possession of the Premises by Lessor pursuant to this Paragraph 20 shall 

be construed as an election to terminale this Lease unless a written notice of such intention he given 

to Lessee or unless the termination thereof be decreed by a court of competent jurisdiction, Notwith- 

standing any reletting without termination by Leesor because of any default by Lessee, Lessor may 

at any time after such refetting elect to terminate this Lease for any such default. 

RECONSTRUCTION 21 

In the event the premises or the building of which che premises are a part are damaged by fire or 

other perils covered by extended coverage insurance, Lessor agrees to forthwith repair the same; and 

this Lease shall remain in full force and effect, except that Lessee shall be entitled to a proportionate 

reduction of rent while such repairs are being made, suct: proportionate reduction to be based upon 

the extent to which the making of such repairs shall interfere with the business carried on by Lessee 

in the premises. 

’ In the event the premises or the building of which the premises are a part are damaged as a re- 

sult of any cause other than the perils covered by fire and extended coverage insurance, then Lessor 

shall forthwith repair the same, provided the extent of the destruction be less than twenty-five (25°) 

per cent of the then full replacement value of the premises or the building of which the premises are 

a part, In the event the destruction of the premises or of the building is to an extent greater than 

twenty-five (25%) per cent of the then full replacement value, then Lessor shall have the option 

either: (1) to repair or restore such damage, this Lease continuing in full force and effect, but the 

rent to be proportionately reduced as hereinabove in this paragraph provided; or (2) give notice to 

Lessee at any lime within thirly (30) days after such damage, terminating this Lease as of the date of 

specified-ia such notice, which date-shall be notes than thie 30) aor mare that (60)ahays Aiyiz Ni 

afterthesivineotnaeh-notice, In the event of giving of such notige. this Lease shall expire and all [° r\ 

interest lo the Lessee in the premises shall lerminale on the daly Sh specified ia such notice and the 

sent, reduced by any proportionate reduetion, based upon the extent, if any, to which such damage - 

interfered with the business carried on by Lessee in the premises, shall be paid up to date of such 

termination. 

Notwithstanding anything to the contrary contained in this Paragraph, Lessor shall nol have any 

obligation whatsoever to repair. reeonstract or restore the premises when the damage resulting from 

any casually covered under this Parageaph occurs during the last iwelve (12) months of the term of 

this Lease or any extension thereof, 

Lessor shall not be required te repair any injury or damage by fire er other canse, or to make 

any repairs or replacements of any panels, decoration, offiee fixtures, cailing, ceiling, Moor covering, 

partitions, or any other properly installed in the premises hy Lessee. 

——The-proviviens-ot- Section 1982-Subdiviion-2-ane-section toe Se bdieion-b-oF the Civil ‘ 

tode-of the-State-of- Galilomibeare-herelrewaived-inchereee, fi 
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EMINENT 
DOMAIN 22 

If all or any part of the premises shall be taken or appropriated by any public or quasi-public 
authority under the power of eminent demain, either party hereto shall have the right, at its option, 
to terminate this Lease, and Lessor shall be entitled lo any and all ineome, rent, award, or aay interest 
therein whatsoever whieh may be paid or made in connection wilh such public or quasi-pubtic use 
or purpose, and Lessee shall have no claim against Lessor for the value of any unexpired teem of this 
Lease, If a part of the premises shall be so taken or appropriated and neither party le reto shall elect 
to terminate this Legse, the rental thereafter to be paid shail be equitably reduced, Before Lessee 
may terminale this Lease by reason of taking or appropriation as above provided, such thing or 
appropriation shall be of such an extent and nature as to substantially handicap, impede or impair 
Lessce’s use of the premises, 1f any part of the building other than the premises shalt be so taken or 
appropriated *hesserchall-havethe-right-alils-option, to terminate this Lease and}shall be enti 
to the entire award, as above provided. 7 a 

. : essor 
PLATS AND *either party shall have the right “ 
RIDERS 23 

Clauses, plats and riders, if any, signed by Lessor and Lessce and endorsed on or affixed to this 
Lease are a part hereof. 

SALE BY 
LESSOR 24 

In the event of asale or conveyance by Lessor of the building containing the premises, the same 
shall operate to release Lessor from any future liability upon any of the covenants or conditions, 
express or implied, herein contained in favor of Lessee, and in such event Lessce agrees to look solely 
to the responsibility of the successor in interest of Lessor in and to this Lease. This Lease shall not be 
affected by any such: sale, and Lessee agrees to attorn to the purchaser or assignee. 

ATTORNEYS’ 
FEES 25 

In the event of any action or procecding brought by either party against the other under this 
Lease the prevailing party shall be entitled to recover for the fees of its attorneys in such action or 
proceeding such amount as the Court may adjudge reasonable as altorney’s fees. 

SURRENDER OF 
PREMISES 26 

The voluntiey or other surrender of this Lease by Lessee, or a mutual cancellation thereof, shall 
not work a merger, and shall. at the option of the Lessor, terminate all or any existing subleases or 
subtenancies, or may, at the option of Lessor, operate as an assignment to it of any or all such sub- 

. leases or sublenancivs. 

WAIVER 27 

The waiver by Lessor of any term, covenant or condition herein contained shall not be deemed 
to bea waiver of such ler, covenant of condilion or any subsequent breach of the same or any other 
term, covenant or condition herein contained, The subsequent aveeplanee of rent hereunder by 
Lessor shall not be deemed to be awaiser of any preceding breach by Lessee of any term, covenant 
or condition of this Lease, other than the failure of Lessee to pay the particular rental so accepted, 
regardless of Lessor’s knowledge of such preceding breach at the lime of acceptance of such rent 

9. 
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NOTICES 28 

ALL aotices snd demands whieh may orace required to be given hy either party to the other 
herenader shall be in writing. Alb aolices and demands by the Lessor to the Lessee shall be sent by 
United State> certified or registered mail, postage prepaid, addressed to the Lessee at the premises, 

- or to such alber place as the Lessee may Crom tine to tine designate ina notice to the Lessor. All 
gotiers and demands by the Lessee tothe Lessor shall be seat by Oiled States certified og cegistered 
mail, postage prepaid. addressed) to the Lesser at the Office of the Building, of lo such other person 
or place as the Lessor may font lime to time designate ina notice to the Lessee, 

DEFINED 
TERMS AND 
MARGINAL 
HEADINGS . 29 

The wards “Lenor” and “Lessee as used hereia shall include the plural as well as the singular, 
Words used in masculine gender include the feminine and eeuter. [ff there be more Ui one Lessee 
the obligations hereunder imposed upon Lessee shall be jeint and several. The marginal headings and 
titles to the paragraph of this Lease are nol a part ef this Lease and shall have no effect upon the 
constriction of inlerpetation of any part hereol, 

i . 

TIME 30 
i Time is of the essence ef this Lease and each and all of its provisions, 
i . 

- SUCCESSORS ; 
: AND ASSIGNS 31 

; , The covenants and conditions herein contained,shall, subject to the provisions as lo assignment, 
apply te and dind the heirs, successors, executors, administrators and assigns of the parties hereto. 

PARKING 32 

- Lessee shall have the right to park in the building’s parking facilities in common with 
other tenants of the Luilding upon terms and conditions as may from time to time be established- 
by Lessor, Lessee shall however have the right to park in at least four stalls ° 
per %,000 square feet of occupied space. See iene: taser gg gegen eee] —| . ae +3 aoe y 

SECURITY PY 
DEPOSIT 33 a 

Lessec has deposited with Lessor the sum of Three Thousand Four Hundred 
seventy Five and _no/100ths-------- ($ 3,475,00-------). Said sum shall be held ly 

Lessor as security Cor the Gaithital pecformince by Lessee of all of ihe ieems, covenails, and condi 
liens of this Leae do be hept ad performed by Lessce during the term heseol, Ef Lessee defaults 
Willi respect ta ung provision of this Ledweneluding but aot limited to the provisions relating to the 
pasment of rend. Lesser mis (bet shall vet be required Co) use, apply or retin: all or any part of 
this security deposit for the pay ment of any center any offer sum tn defautt, or forthe pay inent of 
as other amt whieh Lessor nits spend ar became obligated to spend by ceaun of Lessee’s 
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Lessee'’s default. [funy portion of stid depu-itis 20 used or applied, Lessee shall, upon demand dere: 

. for, deposit cash with Lessor in an amanit sufficient to restore the stenrily deposit to ils original 

amount and Lesse'’s failure to de so shall be a material breach of this Lease. Lessor shail not he 

required Lo heep this security deposit separate fom tts ceneral funds, and Lessee shall not be entitled 

tu interest on such deposits [Lessee shall fully and faithfully perform every provision of this Lease 

to be performed by it, the seetirily deposit ar any balance thereat shall be relerned lo Lessee (or, at 

Lessor’s option, to the last assiqnee of Lessee's interests hereanter) at the expiration of the Lease 

term. In the event of termination of Lessor's interest in this Lease, Lessor shall transfer said deposit 

to Lessor’s sticeessor iy interest. 

IN WITNESS WHEREOS Lessor and Lessee have executed this Lease the day and year first 

above written. 
COMPREHENSIVE CARE CORPORATION JPH tod, a 

at f= 

i ee Lect aa oh? By SALG o & 

F Oo 
(LESSOR) _~ Wa / (LESSEE) R
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CONSULT YOUR ATTORNEY ~ This decunent has been prepared for 
subinision lay ourattornes for his appro abit be Finals het sane sililar lor COLDWELL, BANKER & COMPANY IS 

from Ibe standpoint of protection of sar legel rights, No representation or NOT AUTHORIZED TO GIVE LEGAL 

recommendation is tale Coldwell, tanker & Company or ils agents uf OR TAX ADVICE. IF YOU DESIRE 

rx as fo the legal sublicieacy. legal eHfeed or tay conse ietices * 

thie decusnent or ihe teneartum trlalityg therrto. Ihese are questions for LEGAL OR TAX ADVICE, CONSULT 

sour altoricy, YOUR ATTORNEY BEFORE SIGNING. 
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ADDENDUM TO LEASE 
BY AND BETWEEN JPH ENTERPRISES, LESSOR, 
AND COMPREHENSIVE CARE CORPORATION, LESSEE 

DATED 

Article 34 OPTION TO RENEW 

Lessee is hereby granted two 2-year options to renew this lease from 

and after the original term hereof at the then adjusted rental rate. 

All other terms and conditions as herein contained shall be the same. 

Written notice of Lessee's intent to exercise this option to be given 

to Lessor ninety (90) days prior to the expiration of original term of 

this lease. In the event the second 2-year option is exercised, written 

notice of Lessee's intent to exercise this option to be given to Lessor 

ninety (90) days prior to the expiration of the first option period of 

s lease. 

Article 35 - RIGHT TO CANCEL 

Tenant shall have the right to cancel this lease anytime after the end 

-of the third (3rd) year of the lease term. Tenant shall inform Landiord 

in writing ninety (90) days prior to said cancellation date, with a 

cancellation penalty to be paid to Landlerd in an amount equal to two 

(2) months' rent at the then-adjusted rate. Cancellation penaity to 

accompany written notice of cancellation and shall be paid ninety (90) 

days prior to said canceliation. 

. oy . va ao “en 

LeSsoR'S Te LESSEE'S INITIALS”) < ..~ 
LA : 
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RULiL. AND REGULATIONS ATTACHED TO 
AND MADE A PART OF THIS LEASE 

1 7 

No sign, placard, piclure, advertisement, name or nolice shall be inscribed, displayed or printed 

or affixed! on or fo any part of the outside or inside of the building without the wrillen consent of 
Lessor first had and obtained and Lessor shall have the right to remove any such sign, placard, picture, 
advectixement, name or notice without notice to and at the expense of Lessee. 

All approved signs or lettering on doors shall be printed, painted, affixed or inscribed at the 
expense of Lessve by a person approved of by Lessor. 

Lessor shall not place anything or allow anything to be placed near the glass of any window, 
door, partition or wail which may appear unsightly from outside the premises; provided, however, : 

that Lessor is to furnish and install a building standard window drapery at all exterior windows. 

2 

No Lessce shall obtain for use npon the premises ice-drinking- water, towel or other similar serz7 

vice or accept barbering or bootblacking services on the premises, except from persons authorized_- 

by the Lessor and at the hours and under regulations fixed by the Lessor. 

3 

_ The bulletin board or directory of the building will be provided exclusively for the display of 

: the name and location of Lessee only and Lessor reserves the right to exclude any other names . 

therefrom. , 

4 , . 

The sidewalks, halls, passages, exits, entrances, elevators and stairways shall not be obstructed 

by any of the lessees or used by them for any purpose other than for ingress to and egress from their 

respective premises. The halls, passages, exits, entrances, elevators, stairways, balconies and roof are 

not for the use of the general public and the Lessor shall in all cases retain the right to control and 

° prevent access thereto by all persons whose presence in the judgment of the Lessor shall be prejudicial 

. to the safety, character, reputation and interests of the building and its lessees, provided that nothing . 
herein contained shall be construed to prevent such access to persons with whom the lessee normally 

‘. deals in the ordinary course of Lessee’s business unless such persons are engaged in illegat activities. 

No lessee and no employees or invitees of any lessee shall go upon the roof of the building. 

5 

Lessee shall not alter any lock or instal! sny new or additional locks or any bolts on any door 

of the premises, . 

4 

& . 

The toilet rooms, urinals, wash bowls and other apparatus shall not be used for any purpose 

other than that for which they were constracted.and no foreign substance of any kind whatsoever 

shall be thrown therein and ihe expense of any breakage, stoppage or damage resulting from the 

violation of this rule shall be borne by the Lessee who, or whose employces or invitees shall have 

caused it. 

"¢ . 7 

Lessee shall not overload the floor of the premises or mark, drive nails, screw or driflinto the 

partitions, woodwork or plaster or in any way deface dhe premises or any part thereol, exctuding - 

nails for wall pictures ana ornaments. nal 
ANITIAL 
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No furniture, freight or equipment of any Kind shall be brought inte the building without the 
consent of Lessor and all moving of the same inte or out of the building shall be done at such lime 
and ie siteh manner as Lessor shall designate, Lessor shall have the right to prescribe the weight, size 

. ant position of all safes and other heavy equipment broneht inte the building and al-o the times and 
minner of moving the same in and out of the building, Safes or other heavy objects shall. if con-ider- 
ed necessary by Lessor, stand on wood sips of such thickness as is necessics fo properly distribute 
the weight. Lessor will not be cesponsilile forluss of or damage to any such sate or mreperts from any 
case and all damage done to the building by moving or maintaining any such safe or other property 
shall be repaired al the expense of Lessee, 
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Lessee shall not employ any person or persons other than the janitor of Lessor for the purpose 
of cleaning the premises unless otherwise agreed to by Lessor, Except wilh the written consent of 
Lessor,#no person or persons other than these approved by Lessor shall be permitted to enter the 
building fur the purpose of cleaning the same, Lessee shall not cause any unneerssary labor by reason 
of Less¢e’s carelessness or indifference in the preservation of goud order and cleanliness. Lessor shall 
in nowise be responsible to any Lessee for any loss of property on the premises, however occurring, 
or for any damage done to the effeets of any Lessee by the janitor or any other employee or any 
other pé#rson, Janitor service shall include ordinary dusting and cleaning by the janitor assigned to 
such wdrk and shal! net include cleaning of carpets or rugs, except normal vacuuming, or moving of 
furniturp or other special services. ; 

which consent shali not unreasonably be withheld, 

10 

Lessee shall not use, keep or permit to be used or kept any foul or noxious gas or substance in 
the premises, or permit or suffer the premises to be occupied or used in a manner offensive or objec- 
tionable to the Lessor or other occupants of the building by reason of noise, odors and/or vibrations, _- 
or interfere in any way with other lessees or those having business therein, ner shall any animals or - 

. birds be brought in or kept in or about the premises or the building. 

: 11 . : 
. _ ,except for preparation of coffee or related food {tens and except for, 

No cookiny shall be done or permitted by any Lessee on the premises, nor shall the premizes be 
used for the storage of merchandise, for washing clothes, for fodging, or fur any improper, objection. 

able or immoral purposes, Epreparation of food in a micro-wave 
12 —«ooven, 

Lessee shall not use or keep in the premises or the building any kerosene, gasoline or inflammable 
or combustible fluid cr material, or use any method of heating or air conditioning other than that ” 
supplied by Lessor. o- 

13 

Lessor will direct electricians as to where and how telephone and telegraph wires are to be intro- ve 
duced. No boring. or cntting for wires will be aliowed without the consent of Lessor, The location of ; 
telephones, call boxes and other office equipment affised to the premises shall be subject to theo) 
approval of Lessor, which approval shall not be unreasonably withheld. 7k 

14 

Each Lessee, upon the termination of the tenaney, shall deliver fo the Lessor the keys of 
offices, rooms and toilet rooms whieh shall have been furnished the Lessee or whieh the Lessee shall 
have had made. and in the event of loss of any Keys so furnished. shall pay dhe Lessor therefor, 
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15 

No Pesser shail lay linoleum, tile, carpet or other similar Moor covecing so that the same shall 

be affixed to the flour of the premises in any manner except as approved by the Lesser. The expense 

of repairing any damage resulting from a violation of this cule or removal of any Moor covering shall 

. be borne by the Lessee by wham, or by whose contractors, eniployees or invitees, the daniage shall 

have been caused, 

16 

No furniture, packages, supplies, equipment or merchandise will be received in the building or 

carried up or down in the elevators, except between such hours and in such eJevators as shall be 

5 designated by the Lessor. 

7 

On Saturdays, Sunday's and legal holidays, and on other days between the hours of 6:00 P.M. 

and 8:00 A.M. the following day, access to the building, or to the halls, corritturs, elevators or stair- 

ways in the building, or to the premises may be refuse: unless the person seek.. 2 cecess is known to 

the person or employee of the building in charge and has a pass or is properly isnified. The Lessor 

shall in no case be liable for damages for any errer with regard to the admission to or exclusion from 

the building of any person, In case of invasion, mob, riot, public excitement, or other commotion, 

the Lessor reserves the right to prevent access to the building during the continuance of the same by 

closing the dvors or otherwise, for the safety of the Lessees and protection of property in the 

building and the building. 

18 

Lessce shall see that the doors of the premises are closed and securely locked before leaving Wie 

building and must observe strict care and caution that all water faucets or water apparatus are entirely 

shut off befure Lessee or Lessee’s employees leave the building, and that all electricity shall likewise 

be carefully shut off, so as to prevent waste or damage, and for any defatilt or carelessness Lessec 

shall make good all injuries sustained by othe’ tenants or occnpants of the building or Lessor. 

19 

° Lessor reserves the right to exclude or expel from the building any person who, in the judgment 

of Lessor, is intoxicated or under the influence of liquor or drugs, or who shall in any manner do any 

act in violation of any of the rules aid regulations of the building. 

ms 20 

— The requirements of Lessee will be altended to only upon application at the Office of the Build- 

~ ing. Employees of Lessor shall not perform any work or do anything outside of their regular duties 

ao unless under special instructions from the Lessor, and no employee will admit any person (Lessee or 

= otherwise) to any office without specific instructions from the Lessor. 

21 

- No vending machine or maghines of any dereription shall be installed, maintained or operated 

oo upon the premises without the wrillen conscut of the Lessor. 

: " 22 
Lessor shall have the ritht, esereisable without notice and without tinbilily lo Lessee, to change 

the name aut the street address of the building of wuieh the premises are a part. 
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Lessee shall not slisturb, solicit, or canvass any occupant of the building and shall cooperate to 
prevent same; however, this shal] not prevent Lessee from discussing rules and c 
regulations with ether Tenants or joining with them to petition Lessor. 

. - 

, 24 
é 

Without the written consent of Lessor, Lessee shall not use the name of the building in 
connection with or in promoting or advertising the business of Lessce except as Lessee’s address. 
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” 35 
. 8:00 a.m. 6:00 p.m. 

Lessor shall furnish heating and air conditioning during the hours of #0+*i to fap 
° Monday through Knipe etilatiet enka dhe-tabieWePehimorr Saturday, except for holidays. In the 

event Lesiee requizes heating and air conditioning during off hours, Sundays, or holidays, Lessor 
shall on notice provide this at an hourly rate lo be established by Lessor. 

26 . 

* “The word “building” as used herein means the building of which the premises are a part. 
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JPH ENTERPRISES 

a 230 NEWPORT CENTER DRIVE 

NEWPORT BEACH, CALIFORNIA 

TENANT IMPROVEMENT SCHEDULE. 

TENANT PARTITIONING: One hundred (100) lineal feet of interior vinyl parti- 

tioning will be allowed for each one thousand (1,000) square feet of net \ 

rantaole area. 

ELECTRICAL OUTLETS: One (1) duplex wall‘outlet per each one hundred fifty 

(150) square feet of net rentable area. 

TELEPHONE OUTLETS: ‘One (1) wall outlet per each two hundred (200) square 

feet of net rentable: area. 
. , 

CEILING: Suspended "T" .bar grid system with acoustical tile. 

LIGHTING: One (1) 2'x4? fluorescent lighting fixture per seventy five 

(75) square feet of net rentable area. - . 

HEATING AND AIR CONDITIONING: Landtord shall provide heating and air 

conditioning witn separate thermostatically controlled zones consistent 

with good engineering practice. There shall be not less than four such 

thermostatically controlled zones. 4 re y 

DRAPERIES: Standard building draperies shall be provided by Landlord at ‘ 

Lanalord's expense. 

FLOOR COVERING: Landlord shall install carpeting throughout tenant space. 

Colors and quality to be selected by owner zodcebendandosbhnoughouboadter “we - 

brrkhabicorgx Lessee. 

Five (Ss) 

DOORS: One-G) solid core entry doorsshall be provided for each tenant. 

Gne (1) paint grade hollow core interior door shall be provided for each ESA 

IA three hundred twenty (320) square feet of net rentable area. Pa 

GRAPHICS: Suite nuniber and tenant name shall be provided on one (1) entry 

door and on building directory by owner. Al] graphics shall be standard 

throughout building. : 

. . Pt feds ote. 

Tenant—shatd-have—the-right—te—(h)—resaint-the-entnyp ares anda revator 

core--area-i b-Land] ord!s-expense-on-(2}-ordemLantiondte-rep
adie sale “ 

ares-as-Landtormds—exivense . : ~~ <j 

Lessee shall have the right to repaint or redecorate the entry area and . 

elevator area at Lessee's expense upon prior written consent of Lessor. 

' 

EXHIBIT C - 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CALCULATION OF PRIMARY EARNINGS PER SHARE ~
~
 

_ Year ended May 31 
1974 1973 1972 1971 1970 

Net earnings (loss) applicable to common stock 368,000 (a) 489,000 ($2,558,000) $309,000 $298,000 

Average number of shares of common stock and common stock 
equivalents outstanding: 

Average number of shares of common stock outstanding 916,599 915,381 907,958 865, 782 501,527 
Common stock equivalents - convertible preferred stock (b) 7,823 7,813 7,813 250,863 
Dilutive effect of stock options and warrants after 

application of treasury stock method (c) j 

Average number of shares of common stock and common stock 
: equivalents outstanding _ 924,412 923,194 ___ 907,958 873,595 752,390 § 

Primary earnings (loss) per share 40 :53 ($2.82) $.35 -40 4 

. CALCULATION OP FULLY DILUTED EARNINGS PER SHARE 4 

__Year ended May 31 3 
1974 1973 1972 1971 1970 

Net earnings (loss) applicable te common stock on a fully 
diluted basis $370,000 $489,000 ($2,558,000) $309,000 298,000 

Average number of shares outstanding on a fully diluted basis: 
] Shares used in calculating primary earnings per shavi: 924,412 923,194 907,958 873,595 752,390 

i4ar.' 09" average nowher of commen stock outstar'{- 
acezumiag conversion af new preferred stock 33,098 (d) 

Dilutive effect of stock options and warrants afer 
apulication of treasury stock method (c) 1,360 1,360 

Average number of shares outstanding on a fully diluted basis 957,510 923,194 907, 958 874,955 733,130 

Fully diluted earnings (loss) per share 39 53 ($2.82) $.35 $.40 PN 
(a) Net earnings per Consolidated Summary of Earnings $370,000 , . 

Less pro rata share of 8% dividend on new preczerred 4 
stock at May 31, 1974 {__2,000) 

$368 ,00C 

(b) The 7,813 shares of convertible preferred stock outstanding are not reflected in the 1972 earnings computation as they would 

have an antidilutive effect. 
(c) The dilutive effect of stock options and warrants was Less than 3% for 1970 and 2971, therefore, this effect was not shown 

above. Stock options and warrants are not dilutive in 1973 and 1974. 
(d) The dilutive effect relative to assumed conversion of new preferred stock was less than 3%, therefore, this effect was not 

; reflected in the Consolidated Statement of Earnings. See Note 5 of notes to financial statements. LA @ 
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