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Item 1. Businness.

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

oy g e SN

purpose of acqguiring. constructing and operating health care enterprises,

e

]

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, cone

ey g 1y

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 bheuropsychiatric Hospital (Fort Worth):

Calabasas Hospital - Neuropsychiatric Center (Calabasas); and Crossxoads
Hospital (Crossroads).

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

Worth is a 26-bed facility located in Fort Worth, 7'exas; Calabasas is a

117-bed facility located in Calabasasg, California; and Crcssroads is a

33-bed facility located in Van Nuys, California.

Thase 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 corxporation, urd.r a

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

agreement primary maragement responsibility for Calabasas is in APHI and

imary management responsibility for Crossroads is in Registrant.

Registrant operates two extended care facilities, namely,

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

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

Reglstrant operates one intermediate care and two beoard and

care faciliities, namely, Tustin Manor, Gilmar Manor ani Bayview Manor.
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Tustin Manor is a 90-bed facility located in Tustin, california; Gilmar
Manor is a 78~bed 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. Iuke Hospital in Pasadena, California; and the Park Alameda
Hospital in San Jose, California, Pursuant to contracts with such hospi-
tals, Registrant, on a fee per patient per day basis provides treatment for
alccholic patients. Under such contracts, the hospitals provide routine
hospital services such as room, meals and nursing care, and Registrant

provides the doctor, psychologist, therapist, etec.

(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) Mot applicable.

(3} Neot applicable.
(4) Not applicable.
(5) Not applicable.

(6) RBot applicable.

{7) Not applicable.
(8) 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,

namely, the operation of health care facilities, as described above.

Ttem 2.

(2)

Not applicable.

Summary of Operations.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDTARIES

CONSOLIDATED SUMMARY OF EARNINGS

7 ©931
i Bm A g AT B L A Al e S i, 'iiﬂ !ﬁ

[72]

. Year ended May 31 E

1974 1673% 1972 1971 1970 1

[s]

REVENUES : ™

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

Equity in earnings (loss) of joint venture (Note C) 78,000 ( 8,000) 5
other 90,000 60,000 200,000 163,000 37,000 & y

[s]

o]

[7:]

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

COSTS ARD EXPENSES:

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

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

Depreciation and amortization 98,000 92,000 92,000 72,000 61,000 .
& Interest, primarily on iong-term debt 121,000 121,000 119,000 122,000 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

BARNINGS (LOSS) FROM CONTINUING OPERATIONS BEFORE TAXES ON
INCOME AND EXTRAORDINARY ITEMS 363,000 95,000 ( 708,000) 300,000 385,000

TAXES ON INCOME (CREDIT) (Note E) 186,000 44,000 ( 72,000) 127,000 177,000

FEARNINGS (LOSS) FROM CONTINUING OFZRATIONS 179,000 $1,000 ( 636,000) 173,000 208,000

EARNINGS (LOSS) FROM DISCONTINUED OPERATIONS, less
applicable taxes on income (Note A) ( 9,000) {  14,000) ( __547,000) 79,000 56,000

BARNINGS (LOSS) BEFORE EXTRAORDINARY ITEMS 170,000 37,000 ( 1,183,000) 252,000 264,000

¢

ARestated to conform to 1974 classificactions, ' . -
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

*Z walx

CONSOLIDATED JUMMARY OF EARNINGS

(Continued)

Yeay ended May 31
1974 1973% 1972 1271 1970

FARNINGS (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 loss carryforward (Note E) 200,000 123,000
Settlement of litigation and claims and provicion for pending
litigation and claims, net of related income rax credit of
$67,000 - 1973 (Note 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) 82,00 ( 1,175,000)
Gain on sale of subsidiary, net of related taxes on income
of $28,000
Termination settliement witn a former officer, net of iacome
tax credit of ;11,000 29,000)

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

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

EARNINGS (LOSS) PER COMMON SHARE (Note F):
Earnings (loss) from continuing operations $.19 $.06 (¢ .70) $.20 $.28
Earnings (loss) from discontinued operations ( .01) { .02) ( .60) .09 .07
Extraordinary items .22 ( 1.52) .06 .05

: {panuI3uo)) suoijeaadg Jo Axsuwams

‘Net earnings (loss} $.40 . (§2.82) .35 .40

*Restated to conform to 1974 classifications.

See notes to summary of operations,
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BAIANCE, May 31, 1969

Sale of preferred stock

Issuance of common stock for cash and equipment

Expenses in comnection with acquisition cf
pooled companies

Net earnings

BALANCE, May 31, 1970

Sale of common stock in publi~ offering, less
underwriter’'s comnission

Expenses in connection with sale of stock

Conversion of preferred stock into common

- Stock options exercised

Net earnings

BATAMCE, 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 stock 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 B% convertible new preferred svock

Expenses related to sale of stock

Issuance of common stock in connection with
gettlement of a claim

Net earnings

BATANCE, May 31, 1974

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

CONSGLIDATED STATEMENT OF STCCKHOLDERS ' EQUITY

Stockholders'
Convertible New preferred stock Additional Retained equity
referred stock B7 convertible Common Stock paid-in earnings (deficiency in
Shares Amount Shares Amount ~ Shares Azount capital (deficit) assets)
- $§ - - § - 488,000 549,000 - $ 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
8,500 850,000 503,500 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 8,000
— 309,000 308,000
250 25,000 . 197,702 ©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 19,000
4,062 13,000 13,000
2,500 14,000 IA.GGG
( 150) 1,000) L, )
(_2,558,000) 358,000)
250 25,000 917,032 92,000 1,500,000 ( 1,854,000} 2&7,000)
{ 3,350) 1,000) ( 18,000) 19,000)
489,000 449,000
250 25,000 913,682 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 13,000
370,000 370,000
250 §=§§!Dﬂb 6,100 $395,000 938,682 $94,000 $1,486,000 ($1,005,000) $ 905,000

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

NOTES TO_SUMMARY OF OPERATIONS

Note A - 3asis of Accounting:

¢ T TG I H T rik

o
e e s TV

The consolidated financial statements include the accounts of the Company and

its subsidiaries, All significant intercompany accounts and transactions have bheen
eliminated.

The consolidated financial statements for the year ended May 31, 1971,
include the financial statements of Fort VWorth 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).

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

in the contolidated summary of operations, The revenues and net earnings (loss)
from these operations are summarized as follows:

Year a2nded May 31
1974 1.973 1972 1971

Revenues $577,000  $440.000 $1,711.000 $1,450,000
Net earnings “lLoss) ($_9,000) (£.14,000) (£ 547,000) $_ 79,000

Note B - 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
datermined 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,

During 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.

Mote C - Equity in Earnings (Yoss) 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

27reement, certain assets and liabilities were transferred by Calabasas Hospital

Meurto-Psychiatric Center (Company) and Woodview Psychiatric Hospital (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 HAIL. 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 finaneial position of the joint venture at May 31, 1974 and 1973, is
sumnarized 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

Di sc L@SU R E@ IF THE ABOVE PAGE I§ LESS CLEAR THAN THIS STATEMENT, IT 13
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Summary of Operations (continued):

NOTES T0 SUMMARY OF OFPERATIONS

(Continued)

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

1974 1973

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

Net earnings (lcss) before taxes

on incomna $ 157,000 (& 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 reczonsidered its policy of accounting for these costs, acknowledg-
ing the current trends in financial reporting. In negotiations which culminated in
the sale of Raleigh Hille Hospital, Inc., it became apparent that the deferral of such
costs 1s 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 precopening costs expensed at May 31, 1972, were
incurred as follows:

Applicable to
Year ended Continuing Discontinued
May 31 operations operaticns

1970 $ 39,000 $ 10,000 $ 29,000
1971 275,000 55,000 220,000
1972 212,700 74,000 138,000

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

Note E - Taxes on Income:

The Company and its subsidiaries file consolidated corporate income 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 purposen., 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 fncome 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

$ = S (£190.,000) $174,000 $237.000

Above amounts reflect the net tax provision (credit) distributed t» earnings
(loss) from continuing operations, earnings (losz) of discontinued operations and
extraocrdinary items.
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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 reportiug 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

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
deferral for financial reporting of a gain on sale und leaseback of property which
is recognized for tax reporting im 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
11,000 May 31, 1981

s 22,000

Note F - Barnings 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)., 1In
1972, these shares would be antidilutive.

Average outstanding
common shares and
common share equivalents

1570 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 i1ssued 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 Hills 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 f£ive-year option
to repurchase the stock.
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Item 2., Summary of Operations (continued):

NOTES TO SUMMARY OF QPERATIONS

F i b

%

{(Continued)

b
1,1
e

N, !N*_« 3

Hote 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 realizables value as follows:

Exc2ss of cost over related net assets
acquired attributable to Alta Masa $ 400,000

Modification repaira and maintensance
of bullding and grounds 353,000

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

Other _ 222,000

$1.,175.000

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 ( 8%,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,

10.
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Jtem 2. Summary of Operations (continued):

The summary of operations reflects net earnings of $370,000 for the fiscal
year ended May 31, 1974, as compared to net earnings of $489,000 for the Fiscal year
ended May 31, 1973, Such differences between the two y2ars are summarized in the

following tabulations:

e e iy e T YRR RS ¢ g e
.

Earnings (loss)

Fiscal year ended May 31, 1974:

1. Earnings from operations resulting
primarily from increased census
levels, increased rates, lass
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 CAREUNIIS { 67,000)

loss from discontiaued operations -
Anaheim Doctors Hospital ¢__9,000)

$370,000

e ———t——

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 dowmn in fiscal 1972) ( 171,000)
Settlement of litigation and cleims

and provision for pending litigation
and claims ( 129,000)

i

Argd gyt SE !

ey

increase in revenus due to tetroactive
Medi-Cal rate increases and Medicare
and Blue Cross adjustmente as a resuit

of audits for the prlor year 144,000

Reduction on operating losses of operations
commencing in f£iscal 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
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Item 3. Properties.

Registrant's executive offices are Jocated in an office building

AAPANBY o b el 4 3 A Sk a8 RN o ke TR K R

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, thz dates the leases expire

and the monthly rental payable thereunder.

Facility and Address Lease Expires Monthly Rental*

Brea Hospital -~ Neuro- 1986 $11,560
psychiatric Center

875 North Brea Blvd.

Brea, California 92621

Fort Worth Neuro-
psychiatric Hospital

1066 West Magnolia

Fort Worth, Texas 76104

Calabasas Hospital - Neuro- 14,8001
psychiatric Center

25100 Calabasas Road

Calabasas, California 92373

Crossxoads 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

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.

.‘ﬁg,'

Thig amount is reimbursable £o 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 1list of all

\MM’!‘V'-F -

subsidiarires of Registrant setting forth as to each subsidiary the per-
centage of voting securjities owned, or other basis of control, by its

parent:

State of Percentage of Voting
Conmpany Incorporation Securitieg Cwied

NPHS, Inc.* California 100%

Terracina Convalescent California 100%
Hospital*

Fort Worth Neurcpsychiatric lexas 100s%
Hospital, Inc.?*

CAREUNIT, Inc.* california 100%

Item 5. Pending Legal Proceedings,

Registrant was not engaged in any material legal proceedings
during the fiscal year ended May 31, 1974, except as follows:

Calabasas.

On or ahout 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 o

terminate a lease and to evict Registrant from Calaﬁasas, vhich 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 hogpital pursuant to a 25-year Lease
Agreement with Registrant which runs through 1995. The alleged grounds

for the right te térmiﬁate the Lease Agreement included a purported

Subsidiaries included in consolidated financial statements.

14,
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assignment to the joint venture in vielation of the Lease Agreement and

certain alterations to the hospital which were alleged to have been without

e LW T,

the lessor's required consent and in violation of permit 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 texms

of the Lease.

Alta Mesa.

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

was liable to Wolhi, Inc. under a prcmissory 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. HNPHS defaulted in the pay-

ment of guch note, but had no liability to Wolhi other than forfeiting
ite interest in the Alta Mesza facility, as the aforementioned promissory
note and second deed of trust were glven 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 deed note and in addition was relieved of approximately

$100,000 of liability on its note to 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 &--Increases and

L

25,000 shares of Registrant's Common Stock.

2

Devreases in Outstanding Securities.”

15.
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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,

New Preferred Stock - shares outstanding at

1974:

250

June 1, 1973:

at $50 per share:

$50 per share:

June ), 1272:

R —

and at May 31, 1974:

T S N

(b)

(1)

e b et s

(2)

partial settlement of litigation:

(-
(1) Issued on April 19, 1974, for c¢ash
5,800%
{2) 1Issued in May, 1974, for cash at
300
Shares outstanding at May 31, 1974 6,100
Common Stock - shares outstanding at
913,682
(1} Issued on April 19, 1974, in
25,000%
Shares outstanding at May 31, 1974: 938,682
Warrants — outstanding at June 1, 1973,
25,561

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:

April 19, 1974 -- 25,000 shares Common Stock

Aprit 19, 1974 -- 5,8() shares New Preferred Stock

May, 1974 300 shares New Preferred Stock

Market Price on Date of Sale:

Common Stock $1.00 bid; $1.25 a_%ed. New Preferred

Stock not traded; it was a new issue.

Reported in Form 8-X for April, 1974.

16.
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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 paymené 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. HNo underwriting discounts, brokerage commissions or finder's fees

were paid with respect to such cash sale.

(5) Exerption 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 ftock
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 registraf:ion and prospectus delivery requirenments of the
het pursuant to Section 4(2) thereof as transactions not involving any

public offering.

{(6) Legend, Stop Transfer:

Al)l of the above-mentioned securzities 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. §. Stock Transfer Corporation with respeét to the

6,00 shares of New Preferred Stock as Registrant is acting as its own

transfer ngent with respect to such shares.

17.
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Item 7. Approximate Number of Equi-y Security Holders.

Number of Record
Holders as of
itle of Class May 31, 1973

e
[T T L

Common Stock, par value $.10 per share 73
Preferred Stock, par value $100 per share

New Preferred 3tock, par valua $50 per share

Item 8. Execuiive 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.

From Januwary, 1969, to May, 1972, he was the Chief Executive Officer of
S.D.S. Mapnagement Sexvices, a health care consulting firm.
Mr. Klein has been the Executive Vice President of Registrant

since Novemher, 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 Tresasurer since December, 1973.

R

Mr. Nicol has been the Secretary of Registrant since December,

»
s

1973, and a Vice President of Registrant since April, 1974. He was a

Project Manager and the Controller cof Advanced Health Systems, Inc., a

e
i
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hospital management f£irm from December, 1972, to June, 1973. From
December, 1970, to November, 1972, Mr. hlcol was employed by S.D.S. Manage-

ment Services. Prior to that, Mr. Nicol was a student.

T A A58 ity DL £ gt a5

Item 9, Indemnification of Directors and Officers.

Section 145 of the General Corporation Law of the State of
Delawvare, 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 reasonabla cause to helieve 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 detexrmine that such

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

In addition to the foregoing, to tha 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,

By O s
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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 has been success-

ful in his defense of an action or any claim, issue or matter thereir, the
determination as to whethevr any such officer or director skall be indemni-
fied shall be made (1) by the Board of Directors by a majority vote of

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

Other provisions of Section 145 provade that, upon the meeting
of certain conditions, expenses of an officer or director may be paid
prior to final 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 oanny such officer or director;

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

Item 10. Financial Statements and Exhibits Filed.

(2) The Index to Financial Statements and Schecdules appearing
on page S-1 of 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.

20.
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Omitted. Registrant has filed proxy material with respect to

its Annual Meeting éovering its fiscal year ended May 31, 1974.
Pursuant to the requirements of Section 13 or 15(d) of the

Securities Exchange Ac.t of 1934, the Registrant has duly caused this

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

authorized.

COMPREHENSIVE CARE CORPORATION

Will:.am Jame z!" ol ’

Bdmimstrativa Vice President

DATED: August Fo , 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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TOUCHE ROSS & CO.

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

FINANCIAL STATEMENTS AND SCHEDULES

YEARS ENDED MAY 31, 1974 AND 1973 ,

INDEX :
#
Page 5
number %
7
Accountants' reports §-2-3 -
{
Consolidated financial statements of Comprehensive Care £
Corporation and subsidiaries - years ended May 31, .
1974 and 1973: b
Congolidated balance sheet 5-4 ' é:L
Consolidated statement of earnings 5-5 B
Consolidated statement of stockholders' equity S-6
Consolidated statement of changes in financial position S-7
Notes to consolidated financial statements S5-8-15

Financial statements of Comprehensive Care Corporatioa -
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 S-18
Notes to financial statements -~ same as consolidated S-8-15

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

Balance sheet s-19
Statement of operations 5-20
Statement of changes in financial position 5-21
Notes to financlial statements 5-22-.23

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

Additional notes to consolidated financial statements S.25-26
Schedules - years ended May 31, 1974 and 1973:

III - Investments in, equity in earnings of, and

dividends received from affiliates 5-27-29
1V and X - Indebtedness of and tc affiliates 5-30
V - Property, plant and equipment S.31
VI - Accumulated depreciation of property, plant
and equipment §-32
VII - Intangible assets, deferred research and deve lopment
expenses, preoperating expenses and similar deferrals 5-33
XII - Valuation and qualifying accounts and reserves 5-34

All other schedules are omitted because they are inapplicable, not required under the
instructions or the information is included in the financial statements or notes

thereto.
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TOUCHE ROSS & CO.

3700 WILSHIRE BOULEVARD
LOS ANGELES, CALIFORNIA 90010

July 25, 1974
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Board of Direccors
Comprehensive Care Corporation
Newport Beach, California

We have exawined 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, stockiolders' equity
and changes in financisl position for the years then ended and the additional notes
and schedules listed in the accompanying index. Our examination was made in
E accordance with generally accepted eudift 'ng standards, and accordingly included such
tests of the accounting records and gsuch 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 oa a consistent
basis. Further, in our opinion, the additional notes and schedules preseat fairly
the information therein set forth.

Treokdo oo - &,

Certified Public Accountants
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TOUCHE ROSS & CO.

3700 WILSHIRE BOULEVARD
LOS ANGELES, CALIFORNIA 90010

[T
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July 15, 1974

R L N e WO T R )

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
auditiug procedures as we considered necessary in the circumstances.

e b iy LG Tl

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 principler applied on a consistent basis,

A

Certified Public Accountants
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TOUCHE ROSS & CO,
COMPREHENSIVE CARE CORPORATION AND SUL3IDIARIES
CONSOLIDATED BALANCE SBEET

ASSETS

CURRENT ASSETS:
Cash (including restricted balances of $14,000 - 1974
and 11,000 . 1973) 5 101,000
Accounts receivable, less allowance for doubtful accounts
of $187,000 - 1974 and $135,000 - 1973, partially
assigned as collateral to short-term borrowings of
$9,000 - 1974 (Note 14 and Schedule XII) 1,090,000 579,000
Prepaid expenses and supplies 203,000 161,000

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 depreciatlon 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

165,000 322,000
$3,831,000 (7,000

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 PR0OGRAMS AFTER ONE YEAR (Note 2) 83,000
DEFERRED GAIN ON SALE AND LEASEBACK OF PROPERTY (Note 1) 160,000 167,000
RESERVE FOR LITIGATION AND CIAIMS (Mote 11) 60,000 440,000
LONG-TERM DEBT DUE AFTER ONE YEAR (Note 3) 1,269,000 1,346,000

COMMITMENTS (Note 12)

STOCKHOLDERS' EQUITY:
Capital stock:
“onvertible Preferred Stock, par value $5i80Q a share;
authorized, 250 shares; issued and outstanding,
250 shares (Note 4) 25,000
New Preferred Stock, par value $50 a share; author:ired,
60,000 shares, 87 Convertible Serias, issued and
outstanding, 6,100 shares (Note 5) 305,000
Cormuon Stock, par value $.10 & share; authorized,
2,000,000 shares; isgued 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
$1,831,000  $3,307,000

+

ol

5T T U
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*Regtated to conform to 1974 classifications.
See notes to consolidated financial statements.
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TOUCHE ROSS & CO.

rred N el

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

ey 4,
;

CONSOLIDATED STATEMENT OF EARNINGS

dem e e Ry

May 31
1974 1973% .
REVENUES :
Patient care (Note 2) £4,928,000 $3,832,000 oo
Equity in earnings (loss) of joint venturs (Note 7) 78,000 ( 8,000) 7
Other 90,000 60,000

5,006,000 3,884,000 . y
COSTS AND EXPENSES: o
Operating 3,378,000 2,775,000 i
General and administrative 1,134,000 801,000 i 3
Depreciation and amortization 98,000 92,000 e
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 44,000

EARNINGS FROM CONTINUING OPERATIONS 179,000 51,000

LOSSES FROM DISCONTINUED OPERATIONS, net of related
income zax credits of $10,000 - 1974 and $15,000 -

1973 (Note 10) ( 8,000 ( 14,000)
EARNINGS BEFORE EXTRAORDINARY ITEMS 170,000 37,000

- EXTRAORDINARY ITEMS:
Income tax reduction obtained by utilization of net -
operating loss carryforwazd (Note 13) 200,000 123,000 s
Seirlement of litigation and claims and provision L -
for pending litigation and claims, net of related -7

income tax credit of £67,000 (Note 11) { 62,000) .
Galu on sale of investment, net of related taxes on
income of $259,000 (Note 8) 473,000

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

~

82,000) C 5
200,000 452,000

NET EARMNINGS $_370.000 4§ 489,000 ,

EARNINGS PER COMMON SHARE (Note 1):

Earnings from continuing operations $.19 $.06 ) ' ‘
Losges from discontinued operatious { .0l) ( .02) L
Extraordinary items 22 4R Wl

$a40 $.53 o

*Restated to conform to 1974 classifications.

See notes to coasolidated financial statements.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES p=y
S
CONSOLIDATED STATEMENT OF STOCKHNOLDERS' EQUITY =
o
Qi
Convertible Nc- preferred stock Additional : ;
preferred stock 87 Convertible Common stock paid-in o l
i Shares Amount Sharces Amount Shares Amount capital Deficit Total o !
f 1
{ BALANCE, May 31, 1972 250 425,000 § - 817,032 $92,000 51,500,000 (51,864,000) (%$247,000) i
Cancellation of shares "
previously issued ( 3,350) ( 1,000) ( 18,000) ( 19,000)
Net earnings _ 489,000 489,000
}
BALANCE, May 31, 1973 250 25,000 913,682 91,000 1,462,000 ( 1,375,000) 223,000
ta Sale of B7 Convertible
o 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
gettlement 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 $305,000 938,682 594,000 51,486,000 (51.,005,000) $905,000
|
‘ T S ‘ See notes to consolidated financlal statements., '
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TOUCHE ROSS & CO.

COMPREHENSIVE CARE CCRPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL P9SITION

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 1items
Items not requiring outlay of working capital

Funds provided from operations, including extraordinary

items

Net proceeds from sale of new preferred stouck

Additional long-term debt due after ome year

Additions of amounts due under insurance programs
after one year

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

3dales, 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 in deferred gain on sale and leaseback of
property

Investment in joint venture

Cancellation of stock previously issued

dther

Increase in working capital

TGIAL FUNDS APPLIED

SUMMARY OF IMCREASES (DECREASES) IN WORKING CAPITAL:
Current assets:
Cash
Accounts receivable
Prepaid expenses and supplies

Current liabilities:
Short-term borrowings
Accounts payable and accrued expensas
Amounts due under lnsurance programr within one year
Long-terw debt due within one year

INCREASE IN WORKING CAPITAL

*Ralated to conform to 1974 classifications.

Yezr 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

295,000

574,000

415,000
299,000
106,000
83,000

(  4,000)

2,000

742,000

69,000

97,000

1,581,000
116,000

$901,000

$216,000

163,000

148,000

374,000

$2,605,000

$ 25,000

512,000
1,152,000
291,000

217,000
39,000
19,000

2,000

348,000

901,000

$ 39,000
511,000
47,000

2,605,000

($ 227,000)
( 268,000)
(__.132,000)

597,000

(___627,000)

9,000
219,000

( 54,000)
49,000

( 76,000)
{ 686,000)
( 162,000)
(__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 SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED MAY 31, 1974 AND 1973

Nete 1 - Summary of Significant Accounting Policies:

Basis of Presentation

The consolidated financial statements include the acc:unts of the Company ard
its gubsidiaries. 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 assets, using the straight-
line method.

Lease Acquisition (osts

lease acquisition costs incurred in obtaining two long-term leases of hogpital
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 net assets of purchased businesses ig not being amortized since,
in the opinion of management, there has been no decline in the values of thege
businesses,

Taxeg on Income

The Corpany 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 om income is reduced by the amount of
the creditz 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 the related lease,
purtially offsetting rent and leasehold coste.

Esrnings Per Common Share

Earnings per common share are based on the weighted average number of common shares
outatanding each year. Earnings per common share were adjusted to give effect to
comon 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 FINANCIAL STATEMENIS

YEARS ENDED mAV 31, 1974 AND 1973

{Continued)

e W AT i AR o Pk, <A

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 Ccampany. The Company is currxent 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.

During 1974, results 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

6-1/27 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
monthly 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, 19vl 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 shall 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 550
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 nct below the par value thereof), dividend irights, 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 Stoclc outstanding; unless seventy-five percent
of the Convertible Preferred Stock shall consent thereto, the Board of Directors may
not fix any of such rightas, 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 ramk prior teo 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.

iy W7 24 e

E A

[N S

okt st B Ry

W- - =, .-

Lo Tr——imgmagn

. i SCLGSURE(@ IF 'I'HE ABOVE PAGE |s usss CLEAR mm 'rms STATEMENT. mis
DVE TO PooR PHOTOGHAPHIC QUALITY. OF 'rms oocuueur.‘ L

3 . \ S i, Y.




E

e, FApT R A R ke A1 E e e e 5,

TOUCHE ROSS & CO.

COMPREHENSIVE CARE CORPCORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDFD MAY 31, 1974 AND 1973

(Continued)

Transactions during the year under the plan are summarized below:

Shares undex option
Exercise Shares
Number prices avallable
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 Optioms

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
its subsidiaries and members of medical staffs of facilities owned or operated by
the Company.

The stock, nubject to the options granted under the 1973 Nonqualified Plan, shall
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 axercise of options granted under the 1973 Nonqualified Plan shall not
excced 75,000,

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
1975 and 1976.

An sgreement 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 757 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.

0 SU R E@ IF THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT. IT1S - .
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TOUCHE ROSS & CO.

COMFREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED MAY 31, 1974 AND 1973

(Continued)

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

On November 1, 1972, the Company entered into a joint venture agreement with Hospital
Affiliates, Inc. {AHI) of Nashviile, Tennessee. 1In accordance with the agreement,
certain assets and liagbilities wer=s iransferred by Calabasics Hospital Neuro-Psychiatric
Center (Company) and Woodview Psycniawric Hospital (HAI) to Neuro Affiliates Company.
the joint venture partmnership. The operations of Woodview were merged into the
operations of Calabasas. The combined opersations are being managed by HAI. After
vefurbishing 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

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 ($___17,000)

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 wr.tten 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 expensesg.
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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:

Tn 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 closlng down the operation
would not materially affect the financlal 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.) Operatlons 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 s1, 1974, all material lawsuits and claims filed against the Company have been
gsettled. 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 equipmert leases contain
purchase options. Accordingly, these leases have been capitalized by the Company.
The remaining equipment leases are not significant and, therefore, are not included

herein.

TIRT WAL 20 BT L

The total facilities rental expense for the two years ended May 31, 1974 and 1973,
was as follows:

1974 1973

Coatinuing operations $388,000 $375,000
Discontinued operations 36,000 74,000

8424,000 $449,000

, Dsc LOSU RE® IF THE ABOVE PAGE IS LESS GLEAR THAN THIS STATEMENT, IT IS ‘
LA LI IUIF DUE TO POOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. -

+




TOUCHE ROSS & CO.
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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 2 deferred
gain on sale and leaseback of property of $7,000 was charged to operations in 1974 and
1973.

TS I A LA R AW Fudiab ol e DY B S a bl N d iy ae

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 - 1289 - $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 in:lude $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.

Note 13 - Taxes on Income:

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

I

S

For financial reporting, the Company and its subsidiaries have federal income tax
carryovers of approximately $1,539,000 available to offset future income. The difference
in the smount of the tax loss carryforward is due principally to deferral for financial
repoxting 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 SUBSIDTARIES

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:

o e e YA RS Y AR TS I A st 2 o e s

Amount Expiration date

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

11,000 May 31, 1981

$22,000

Note 14 - Subsequent Event:

The Company obtained a line of credit with a major bank in Jure 1974. TLoans will bear
interest at approximately 147 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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TOUCHE ROSS & CO.

COMPREHENSIVE CARE CORPORATION
BALANCE SHEET

A b e gt & vareend s T

ASSETS

CURRENT ASSETS:
Cash (ineluding restricted balances of $10,000 - 1974
and $8,000 - 1973) 87,000 47,000
Accounts receivable, less allowance for doubtful
accounts of §24,000 - 1974 and $5,000 - 1973
{Schedule XII) 218,000 88,000
Prepald expenses and supplies 72,000 64,000

TOTAL CURRENT ASSETS 377,000 199,000

DEFICIENCY IN ASSETS OF SUBSIDIARIES - equity method
(Schedule III) 440,000 ( 1,200,000)

OTHER ASSETS: N
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 ( 183,000y ( 142,000)
1,096,000 1,012,000

COST IN EXCESS OF NET ASSETS OF PURCHASED RUSINESSES 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) 902,000 725,000
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 Series; 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  $1,74%,000

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

COMPREHENSIVE CARE CORPORATION

STATEMENT OF EARNIFGS

Year ended May 31

1974

1973*

REVENUES:
Parient care (Note 2)
Other

$ 829,000
91,000

$758,000
75,000

920,000

833,000

COSTS AND EXPENSES:
Cparating
General and adminilstrative
Interest
Depreciation

557,000
590,000
108,000

50,000

529,000
177,000
107,000

46,000

1,305,600

859,000

LOSS BEFORE INCOME TAX CREDIT, EQUITY IN NET EARNINGS
OF SUBSIJTARIES AND EXTRAORDINARY ITEMS

INCOME TAX CREDIT

385,000)

196,000

( 75,000)

12,000

rd

L0635 FHOM DISCON INUTD OPERATIONS, vet of related
income Ytax credit (Note 10)

189,000}

9,000)

( 14,000)

LOSS BEFOR® EQUINY I NET EARNINGS OF SUBSIDIARIES
£RD EXTRAORDINARY 1TEMS

EQUYTY IN NET EARNINCS OF SUBSIDIARILS, exclvsive
of extraordinary items

198,000)

368,000

14,000)

51,000

EARNINGS BEFORE EXTRAORDINARY ITEMS

170,000

37,000

EXTRACRDINARY ITEMS:

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

Gain on sale of investment, net of related taxes
on income oif $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
fuicome tax credit of $67,000 (Note 11)

200,000

123,000
473,000

{ 82,070)

(__62,000)

200,000

452,000

NET EARNTNGS

*Regtated to conform to 1974 classifications.

See notes to consolidated financial atatements,
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TOUCHE ROES & CO.

COMPREHENSIVE CARE CORPORATION

STATEMENT OF CHANGES IN FINANCIAL POSITION

SOURCE OF FUNDS:

Qperations:
Earnings exclusive of extraordinary items

Add item ne: requiring outlay of (providing® working

capitsl in the current period:
Depreciatior, stralght-line method
Equity in (earnings) of subsidiaries

Funds provided from {(required for) operations
exclusive of extraordinary items

Extraordinary items
Items not requiring outlay of werking capital
Amount of net extraosdinary items taken by subsidiary

Funds provided from operations, including extraordinary

items

Net proceeds from sale of new preferred stock

Sale and retirement of property, plant and equipment

Book value of investment sold

Additions to long-term debt

Decrease in notes recelvable

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

Decrease in amounts due from subsidiaries

Settlement of litigation and claims by cash payments,
issuance of common stock and cancellation of notes
receivable and payabla

TOTAL FUNDS PROVIDED

APPLICATION OF FUNDS:

Increase in amsunts 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 CAPLITAL:
Current assets:

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,
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Year ended May 31

1974 1973

$170,000 5 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

$ 40,000 ($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 AFFILJATES COMPANY
A JOINT VENILRE)
B\ ANCE SPEET
_ May 31
1974 1973
(Note 3)
l ASSETS
CURRENT ASSETS:
Cash $ 67,000 $105,000
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 ASSETS 706,000 405,000
EQUIPMENT AND IMPROVEMENTS, at cost (Note 2):
Furniture and equipment 168,000 161,000
Leasechold 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

TSI WA A NN SR S e

LIABILITIES AND PARTNERS' CAFITAL

CURRENT LIABILITIES:

3 Notes payable to affiljated company (Note 5) $125,000 $125,000
Accounts payable and accrued expenses 109,000 139,000
¥ Estimated amounts due under insuzance pyograms (Note &) §1,000 20,000
4 Amounts due affiliated companies, net (Note 5) 331,000 186,000
1 Current portion of long-term debt 39,000 38,900
g TOTAL CURRENT LIABILITIES 665,000 508,000
: LONG-TERM DEBT, less portion dus within cne year
: included in current liabilities (Note 2) 29,000 70,000
] TOTAL LIABILITIES 694,000 578,000
; PAKRTNERS ' CAPITAL 219,000 62,000

$913,000  $640,000

e s St

—
oy

e

Ser notes to financial statements.
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TAUCHE ROSS & CO.

A ¥ ey

NEURO AFFILTATES COMPANY
(A JOINT VENTURE)

STATEMENT OF OPERATIONS

Fron
Year ended November 1, 1972,
May 31, {(inceptlion) to
1974 May 31, 1973
(Note 3)

£ BV 1 e e STt 154 2

REVENUES :
Patient 42,062,000 $885,000
Other 22,000

2,084,000

COSTS AND EXPENSES:
Operating (Yote 3) 1,512,000
General and administrative 347,000
Interest (Note 5) 68,000

1,927,000

NET INCOME (LOSS) $ 157,000

v ra e
A L K e 2T it ohan AR i g o e e TR 1

i
3
1
3
/
¥
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1
3
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See notes to financial stataments.
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TOUCHE ROSS & CO.

NEURQ AFFILTATES 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, Inc.:
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 contributead

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
initially contributed by joint venture partners:
Equipment aad improvements
Other assets
Long-term debt, less portion due within one
year included in working capital contributed
Increasma (decrease) in wovrking capital

SUMMARY OF INCREASE (DECREASE) IN WORKING CAFITAL:
Current assets:
Cash
Lccounts receivable, net
Prepaid expenses, supplies and other assets

Current liabilities:
Notes payable to affiliated company
dccounts payable and accrued expenses
Fetimated amounts due under insurance programs
samounts due affiliated companies, net
Current portion of long-term aebt

INCREASE (DECREASE) IN WORKING CAPITAL

Year ended
May 31,
1974

From
November 1, 1972,
{inception) 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
157,000

$144,000

See notes to financlal 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

$ 23,000
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

508,000

($103,000)

DH sCLOSU R E@ IF THE ABOVE PAGE 1S LESS CLEAR THAN THIS STATEMENT, IT IS
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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 transferrad by
Calabasas Hospital, Neuro-Psychiatric Center (Comp Care) and Woodview Psychiatric
Hospital (HAI) 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 partmers will share equally in the
results of the joint venture operations.

Lok ety Mol iy
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TOUCHE ROSS & CO.

NEURO AFFILIATES COMPANY
(A JOINT VEKIURE)

NOTES TO FINANCIA, STATEMENTS

YEAR ENDED MAY 11, 1974, AND
FROM NOVEMBER 1, 1972, (INCEPTION) TO MAY 31, 1973

e S8 e

{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 currxent 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 facilities.

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 37 above the prime rate.

Management is of the opinion that these trantactions were executed fc+ a

consideration substantially equivalent to that which would have been obtained oetween
wholly unrelated interests.

S, W .
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TOUCHE ROSS & CO,

ADDITIONAL NOTES AND SCHEDULES

FUBRNISHED PURSUANT
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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

Mota 15 - Property, Plant and Equipment:

b Uil BT S Ll g 34 Lt

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 dis:zontinued 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 rre 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 $413,000 $391,000

The following amounts were charged to discontinued opi.rations:

Company Consolidated

1974 1973 L1974 1973

Maintenance and repairs $ 6,000 § »,000 $ 7,000

Depreciation and amortization of
property, plant and equipment $ 3,000 § 3,000 $ 9,000

Taxes, other than income taxes:
Payroll $24,000 $ 24,000 10,000

$
Rezl and personal property $10,000 $ 10,000 $ 18,000
Rent's $41,000 $ 41,000 $ 75,000

( A R E IF THE ABOVE PAGE IS LE\iS CLEAR THAN THI5 STATEMENTY, IT IS
D' S I U DUE TO POOR PHOTOGR\PHIC QUALITY OF THIS DOCUMENT.




TOUCHE ROSS & CO.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

ADDITIONAL NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS

YEARS ENDED MAY 31, 1974 AND 1973

(Continued)

The following amounts were charged to extraordinary items:

Congolidated
1973
Taxes, other than income taxes:
Real and personal property 47,000
Other $1,000

P R e ™ "o e Bl 4 i A Dt BN e B iy o i o A e et bl o A £

There were no royalties or research and development costs paid during the
above years. Advertising costs paid during the above years were less than 17 of total
revenue and accordingly not reported.

Note 17 - Accounts Pavable 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 $61,000 537,000
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. COMPREHENSIVE CARE CORPORATION §
INVESTMENTS IN, EQUITY IN EARNINGS OF, 2
AND DIVIDENDS RECEIVED FROH AFFILIATES mo
YEAR ENDED MAY 31, 1974 §
go
O
Deductions o
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 and of of affiliates of (loss) were of frr by the
description of investmenf. shares Amount for the period shares Amount taken up shares Amount shares Amount equity method
! CONSOLIDATED SUBSIDIARIES:
NPHS, Inc., common stock,
par value $10 a share 320 (%$1,313,000) $744,000 - 5§ - 5§ - $§ - 320 (¢ 569,000) § -
w» Terracina Convalescent:
. Y Hospital & Home, Inc.
18 ~ common stock, par value ;
3 . . $100 a share 50 {  79,000) 55,000 50 ( 24,000) f
. Fort Worth Neuro-Psychiatric
o Hospital, ¥nc. common
g ‘ stock, par value
- ’ : $1 a share 10,00z 192,000 { 4,000) 10,002 188,000
% - CAREUNIT, Inc. common
‘ ' stock, par value
: 1 a share
¢ ( 27,000) 500 ;:ggg) @ 500 ( 35,000) g

. 1,200,000 $768,000

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

| ‘ . - .

(3__8,000)

(8_440,0000 & .-

- ™,

DI sc LOSU R EC) If THE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT. IT IS ;
DUE TO POGH PHOTOGRAPHIC QUALITY OF THIS DOCUMENT. o

fl

T FlE S A =t e L e Ll

DISCLOSUR

E®

IF THL AZOY

LE R T

III FINAIHIS

> a ' S——_—

-

E PAGE IS LESS CLEAR THAN THIS STATEMENT, IV IS
DUE TU PDOR PHOTOGRAPHIC QUALITY OF THIS DOCUMENT.







|
i v
l -
; COMPREHENSIVE CARE CORPORATLON p4
— a
INVESTMENTS IN, EQUITY IN EARNINGS COF, ﬁ N
AND DTIVIDENDS RECEIVED FROM AFFIILIATES - )
Q - N
YEAR ENDED MAY 31, 1973 t - .
(Continued} g '
Deductions e ~
pistribution Dividends |
Additions of earnings recelved !
Balance at Equity (loss) by during the
beginning of taken up affiliates Balance at period from
pericd in earnings Other in which Other end of period investments
Number (loss) Number earnings Numbar Number not accounted : .
) Name of Issuer and of of affiliates of {loss) were of of for by the N
’ description of investment shares _ Amount for the period sghares Amount taken up shares Amount shares Amount equity method L
CONSOLIDATED SUBSIDIARIES:
NPHS, Inc. common stock, T
par value $10 a share 320 ($1,382,000) $ 69,000 - 5 - s - - $ - 320 ($1,313,000) 5 - -
. tvn  Terracina Convalescent
{3 Hospital & Home, Inc. . .
; common stock, par I
: value $100 a share 50 66,000) ( 13,000) 50 ( 79,000) :
Raleigh Hills Hospital, -
Inc. common stock,
no par value 300 80,000 300 80,000(a) ©
Fort Worth Neuro- ' ook -
i Psychiatric Hospital, -, a vt -
Inc. common stock, par L |
' value $1 a share 10,002 185,000 7,000 10,002 192,000 SRR
1,183,00 $ 63,000 $ - $ - $ 80,000 ($1,200,000) $_ - < L TR,
— e - — — = - . - . . '1‘._';'.;"i:;y1 .
- N s v BT L ;

UNCONSOLIDATED SUBSIDIARY: -
Advanced Health Systems, -, . I ) P

Inc. common stock, : _' S w@r;{r

no par value (b) $ - $ - 490,000 $116,000 s _- 490,000 $116,000 S - $ - S - Lt e

S (2) 5old June 1, 1972,
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES g . ‘
INVESTMENTS IN, EQUITY IN EARNINGS OF, ; ) ¢
AND DIVIDENDS RECEIVED FROM AFFILIATES o . ., [
YEARS ENDED MAY 31, 1974 AND 1973 - . ’
Deductions 8 ’
Distribution Dividends * |
Balance at Additions of earnings received 1
beginning of Equity {loss) by Balance at during the g
period taken up Other affiliates Other end of period period from :
Percent in earnings Percent in which Percent Percent investments i
of (loss) of earnings of of not accounted ] . ¥
Name of issuer and owner- of affilfates owner- (loss) were owner- owner=- for by the .
. deseription of investment ship Amount for the period ship Amount taken up ship Amount ship Amount equity method ] - . 3
YEAR ENDED MAY 31, 1974: - '
NFHS, Inc. investment in A
joint venture in Neuro ; :
t Affiliates Company, §
& a partnership 50%  $31,000  $78,000 (a) - $ - s - - 5 - 50%  $109,000 $ - " i
| : it
YEAR ENDED MAY 31, 1973: E
NPHS, Inc. investment in i
joint venture in Neuro - T
Affiliates Company, . - R
a partnership - $ - ($_8.000) (a) - $39,000 $ - - 5 - 507  $.31,000 5 - e
! = =R = = 22 ST A
; N
c (a) Share of joint venture earnings (loss) St . B .
: . before taxes on income. . :
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TOUCHE ROSS & CO.

COMPREHENSIVE CARE CORPORAT [ON

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.
Foru Worth Neuro-Psychiatric Hospital, Inc.
CAREUNIT, Inc.

.al eliminar¢? 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 Haspital & Home, Inc.
Raleigh Hills Hospital, Inc.
Fort Worth Neurv-Psychiatric Hospital, Inc.

Total eliminated in consolidation
Amount not eliminated in consolidation:
Neuro Affiliates Company (a)

Total indebtedness of and to affiliates

SCHEDULES IV AND X

Balance Balance
recelvable recelvable
(pavable) (payable)

at beginning at end
of 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
51,007,000 $_ 854,000
5 985,000 51,240,000
( 18,000) ( 41,000)
95,000
(___249,000) (___234,000)
813,000 965,000
42,000
$ 813,000 51,007,000

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

COMPSEHENSIVE CARE CORPORATION AND SUBSIDIARIES

FROPERTY, PLANT AND EQUIFMENT

YEARS ENDED MAY 31, 1974 AND 1973

SCHEDULE V

Year ended May 31,

. 1973:
Land $ 616,000 5 - $ 373,000 $ 27,000(a)
Buildings and
- improvements 1,328,000 2,000 672,000
Furniture and
equipment 1,237,000 17,000 410,000 255,000(a)
Leasehold
improvements 357,000 6,000 189,000(a)

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

.
g LT
o .

frarioming

venture.

t
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Reductions
Sales,
Calance at retirements Balance at
beginning of Additions and end of
Description period at cost abandonments QOther period
COMPANY:
Year ended May 31,
1974
lLand $ 210,000 s - ] - 5 - $ 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 6,000 12,000 53,000
$1,154,000 $138,000 § 13,000 $ - 51,279,000
Year ended May 31,
1973:
Land $ 210,000 5 - 5 - § - $ 210,000
Buildings and
irmprovements 656,000 2,000 658,000
Furniture and
equipment 223,000 4,000 227,000
Leasehold
improvemants 58,000 1,000 59,000
$1,147,000 $§ 7,000 $ - § - $1,154,000
CONSOLIDATED:
Year ended May 31,
1974
Land $ 216,000 $ - $ - 5§ - $ 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 8 28,000 s - $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

W - -

-
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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
| Reductions
: Additions Sales, Balance
! Balance at charged to retirements at
4 beginning costs and and end of
i Description of period expenses abandonments Other period
l COMPANY :
? Year ended May 31, 1974:
? Buildings and improve-
i ments $ 62,000 $ 18,000 $§ - $ - $ 80,000
] Furniture and equ.pment 63,000 28,000 91.000
4 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
i Discontinued operations 3,000
$ 53,000
Year ended May 31, 1973:
: Buildings and improve-
i ments $ 45,000 $ 17,000 5 - $ - $ 62,000
j Furniture and equipment 42,000 21,000 63,000
Leasehold improvements 9,000 8,000 17,000
§ S 96,000 $ 46,000 ] - $ - £142,000
E CONSOLIDATED:
Year ended May 31, 1974:
4 Buildings and improve-
3 mants $ 62,000 $ 18,000 $§ - § - $ 80,000
Furniture and equipment 239,000 64,000 9,000 294,000
Leasehold improvements 61,000 19,000 17,000 63,000
$362,000 $101,000 $ 26,000 $ - $437,000
Charged to:
Depreciation and
amortization $ 98,000
Discontinued operations 3,000
$101,000
Year ended May 31, 1973:
Buildings and improve-
ments $ 72,000 $ 17,000 $ 27,000 $ - 5 62,000
Furniture and equipment 280,000 64,000 62,000 43,000 (a) 239,000
Leagehold improvements 54,000 70,000 13,000(a) 61,000
Unalliocated _200,000 200,000
$606.000 $101,000 $289,000 $56,000 $362,000
. ! Charged to: ‘
.- Depreciation and 5
amortization $ 92,000 -
Diacontinued operatiocns 9,000
$101,000

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

joint venture,

§-32
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COMPREHENSIVE CARE CORPORATION
-
o
INTANGIBLE ASSETS, DEFERRED RESEARCH AND DEVELOPMENT EXPENSES, PREOTERATING EXPENSES AND SIMITAR DEFERRALS S <3
=
- YEARS ENDED MAY 31, 1974 AND 1973 s
o
7]
o
(2]
Balance at Deductions Balance at b R
beginning Additions Charged to Charged to close of f
Classification of period at cost costs and expenses other accounts period ’
. COMPANY : |
‘ year ended May 31, 1974: i
Cost in excess of net assets of purchased i —
businesses $517,000 $ - $ - $ - §517,000 i =
|
. year ended May 31, 1973: ! "y
Cast in excess of net asscts of purchased .
o basinesses $517,000 $517,000 e
L ]
: w
i CONSOLIDATED:
1 Year ended May 31, 1974:
Cost in excess of net assets of purchased
: businesses $517,000 $517,000 . i
Ny Lease acquisition costs $391,000 $29,000 $362,000
. Year ended May 31, 1973: .
Cost in excess of net assets of purchased )
businesses $517,000 $517,000 ‘ f
$420,000 $29,000 $391,000 ‘ : Y

Lease acquisition costs

1IA FIAGAHOS

i
f
'
|
i
[
*.

SR ST "‘“":““ L T L e Bl
. - St e Lo - ! . " RN '. L - - 'J{ ‘E N ' e 2T ﬁ“ku " o l‘.‘ - . .?:‘:‘:’

e — Soore U Y T IR A w3 R VR PR T S e e

- N .t Ve . \’ R A L A SO ) S FCTR R - .g'g":““':;ﬁ,t‘ Ay

() IF THE ABOVE PAGE IS LE - T R e K=oy~ LT _ NG -
DISCLOSURE DUE TO POOR Puorocnisl::l;gA:J:G:vT:lrs'rsgmmem' e < BT s ‘ R R P NSNS R
Y- . 1S DOCUMENT. : i N D!SGLQSURE :,FUTEHE ABOVE PAGE IS LESS CLEAR THAN THIS STATEMENT, ITIS -

q DRI . ' . TO POOR PHOTQGRAPH:C QUALITY OF TH1S COCUMEN NS

o vy, L. - . T, . . -

- ' - .o N - . PR _ .- L " ]

. - - : . ST e ST

R T o Y e ek L Y .y ;




COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES o
VALUATION AND QUALIFYING ACCOUNTS AND RESERVES §
YEARS ENDED MAY 31, 1974 AND 1972 =
4] Additions Deductions Balance 7]
‘ . Balancr at Cuxarged to costs and expenses Write-off at g
: begiuning Discontinued Charged to of end of o
i Description of period Revenue operations other accounts accounts Other period
Description ) .
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
©n Consolidated:
7 w Year ended May 31, :
X ' 1974 $135,000 $130,000 $25.000 $18,000 $121,000 § - $187,000 !
Year ended May 31, ‘
1973 $203,000 §125,000 511,000 $24,000 $117,000 $111,000(b) $135,000 .
3 |
' (a) Amounts included in this column are recoveries on |
- ) accounts previously charged to thig reserve. )
{b) Amount includes: i, i
3 Elimination resulting from sale of a subsidiary § 65,000 N
. ! Transfer to a joint venture 26,000 : o -
i $111.000 ST
‘ See Note 7 of notes to consolidated financial statements, . v 2l
i
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OFFICE BUILDING

PARTIES ’4&

TIHS LEASE miade this day of —_August L1913
between, JPH_ENTERPRISES as Lessor, anil

COMPREHENSIVE CARE CORPORATION as Lessere

PREMISES - WITNESSETIL: 3l
Lessor does hereby lease to Lessee and Lessee hereby hires from Lessor those eertain premises 4 ihgve
(hereinafter called ** premises™) outlined in red on Exhibil A attached hereto and hereby by seferenge prom
p -
second (2nd) flooFof  inade

thereto made a part hereol, said premises being situated on the
that certain building known as the John P. Hooten building, located at

230 Mewport Center Drive, Newport Beach, California(amproximately 5,337 sq.ft.) .

Suid letting and hiring is upon and subject o the terms. covenants and conditions herein setorth o~
and the Lessee covenants as @ 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 purpozes and for no other purpose without the
written consen! of Lessor. ForayhonFeraiimtakes
PO QLR MG Mt P ) B
TERM 2 TR ST e
The term of this Lease shall be for.five (5) yrs., two (2) mos. |'comimencing on the

fiftesnth (15th) day of October , 193 *, and cending on Lhe
fourteenth (14th)  jav of___December , 198 , B SR e WD S

POSSESSION 3

If the Lessor, for any reason whatsoever, cainot deliver possession of the said premises to Lessee
at the commencement of the term hereof. this Lease shiall not be void or voidable, nor shall Lessor be
liable to Lessee for any loss or damage resulting thersfrom, but in that event all rent ghall be abated
during the period belween the commencement of the said term and the time when Lessor delivers
possession.

third 4 :

Lessee agrees to pay to Lessor as fental for the premises the sum of § 3,469,00-==~on=2--
on or before the first day of the et Full calendar month ol the term hereof and a fike sum on or
before the fiest day of cach and every suecessive calendar month thereafler during the term hereof,
In the event the teram of this Lease commences on a day other than the firsUday of a calendar month,
then upon the day of commencement of the term hereof Lessee shall pay to Lessor as cental for the
perivd from the date of commencement to the fist day of the nextsueceeding calendar month that
proportion ol aid monthly rental which the number of day s between said day of conumencement and
the firsl day of said nest siweeeeding calendar month beaes to 30, In the event the teem of this Lease
eauls on a dity other than the lastday o a catendar month, then upon the first day of the st ealendar
month of the lerm hereof Lessee shall pay o Lessor as rendal for the period from said first day of

.

..

EXHIBIT 1
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the Last catendar month 1o aml incheding the last day of the term hereof that propoction of the monthly
rental whiel the number of day < between said TiesUday of =aid last calendar month and the Tast day of
the term of said Lewse bears to 36, :

Said rental shall be paid o Lessor, withonl deduetion or offset in kawful money of the United

States of Ameriva ab the Office of the Building, or Lo such other person o at such other pluce as
Lessor may from time to lime desiznate in wriling,

St e & ARl Gt et 3 ol

RENTAL ADJUSTMENTS 5
For the purpose of this Paragraph, the féllowing terms are defined as follows:

Base Year: The calendar vear in which this lease ferm commences (provided, however,
that the Baze Year shall in no event be carlier than the first full calendar year
following the date of inilial occupancy by the first occupant of said building).

T AR K W b O R o b TR B 5 8

Comparison Year: Each calendar year of the term after the Base Year.

Direct Expenses: All direct costs of operation and mainlenance, as determined by standard
ar-ounting practices, shall include the following costs by way of illustration,
buc not be limited to: real property taxes and assessments; rent taxes,
whether assessed against the Lessor or assessed against 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, il any; air-conditioning; elevator maintenance; supplies; materials:
equipmernit; and tools.(*Direct Expenses™ shull not include depreciation on
the building of which the premises are a pmt or equipment therein, loan
payments, executive salaries or real estate brokers'commissions.)

If the Direct Expenses paid or incuired 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
Dircet Expenses paid or incurred for the Base Year, then the Lessee shall pay_ 19,13 % of the
increasc. 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 increasc in rent payvable 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 increase due for the first
Comparizon Year, and in addition for the then carrent year the amount of any such inerease shall
be used as an estimate for said current year and Uhis amount shalf 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 reecipt of suchslatement. an amount equal to one monthly install-
ment multiplicd by the number of months from January in the calendar y car in which ~al v statement
is submitted to the month of such pay ment, both months inclusive, Subzequemt anstallments =hall
be payable coneurrently with the regular monthly rent payments lor the balanee of that ealendar
vear and shall continne until the nest Comparison Year's statement is rendered, 1 the ne st or any
stieceeding Comparison Year results in a greater inerease in Direcl Expenses, then upon receipt of a
stalement from Lessor, Lessee shall pay a lemp sum equal to such lolal inerease in Direet Fapenses
over the Base Year, less the total of the monthly installments of estimated inereases paid in the
previons ealendar year for which comparison is then being made to the Base Years and the estimated
monthly installments o be paid for the nest year Tollowing said Comparison Y ear shall be adjusted

[
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to reftect such inerease, If in any Comparison Year the Lessee’s share of Direet Expenses be less than
the preceding year, then upon receipt of Lessor’s stalement, any overpayment made Ly Lessee on
the monthly installment basis provided above shall be credited towaeds the next monthly rent
falling due and the estimated monthly installments of Direet Expenses to he paid shall be adjusted
to reflect such lower Direet Expenses for the most reeenl 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 Divect Expenses for e year in which this lease termin-
ates, Leszee shall immediately pay any increase due over the estimated expenses paid and conversely
any overpayment made in the event said expenses decrease shall be immediately 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 levels for the Base Year and Comparison Year then the
Dircct 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 sume 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. Coan :

In no event will the rental rate be =y -and comparison year shall be A
USES increased in excess of 5% in any one year, ')( projected to at least a 90% v
Lessee shall not do or permit anything to be done in <r about the premises nor bring or keep
anything thercin which will in any way increase the existing rate of or affect any fire or other insur-
ance upon the building or any of ils contents, or cause a cancellation of any insurance policy covering
said building or any parl 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 usc 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. Lessce shall not commit or suffer to be committed

any wastc in or upon the premiscs,

COMPLIANCE
WITH LAW

7

Lessee shall not use the premises or permit anything to be done in or about the premiscs which
will in any way conflict with any law, slatute, ordinance or governmental rule or reguiation now in
force or which may liercafter be enacted or promulgated. Lessee shall at its sole cost and expense
promptly comply with all laws, statutes, ordinances and governmental rules, regulations or require-
ments now in force 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 affeeting the con-
dition, use or veeupaney of the premises, excluding structural changes not relaled to or affected by
Lessee’s improvements or acts. The judgment of any courl of competent jurisdiction or the adnis-
sion of Lessee in any aclion against Lessee, whether Lessor be a parly therelo or not, that Lessee has
violated anv law, statute, ordinance or governmental rule, regulation or requirement, shall be con-
clusive of that fact as between Lessor and Lessee,

ALTERATIONS *intends to make further add8itions or improvements however such

Lesseo"shallnot-meheopsuiler-to-he-made any alterations, additions or improvements to or of
the premises or any parl thereoCwithout the written consent of Lessor first had and obtainediand any
alterations, additions or nuproyements to or ol said premises, exeept movable furniture and trade
fixtures, shall at once beeome a part of the realty and belong to Lessor, In the event Lessor tonsenls
to the making ol aty afterations. additions or improvemends o the premises by Lessee, the s shall
Lsha]'l not be made Lwin’ch £o, "ent
3. shall nut be
- . unreasonably
withheld—
Ceamiany,

’
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hich approval shall be impartial
and shall not be unreasonably

withheld.

e wade by Lessee at Lessee’s sole cost i expense anlany contfactor or person seleeted by Lessee
to wahe Lie sne must fiest be approved of in writing by Lessor, b pon the expiration or suoner jer-
miilion of the lesm Bessee shall, apon demand by Lessor, al Lessee’s sole cosl and expense,
Forthwith and with all due dilizenee semove any alterations, additions or improvements made by
Lossee, desimated by Lessor to be removed, and Lessee shall, Torthwitl and with all due dilizenes al
its sole cost and expense, repair any damage 10 the premises eaused by suel remoyval, except and exclud-
ing however those partitions to be installed anytime during the term of the leas
wighin that area cross-hatched in red on Exhibit B.

REPAIR g g

By ealry hereunder Lessee aceepts the premises as being in good, sanitary order, condition awl -

repair. Lessee shalf at Lessee’ssole cost and expense heep the premises andl every part thereol in good
condition and repair, damage thereto by live, varthguithe, ael of God or the elements exeepled, Lessee
hereby waiving all rights Lo make repairs at the expense of Lessor as provided by any faw, statule or
ordinanee now or hereafter in effeet, Lessee shall, upon the expiration or sooner termisalion of the
“term hereof, surrender the premises to Lessor in the same condition as when reecived, ordinary wear
and tear and damage by fire,carthgoake, net of God or the elements exeepled. 1Uis specifically under-
stood and agreed that Lessor has no obligation and has made no promises Lo alter, remodel, improve,
repair, decorale or paint the premises or any part thereof and thal 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, vacale or surrender said premises, or be dispossessed by process of law, or otherwise, any
personal properly belonging to Lessee and left on the .remises shall be deemed to be abandoned.

LIENS 1
Lessee shall keep the premises and the property in which the premises are situated free from any
licns arising out of any work performed, materials furnished or obligations incurred by Lessce.

ASSIGNMENT
AND SUBLETTING 12
’ Lessce shall not assign, transfer, mortgage, pledge, hypothecate or encumber this Lease, or any

interest therein, anid shall not sublet the said premises or any part thereof, or any right or privilege
appurtenant thereto, or suffer any other person (the agents and servants of Lessee excepted) to
oceupy or use the said premises, or any portion thereof, withoul the writlen consent of Lessor [irst
had and obtained, which consent shall not be wunreasonably withheld, and a consent o one assigm-
ment, subletting, occupation or use by any other person shall not be deemed o be a consent to any
subscquent assignment, subletling, oceupation or use by another person. Any such assignment or
subletling withont such consent shall be void, and shalb—at-the—op tion—of-hessor—toeminatethis
Lease. This Lease shall not, nor shall any imterest therein, be assignable as to the interest of Lesss
by operation of law, without the written consent of Lessor.

INDEMMIFICATION
OF LESSOR 13
Lessor shall not be liable 10 Lessee, and Lessee hereby waives all elaims against Lessor, for any

injury or duntage to any person o property inor about the prentises by or from any-cause whatso-
ever2and, without limiling the generality of the foregoing. whether vaused by water leathanze or any
chardeter from the roof, iwalls, basement or uther portion of the premises or e huilding, or cased
by gds. fire, oil, eleetricily or any cause whalsoeser in, on or aboul the premises ur the bailiding or
any |l;|rl thereof,

wunless caused by Landlord's negligence.
-t
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b other Lessee will not. withoul the written consent /o

t

.e

Lessee shadl hold Lessor harmbess from and defend Lessor arainst any and all claims or Gabiliy
for any injury or damigge (o any person or properly slalsoever: (1) ocenrring in, on or aliost the
premises or any part thereoll and (2) securring inon or ahout any Tavilities (neloding. withant prej-
udive (o the seneratits of the term* Saeilitios™, elevators, stairway s, passiggenay s, hallway > and parking
areas), the use of which Lessee aay have in conjunetion with other tenants of the buailding. shen such
injury or damogeSsdue caused gartosinahale by the aet, negleet, tault of or omission ol ay
duety with respectito the same by Lessee, its agents, servants, eniploy ees, or invilers, &

-

as

INSURANCE 14
So long ax their respective insurers so permit, Lessee and Lessor hereby mutually waive theie
respective righls of recovery against cach other for any loss insured by fire, estended coverage and
other property insurance policies existing for the benefit of the respeetive parly. Each party shall
obtain any spevial endorsements, il required by their insurer, to evidence compliance with the
aforementioned waiver.

SERVICES AND
UTILITIES 15

Lessor agrees to furnish to the premises during reasonable hours of generally recognized business
days, lo be determined by Lessor,and subject to the rules and regulations of the huilding of which the
premises are a part, water and electricity suitable for the intended use of the premises, heat and air

condilioning required in Lessor’s judgment for the comfortable use and oceupation of the premises,

day/week —junitorial service, and elevaton 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 aceidents, hreakage,
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 srot be liable
under any circumstances for loss of or injury to property, however oceurring, through or in connec-
tion with or incidental to failure to furnish any of the foregoing. Wherever heat generating machines
or equipment are used in the premises which affect the temperature otherwise maintained by the air
conditioning svstem, Lessor reserves the right to install supplementazy 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 th'm:%u! ]3‘\- l.essor, .

. '¢ﬁfeP photo-copy eyuipmen

eszor, use any apparalus or deviee in e

151 nes §———premises, nchuline atavithawt nitationthesete Hectronie data processing machines, punch eard

L]

machinestnd machinedusing carrent in excess of 1O voltsfshisdhavillinanysavdnercase-thewmount
et eof—trttor—tistathTirnishedborspplicdfor nq-of-the-premises-asgenerabol oo pres;

11ch may norvontivelwil eeleetrieeurrentoeeeptthrongradstingsleetriealontioli- he-prenises-uvater

pipes-unsppacsbuaoedevice Lorthepurpossalusineelecteic corsent orsales, 1F Lessee shall re-
quire waler or clectric current in excess of that usually furnished or supplicd fur use of the premises
as general office space. Lessee shall fiest procure the consent of Lessor, which Lessor may refuse, to
the use thereof and Lessor may canse a waler meler or eleetric carcent meler 1o be installed in the
premises, so as lo measure the amoust of waler and electrie current consumed for any suel other
e, The cost of any such meters and o installation, maintenanee and cepaie theeeof shall he paid for
by Lessee and Lessee agrees Lo pay 1o Lessor promptly upon demand theeefor by Lessor Tor all such
waler and efeelric carrent consumed as 2howe by said meters: at the rates eharged Tor sueh serviees
by the City of  Newnort Beach or the loval public utility. as the case may he. furni=hinge
the same. plus any additional expense inetrred in heeping account of the water and electrie current
50 cotsumed, See Rider Page 5-a
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Paraqraph 15 {Continued)

L e P S R B A

The above notwithstanding, Lessee shall have the right to install, at
Lessee's expense, one 220 volt outlet and thres 110 volt clear line
autiets, in which case Lessor shall bear all utility expenses as
provided in this lease. In the event Lessee instalis more than one
220 volt outlet and three 110 volt clear line outlets, Lessor will
have the right to jnstali a meter and charge l.essee the attributable
utility expense for each 220 volt outlet or each 110 volt clear line
outlet in excess of the three praviously mentioned herein.

: : 7 . ’
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PERSONAL
PROPERTY
TAXES " 16 :
Lessee agrers fo pay or eause to be paid, before delingquency, any and all taxes levied or assessed
and which become payable during the term hereof upon all equipment, lurniture, fixtiures and other
perronal property located in the premises; except that which may be owned by Lessor.

RULES AND
REGULATIONS - 17

Lessee shall faithiully observe and comply with the rules and regulations printed on or annexed
to this Lease and all reasonable modifications of and additions thereto from Llime to time put into
effect by Lessor, provided that in such event Lessor shall give written notice thereof to Lessee. Liessor
shall not be responsible o Lessee for the non performance by any other tenant or aceupant of the
building of any of said rules and regulations, but shall diligently enforce said rules
and regulations ac 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 o month upon the terme herein specified but at a menthly
rental cquivalent Lo the then prevailing rental paid by Lessec at the expiration of the lerm of this
Lease pursuant to all of the provisions of Parageaphs 4 and 5 hereof, payable in advance on or before
or upon the first day of cach month, and Lessee shall continue in pussession until such tenaney shali
be terminated b}pmm rerseil-bweeolinll-dtve-sivendo-bessera written notice at least one month

o .
prior to the dale bt 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, 1o supply junitor service and any other service to be provided by Lessor to Lessee hercunder, to
submit said premises to prospretive purchasers or tenanls, 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,
withoul abatement of rent,and wnay for that purpose ereet seafTolding and other necessary struclures
where reasonably required by the character of the work to be performed, atways providing lhe entrance
to lhe premises shall not be blocked thereby, and further providing that the business of Lessee shall -
not be interfered with unreasonably. Lessee hereby waives any claim for damages for any injury or
inconvenience o or inlerferenee with Lessee's business, any loss of occupaney or quict enjoyment
of the premises, ind any other loss occasioned thereby, For each of the aforesaid purposes, Lessor
shall at all times have and retain a hey with which to unloek all of the doors in, upon and about the
premises, excluding lessee’s vaudts and safes, and Lessor shall have the right to use any and all means
which Lessor may deem proper 1o open said doors in an emergency, in order to obtain entry to the
premises, and any entey to the premises oblained by Lessor by any of said means, or otherwise, shall
wot umler any circumstanees be construed or deemed to be a forcible or untawful entey into, or a
detainer of, the premises, or an evietion of Lessee from the premises or any portion thereof,

DEFAULT 20
The occurrence of any of the following shall constitule a material default and breach of this
Lease by Lessee: “ )
(i)  Auy fuilure by Lessee to pay the rental or to mahe any other payweals required lo be
made by Lessee hereunder (where sueh failure continges for ten (16) days alter written notice there-
ol by Lessor lo Lessee), :

£

Beas .
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A i

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

(iii) A failure by Lessee to observe and perform any other provision of this Lease to be observed
or petformed by Lessee,where such failure continues Jor thirty (30) days after written notiee thereof
by Lessor to Lesseesprovided, however, that if the nature of sach defanlt is such that the same cannot
reasonably be cured within such thirty-day period Lessee shall not be deemed to be in defaultif
Lessee shall wilhin such period commence siuch cure and therealler diligently prosecute the same to
completion,

LN PABEIS i 52 Tt R ek D

(iv) The making by Lessce of any general assignment for the beaefit of ereditors; the filing by
or against Lessee of a petition to have Lessee adjudged 2 bankrupt or of a petition foe reorganization
or arrangement under any law relating lo bunkrupley (unless, in the case of a petition filed against
Lessee, the same is dismissed within sixty (60) days); the appointment of a trustee or receiver to
take possession of substantially all of Lessee’s assets localed at the Premises or of Lessce’s interest
in this Lease, where possussion is not restored to Lessee within thirty (30) days; or the attachment,
execution or other judicial scizure of substantially all of Lessee’s assets located at the Premises or of
Lessee’s intercst in this Lease, where such scizure is not discharged within thirty (30) days.

In the cvent 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 und all
rights of Lessee hercunder by giving written notice of such intention to terminate. In the event that
Lessor shall elect to s. ..rminale this Lease then Lessor may recover from Lessee:

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

such termination; plus

(i) 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

. (i) 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 colild be
reasonably avoided; plus

(iv) any other amount nccessary 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

"'lm§ hings would Henh it therefrom, and
2 ave resulte X . . .
i (v) at Lessor’s elcction, such other amounts in addition to or in lieu of the foregoing as may

JEREAbe 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 all other sums required to be paid by Lessee pursuant to the terms of this Lease.

As used in subparagraphs (i) and (i} 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 Lessce, Lessor shall also have the right, with or withont
terminating (his Lease, to re-enter the Preinises and remove all persons and property from the
Premises; such property may be removed and stored in a public warchovss or clsewhere 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 ehove or shall tahe possession of the Premises pursuant to
Jegal procerding or pursaant to any nolice provided by law, then il Lessor does not eleet to terminate
this Lease as provided above, then Lessor may from time to tlime, without lerminating this Lease,
cither recover all rendal as it becomes due or relet the Premises or any part thereof for such lerm or

-
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terms and conditions as Les or in ils sole diseretion may deem advisable with the right Lo mahe
alterations and repairs to the Preaises,

In the event that Lessor shall eheet 1o so relet, then rentals reeeised by Lessor from sueh reletting
shall be applied: first, to the payment of any indebtedness other than rent due hercunder from Lessee
to Lessor; second, to the payment of any coal of such reletlings third, to the pay ment ol e coxt of
any alteratinns and repairs Lo the Premises: Fourth, Lo the pay mead of rent due and unpaid hereanders
and the resichee, if any , shatl be held by Lessor and applicd in payment of future rent as the same may
become due and payvable hereunder. Should that portion of such rentals received from steeh reletling
during any month, which i applicd by the payvment of rent hereunder, be less than the cent payable
during that month by Lessee hereusnider, then Lessee <lall pay steh defivieney 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 eosts and expenses incurred by Lessor in such reletling
or in making such alterations and repairs not cover~d 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 eleetion to terminale this Lease unless a written notice of such intention he given
to Lessee or unless the lermination thereof be deereed by a court of competent jurisdiction. Notwith-
standing any reletting without termination by Lessor because of any default by Lessee, Lessor may
at any time after such reletting elect to terminate this Lease for any such default.

RECONSTRUCTION 21

In the event the premises or the building of which the 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 foree and effeet, exeept that Lessee shall be entitled to a proportionate
reduction of rent while such repairs are being made. such proportionate reduction to be based upon
the extent to which the making of such repairs shall intertere 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 samie, 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 premizes or of the building is to an extent greater than
twenty-five (25%) per cent of the then fult 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 Lo
Lessee at any time within thirly (30) days afler such damage, lerminating this Lease as of the date of
spawificd-in such notice, which date—shall benodesc thanthistx30)uommaoredhansix ty-{60)-lays.
after-thesivinuoisuchonotice, In the event of giving of such notige. this Lease shall expire and all
interest Lo the Lessee in the premises shall lerminale on the daty Xspecified i such notice and the
rent, reduced by any proportionate reduetion, based wpon the extenlif any, to which stich dumage -
interfered with the business carried on by Lessee in the premises, shall be paid up to date of such
termination,

Notwiths=tanding anything to the contrary contained in this Paragraph, Lessor shall nolhave any
obligation whatsoever to repatir, reconstrinet or restore the peemises when the damage resulling from
any casually covered under this Paragraph oceurs during the st twelve (12) months ol the term of
this Lease or any extension thereol.

Lessor shadl not be required to repair any injury or damage by fire or other canse, or 1o mahe
any repairs or replacements of any panels. decoration, offiee fixtures, railing, ceiling, tloor covering,
partitions, or any other properly installed in the premizes by Lessee,

—'l‘lw—prm—i-‘imts-ui'-Sﬂ-liun—l9:3‘.-}:—.‘:19luIi\-i-itut-:!:-*.emI-Sm-!inn—!-‘}l}:!.—f-ﬂbtli\-iﬂimt-l-rnf-llw-('.i\-il g
“odeof the-Stateuf-Calilfornizare-herehewaived-dneeeen, i
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EMINENT
DOMAIN 22
IT all or any part of the premises shall be tahen or appropriated by any publie or quasi-public
authority under the power of eminent domain, cither party hereto shall have the right, ot its uption,
to teeminate this Lease, and Lessor shall be entitled to any and all income, rent, award, or any interest
therein whalsoever which may be paid or made in conneetion with such public or quasi-public use
or purpose, and Lessee shall have no elaim against Lessor for the value of any wnexpired teem of this
Lease, 11 a part of the premizes shall be so tahen or appropriated and neither party he reto shall elect
to terminate this Lease, the rental therealter to be paid shall be equitably reduced. Before Lessee
may terminade this Lease by reason of laking or appropriation as above provided, such taking or
appropriation shall be of such an extent and nature as to substantially handicap, impede or impair
Lessee's use of the premises. 1f any part of the building other than the premises shali be so taken or
appropriated,*hessor—chal-havetho-right—al-ils—option, to terminate this Lease andfshall be enti
to the entire award, as above provided. A -
. : essor
PLATS AND *either party shall have the right v

RIDERS 23
Clauses, plats and riders, if any, signed by Lessor and Lessce and endorsed on or affixed to this
Lease are a part hercof.

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 eovenants 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 Lessce agrees to attorn to the purchaser or assignee.

ATTORNEYS'
FEES _ 25

In the event of any action or proceeding brought by either party against the other under this

Lease the prevailing parly 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 voluntiry or other surrender of this Lease by Lessee, or @ mutual cancellation thereof, shall
not work a merger, and shall. at the option of the Lessor, terminate all or uny existing subleases or
subtenancies, or may, at the oplion of Lessor, operate as an assignment to it of any or all sucit sub-
leases or subtenancics.

WAIVER 27
The waiver by Lessor of any teem, covenant or condition herein contained shall not be deemed
to bea wiiver of sueh terta, covenant or condilion or any subsequent breach of the same or any other
term, covenant or condition herein contained, The subsequent aceeplanee of renl hereunder by
Lessor shall not be deemed Lo be a walver of any preeeding breach by Lessee of any term, covenant
or condition ol this Lease, other than the Gilure of Lessee to pay the particular renlal zo aceepled,
regardless of Lessors hnowledge of such preceding breach al the time of aceeplanee of such sent,

9.

A e P o b, D DL BT ke i s B e et el B B T

. et

LA T P art ety g e b g ety

DI Sc LO S EJ R E ® I THE ABOVE PAGE IS LESS CLEAR THAN THIS STYATENENT, IT IS
< ; . DUE TO POOR PHOTOGRAPHIC QUALITY OF THiS DDCUMENT.

-~ . , e

rax

. 4 -

Ammy e g e e e e e "“""""‘“»"‘li"“-‘-"zW

At

o -




NOTICES 28
All notives and desands whicl may or are required Lo be given In either parly o the other
herennder shall be in writioe AL noliees and demands by the Lessor Lo the Lessee shall be ~ent by
United States eerlifient or registered mail, postage proguid, addressed o the Lessee at the premises,
- or o suvh other place as the Lessee may froan e Go e designate ina notive (o the Lessor, All
aotices and demands by the Lessee to the Lessor shall be sent by United States ceetified or registered
mail, postage prepaitl, addeessed o the Lessar at the Office of the Buildiug, or o such other person
or place as the Lessor may Lon lime Lo time designate ina notice to the Lessee,

DEFINED

TERMS AND

MARGINAL

HEADINGS . 29

The words “Lensor™ and *Lessee™ as used herein shall include the plaral as well as the singular,

Words used in masculine gender inchuede the feminine and neuter., IF these be mote than one Lessee
the obligations herennder imposed upon Lessee shall be joint and several. The marginal headings and
titles to the paragraphi~ of this Lease are not a part of this Lease and shall have no effect upon the
construction or inlerpretation of any parl hereol.

i .

f “TIME 30 :

. Time is of the essence of this Lease and cach and all of its provisions,

! .

- SUCCESSORS . ° :
L AND ASSIGNS K}

i . The eev=nants and conditions herein contained shall, subject to the provisions as Lo assignment,

apply to and hind the bivirs, suceessors, 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 1,000 square feet of occupied space. B s TS U T TR OO /'{
. N " e P
SECURTTY . 7y
DEPOSIT a3 74
Lessee has doposited with Lessor the sum of ~Three Thousand Four Hundred

Seventy Five and no/100ths=-ememce (5 3,475,00~=<===2}. Saiil sum shall he held In
Lessor as securits Tor the Githfal pecformmee by Lessee of all of ibe teems, vovenauls, and condi-
lions aof this Lease do be hept snd performed by Lessee during the teem heseol, 1 Lessee defaulls
with respect to oy provision of this Leasednchading but aot limited to the provisions relating to the
pas tment of rend, Lessor may (bt shall ol be cequiieed (0) wee, apply or sela all or any part of
this sevurity deposit Tor the pay ment of any renl or any other sum i defantt, or for the pay ment of
any other anannt whivh Lessor may spend or beeame obligated Lo spead by reicon of Lessee’s

L

A A AT TR o MR T4 Smbioitine, o ® 4 ik ARG % gl 3

1 *defaull or o comprusale Lessor Tor 2y other hoes or damage whicl Lessor may soffer by reason of .
i
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Lessee™s default, 1T ans portion of said depositis so used or applicd, Lessee shall, upon demand there-
. for, deposit cash with Lessor in an amotnt suffivient o restore the seenrity deposit o ils original
amount and Lessee’s failure to do so shall he a material breach of this Lease. Lessor shail not be
pequired Lo heep this seenrily deposit separate fiom its sweneral fostds, il Lessee shall not be enlitled
to interest on sueh deposit, 1 Lessee shafl fully and faithfully perlonm every provision of this Lease
o be perfurmed by it the securily deposit or any balanre thereol shull be reliened Lo Lessee (or, at
Lessor's option, (o Use Tast assimnee of Lessees interests hereamler) at the expiralion of the Lease
term. In the event of teemination of Lessor's interest in this Lease, Lessor shall transfer said deposit
to Lessor's sticeessor in inlerest,
IN WITNESS WHEREOYF Lessor and Lessee have executed this Lease the day and year first
above writlen.

hEg')BREHENSIVE CARE CORPORATION JPH ENTER%EZ :{-
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ADDENDUM TO LEASE
BY AND SETHEEN JPH ENTERPRISES, LESSOR,
AND COMPREHENSIVE CARE CORPORATIOI, 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.
A1l 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
2;¥Et{ (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 L.andiord
in writing ninety (90) days prior to said cancellation date, with a
cancellation penalty to be paid to tandlcrd in an amount equal to two
(2) months' rent at the then-adjusted rate. Cancellation penaity to
accompany written notice of canceilation and shall be paid ninety (90)
days prior to said canceliation.

. (-T . ﬂ /4,—, PR o
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RULL. AND REGULATIONS ATTACHED TO
AND MADE A PART OF THIS LEASE

1 -

No sign, placard, piclure, adverlisement, name or nolice shiall be inseribed, displayed or printed
or affixedd on or to any part of the outside or inside of the building without the writlen consent of
Lessor first had and obtained and Lessor shall lave the right to remove any such sign, placard, picture,
advestiement, pame or notice without notice 1o and at the expense of Lessee,

All approved simns or lettering on doors shall be printed, painted, affixed or inscribed at the
expense of Lessee 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, :
titat Lessor is to furnish and install a building standard window drapery at all exterior windows. :

S r s R o R S A i e L

2

No Lessce shall oblain for use upon the premises dserdeinking seater, towel or other similar ser»-
vice or accept barbering or bootblacking services on the premiscs, except from persons authorized
by the Lessor and at the hours and under regulations fixed by the Lessor.

3

_ The bullctin 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
respeclive premises. The halls, passages, exits, entrances, clevators, stairways, balconies and roof are
not for the use of the gencral 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 confained shall be construed to prevent such access to persons witlt whom the lessee normally
e deals in the ordinary course of Lessee's business unless such persons are engaged in illegal 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 instai! sny new or additionat locks or any holts on any door
of the premises, .

.

8 .

The toilet rooms, urinals, wash bowls and other apparatus shall not be used for any purpose
other than that for which they were constricted .and no foreign substance of any kind whatsocver
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 employees or invitees shall have
caused it

g . 7
Lessee shall nut svertoad the foor of the premises or mark, drive nails, serew or drill into the
partitions, woodwork or plaster or in any way defaee the prewmises o any pard thereoly, excluding -
nails for wall pictures and ornaments. e
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8

No furniture, freight or equipment of any Kind <hall be brought into the buillding without the
consent of Lessor and all moving of the same into or out of the boilding shalt be done at such time
and in sueh manner as Lessor shall designade, Lessor shall have the right to prescribe the weight, size
. and position of all safes aned wther beavy squipment bronght into the building and alo the times and

manner of moving the same inand ont of the building, Safes or other hemy objeets Jalk i consider-
ed necessary by Lessor, slend on wood stips of sueh thichness as is necessiaes $o properdy distribute
the weight. Lessor will not be responsilile for luss of or damage to any such safe or reperty from any
cause and all damage done Lo the building by moving or imaintaining any =uch safe or othes property ;
shall be repaired al the expense of Lessee,

aran

b
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9

Lessee shall not employ any person or persons other than the janitor of Lessor for the purpose
of cleaning the premises unless otherwize agreed to by Lessor, Excepl wilh the writlen consent of
Lessor,fno person or persons other than those approved by Lessor shall be permilied to enter the
building for the purpose of eleaning the same, Lessee shall zot canse any unneeessary labor by reason
of Lessde’s carelessness or indifference in the preservation of good order and cleanliness. Lessor shall
in nowse be responsible to any Lessee for any loss of property on the premises, however oceurring,
or for apy damage done to the effects of any Lessce by the janitor or any other employ e or any
other person. Janitor service shall include ordinary dusting und eleaning by the janitor assigned to
such wdrk and shall not include cleaning of carpets or rugs, except normal vacuuming, or moving of
furnitur}: or other special services. ’

which consent shall 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, nor 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 ]ttfrnsi and except fory
No cookingshall be done or permitted by any Lessce on the premises, nor shall the premizes be
used for the storage of merchandise, for washing clothes, for fodging, or for any improper. objection.
able or immoral purpascs, Epreparation of food in a micro-wave
12 oven,

Lessee shall not tise or keep in the premises or the building any kerosene, gasoline or inflammable
or combustible fluid er material, or use any method of healing or air conditioning other than that
supplied by Lessor. -

13 S

Lessor will dircet electriciuns as to where and how telephone and telegraph wires are to be intro- T e
duced. No boring or entting for wites will be aliowed without the consent of Lessor, The location of :
telephones, call boxes and other office equipment affised to the premizes shall be subject to theZf)
approval of Lessor, which approval shall not be unreasonably withheld. A\

14

Each Lessee, upon the' termination of the tenaney, shall deliver 1o the Lessor the heys of
offices, rooms and {oilet rooms which shall have heen furnished the Lessee or whiceh the Lessee shaldl
have had made, sud in the event of loss of any keyvs =0 furnizhed, shall pay the Lessor therefor,

4
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15
No [essee shall lay linolewm, tile, carpet or other similar Aoor covecing so that the same shall
be affived to the flour of the premises in any manner exeept as approved by e Lessor. The expense
of repairing any damage resulling from a violation of this rule or removal of any Roor covering shall
. br- borne by the Lessee by wham, or by whose contractors, craployees or invitees, the damage shall
have been caused,

16

No furniture, packages, supplics, equipment or merchandise will be received in the building or
carried up or down in the clevatms, except between such hours and in such elevators as shall be

2 designated by the Lessor,
17

On Saturdays, Sundays 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 Lo the halls, corrittors, elevators or stair-
ways in the building, or to the premises may be refuse] unless the person seek.. 1 cecess is known to
the person or employee of the building in charge and has a pass or is properly isluunified. The Lessor
shall in no case be liable for damages for any error with regard to the admission to or exclusion rom
the building of any person. In case of invasion, mob, riot, public e<citement, or other commotion,
the Lessor reserves the right to prevent aceess to the building during the conlinuance of the same by
closing the doors 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 the
building and must observe strict care and eaution that all water faucets or water apparatus are entizely
shut off before Lessee or Lessee’s employees leave the building, and that il electricity shall likewise
be carefully shut off, so as to prevent waste or damage, and for any default or carelessness Lessee
shalt make good all injurics sustained by other tenants or vccripants of the building or Lessor.

19

: Lessor rescrves the right to exclude or expel from the building any person who, i 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 and regulations of the building,

- 20
R The requirements of Lessee will be attended to only upon application at the Office of the Build-
- ing. Employees of Lessor shall not pecform any work or do anything vutside of their regular duties
47, unless under special instructions from the Lessor, and no employee will admit any person (Lessee or
r , otherwise) to any office without specific instructions from the Lessor.
21
- No vending machine or maghines of any deceription shall be installed, maintained or operated
N upon the premises withont the wrillen consent of the Lessor.
E K 22
Lessor shall have the right, exercisable without notice and withont liability (o Lessee, to change
the name and the streel address of the building of wiich the premises ane a part.
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Lessce shall not disturb, solicit, or canvass any occupant of the huilding and shall conperate to

prevent same; however, this shall not prevent Lessee fyrom discussing rules and .
regu]atwns with cther Tenants or joining with them to petition Lessor.

. -

: 24

/

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.

AT g B A Y T S g4t g sttt s
L

vy ) {
25 : ,
) 8:00 a.m. 6:00 p.m.

Lessor shall furnish healing and air eonditioning during the hours of F+38="eMl to “=30-pn/

. Monday through Mﬁﬂ-&%ﬁ%o—lm Saturday, except for holidays. In the

! event Les:iee requires hoatuw and air conditioning during off hours, Sundays, or holldays. Les;or '
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
230 NEWPORT CENTER DRIVE
NEWPORT BEACH, CALIFORNIA

TENANT IMPROVEMENT SCHEDUL?

TENAMT PARTITIOMING: One hundred (100) Tineal feet of interior vinyl parti-

Tioning will ve ailowed for each one thousand (1,000) square feet of net
rantaple 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.

LISHTING: One {1) 2'x4’ fluorescent -lighting fixture per seventy five
(75) square feet of net rentable area. . .

HEATING AND AIR CONDITIONING: Landlord shall provide heating and air
conditioning witn separatie Thermostatically controlled zones consistent

with good engineering practice. There shall be not less than four such
thermostatically controlled zones. - E:‘ -

DRAPERIES: Standard building draperies shall be provided by Landlord at ‘
ianalord's expense.

FLOOR COVERING: tandlord shall install carpeting throughout tenant space.
Co]org and quality to be selected by\-evmer andosbandandabhnoughotuodhie & -

b Lessee.
Fve(s)
DOORS:  One—f) solid core -entry doorsshall be provided for each tenant.
One (1) paint grade hollow core interior coor shall be provided for each /_Ac;:/’{r
P, %

three hundred twenty (320) square feet of net rentable area. =

GRAPHICS: Suite number and tenani name shall be provided on one (1) entry
door and on building directory by owner. All graphics shall be standard

throughout building. :

) .. 2 tedt LoanT
Tenant—-slw%HmHhe—ﬁghb-te—H%—rep&iM-ﬂxe-wtw@a—eﬁm’aﬁt
GoOve--area—i b-l-andl ord%-expense-m%E-}-opdep—-L—andlmxd—tHeMHamé "
area-ad-iatdlonds~exrense. ' TN v
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 -
A 5
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
CALCUIATION OF PRIMARY EARNINGS PER SHARE

-

__Year endad May 31

1974 1973 1972 1971 1970
Net earnings (loss) applicable o common stock 368,000 (a) 489,000 ($7,558,000) $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) 7,813 7,813 7,813 250,863
Dilutive effect of stock options and warrants after
application of treasury stock method (c) }
Average number of shares of common stock and common stock ;
: equivalents outstanding 924,412 923,194 907,958 873,595 752,390 1
% Primary earnings (loss) per share A0 .53 (52.82) 5.35 .40 3
' CALCUIATION OF FULLY DILUTED EARNINGS PER SHARE }
__Year ended May 31 ]
1974 1973 1972 1971 1970
Net earnings (loss) applicable tc common stock on a fully
diluted basis $370,000 $489,000 ($2,558,000) $£309,000 298,000
iiverage number of shares outstanding om a fully diluted basis:
3 Shaxn3s used fin calculating primary earnings per shavi: 924,412 923,194 967,958 873,595 752,390
idar .t o7 avepage narher of common stock outstare'{-
acpuwing conversion of new preferred stock 33,098(d)
Dilutive effect of stock options and warrants afser
apylication of treasury stock method (c) 1,360 1,360 1
Average number of shares outstanding on a fully diluted basis 957,510 923,194 907,958 874,955 753,730
Fully diluted earnings (loss) per share .39 .53 (52.82) $.35 $.40 RN
(a) Net earnings per Consolidated Summary of Earnirgs $370,000 ' . ‘
. Less pro rata share of 8% dividend on new preferred 5
stock at May 31, 1974 (__2,000)
$368,00C

(k) The 7,813 shares of convertible preferred stock outstanding are not reflected in the 1972 earnings computation as they would L
have an antidilutive effect. Lo

(c) The dilutive effect of stock options and warrants was less than 3% for 1970 and 1971, therefore, this effect was not shown
above. Stock options and warrants are not dilutive fn 1973 and 1974.

{d) The dilutive effect relative to assumed conversion of new preferred stock was less than 3%, therefore, this effect was not

5 reflected in the Consolidated Statement of Esrnings. See Note 5 of notes to financial statements. g

¢ II4iHXd
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