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Item 1. Bu:

(a) Replistrant, who was Incorporated in Jarnuary,
1969, speclalizes in the management ard operation of health
care faciliticr, particularly In the aente raychiatric and
alcohiolic rehabilitatton flelds. AL ¥Fay 41, 1976, Reglstrant
was orerating (or participating In the oncration of) four
acute hospltals, twoe (ablonded ciare facillities, one iatermedlate
¢are fuclillty and two bourd and carce facilitles. In aodition,
Repictrant vas uan-gins CAREUONITS (Zeonprchensive Aitcoholic Re-
hubilitation Envircnment Units) in nineteen general rospitals
and one HOPE (Holeital Psychiatric Environowent) program in a
Feneral hospital,

The [our dcute hospitals are Brea Hosunital - Neuro-
nsychliutrie Conty r (hred); Fort VWorth Neuropoychiatrie Hospital
(Fort Yorth); Culs: sas Yospltal - Neuropsychiatrle Center
(Calutanas); ane Crossioods Hospital (Crossroads),

Srea is o 142 -bed facility located in Prea, Califcrniag;
Pore Worth is a 26-bed fucillity lcented in Fort Worth, Texan;
Chlat asas lo 2 J17-bed facility locoted in Calabavas, Callfornia;
a . Croconronde o n 33-ved faclillty tfocaled In Van Nuys, Cali-
fo 'nta.  These haspital, provide treatrent for a wide range of
psychiatrie paticents, ;atabasus and (Croscroads are jointly
wanny e i by RBegiotront and Ameriecan Payehiatric Hospitals of
Cuditoraia, Tne. ("APHI'), a Tennessec corporation, under a
Joint veni ire aereenient entered into as of November 1, 1972.
Unce r such aprecrert primary manigerent responsibility for
Calobacses Is in APHYT and primary nm napgement, responsibiliity for
Cros, o 23 is In Ropdsbtrant.

Regict oy operates two o+t »nded care facllities,
namely, Terrocing Cocpnvalescent lHespital (Periracina) wnd BRay
View Convale:s cont Buag 1t el (Bay Vicew)., Terravina is a 7o-bed
facility tocated In Dedlands, Californiag and Bay View is a
10-bed iacllity loe~ted :n Costa Mera, California. As of July
31, 1976, Regist-ant assigned its in.vrest in Terraclna (con-
sisting of a lease ol the facility and certain fTurniture, furnish-
ings and equipment) Lo Beverly Enterrrises, a health care
managen nt corporal ion, at part of a transaction wherein Registrant
sublet from Beverly Enterprises an aleoholle rehabllitation
facllity loecated in kewpor!l Beach, California and purchascd the
furntture, furnishings and cquipment located thereln.

Registrant operetes one intermedéiate care and two
bnard and care facilities, namely, Tustin Manor, Gilmar Manor and
Buay view Manor., Tustin Manor is a 99-~bed Taclllty located in
Tustin, Californin; Gllmar Manor is a 78-bed facllity located
in Van Huys, California; and Bayview Manor 1s a 70-boed faclliiy
tecated in Cousta Mesa, Callfornia.

The CLRECNITES which Peglstrant managed at May 31, 1976
are located in - he follouwing general hospltals:

Callfornia

Alta RBates Hooglta? Mavy's liclp Houplital
Berieley, Coliforn'n D City, Calirtornia

Memorial Hospital of fOlendale Merey San Juan Hospital
Glendale, Callfornla Carmichael, Callifornia




Nritar!o Communlity #Hospltal New I"zxico
Cntarice, Californla T
Lovelace-Bataan Mcdical Center
Pa:ivwood Corynunity Hosplital Albuquerque, Hew Mexico
Cuanog,a Park, California
Ohio
tal I Pasadcha
fornia St. Francis Hospital
Cincinnali, Ohio

SL. Luke H

P
Pasadena, 1

1
i

o5
Ca
South Coast Community
Hospital Oregon
South Laguna, California
Gresham Community Hospital
Viewparl: Communiity Hospital Gresham, Oregon
Los Angeles, California
Physicians and Surgeons Hospltal
Coloradn Portland, Oregon
Mercy Hospital Texas
Denver, Colorado
Brookhaven Mcedlical Center
Mis. ouri Dalias, Texas
Christian dospltal Northwest Washinpton
Florissanl, Miuasourd
Riverton General HMespital
DePavl Hospital Seattle, Washington
St. bLouis, Missouri

Pursuant to contracts wi*h such hospitals, Registrani, on a fee
per patient p~r day basls provides treatment for alcoholilce
paticnts.,  Under such contructs, the hospltals provide routine
hospital services such as room, meals and nurs.ng care, znd
Replotrant provides Lthe doctor and therapy team.

The HOPE propram unit wvhich Registrant manaped at May
31, 1976 is iocated in the South Coast Community Hospital in
q“ubn Laguna, California. Under 2 contractual grrangement sipdlar
to that of the CAREUNTT program, the HOPE program delivers
mmental ha2alth services Lhrcugh the general hospital. This is a
piiol program that was initiated in November 1975.

(b) (1) shere are hospitals, extended care facilities
and bourd und care faeilitles in the areas served by Repistrant's
facilliles, scme of whieh are much larg. r and have greater finan-
c¢lal resources than thosce op rated by Registrant. 1n addition,
some of them ave owned by gfovernmental agencies and others by
non-profit corporations which mey be supported by cndoumrnts und
chariiable contribullions not avallable to Registrant.

(2} Not applicable.
(3) Hot applicable.
(#) HNot applicable.
(5) HNot appliecable,
() . applicable.

(7: . applicable,




(8) As of May 31, 1976, Reristrant cmployed
approximuately 540 persons.

(9) Not applicable.
(e) (1) ERegistrant operates only one linc of busi-
ness, namely, Lhe management and opcration of health care
facilities, as descrlbed above.

(?2) HNct applicable.
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“~worehensgive CTare Corporatior and Subsidiaries E
3
~onsoliczted Summar: of Crerations )
o
Year nnded Mzv 31, 'S
l-a
1276 1375+ 197 4% 1673~ 1972 %
Revenues: . o]
Operating ({MNote B) $19,632,000 §$7,956,000 $5,959,200 §4,075,000 § 2,762,000 -
Otho v 142,000 120.000 85,000 58,000 200,000 'g
10,774,000 §,076,{,00 6,044,000 x,d33 600 2,362,000 E
Costs ana expenses: .
Cperating ¢,542,000 5,424,000 4,122,007 3,110,000 2,466,000 g
General, administrative and marketing 2,919,000 1,793,000 1,294,000 969,000 993,000 2
pepraciation and amortization 171,000 135,0C0 110,000 28,000 92,000
Intaerest 30,000 9,003 __}53,000 121,000 119,000
9,712,000 7,453,000 5,579,000 4,238,000 3.670,000
Earnings (loss) from cortinuing operations before taxes on inceme 1,082,000 623,000 385,000 55,000 (708,000)
Taxes on income (credit) (Note E) 545,000 317,000 186,000 44,000 {72,000)
Earnings (loss) frem continuing operations 517,000 206,000 179,000 51,000 (636,000)
Losses fron discontinued operatinns, net of ircome tax credits
(liote E) - - {2,000) {14,000) (547,000,
farnings {loss) befeore extraordinary items 517,000 306,000 170,000 37,000 {1,183,000)
Txtracrdinary items:
Trecime t“ax reducticn from utilization of net oy arating loss
carr;forrard  (llote E) 451,000 264,000 200,000 123,000
Settlament cf litigation and rlaimz and provision for rending
litigation and claims, net of related income tax credit of
$67, 300 - (1973) (Bote I) {62,000) (220,000)
Gain on sale of investment, net of related “axes on income of
$25%,000 (Note G) 473,000
write-down of facility, net of related incone tax credit of
$89,030 - (1973) (hote H) {82,000) (1,175,000}
451,000 264,CCD 2C0,CC0 452,000 (1,375,000)
Wet earnings (less) §___268,000 5_ 570,90 5 370,000 $_ 482,000 s(2.558,00C;




o
Cerarehensive Core Toroey s lon ard Suwbsiciovics 2 |
%)
Ceorsolii-ted Surwary of Oner-xieong )
{Continuzcd) &
3
3
r 3
H
Yeax cnded May 31, <
-— ~
1378 1975+ 274" 1273+ 1972 ™ E: ;
= o Z
L=,
Earnings (loss) per common and coxmcn ecuivalent share (Note F) 5 i
Pramary: A
Earnings {loss} fznm continuing cperations ¢ .52 $.30 £.19 5.06 $ (.70C) T
Losses from discontinued operations, ret of incowe tax credits - - (-01) (.c2) (.60) e
: $ -~ g- @
Extraordinary items .48 .22 .60 ~.52) :
liet easrirgs {loss) $i.on $.u0 $.53 $(2.82) ~
A —= == eyt e
3 _
= ;
[
: > ]
Fully diluted: g .
i Earnings (loss) £from continuing operations 5.42 $.25 $.C6 § (.70) 2
. Losses from discontinued operations, ne:t of L .ome tax crediis - - (.02) {.69) - H
Extraordinary Jtews .36 .21 .42 (1.52)
Net earnings (lcss) $.73 $.48 §.53 3(3.82}

* Restated, sue Hote C.

See notes tu summary of operaticns. ;




Itew 2. curmary of Operations {continaed):

Rotes to Surmnary o” Cperation:

Rote 7, - vripginles of Consolication

yhe consolicdated finmancial statewents inel le the zocounts of the Capany

Tits cube “diarics (all wholly-oened) and eifective May 31, 3976, “ne
Co :snv'  50% int:rer  in the accounts of a jo.nt ver ude parine: Lbip pre-
viourly ucco ..tel for by the cqurity method of accountirs All signilivant
inter ¢copeny account: and transuecrions have been alimin ' od in consolid -
iion,

The Iocr. - f.on &1 continved operoticns, net of income o, eredits havn
boon segeeg  ed in the consolidat~ i sumnary of cperation:.  Yae reven o
wTd loenois from thac s onaretions .o sumaacized as folio s:

Year cnded Mav 21

. A XA SO 2°X - SN SO X SR
Rever ns §577,000  $440,700  $1,71 C0O
Lo ses, nol oof drocexs tax credits 29,000 $14,000 $547,007

Fole s sof i Pevenwes
opcraling reve mie inelt ‘es amovnts from third-party projeamns undelX (o530
reitburanset rrinciploes,  MHaaagowent believes tont these principles e
b .n prep wly avplied in the detoermination of xevenues Fiom these prograns
1"inal deleinin tion of rovenues 1s subject Lo awudit by in-termcdiaric, ad-
winistering ti.sa prog. avs. Differences bhetween f£laal seitlement anc
estimered provisions are reflected in operating revenu in the year fisalized.

~rdjustments . olated to prior yvears decreasad revenue in 1972 by $330,790 and

inereased rovenue in 1973 ond 1974 by $144,000 and $146,C00 respeclively.
rdjustments in 1975 and 1976 urre not significant.

1 te € ~ Ch e in Accour>ing fox 50 Intecest iy a Jo'nt Vent:.e

As indicated in Hote 1, the Coupany changeld its method of acrounting for its
50% intcrest in a joint vepiure partnership from the egoity kathod to cone
solicating the Company's 0% sntercst in the assels. liabilities, incorte ond
expense of the joint venture. Prior years f{inancial stalements b-ve Leen ro-
stated to reflect thLis change in aceounrting. The accounting change has no
cifeect on coxid gs.

The arcounting change was wade dug co Lhe signivicance of the operadions of
the jo'. ' venture as related to the Company's total operaidions.  Acco lingly,
it is the opinion of management that inclusion of the Congany's 500 interest
in the jownt ventur. in the eonsolidated financial stabtoments more cloarly
seflects © signi.icance of Lhe joint venture Lo Lthe Cowpany.
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Summary of Operations {continued) :

lotes to Sur oy of Operal tong

A any

(Continued)

Nole € - Gain on Salr of Invectment:

On Junce 1, 1972 the common stock of Raleigh Hills Hospital, Inc., a vholly-
ovnend swl s diciy of the Corepany, was exchanged for cormon stocl of Advanced
Healil Systems, Inc. Suvbseguently, iioo Company sold all of tlheir shares or
Advanec. 1 e Llth Sy temn, Tue. fov cash and cancerlation ol dchi. The Conpany
has # Five yeur opiion Lo repucchase the stock.

Y * ‘_"[:-—f."

R ¢ 1O NO. oful in le:wivg, sollang or reopening the Alta 1
Convets Naapitve) I ve »  losed in Felo vary, 1671, as 1he roeell of

Tl ¢ .. corecliosvre roccodings 'o,ee been finalized Ly o Lrest

doeh g 1Y propexty has been solJ. Accordingly, Lthe pro, wriy and
3elai ‘Lubil bavr boen cliuminated from o fue baolhs,

cobion T ; ool Yollaing
gscan c

Coctin foo v cLy, Lloani @31

Tv’™, ik

Provicio, o esl . oated getidoewat of clalr
rel. tive to scooad Lrust Geod anld gol: Gd
e ' erpouse $151,000

Cther 20,000
171,000

TLenn ot ierble income tax cvedit (89,00 )

RI,0M

cieanl €7 BAL ~atfon o €LY ovirion fory Pendiug
ooctfe ¢ Cledvea

R o L




Managements' Discussion and Analysis of

the Summary .f Operationx

1976

The Company's revenues increased significantly in 1976, rising $2,698,000
or 33% over 1975 revenues. Approximately two-thirds of the revenue in-
crease was attributable to increased patient census which resulted from
opening new alcoholic rehabilitation and psychiatric care units and in-
creased utilization in all operating units; alcoholic rehabilitation,
psychiatric care (including the Company's 50% interest in joint venture
operations) and long-term care. The remainder of the revenue increase
resulted from rate increases which were effected to absorb higher costs and
expenses, primarily salaries and wage increases.

Costs and expenses related to new operating units opened during the year in
addition to the rising costs and expenses noted above resulted in costs and
expenses increasing $2,259,000 in 1976.

All cperating divisions contributed to the increase in earnings in 1976.

Payroll taxes were up substantially in 1976 primarily due to the hiring of
cnployees for the new operating units.

The increase in rent expense in 1976 was due to rises in facilities rent
under provisions in leases containing escalations based on the Consumers .
Price Index, additional facility space and increased equipment rental usage.

Since the Company leases facilities that contain clauses for escalations
based on the Consumers Price Index, future rent expense will continue to
increase.

The increase in advertising is attributable to expanded use of newspaper,
television and other media to inform the public of health care services
available from the Company. Advertising will continue in the future and
will increase as additional operating units are cpened.

=375

Revenues of the Company in 1975 -increased by $2,032,000 or 34% more than

1974 revenues. Increased patient census resulting from opening new alcoholic
rehabilitation units and increased utilization in all operating units;
alcoholic rehabilitation, psychiatric care (restated to include the Company's
50% interest in joint venture operations) and long-term care accounted for
approximately 62% of the total increase in revenues. Rate increases to offset
higher costs and expenses,particularly salaries and wages increases accounted
for the balance of the increase in revenue.

Costs and expenses related to new operating units opened in addition to
rising costs and expenses resulted in 1975 costs and expenses inctreasing by
$1,774,000.

Farninus from operations reflected increases from all operating divisions.
Payrcoll taxes were up in 1975 due to the hiring of new employees, especially

in the expanding alccholic rehabilitation division, higher salary and wage
levels for withholding of taxes and higher tax rates.




Managements' Discussion and Analysis of
the summary of Operations {continued)

Rent cxpense was up from 1974, primarily because a full year of tho corporate
office rent is included in 1975. Lardger facilities were required in October,
1973.

The increase in advertising is attributable to managements' decision to
utilize newspaper and other media to inform the public of hcalth care services
availakle Irom the Company.

1974

Reviiues increased in 1974 as the result of higher census levels, especially
in the pusychiatric division (restated to include thr Company's 50% interest
in joint venture opecrations) rate increasea and retroactive Medicare and Blue
Cross adjustments.

hiter giving effect to increascd costs and expenses attributable to increased
volume and inflation, earnings from continuing operations before taxes on in-
com. increased by £270,000. Retroactive lcdicare and Blue Cross adjustments
accounted for $145,000 of this increasc.

Start-up costs relative to ‘he alcoholic rchabilitaivion division reduced
carnings from opcrations.

Payroll taxes were up from 1974 due to the hiring of new employees, higher
salary and wage levels for withholding of taxes and higher tax rates.

Rent e¥pense was up in 1974 primarily duc to higher corporate office rent
resulting from moving to a larger building in Octcber, 1973.

1973

The increase in revenue was attributable to higher census levels in the psy-
chiatric divisior (restated to include the Company's 50% interest in joint
venture opcraticns) and the long-term care division, and retroactive Medi-Cal
rate increases and Medicare and Bluc Cross adjustments. Reven - vesulting
from higher census levels was substantially absorbed by higher operating costs
while the retroactive adjustments increased carnings by approximately $5144,000.

1972

The decrease in revenue in 1972 was attributable to retroactive adjustments
in connection with Medicare and Blue Cross programs, and a decline in patient
census levels in the psychiatric division. As a resgult, earnings from con-
tinuing operations were reduced $339,000 and 5126,000, respectively.

A change in accounting method whereby project development and preopening costs
are writton off in the vear fncurred rather than deferred and amortized over
five and three year periods respectively inceeased costs and expenses and re-
duced carnings f{rom continuing operations Ly $139,000 and contributed $387,000
Lo losses from discontinued operations. In addition, costs and expenses were
increased an the result of including a full year of operations of a long-tern
care facility that opencd in October, 1970 and inclusion of operations of a
long-ternm care facility oponed in October, 1971. Start-up costs related

to the facility opened in October, 1971 reduced earnings from continuing opex-
ations by $63,000, Start-up costs contributed $606,000 to losses from discon-
tinued op«rations. .




Item 3. Propertics.

Reglstrant's executive offices are located in an
office building 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 ex-
pires in 1976. On or about October 1, 1976, Registranl will
move lts execative offices to the Fourth Floor at 660 Newport
Center Drive. This new facility will consist of approximately
13,180 square fecet and will be leased for $8,557 per month under
a lease which expires in 1986. Registrant ovns Bay View Con-
valescent Hospital and Cilmar Manor. All of Registrsnt's other
health care racilities are operated under leases. The fellowing
table sets forth by facility the addresses of the facilities, the
tintes the leases expire and the monthly rental payable thereunder,.

Facility and Address Lease Expires Monthly Rental¥

Brea iospital - Neuro- 1986 $11,560
psychiatriec Center

875 North Brea Blvd.

Brea, California 92621

Fort Worth Neuropsychiatric
Hospital

1066 West Magnolia

Fort Worth, Texas 76104

Calabasas Hospital - Neuro-
psychiatric Center

25100 Calabasas Rosd

Calabasas, Californ‘a 92373

Crossroads Hospital
6 505 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 3treet
Costa Mesa, California 92627

Subject to increase every five years based upon In-
creases in Lhe Consumer Price Index published by the
U. S. Department of Labor, Bureau of Labor Statistics.

This amount is reimbursable {o the Registrant under
provisions of a joint venture agreement (See Item 1).




Item &, Parenits and Subsidlaries.

Registrant has no parents. The following is a list of
all subsidiaries of Registrant setting forth as to each subsidiary
the percentage of voting securities owned, or other basis of
control, by its parent:

State of Percentage of Voting

Company Incorporation Securities Cwned

NPHS, Inc, * Californi‘t 1002

Terracina Convalescent Caitifornia 100%
Hospital ¥

Fort lYWorth Neuro-—~ Texas 100%
psychiatric Hospital,
Inc, #

CAREUNIT, Inc. ¥ Californla 100%

Subsidiaries included ir consolidated financial state-~
ments.

Item 5. Pending Legal Proceedlngs.

Registrant was not engaged in any material legal pro-
¢e cdings as of May 31, 1976.

Tvem 6. Increcasec and Decrecases in Outstanding Securities.

(a) Title of Class

(1) Preferred Stock, $100 par value:
Qutstanding at June 1, 1975

(2) Redeemed for cash on
Novermper 11, 1975

Outstanding at May 31, 1976

Title of Class

(1) New Preferred Stock, $50 par value:
Outstanding at June 1, 197% and May 31, 1976 6,100

Title of Class

(1) Common Stock, $.10 par value:
Qutstanding at June 1, 1975 938,082

(2) (1) Issued for =ash upon exerclse
of qualified stock optlon 509
(ii) Issued in cancellation of
indebtedness 8,500
Outs’ anding at May 31, 1976 giléﬁii

(b) (1) The transaction referred to in item (i) atove
involved the sale and issuance by Reglstrant, on December 18,




1975 of 500 shares of its Common Stock to one employee of
Registrant for a cash coasideration of $875. The transaction
referrcd to in item (ii) above involved the sale and issuance
by Registrant on April .9, 1976 of 8,500 shares of its Common
Stock to three individuals and a corporation in cancellation

of $23,766 of indebtedriess of Registrant to them under a
promissory note containing conversion rights. At the time of
exercise or conversion, respectively, Registrant's Common Stock
was quoted in the Over-The-Counter market at $3.00 bid, $3.50
asked; and $4.62 bid, $5.12 asked, respectively. No brokers,
underwriters or finders were involved in either of these trans-
actions. Registrant obtained such evidence (inecluding written
representations of the issuees) as it deemed necessary to assure
itself Lhat 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
registration and prospectus delivery requirements of the Act
pursuant to Secticn #(2) tLhereof as transactions not invelving
any public offering.

The certificates evidencing the securities issued in
such transaction were endorsed with the following legend:

"No sale, offer to sell or transfer of
the shares represented by this certificate
shall be made unless a registration statement
under the Federal Securities Act of 1933, as
amended, with respect to such shares is then
in effect or an exemption from the registra-
tion requirements of such act is then in fact
applicable to such shares."

In addition, stop transfer instruecticns were given to
Regiictrant's Transf{er Agent with respect to such securities,

Title of Class

(1) Qualifled Stock Options:
M.tstanding at June 1, 1975

(2) Exercised
Outstanding at May 31, 1976

Title of Class

(i)} Warrants
OQutstanding at June 1, 1975 17,561

(2) Expired by terms of warrant H99)
Qutstanding at May 31, 1976 7

Item 7. Approximate Number of Equity Security Holders.

Number of Record
Holders as of
Title of Class May 31, 1976

Common Stock, par value $.10 per share 665

New Preferred Stock, par value 350 per share




Item 8. Executive Officers of the Registrant.

Name Office

B. Lee Karns President

Leon 4. Van Luchene Senlor Vice President,
Finance

William James Nicol Administrative Vice 32
President, Secretary
and Treasurer

Edward A. Johnson Vice President, 31
Psychiatric Division

A. Joel Klein Vice President, Western 36
CAREUNIT Division

Robert L. Kasselmann Vice President, Midwest 4o
CAREUNIT Division

Harocld 1. Voorheis Vice President, 33
Marketing

Marjorie McAdam Vice President 41
Public Relations

No family relations exlst between any of the above-
named officers of the Regisirant.

Mr. Karns has been the President of Registrant since
May, 1972. From January, 1969, to May, 1972, he was the Chief
Evecutive Officer of S.D.S. Management Services, & health care
consult.ng {irm.

Mr. Van Luchene is a certified public accountant. He
has been Registrant's corporate controller since September, 1969
and a Vice President of Registrant since 1970.

Mr. Nicol has been the Secretary of Registrant since
December, 1973, and a Vice President and the Treasurer of Regis-
trant since April, 1974. He was a Project Manager and the Ccn-
. troller of Advanced Health Systems, Inec., a hospitai manage-
ment firm from December, 1872, to June, 1973. JI'rom December,
1970, to November, 1972, Mr. Nicol was emoloyed by S.D.S. Manage-
ment Services.

Mr. Johnson has been the Vice President of Reglistrant's
Psychiatrie Division since May, 1975. For more than six years
prior thereto, he was Administrator and Executive Director of
Registrant's Brea Hospital HNeuro-Psychiatric Center.

Mr. Klein has opecn a Vice President of Reglstrant since
Hovember, 1972. Tor approximitely four years prior thereto he
was an officer of 5.D.8. Manapement Scrvices.,

Mr. Kasselmann has been a Vice Presidenl of Reglstrant
since M1y, 1975. He was a consultant with the Health Carc
Management Services PDivision of Laventhol & Horwath from January,
1974 to August, 1Y7h and for approximrately flve years prior
thercto he was a project manager aud dircctor of operations of
S.D.S. Management Services.




Mr. Voo~rheis has been Registrant's Viee President-
Marketing since April, 1974 and from April, 1973 to April, 1974
he was the director of program development. For approximately
four years prior thereto, he was regional administrator with
Beverly Enterprises, T™nec., a health care management corporation.

Ms. McAdam has been the Vice President-Public Relations
of Registrant since April, 1974 and was employed in various other
capacities with Registrant since April, 1972. Prior thereto she
was with the public relations department of Newman Properties.

Ms. HMcAdam terminated her employment with Registrant in July 1976.

Item 9. Indemnification of Directors and Orfficers.

Section 145 of the General Corporation Law of the State
of Delaware, Registrant's State of incorporation, provides, among
other things, that a corporation may indemnify an officer or
director against expeanses, fees (including attorneys'! fees),
Judgments, and amounts paid in settlement, actually and reasonably
incurred by such officer or director in connection with any civil,
criminal, administrative or investigative actilion, suit or pro-
ceeding (other than an action brought by or in the right of the
corporacion) if such officer or director was named in such action,
sult or proceeding by reason of the fact that he was such a dir-
ector or officer of the corporation and if he acted in good faith
and in a manner he reasonably believed to be in or not opposed to
the best interests of the corporation, and, with respect to any
criminal action or proceeding, he had no reasonable cause to be-
lieve his conduct was unlawful.

A corporation may also indemnify an officer or dilrector
against cxpenses (includlng attorneys' fees) reasonably incurred
in connection with the defense or settlement of any action or
sult brought by or in the right of the corporation, except that
no indemnification may e made in respect to any claim, issue
or matter as to which such person shall have been adjudged to
be liable for negligence or miscorduct in performance of his
duty to the corporation unless the court shall determine that
such person is fairly and reascnably entitled to indemnity for
such expenses,

In addition to the foregoing, to the extent that a
director or officer is successful on the merits or otherwise in
the defense of any action, suit or proceeding referred to above,
or in defense of any claim, 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
successful in his defense of an action or any clailm, issue or
matter therein, the determination as te¢ whether any such officer
or dircctor shall be indemnified shall be made (1) by the Board
of Directors by a majorlty vote of a quorum consisting of
directors who are not parties to such action, suit or procecding,
or (2) if such a guorum 1s not cobtainable, or, even if obtain-
able, a guorum of disinterested directors so dircets, by indepen-
dent legal counsel in a written opinion, or (3) by the stiock-
holders.

Other provisions of Seclion 145 provide Lhat, upcen the
meeting of certain conditions, expenses of an officer or director




may be pald prior to final disposition of vhe action; that
indemnification provided by the statute shall not be deemed

the exclusive of any other rights which sald officer or director
may have; that the corporation may purchase and maintain insur-
ance on behalf of any such officer or director; and that the
provisions of said section apply to constituent corporations.

=’
&
L

Item 10. Financlal Statements and Exhibits Flied.

N (2) The Index to Financial Statements and Schedules
appearing on page S-1 hereof contains a list of all financial
statements filed as a part of this report.

(b) Exhibits.

(1) Calculation of primary earnings per share
and calculatlon of fully diluted earnings per share.

P/RT II

Omitted. Registrai-t has filed proxy materlil with
respect to 1lts Annual Meeting covering its fiscal year ended
May 31, 1976.

Pursuant to the requirements of Section 13 or 15(4d)
of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

COMPREHENSIVE CARE CORPORATICN

2
Administfative Vice President,
- Secretary and Treasurer

DATED: August A4, 1976.
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Comprchensive Care Corporation and Subsidiaries

Financial Statemonts and Schedules

Years Ended May 31, 1976 and 1975

Index

Accountants' reports

Consolidat.ed financial statements of Comprehensive Care
Corporation and Subsidiaries - years ended May 31,
1975 and 1975:

Consclidated balance sheet

Consclidated statement of earnings

Consclidated statement of stockholders' equity
Consolidated statement of changes in financial position
Notes to consolidated financial statements

Financial statements of Comprehensive Care Corporation -
years ended May 31, 1976 and 1975:

Balance sheet

Staterent of earnings

Statement of stockholders' equity - same as consolidated
Statement of changes in financial position

Notes to financial statements - same as consolidated

Financial statements of Neuro Affiliates Company ~ years
ended May 31, 1976 and 1975:

Balance sheet

Statement of income and partners' capilal
Statement of changes in financial position
Notes to financial statements

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

Additional notes= te consolidated financial statements
Schedules - years ended #ay 31, 1976 and 1975:

IIT - Investments in, equity in earnings of, and
dividends received from affiliates S-24-26

and X - Indcbtedness of and to affiliates 5-27
- Property, plant and ecjuipment S-48

- Accumulated depreciation of property, plant and
equipment 5-29

Intangible assets, deferred rescarch and development
expenses, preoperating expenses and similar deferrals 5-30

X1I - valuation and qualifying accounts and reservcs §=31

A1l other schedules are omitted because they are inapplicable, not required undes
the instructions or the informaticn is included in the financial statements or
notes thereto.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders aud Board of Directors
Comprehensive Care Corporation

We have examined the balance sheet of Comprehensive Care
Corporation and the consolidated balance sheet of Comprehensive
Care Corporation and subsidiaries as of May 31, 1976 and 1975, and
the related statements of earnings, stockholders' equity and changes
in financial position for the years then ended and the additional
notes and schedules listed in the accompanying iadex. Our examina-
tions were made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting
records and such other auditing procedures as we considered
necessary in the circumstances.

In our opinion, the financial statements identified above
presenut fairly the financial position of Comprehensive Care
Corporation and of Comprehensive Care Corporation and subsidiaries
at May 33, 1976 znd 1975, the results of their operations and the
changes in their financial position for the years then ended, and
the additional notes and schedules present fairly the information
required to be set forth therein, all in conformity with generally
accepted accounting principles applied on a consistent basis after
retroactive adjustment for the change, with which we concur, in
accounting for the interest in the joint venture partnership as
described in Note 2 to the financial statements.

.)22}44 525d94w«1d!4(32
Mo3s, 4dams & Co,

Newport Beach, California
July 14, 1976




REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Partners
Neuro Affiliates Company (A Joint Venture)

We have examined the balance sheet of Neuro Affiliates Company
(A Joint Venture) as of May 31, 1976 and 1975, and the related
statements of income and partners' capital, and changes in financial
position for the years then ended. Our examinations were made in
accordance with generally accepted auditing standards, and accord-
ingly included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances.

It our opinion, the finarcial statements identified above
present fairly the financial position of Neurc Affiliates Company
at May 31, 1976 and 1975, and the results of its operations and
the changes in its financial position for the years then ended, in
conformity with generally accepted accounting principles applied
on a consistent basis.

70
,Q&M&o
Moss, Adams & Co. )

Newport Beach, California
July 14, 1976




Comprehensive Care Corporation and Subsidiaries

Consolidated Balance Sheet

Assets
Current asscts:

Cash, including time deposits of $401,000, 1976 and

$338,000, 1975
Accounts receivable, less allowance for doubtful
accounts of $209,000, 1976 and $226,000, 1975
{Schedule XII)
Prepaid ecrxpenses
Total current assets

Property and equipment, at cost (Notes 1 and 3 and
Schedules V and VI):
Land
Buildings and improvements
Furniture and equipment
Leasehold improvements

Less accumulated depreciation and amortization

Other assets:
Lease acquisition costs

Cost in excess of net assets of businesses purchased

{Note 1 ard Schedule VII)
Other

Liabilities and Stockholders' Equity
Currenc liabilities:

Accounts payable and accrued liabilities (Note 9)
Payable to third party payors within one year
Long-term debt payable within one year (Note 3)
Income taxes payable
Cash dividends payable

Total current liabilities

Payable to third party payors after one year

Deferred gain on sale and leaseback of property

Long-term debt due after one year (Yote 3)

Commitments (Notes 5 and 7)

Stockholders' equity (Note 4):

Convertible preferred stock, $100 par value;
authorized, issued and outstanding, 250 shares,
1975

New preferred stock, §$50 par value; authorized
60,000 shares;

8% convertible series; issued and outstanding,
6,100 shares

Commen stock, $.10 par value; authorized 2,000,000
shares; issued and outstanding 947,682 shares,
1976 and 938,682 shares, 1975

2dditional paid-in capital

Retained earnings (deficit)

* Restated, see Note 2,

See notes to consolidated financial statements.

5-4

$ 733,000

1,653,000
484,000

$ 414,000

1,326,000
240,000

2,870,000

1,980,000

216,000
676,000
1,002,L )
363,000

216,000
673,000
891,000
286,000

2,257,000
729,000

2,066,000
583,000

1,528,000

1,483,000

304,000

517,000
124,009

333,000

517,000
74,000

945,000

924,000

$5,343,000

$4,387,000

$1,013,000
602,000
151,000
65,000
72,000

$ 738,000
681,000
176,000

50,000

1,903,000

1,645,000

145,000

975,000

305,000

95,000
1,459,000
461,000

33,000
152,000

1,107,000

305,000

94,000
1,461,000
(435,000)

2,320,000

1,450,000

$5,343,000

$4,387,000




Comprehensive Care Corporation and Subsidiaries

Consolidated Statement of Earnirgs

Year ended May 31,
1976 1975+

Revenues:
Operating (Note 1) $10,632,000 $7,956,000
Other 142,000 120,000

10,774,000 8,076,000 .

Costs and expenses:

Operating 6,542,000 5,434,000
General, administrative and marketing 2,919,000 1,793,000
Depreciation and amortization 171,0cC0 135,000
Interest 80,000 91,000

9,712,000 7,453,000

Earnings before taxes on income and extraordinary
credit 1,062,000 623,000

Taxes on income (Note 6) 545,000 317,000
Earnings before extraordinary credit 517,000 306,000

Extraordinary credit, income tax reduction from
utilization of net operating loss carryforward
{Note 6) 451,000 264,000

Net earnings S 968,000 § 570,000

Barnings per common and common eguivalent share:

(Note 1)
Primary:
Earnings before extraordinary credit $ .52 $.30
Extraordinary credit .48 -28
Net earnings $1.00 $-58

Fully diluted:

Earnings before extraordinary credit $.42 $.25
Extraordinary credit .36 .21
Net earnings $.78 5.46

* Restated, see Note 2.
See notes to consolidated financial statements.




Balances, May 31, 1974
Net earnings

Dividends paid on 8% new preferred
stock

Other

Balance, May 31, 1975

Redempticn of convertible preferred
stock

Conversion of long-term debt into
cormon Stock

Exercise of employees' stock options

Net earnings

Dividends paid on 8% new preferred
stock

Dividends declared on:

8% new preferred stock
Common stock

Balances, May 31, 1976

e

Comprehensive Care Corporation and Subsidiaries

Consolidated Statement of Stockholders' Equity

New

See notes to consolidated financial statements.

Convertible Preferred Stock
Preferred Stock 8% Convertible Common Stock Additional Retained
Paid-~in Earnings
Shares  Amount Shares  Amount Shares Amount Capital {beficit)
250 $25,000 6,100 $305, 000 938,682 $94,000 51,486,000 ${1,005,000)
570,000
(24,000)
{1,000)
250 25,000 6,100 305,000 938,682 94,000 1,461,000 1435, 00u)
(250) (25,000) (2,000}
. 8,500 1,000 23,000
500 1,000
968,000
{24,000)
(24,000)
(4&8,000)
- $ - 6,100 $305,000 947,682 $95,000 51,459,000 $ 461,000




Comprehensive Care Corvporation and Subsidiaries

Consolidated Statement of Changes in Financial Position

Year ended May 31,
1976 1275%

Financial Resources Provided by:
Operations
Earnings before extraordinary credit $ 517,000 $306,000
Items not requiring outlay of working capital:
Depreciation and asmortizalion of property and
equipment 171,000 135,000
Amortization of leasehold ccsts and other deferred
charges 37,000 22,000
Workiny capital provided by operations 725,000 463,000
Extraordinary credit 451,000 264,000
Additional long-term debt due after one year 38,000 19,000
Stock issued on conversion of long-term debt 24,000 -
1,238,000 746,000

Financial Resources Used for:
Purchases of property and equipment 223,000 144,000
Reduction of long-term debt 170,000 196,000
Settlement of litigation and claims - 60,000
Reduction of payable to third party payors after one year 33,000 50,0c0
Cash dividends on common and new preferred stock 96,000 24,000
Redemption of convertible preferred stock 27,000 -
Other applications ___57,000 3,000
606,000 477,000

Increase in Working Capital $ 632,000 $269,700

Summary of Changes in Components of Working Capital

Increase (decrease) in cur:rent assets:
Cash 5$319,000 $294,000
Accounts receivable 327,000 (46,000)
Prepaid expenses 244,000 (7,000)
820, 000 241,000

Increase (decrease) in current liabilities:

Sho zt-term borrowing - {237,000)

l.zcounts payable and accrued liabilities 275,000 (89,000)

Payable to third party payors within one year (79,000) 252,000

Long-term debt payable within c¢re year {25,000) (4,000)

Income taxes payable 15,000 50,000

Cash dividends payable 72,000 -
258,000 (28,000)

Incresse in Working Capital $632,000 $269,000

* Restated, sec Note 2.
Sce notes to consolidated financial statements.




Comprehensive Care Corpora* ion and Subsidiaries

Notes to Consolidated Financial Statements

May 31, 1976 and 1975

Note 1 Summa:y of Significant Accounting Policies

Principles of Consolidation

The consclidated financial statements include the accounts of the Company and
its subsidiaries (all wholly-owned) and effective May 31, 1976, the Company's
50% interest in the accounts of a joint venture partnership previously ac-
counted for by the equity methed of accounting. BAll significant intercompany
accounts and transactions have been eliminated in consolidation.

Operating Revenues

Operating revenue includes amounts from third-party programs under cost re-
imbursement principles. Management believes that these principles have been
properly applied in the determination of revenues from these programs. Final
deternination of revenues is subjact to audit by intermediaries administering P
. these programs. Differences between final settlement and estimated provisions
are reflected in operating revenue in the year finalized. -{

Property and Equipment

Depreciation and amortization of property and eguipment is computed on the
: straight-line method over the estimated useful lives of the related assets,
;' principally: buildings and improvements - 5 to 40 years; furniture and equip-
g ment - 5 to 12 years; leasehold improvements - life of lease or life of asset
whichever is less. Expenditures for maintenance, repairs and minor renewals
are charged to expense as incurred and major bhetterments are capitalized. Cost
of property disposed of and related accumulated depreciation is removed from
the accounts and gains or losses are reflected in earnings.

Intangible Assets

Cost in excess of net assets of businesses purchased is not being amortized
since, in the opinion of management, there has been no reduction in value.

Lease acquisition costs are being amortized on the straight-line method over

the term of the leases which expire in 1986 and 1997. The unamortized balances
at May 31, 1976 arc $284,000 and $20,000 respectively.

7 Project Development and Preopening Costs

Expenditures for project development and preopening costs are expensed as
x incurred. fL

Investment Tax Credits -

Investment tax credits are applied as a reduction of the tax provision in the
year utilizcd.

2 q




Comprehensive Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements

May 31, 1976 and 1975

(Continued)

Deferred Gain on Sale and Leaseback of Property

The gain realized on the sale and leaschack of a hospital facility is taken
into income by straight-line amortization over the term of the lease which
expires in 1996.

Earnings Per Share

Primary earnings per common and common equivalent share have been computed by
dividing earnings net of cash dividends paid on the 8% new preferred shares
by the weighted average number of common shares and equivalent convertible
preferred shares ocutsctanding during the year.

Fully diluted earnings per common and common equivalent share has been com-
puted by divaiding earnings by the weighted average number of common shares,
equivalent convertible preferred shares and cquivalent 8% new preferred shares
outstanding during the year.

Stock options, warrants and rights were not dilutive in 1976 or in 1975.

Note 2 Change in Accounting for 50% Interest in a Joint Venture

As indicated in Note 1, the Company changed its method of accounting for its
50% interest in a joint venture partnership from the equity method to consoli-
dating the Company's 50% interest in the assets, liabilities, income and ex-
pense of the joint venture. Prior years financial statements have been
restated to reflect this change in accounting. The accounting change has no
effect on earnings.

The accounting change was made due to the significance of the operations of
the joint venture as related to the Company's total operations. Accordingly,
it is the opinion of management that inclusion of the Company's 50' interest
in the joint venture in the consolidated financial statements more clearly
reflects the significance of the jeint venture to the Company.

The assets and liabilities of the ioint venture partnership included in the
consolidated balance sheet are as follows:

Company's 50% Share

1976 1975
Assets
Current assets $324,000 $301,000
Property and equipment (net) 95,000 91,000
Other assets 3,000 7,000

$422,000 $399,000

Liabilities and partner's equity
Current liabilities $156,000 S135,000
Partner's equity 266,000 264,000

$422,000 $399,000
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Notes to Consolidated Financial Statements

May 31, 1976 and 1975

(Continued)

The operating results of the joint venture partnership included in the
consolidated statement of carnings are as follows:

Company's 50% Share

1976 1975
Revenues
Operating $1,703,000 51,273,000
Other 30,000 18,000

1,733,000 1,291,000

Costs and ecxpenses

Operating 914,000 B77,000

General, administrative and X
marketing 458,000 230,000 :

Dapreciation and amortization 19,000 15,000

Interest 11,000 14,000

1,402,000 1,136,000

Earnings before Laxes on ihcome $ 331,000 S5 155,000

Note 3 Long-Term Debt

Long-term debt consists of the following:

1976 1975

64% to 10% notes ccllz=eralized by

trust deeds, payable in monthly

installments with maturity dates

from 1980 through 1993 $ 528,000 § 576,000
Note payable to Small Business

Administration, unccllateralized,

bearing interest at 3% with

maturity in 2002 347,000 347,000
6% to 84% unsecured notes payable

in quarterly installments with

maturity dates from 1476 through

1983 153,000 220,000
Furniture and ejuipment contracts 72,000 124,000
Other . 26,000 16,000

1,126,000 1,283,000
Less amounts duc within one year 151,000 176,000

$ 975,000 $1,107,000

Included in the furniture and cquipment contracts for 1975 is the Company's
50% interest of joint venture indebtedness of $14,000, ali of which is due
within one year.

Annual maturities of long-term debt for the next five years amount to $151,000
in 1977, $127,000 in 1978, $117,GGQ in 1979, $91,000 in 1980 and $60,000 in 1981.
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Comprehensive Care Corpora&ion and Subsidiaries

. .

Hotes to Consolidatad Financial Statements

May 31, 1976 and 1975

{Continued)

Note 4 Stockholders' Equity

Convertible Preferredi Stock

In October, 1975, the Company redeemec 250 sharecs of its convertible preferred
stock, par value $100, representing all of the then outstanding shares of the
class, at the redemption price of $100 per share or an aggregate amount of
$25,000. Such shares were retired at this time.

New Preferred Stock

The Company is authorized to issue 60,000 shares of new preferred stock, par
value $50 a share, issuable in one or more series. The Board of birectors
of the Company is authorized to fix the number of shares constituting each
series and to establish rights and preferences.

The righcs and preferences of the series of new preferred stock issued pro-
vide for an 8% dividend ($4.00 a share) each year; convertibility into common
stock at §1.00 per share:; preference over the holders of common stock in the
event the Company is ligquidated; and voting rights, with the number of votes
being based upon the number of shares of common stock that the new preferred
stock may be converted. Such shares are subject ‘o redemption at the Cowpany's
option after April 18, 1977 at par value.

Stock Options

Under the Company's qualified stock option plan, options have been granted to
key employeces to purchase common stock of the Company at prices of not less
than 100% of the fair market walue at date of grant. The options become
exercisable in varying installments and must be exercised not later than five
years from date of grant.

The following summary presents changes during the year and other information
relating to the Company's qualified stock option plan:

Number Option Option
of Price Price
Shares Per Share Aggregate
Options ocutstanding at May 31,
1975 (43,325 shares exercis-
able) 45,650 $1.75-$3.50  $109,000
Options exercised {500) $1.75 {1,000)
Options outstanding at May 31,
1976, all of which are exer-
cisable 45,150 $1.75-53.50 $108,000

At May 31, 1976, 13,950 shares of common stock were available for future gran:s.

The Company has a non-qualified stock option plan for employees of the Cowpany
and members of medical staffs of facilities operated by the Company to purchase
common stock of the Company. The option price per share for options granted
must be at least 85% of the fair market value a*t date of grant.

s-11
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Comprehensive Care Gorporation and Subsidiaries

Notes to Consolidated Financial Statements

May 31, 1976 and 1975

(Continued)

The options become excrcisable in varying installments and must be exercised
not later than five years from date of grant. The Company has not granted
any ncr-qualified options. At May 31, 1976 there were 75,000 shares avail-
able for option.

Stock Warrants and Rights

Warrant holders are entitled to purchase 4,062 shares of the Company's common
stock at $5.60 per share. The warrants expire in November, 1976.

An agreement related to a note payable provides that on each anniversary date
of the note, the note holder may convert up to one third of the principal
amount then owing into shares of the Company's common stock at 75% of the
average of the mean between the bid and ask prices at the close of each day's
trading for all of the trading days of the month preceding thé month within
whizh this right to convert arises. 7Tn April, 1976, this right was exercisad,
resulting in conversion of $24,000 of indebtedness into 8,500 shares of common
stock. The amount of principal owing on the next anniversary date would be
approximately $30,000.

Note S Lease Commitments

The Company and the joint venture partnership leases facilities, furniture and
equipment. The facility lease: contain clauses for escalations based on the
Consumers Price Index, payment of real estate taxes, insurance, maintenance
and repair expenses. Generally, the furniture and equipment leases provide
purchase options and accordingly, these leases have been capitalized. Equip-
ment leases that do not have purchase options are not significant and are not
included herein. Rent expense of facilities included in costs and expenses
was as follows:

1976 1975
Company's oparations $420,000 5407,000
50% of joint venture opcerations 122,000 122,000
$552,000 $529,000

In addition, amortization of leasehold costs of $29,000 less amortization of
deferred gain on sule and leaseback of property of $7,000 was charged to the
Company's operations in 1976 and 1975. Minimum annual facility rental com-
mitments under non-cancellable leases as of May 31, 1976 are summarized as
follows:

Joint
Company Venture Tot1l
1977 $ 620,000 $ 67,000 $ 687,000
1978 700,000 67,000 767,000
1075 704,000 67,000 771,000
1980 704,000 67,000 771,000
losl 698,000 67,300 765,000
1582-1986 3,422,000 335,000 3,757,000
1987-1991 2,134,000 89,000 2,223,000
1992-1996 1,865,000 - 1,865,000
After 1996 36,000 - 36,000

5-12
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Comprehensive Care Coxporation and Subsidiaries

Notes to Counsolidated Financial Statements

May 31, 1976 and 1975

(Continucd)

Included in the Company's commitments is $194,000 annu¢l cent payable
through 1996 which is reimbursed to the Company by the Joint Venture.

The present value of minimum lease commitments applicable to all non-
cancellable fipancing leases at May 31, 1976 and 1975 is $4,685,000 and
$4,524,000, respectively. The weighted average interest rate (based upon
present value) and range of interest for 1976 and 1975 are 8.1% and 6.5% -
9.5%, respectively.

If thr leases were capitalized and the related property rights were amcr-
tizou on a straight-line basis and interest was accrued on the basis of
presznt value, earnings before extraordinary item would have been reduced
by $65,000 in 1976 and $83,000 in 1975. Net earnings would have heen re-
duced by §125,000 in 1976 and $159,000 in 1975.

Amortization in the above computations was $3.8,000 for 1976 and 1975.
Interest amounted to $384,000 and $388,C00 for 127G and 1975, respectively.

3
Note 6 Taxes on Income

Federal and state taxes on income consists of the following:

1976 1975
Federal income taxes $450,000 $264,000
State income taxes 95,000 53,C00

$545,000 $317,000

A reconciliation between total incoma taxes and the amount computed by ap-
plying the statutory federal income tax rate (48%) to earnings before taxes
on income follows:

1976 1975

Statutory tax rate applied to
pre-tax earnings $510,000 $299,000
Add (deduct)
State income taxes net of
federal tax benefit 49,000 28,000
Other {14,000) (10, 000)

$545,000 $317,000

As of May 31, 1976 the Company has fully utilized federal income tax carry-
forwards to offset taxable income for financial and income tax reporting.

Note 7 Subsequent Event

In coanection with a planned move of its corporate cffice to new leased pre-
mises, the Company entered into contractual obligations in July, 1976 for the
purchase of furnishings and construction items for approximately $235,000.

The lease related to the premises was entered into prior te May 31, 1976 and
is included in lease commitments of the Company undexr Note 5,

S-13




Comprchensive Care Corporation

Balance Sheet

May 31,
. 1976 1975
Assets
Current assets:
Cash, including time deposits of $401,000, 1976

and §$300,000, 1975 $ 655,000 § 344,000
Accounts receivable, less allowance for doubt-

ful accounts of $10,000, 1976 and $6,000, 19375 90,000 72,000
Prepaid expenses 174,000 68,000

Total current assets __ 919,000 484,000
Investment in wholly-owned subsidiaries, equity
method (Schedule III1) 2,295,000 658,000
Property and equipment, at cost (Notes 1 and 3 and
Schedules V and V1):

Land 210,000 210,000

Buildings and improvements 676,000 673,000

Furniture and equipment 451,000 405,000

Leasehold improvements 58,000 55,000

1,395,400 1,343,000

Less accumulated depreciation and amertization 334,000 248,000

1,061,000 1,095,000
Other assets:
Cost in excess of net assets of businesses
. purchased (Note 1) 517.000 517,000
Other 40,000 21,000
557,000 538,000
$4,832,000 s$2,775,000
Liabilities and Stockholders' Eguity
Current liabilities:
Accounts payable nd accrued liabilities

{(Wote 9) $ 323,000 $ 262,000
Payable to third party payors within one year 8,000 8,000
Long-term debt payable within one year (Note 3) 133,000 139,000
Income taxes payable 65,000 50,000
Cash dividends payable 72,000 -

Total current liabilities 601,r10 459,000
Payable to wholly-owned subsidiaries (Schedule IV} 1,273,000 102,000
Long-term debt due after ©ne year (Note 3) 638,000 764,000
Commitments {Notes 5 and 7}
Stockholders' equily {Note 4)
Convertible preferred stock, $100 par value;

aunthorized, issued and outstanding, 250

shares, 1975 - 25,000
New preferred stock, $50 par value; authorized

60,000 shares; 8% convertible series; issued

and outstanding, ©&,100 shares 305,000 305,000
Common stock, $.10 par value; authorized

2,000,000 shares; issued and outstanding

947,682 shares, 1976 and 938,682 shares,

1975 95,000 94,000
Additional paid-in capital 1,459,000 1,461,000
Retained earnings {deficit) 461,000 {435, 000;

2,320,000 1,450,000
$4,832,000 $2,775,000

* Restated.

See nrtes to consolidated financial statements.,
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Comprehensive Care Corxporation

Statement of Earnings

Year ended May 11,
1976 1975

Revenues:
Operating (Note 1) 51,085,000 $ 886,000
Other 65,000 82,000
1,150,000 268,000

Costs and expenses:
Operating 763,000 649,000
General, administrative and mavrketing 814,000 662,000
Depreciation and amortization 87,000 69,000
Interest 61,000 64,000
1,725,000 1,444,000

Loss before income tax credit, equity in net .

earnings of subsidiaries and extraordinary

credit (575,000) (476,000)
Income tax credit 295,000 242,000
Lozs before equity in net ecarnings of sub-

sidiaries and extraordinary credit (280,000) {234,000)
Equity in net earnings of subsidiaries,

exclusive of extraordinary credit 797,000 540,000
Earnings before extraordinary credit 517,000 306,000
Extraordinary credit - income tax reduction

from utilization of net operating loss

carryforward (Note 6) 451,000 264,000

Net earnings $ 968,000 s 570,00q

See notes to consolidated financial statements.




Comprehensive Care Corporation

Statement of Changes in Financial Position

Financial Resources Provided by:
Operations:
Earnings before extraordinary credit
Items not requiring (providing)} outlay
of working capital:
Depreciation and amortization of
property and equipment
Equity in earnings of subsidiaries
Working capital provided from (required for)
operations before extraordinary credit
Extraordinary credit
Increase in amounts due to subsidiaries
Stock issued on conversion of long-term debt
Additional long-term debt due after one year

Financial Resources Used For:
Purchase of property and eguipment
Reduction of long=-term debt due after cone year
Settlement of litigation and claims

Cash dividends on common and new preferred stock

Redemption of convertible preferred stock
Other applications

Increase in working capital

Sunmary of Changes in Components of Working Capital

Increase (decrease) in current assets:
Cash
Accounts raceivable
Prepaid expenses

Increase (decrease) in current liabilities:
Short-term borrcwings
Accounts payable and accrued liabilities

Payable to third party payors within one year

Long-term debt payable within one year
Income taxes payable
Cash dividends payable

Tncrease in Working Capital

* Restated.

See notes to consolidated financial statements.

Year ended May 31,

1976

1975%

$ 517,000

87,000

(1,637,000)

(1,033,000)

451,000
1,171,000
24,000

38,000
651,000

53,000
164,000

96,000

27,000
__ 18,000
— 358,000

s__293,000

$311,000
18,000

106,000
435,000

-

61,000

16,000}

15,000

72,000
142,000

$293,000

$

306,000

69,000

(1,098,000)

(723,000)
264,000
933,000

11,000
485,000

74,000
145,000
60,000
24,000

{4,000)

303,000

S

182,000

$267,000
(146,000}
(4,000)

117,000

{9,000)
(114,000)
8,000

50,000

-

(65,000}

$182,000




Neuro Affiliates Company

{A Joint Venture)

Balance Sheet

Assets

Current Assets
Cash, including $75,000 certificate of deposit in 1975
Accounts receivable, less allowance for dovubtful
accounts of 541,000 and $64,000
Prepaid expensesg, supplies and other assets
Amounts due from (to} affiliated companies, net
(Note 4)

Total current assets

Equipment and Improvements, at cost (Notes 1 and 2)
Furniture and eguipment
Leasehold improvements

Less accumulated depreciation and amortization

Deforred Costs (Note 1)

Liabilities and Partners' Capital

Current Liabilities
Accounts payable and aczrued expenses
Estimated amounts due under insurance progroms
(Note 3)
Current portion of equipment purchase contracts
(Note 2)

Total current liabilities

Partners' Capital

The accompanying notes are an integral
part of these financial statements.
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May 31,

1976 1975
$ 53,000 $122,000
523,000 397,000
92,000 52,000
{8,000) 29,000
660,000 600,000
195,000 177,000
99,000 72,000
294,000 249,000
103,000 67,000
191,000 182,000
7,000 15,000
$858,000 $797,000
$169,000 $101,000
157,000 139,000
29,0C0
326,000 2hA9,000
532,000 528,000
$858,000 $797,000




Neuro Affiliates Company

(A Joint Venture)

Statement of Income and Partners' Capital

Year ended May 31,

1976 1975
Revenues
Patient care $3,406,000 $2,546,000
Other 59,000 35,000
3,465,000 2,581,000
Costs and Expenses
Operating (Note 4} 1,829,000 1,783,000
General and administrative 953,000 460,000
Interest (Note 4) 21,000 29,000
2,803,000 2,272,000
Net Income 662,000 309,000
Partners' Capital, at beginning of year 528,000 219,000
Payments to partners ' (¢48,000) _
Partners' Capital, at end of year $ 532,000 $ 528,000

The accompanying notes are an integral
part of these financial statements.
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Neuro Affiliates Company

(A Joint Venture)

Statement of Changes in Financial Position

Financial Resources Were Provided By:
Operations
Net income
Charges to income not requiring an outlay of
working capital
Depreciation of equipment and improvements
Amortization of deferred costs

Working capital provided by operations

Financial Resources Were Used Fox:
Decrease in long-term debt
Purchase of equipment: and improvements
Payments to partners

Increase in Working Capital

Changes in Components of Working Capital
Increase (decrease} in current assets
Cash
Accounts receivable - net
Prepaid expenses, supplies and olher assets
Amounts due from (to)} affiliated companies - net

Increase (decrease) in current liabilites
Notes payable to affiliated compary
Accounts payable and accrusd exXpenses
Estimated amounts due under insurarnce programs
kmounts due affiliated companies - neét
Current portion of eguipment purchase contracts

Increasce In Working Capital

Year ended May 31,

1976 1975
$662,000 $309,000
36,000 30,000
8,000
706,000 339,000
29,000
45,000 20,000
658,000
703,000 49,000
$ 3,000 $290,000
$(69,000)  $ 55,000
126,000 (165, 000)
40,000 (25, 000)
(37,000) 29,000
60, 000 (106, 000)
{125,000)
68,000 (8,000)
18,000 78,000
(331, 000)
(29,000) (10, 000)
57,000 (396, 100)
$__ 3,000 $290, 000

The accompanying notes are an integral

part of these financlial statements.
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Neuro Affiliates Company

{A Joint Venture)

Notes to PFinancial Statements

May 31, 1976 and 1975

Note 1 The Company and Summary of Significant Accounting Policies

The Company

In November, 1972, Hospital Affiliates International, Inc.. (HAII), of
Nashville, Tennessee, and Comprehensive Care Corporation (CompCare) of
Newport Beach, California, entered inte an agreement to form a joint
venture, Neuro Affiliates Company (NAC). NAC operates two psychiatric
hospitals in California. Each partner manages one of the hospitals. The
Woodview-Calabasas facility is managed by HAII and the Crossroads facility
is managed by CompCare. The two partners share equally in the results of
the joint venture operations.

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 IFederal and state income taxes since
these taxes are the responsibility of the partners.

Depreciation

The cost of equipment and leasehold improvements is depreciated or amortized
over the estimated useful lives of the assets (five to twelve years) using
the straight-line method of depreciation.

Deferred Costs

Deferred costs include preopening costs on Crossroads Hospital, which are
being amortized on a straight-line basis over three years from January, 1974.

Note 2 Equipment Purchase Contracts

Equipment purchase contracts are collateralized by equipment. At May 31, 1975,
the following amounts are due within one year:

Amounts due on contracts $50,000
Financing charges included therein (21,000)
$29,000

§-20




Neuro Affiliates Company

AA Joint Venture)

Notes to Financial Statements

May 31, 1976 and 1975

{Continued)

Note 3 Estimated Amounts Due Under Insurance Programs

A substantial amount of the revenue of the comrany is provided under Federal,
state and Blue Cross insurance programs. Allowable revenue under the programs
is determined annually by fiscal intermediaries administering the programs
based on cost reports filed by the company. The company is current with the
filing of such cost reports; however, certain cost reports have not becn
audited by the intermediaries. The company believes that adequate reservas
have been provided in the financial statements for these contingencies.

Note 4 Tr :nsactions With Partners

Rentals

The company reimburses annual rentals of $178,000 to Comprehensive Care
Corporation and $67,000 to Woodview Hospital, a subsidiary of Hospital
Affiliates International, Inc., for the use of hospital facilities. The an-
nual rentals to Comprehensive Care Corporation increased to $194,000 ceffective
June 1, 1976.

Management fces

Coste and expenses for 1976 and 1975 include $27,000 paid to Comprehensive Care
Corporation and $73,000 to Hospital Affiliates International, Inc., for admini-
strative and other service.

Intarest expenses

Interest expense includes $11,000 in 1975 paid to Hospital Affiliates Inter-
national, Inc., for interest on notes payable and cash advances, at 3% above
the prime rate.

Management is of the opinion that these transactions were exccuted for a

consideration substantially cquivalent to that which would have been ob*ained
between wholly unrelated interests.
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Comprehensive Care Corporation and Subsidiaries

Additionel Notes to Consolidated Financial Statements

Years Ended May 31, 1976 and 1975

Note B - Suppiementary Income Statement Information:

The following amounts were charged to costs and expenses:

Company Consolidated
1976 1975 1976 1975*%
Maintenance and repairs $ 20,000 $ 19,000 $ 66,000 $ 74,000
Depreciatior. and amort.zation ol
property, plant and equipment $ 87,000 §$ 69,000 517,000 $135,000
Amortization of intangible assets $ - s - $ 33,000 $ 33,000
Taxes other than income taxes:
Payroll $ 54,000 $ 46,000 $346,000 $257,000
Real and personal property $ 34,000 § 34,000 $120,000 $120,000
Other $ 4,000 $ 3,000 $ %2,000 $ 13,000
Rents $123,000 $112,000 $603,000 $562,000
Advertising % 11,000 $ 3,000 $228,000 $ 81,000
There were no royaities »r reseu. i and ‘evelopmant costs paid during the above

years.

* Restated, see Note 2.

Note 9 - Acccunts Payable and Accrued Liabilities

Accounts payable ans. accrued liabil: ties include salaries ané wages in the following
amounts:

Company —  —._Consolidated
1976 1975 1976 1975*

$29,000  $21,000 514,000 $118,000

*  Ruostated, see Nete <.

Note 10 - Accounting fer Siock Cptions

When stock optiuns are exercised, the excess of the proceeds rececived over the par
value of the shares of stock issued is credited to additioral paid-~in capital.

-2 50
»
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Comprehensive Care Corpcraktion ﬁ?%? i%f‘ K
Investments in, Equity in Earnings €, )
and Uividends Received from Affiliales )
teaxr Endel Muy 31, 127,
Deductions
Distribution Dividends
Additions of earnings received
Balance ot Equity (luss) by during the
beginning of taken up affiliates Balance at period from
period in earnings Cther in which ther end of period investments
Nunber (loss) Number earnings Number Number not accounted
Name cof issuer of of affiliates of {loss) were of of for by the
description of investment shares Amount for the period shares Amount taken up shares »Mmount shares Anount equity metheod
Cunsolidated Subsidiaries:
NPHS, Inc. common stock
par value $10 a share 320 $439,000 $1,127,000(a) - 5 - $ - - 5 - 320 $1,566,000 $ -
Terracina Convalescent
Hospital & Home, Xnc.
cocmmon stock, par
value $100 a share 50 23,000 44,000 50 67,000
Fort Worth Keuroosychi-
atric Hospiral, Inc.
common stock, par .
value $1 a share 10,002 156,000 51,000 10,002 207,000
CAREUNIT, Inc. common
stock, par value Sl
a share 500 40,000 415,000 500 455,009
$658,000 81,637,00Nn 3_- 5 - 5 - $2,295,000 5 -

(2} Includes joint venture earnings before
J

on incone of $331,000.

taxes

n
0
=
1)
j= N
=
|
[}
H
-
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Investments in, Equity in Farnings of,
and Dividends Received from Affiliates

Year Ended May 31, 1975

N .t L L ‘s .
Comprehensive Care Corporation L Te Ve

{a) Includes joint venture earnings before taxes on

income of $155,000.

Deductiong
Distribution Dividends
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 investments
Name of is-~ Number (loss) Numbey earnings Number Number not accounted
suer and descrip- of of affiliates of {loss) were of of for by the
tion of investment shares Amount _ for the pexiod shares Amount taken up shares Amount shares Amount equity method
Zor.solidated Subsid-
iaries:
NPHS, Inc. common
stock par value
$10 a share 320 {$569,000) $1,C08,000¢a) - s - $ - - $ - 320 $439,000 $ -
Terracina Conva-
lescent Hospital
@0 & Home. Inc.
by common stock,
var value 5100
a share 50 {74,000} 47,000 50 23,000
Fort Worth Neuro-
psychiatric
Hospital, Inc.
common stock,
par value $1 a
share 10,002 138,000 (32,000) 10,002 156,000
CAREJNIT, Inc.
common stock, .
par value 31 a
share 500 (35,000) 75,000 . 500 _40,000
($440,000) $1,098,000 $ - §__ - $ - $658, 000 $ -

(ponuTiuo))
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Comprehensive Care Corporation 2nd Subsidiaries

Investments in, Eguity in Earnings of, ) .
and Dividends Received from Affiliates .

Years Ended May 31, 1976 and 1975

Deductions
Distribution Lividends
Balance at additions of earnings receaved
beginning of Equity (loss} by Balance at during the
perind taken up Qther affiliates Other end of period period from
Percent in earnings Percent in which Percent Percent invastments
of (loss} of earnings of of not accounted
Name of issuer and owner- of affiliates owner- {loss) were owner- owner- for hy the
description of investment ship Amount for the period ship Amount taken up ship Arount  ship Amount egquity method

Year Ended May 31, 13876:

NPHS, Inc. investmer.:

in joint venture in

Neuro Affiliates Com-

pany, a partnership 50% $264,000 $331,000 - $ - $329,000 - $ - 50% $266,000 $ -

l

Year Ended May 31, 1975:

NPHS, Tnc. investment

in joint venture in

Neurn Affiliates Com-

pany, a partnership 50% $109,000 $155,000 - $ - $ - - § - 50% $264, 000 8 -

(ponuIzuo])
III 2Inpayas



Schedules IV and X

Comprehensive Care Corporation

Indebtedness of and to Affiliates
Years Ended May 31, 1976 and 1975

Balance Balance
receivable receivable
{payable) (payable)
- at beginning at end
Name of Affiliate of period of period
Year Ended May 31, 1976:
Amounts eliminated in consolidation:
Wholly-owned subsidiaries:
NPHS, Inc. $ {16,000) $(1,106,000)
Terracina Convalescent Hospital & Home, Inc. {36,000) 29,000
Fort Worth Neuropsychiatric Hospital, Ind. {151,000} {182,000)
CAREUNIT, Inc. 101,000 (14,000)
{102,000} {(1,273,000)
Neuro Affiliates Company (50% .n%erest) (a}’ 23,000 11,000
Total eliminated in consolidation (79,000) {1,262,000)
Amount not eliminated in consolidation
Neuro Affiliates Company (b} 22,000 11,000
Potal indebtedness of and to affiliates $(57,000) $(1,251,000)
Year Ended May 31, 1975:
Amounts eliminated in consolidation:
Wholly-owned subsidiaries:
NPHS, Inc. $962,000 $ {16,000)
Terracina Convalescent Hospital & Fome, Inc. (52,000) {36,000)
Fort Worth Neuropsychiatric Hospital, Inc. (224,000) (151,000}
CAREUNIT, Inc. 145,000 101,0C0
831,000 (102,000}
Neurc Affiliates Company (50% interest) ({(a) 12,000 23,000
Total eliminated in consolidation 843,000 (79,000)
Amount not eliminated in consolidation
Neuro Affiliates Company {b) 11,000 22,000
Total indebtedness of and to affiliates 5854, 000 $(57,000)

(a) 1Included in accounts reccivable on balance sheet of Comprehensive Care Corporation.

{(b) Included in accounts receivable on kalance sheet of Comprehensive Care Corporation
and on balance sheet of Comprehensive Care Coxporation and Subsidiaries.




Schedule V

Comprchensive Care Corporation and Subsidiaries

Property, Plant and Equipment

Years Ended May 31, 1976 and 1975

Sales,
Balance at retirements Balance at
beginning of Additions and Other end of
Classification period at cost abandonments changes periocd
Company:
Year ended May 31,
1976:
Land $ 210,000 s - $ - $ - $ 210,000
Buildings and
improvements 673,000 3,000 - - 676,000
Furniture and
equipment 405,000 47,000 1,000 - 451,000
Leaschold im-
provements 55,000 3,000 - - 58,000
$1,343,000 $53, 000 $1,000 $_ - $1,395,000
Year ended May 31,
1975:
Land $ 210,000 5 - $ - $ - $ 210,000
Buildings and
improvements 664,000 9,000 - - 673,000
Furniture and
equipment 352,000 63,000 8,000 {2,000) {a) 405,000
Leasehold im-
provements 53,000 2,000 - - 55,000
51,279,000 $74,000 $8,000 $(2,000) $1,243,000
Consolidated:
Year ended May 31,
1976:
Land $ 215,000 $ - $ - $ - 5 216,000
Buildings and
improvements 673,000 3,000 - - 676,000
Furniture and
equipment 891, 000 119,000 8,000 - 1,002,000
Leasehold im-
provements 286,009 101,000 24,000 - 363,000
$2,066,000 $223,000 $32,000 5 - $2,257,000
Year ended May 31,
1975%*:
Land $ 216,000 $ - $ - $ - $ 216,000
Buildings and
improvements 664,000 9,000 - - 673,000
Furniture and
equipment 819,000 50,030 18,000 - 891,000
Leaschold im-
provements 241,000 45,000 - - 286,000
' $1,940,000 5144, 000 $18,000 ] - $2,066,000

(a) Net transfers to wholly-owned subsidiaries.

* Restated, sce Note 2.
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Schedule VI

Comprrhensive Carc Corporation and Subsidiaries

Accumulated Depreciation of Property, Plant and Equipment

Years Ended May 31, 197¢ and 1975

Additions Sales, Balance
Balance at charged to retirements at
beginning costs and and Other end of
Classification of period wexpenses abandonments changes period
Company:
Year cnded May 31,
1976:
Buildings and
improvements $ 08,000 $19,000 s - $§ - $117,000
Furniture and
equipment 13),000 59,000 1,000 - 139,000
Leasehold im- .
provements 19,000 9,000 —_— - 28,000
$248, 000 $87,000 $1,000 $§ - $334,000
Year ended May 31,
1975;
Builéings and
improvements $ 80,000 $18,000 $ - 5 - $ 98,000
Furniture and
equipment 91,000 44,000 2,000 (2,000} (2) 131,000
Leaschold im-
provements 12,000 7,000 - - 19,000
$183,000 $69,000 $2,000 5{(2,000) $248, 000
Consclidatled:
Year cnded May 31,
1976:
Buildings and
improvements 5 98,000 $ 19,000 § - $§ - $117,000
Furniture and
equipment 389,000 117,000 7,000 - 499,000
Leasehold im-
provements 96,000 35,000 18,000 - 113,000
$583,000 $171,000 $25,000 § - $729,000
Year cnded May 31,
1975*;
Buildings and
improvements $ 80,000 $ 18,000 $§ - $ - $ 98,000
Furniture and
equipment 307,000 90,000 8,000 - 389,000
Leaseheold im-
provements 69,000 27,000 - - 9G, 000
$456,000 $135,000 $8,000 $ - $583,000

{a) Net transfers to wholly-owned subsidiaries.

* Restated, see Note 2,
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Cemprehensive Care Corporation and Subsidiaries

Intangible Assets, Deferred Research and Development Expenses, Preoperating Expenses and $imilar Deferrals

Years Ended May 31, 1976 and 1975

Balance at Deductions Balance at
beginring  Additions Charged to Charged to close of
Classification of peruad at cost costs and expenses other accounts period

Company:

Year ended May 31, 1976
Cost in excess of net assets of purchased businesses $517,000 $517,000

Year ended May 31, 1975
Cost in excess of net assets of purchased businesses $517,000 $517,000

Consolidated:

Year ended May 31, 1976
Cost in excess of net assets of purchased businesses $517,000 $517,000

Lease acquisition costs $333,000 5304,000

Preopening costs (a) $ 7,000 $ 3,000

,Year ended May 31, 1975
Cost in excess of net assets of purchased businesses $517,000 $ $517,000

Lease acquisgition costs $362,000 529,000 $333,000

Preopening costs {(a) $ 11,000 $ 4,000 $ 7,000

Represents 50% of joint venture's preopening costs.
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Comprehensive Care Corporatijon and Subsidiaries

valuation and Qualifying A:counts and Reserves

Years Ended May 31, 1976 and 1975

E Palance
i Balance at hdditions beductions at
1 beginring Charged to Charged to Write-off erd of
F Description of period revenue othor accounts of accounts Qther perioc
4 .
o Allowance for doubtful accounts ta)
: (deducted from accounts receivable in the
¥ balance sheet):
;,
= Company:
[’ Year ended May 31, 1976 $ 6,000 s 7,000 s - $ 3,000 s - £ 10,000
Year ended May 31, 1975 $ 24,000 $ 1,000 § 2,000 § 13,030 58,000(b) $ 6,790 ;
Ul .
5 Consolidated:
- Year ended May 31, 1976 $226,000 $247,000 559,000 $323,000 5 - $209,000
Year ended Maw 31, 1275* $218,000 $315,000 $42,000 $341,000 58,000(k) $226,000
& {a) Amounts included in this column are recoveries on

accounts previously charged to this reserve.

(1Y) Amount represents adjustments of amounts praviously
credited to this reserve ard charged o revenue.

- Restated, see MNoute 2.
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Comprehensive Care Corporation and Subsidiaries

Calculation of Primary Earnings Per Share

Yeay ended May 31,
1976 1975 1974 1973 1972

Net earnings (loss) applicnble to common stock (a) $944,000 $546,000 $368,000 5489,000 {$2,558,000)
Average nusber of shares of common stock and common stock eguivalents outstanding: .

Average number of shares of common stock outstanding 939,001 935,682 916,599 915,381 907,958

Common stock equivalents - convertible preferred stock (b) 3,255 7,813 7,813 7.813

Dilutive effuect of =*nck options and warrants after application of treasury

stock method (c)

Average number of shares of common stock and common stock egquivalents outstanding: 942,256 946,495 924,412 923,194 807,958
frimary earnings {loss) per share $1.00 $.58 $.40 5.53 {s2.82)

Calculation of Fully Diluted Farnings Per share

- Year ended May 31,
1975 1975 _ 1974 1973 1272

et earnings (loss) applicable %o common steck on & fully dilutea basis $968,000 5570,000 $370,004 5489,00C {$2,558,000)
Average number of shares outstanding on a fully diluted basis:
Shares used in calculating primary earnings per share 942,256 946, 195 924,412 923,194 907,958
ndditional average number of comon stock outstanding assuming conversion
of new preferred stock 305,000 335,000 33.098
Dilutive effect of stock options and warrants after application of treasury
' stock method {c) o
Average aunber of shares outstanding on o fully diluted basis 1,247,256 1,251,495 957,510 923,194 an7,953
Fully diluted earnings (loss)} per share $.78 $.46 $.39 $.53 (s2.82)
— e mem— ——— ——— n
- X
i {a) ..ot earnings per Consclidated Summary of Earnings $968, 000 $570,000 537,000 g
: Less 8% dividend on new preferred stock 24,000 24,000 2,000 A
$944,000 S$546,000 $368,000 -

(b} The 7,813 shares of convertible preferred stock outstanding are not reflected in the 1972 earnings computation as they would have an

B antidilutive effect.
' {c} The dilutive ecffect of stock options and warrants was less than 3% for 1975 and 1976, therafore, this effect was not shown above.

Stock options and warrants are antidilutive in 197%z, 1973, and 1974.
p—— l‘J‘ ! ) ‘_‘
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