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Item l. Business.

{(a) Registrant, who was inco.gorated in January,
1969, specializes in the management and operation of health
care facilities, particularly in the acute psychiatric and
alcoholic rehabilitation fields. At May 31, 1978, Registrant
was operating (or participating in the operation of) five
acute hospitals (three of which are dedicated to the treatment
of alecoholism), one extended care facility, one intermediate
care facility and two board and care facilities. In addition,
Registrant was managing CAREUNITS (Comprehensive Alccholic
Rehabilitation Environment Units) in twenty-eight general
hospitals and two HOPEUNIT (HOspital Psychiatric Environment)
programs in general hospitals. Registrant alsc operates
CompCare Publications, z literature publishing and distribu-
tion center specializing in items related to the Company's
health care services.

The five acute hospitals are Brea Hospital Neuro-
psychiatric Center (Brea); Trinity Oaks Hospital (Trinity
Oaks); Woodview Calabasas Hospital (Calabasas); Crossroads
Hospital (Crossroads); and CareManor Hospital (CareManor).

Brea is a 1l42-bed facility located in Brea, Cali~-
fornia; Trinity Oaks is a 26-bed facility located in Fort Worth,
Texas; Calabasag is a 1ll17-bed facility located in Calabasas,
California; Crossroads is a 33-bed facility locatied in Van
Nuys, California; and CareManor is a 94-bed facility located
in Orange, California. These hospitals provide treatment for
a wide range of psychiatric patients except that Trinity Oaks,
Crossroads and CareManor are dedicatad to the treatment of
alccholism. Calabasas znd Crossroads are jointly managed by
Registrant and American Psychiatric Hospitals of California,
Inc. (“APHI"), a Tennessee corporation, under a joint venture
agreement enterad into as of November 1, 1972. Under such
agreement primary management responsibility for Calabasas
is in APHI and primary management responsibility for Cross-
roads is in Registrant.

Registrant operates one extended care facility, namely,
Bay View Convalescent Hospital (Bay View). Bay View is a
59-bed facility located in Costa Mesa, California. Registrant
operates one intermediate care and two board and care facilities,
namely, Tustin Manor, Gilmar Manor and Bayview Manor. Tustin
Manor is a 99-bed facility located in Tustin, California;
Gilmar Manor is a 78-bed facility located in Van Nuys, Cali~
fornia; and Bayview Manor is a 70-bed facility located in Costa
Mesa, California.

At May 31, 1978 Registrant was managing 28 CAREUNITS
located in 16 states, including 11 in Californmia. Pursuant to
contracts with such hospitals, Registrant, on a fee per patient
per day basis provides treatment for alcoheolic patients. Under
such contracts, the hospitals provide routine hospital services
such as room, meals and nursing care, and Registrant provides
the doctor and therapy team.




The HOPEUNIT programs which Registrant managed at
May 31, 1978 are located in California and Montana. Under
a contractual arrangement similar to that of the CAREUNIT
program, the HOPEUNIT program delivers mental health services
through a general hospital.

(b) (1) There are hospitals, extended zare facili-
ties and board and care facilities in the areas served by
Registrant's facilities, some of which are much larger and
have greater financial resources than those operated by Regis-
trant. In addition, some of them are owned by governmental
agencies and others by non-profit corporations which may be
supported by endowments and charitable contributions not
available to Registrant.

(2) Not applicable.
(3) Not applicable.
(4) Not applicable.
(5) MNot applicable.
(6) ©Not applicable.
(7) Not applicable.

(8) As of May 31, 1978, Registrant employed
approximately 750 persons.

(9) Not applicable.
(¢} (1) Registrant operates only one line of busi-

ness, namely, the management and operation of health care
facilities, as descriked above.

(2) Not applicable.
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Comprehensive Care Corporation and Subsidiarles

Consolidated Summary of Operations

Year eaded May 31

1978 1977 1976 1975 1974
Revenues:
Operating (Note B) $ 18,417,000 $ 13,981,000 $ 10,632,600 §$ 7,956,000 ¢ 5,959,000
Gther 143,000 149,000 142,000 120,000 85,000
18,560,000 14,130,000 10,774,000 8,076,000 6,044,000
Costs and expenses:
Operating 11,739,000 8,935,000 6,542,000 5,434,000 4,122,000
General, administrative and marketing 4,511,000 3,772,000 2,919,000 1,793,000 1,294,000
Depreciation and amortizatien 317,0Cc0 257,000 171,000 135,000 110,000
Iaterest 150,000 67,000 80,000 91,000 153,000
16,717,000 13,061,000 9,712,000 7,453,000 5,679,000
Earnings from continuing operationsz before taxes on income 1,843,000 1,069,000 1,062,000 623,000 355,000
Taxes on income (Note D) 902,000 471,000 545,000 317,000 186,000
Earnings from continuing operations 941,000 598,000 517,000 306,000 179,000
Losses from discontinued operations, net of income tax credits (Note D) - - - - (9,000)
Earnings beforc extraordinary items 941,000 598.000 517,000 306,000 170,000
Extraordinary items
Income tax reduction from utilization of net operating
loss carryforward (Note D) N - - 451,000 264,000 200,000
- - 451,000 264,000 200,000
Net earnings 5 941,000 $ 598,000 968,000 570,000 370,000

See notes to summary cf operations
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Comprehensive Care Corporation and Subsidiaries

Consolidated Summary of Operations (Continued)

1978 1977 1976 1975 1974

Earnlngs Per Common and Common Equivalent Share (Note E)

(ponuriuo)) SUOTIEBIVA) JO AIBURING

Brimary
Earnings from continuing operations $ .73 $ .55 $ .52 $ .30 $ .19
losses from discontinued operations, net of income tax credits - - - - (.01)
Extraordinary items - - .48 .28 .22

.
-

.73 § .55 $1.00 $ .58 § .40

-~ Net earnings $

Fully diluted
Earnings from continuing operations
Losses from discontinued operations, net of income tax credits

Extraordinary itcms

§ .73 $ .47 $ .42 $ .25 $ .19
- - - - (.01)
- - .36 .21 .21

$§ .73 § .47 $ .78 $ .46 $- .39

* See notes to suwmary of operations




Ttem 2. Summary of Operations (continucu):

- Notes to Summary of Operations

Note A -~ Principles aof Ccnsolidation

The consolidated financ!sl statements include the accounts of the Company and its
subsidiaries (all wholly-owned)} and the Company's 507 interest in the accounts of

a joint venture partnership. All significant iatercompany accounts and transactions
have been eliminated in consolidation.

# The lesses from discontinued operations, net of income tax credits have been seg-
regated in the consolidated summary of operatioms. For the year ended May 31, 1974,
revenues from these operations were $577,000, while losses, net of income tax credits,

were $9,000.

Note B - Operating Revenues

Operating revenue includes amounts tfrom third-party programs under cost reimburse-
ment principles. Management belicves that these principles have been properly ap-
plied in the determ.nation of revenues from these programs. Final determination
of revenues is subject o audit by intermediaries administering these programs.
Differences between final settlemsnt and estimited provisions are reflected in op-
erating revenue in the year finalized.

Adjustments related to prior years increased revenue in 1974 by $146,000. Adjust—
ments in 1975, 1976, 1977 and 1978 were not significant.

Note C - Accounting for 50% Interest in a Joint Venture

The Company consolidates its 507 interest in a joint venture partnership. The assets
and liabilities of the joint venture partnership included in the consolidated balance

sheet are as follows:

Company's 50% Share
1978 1977 1976 1975 1974

Assets
Current assets $731,000 $567,000 $324,000 $303,000 $353,000
Property and equipment (net) 88,000 100,000 95,000 91,000 96,000
Other assets 4,000 1,000 3,000 7,000 8,000

$823,000 $668,000 $422,000 $399,000 $457,000

Liabilities and partner's equity

Current liabilities $226,000 $191,006 $156,000 . $135,000 $333,000
Long~term debt due after

one year - - - - 14,000
Fartner's equity 597,000 477,000 266,000 _264,000 110,000

$823,000 $668,000 $422,000 $399,000 $457,000

The operating results of the joint ventur2 partnership included in the consolidated
statement of earnings are as follows:

Company's 50% Share
1978 1977 1976 1975 1974

Revenues
Operating $2,521,000 $2,187,000 $1,703,000 $1,273,000 $1,031,000

Other 17,000 20,000 30,000 18,000 11,000
2,538,000 2,207,000 1,733,000 1,291,000 1,042,000

Costs and expenses
Operating 1,286,000 1,150,000 914,000 877,000 744,000




Notes to Summary of Operations

Company's 507 Share

1978 1977 1976 1975 1974
General, administra-
tive snd marketing 693,000 544,000 $458,000 230,000 174,000
Depreciation and
amortization 19,000 21,000 19,000 15,000 12,000
Interest - - 11,000 14,000 34,000

1,998,000 1,715,000 _1,402,000 _1,136,000 964,000

Earnings before
taxes on income § 540,000 $ 492,000 $ 331,000 $ 155,000 $ 78,000

Nete D - Taxes orn Iacome:

The Company and its subsidiaries file consolidated cotrporate inceme t£z. returns.
Prior to May 31, 1973, separate corporate income tax returns were £ile”.

Taxes based on earnings from continuing operations consist of the following:
Year ended May 31

1978 1977 1976 1975 1974
Federal income taxes $ 753,000 § 385,000 $ 450,000 § 264,000 § 154,000
State income taxes 149,000 86,000 95,0400 53,000 32,000

$ 902,000 $ 471,000 $ 545,000 $_ 317,000 $ 186,000

Income tax credits applicable to losses from discontinued operations for the year
ended May 31, 1974 were $10,000.

As of May 31, 1976, the Company had fully utilized federal income tax carryforwards
for financial and incone tax repori..ag.

Tnvestment tax credits are applied as a reduction of the tax provision in the year
utilized.

A reconeiliation between total income taxes and the amount computed by aprlying the
statutory federal incorz tax rate of 48% to earnings from continuing operations be-
fore taxes on income follows:

Year ended May 31
1978 1977 1976 1975 1974

Statutory tax rate ap-

plied to pre-tax earnings $ 865,000 $ 513,000 $§ 510,000 $ 299,000 §$§ 175,000
Add (deduct) s

State income taxes

net of federal tax

benefit 91,000 53,000 49,000 28,000 15,000
Investment tax

credit (26,000) (93,000) - - -
New jobs credit (52.,000) - - - -
Ocher - 4,000 (2,000) (14,000) (10,000) (4,000)

5 902,000 $ 471,000 $ 545,000 $ 317,000 $ 186,000

Note E - Earnings Per Share:

Primary earnings per common and common equivalent share have been computed by divi-
ding earnings net of cash dividends on the 8% new preferred shares by the weighted
average number of shares of common stock and convertible preferred stock outstanding
during the year as follows:




Notses to _ mary of Cperations

3 - 1978 1977 1976 1975 1974
Comnon stock 1,297,370 1,090,940 939,001 938,682 916.599
: Convertible preferred

: stock - - 3,255 7,813 7,813
) 1,297,370 1,090,940 942,256 946,495 924,412
: 8% cast “ividends $ - $ = $ 24,000 $ 24,000 $ 2.000

Fully diluted earnings per coumon and common equivalent share have been computed by
dividing earnings by the weighted average number of shares of common stock, convert-
ible preferved stock and 8% new preferred stock outstanding during the year as

foliowa:

\ 1978 1977 1976 1975 1974

v Common stecck 1,297,370 1,990,940 939,001 938,682 916,599
o Convertible pre-

ferzed stock - - 3,255 7,813 7,813

8% new preferred stock - 177,917 305,000 305,000 33,098

1,297,370 1,268,857 1,247,236 1,251,493 957,510

The dilutive effect of outstanding stock oztions and warrants wvas not significant in
1974, 1975, 1976, 1977 or 1978,

Cash dividends of $156,000, $63,000 and $48,000 have been paid on cosmon shares 1in
1978, 1977 and 1976, respectively. Shareholders of the convertible preferzed stock

were not entitled to cash dividends.

Note F - Pending Litigacion and Claims:

A lawsuit initiated in August, 1976, hec resulved in a $122,700 judgment against the
Compzny's Texas subsidiary entered May 26, 1978 The suit alleged breach of an oral
lease agreement which was clzimed to exist both srior to ard subsequert to the Company's
acquisition of the subsidiary even though not diszlosed by the acquigition documents as
an obligation to be assumed. A new trial has been requested and if that motion is de-
nied, an appeal will be filed. Management believe:, based upon the vpinicn of Texas
counsel for the subsidiary, that the judgment will le reversed upon the retirial or
appeal. If not reversed, it is anticipated that any loss incurred by the Ccapany will
be fully recovered from the seller of the subsidiary \nder an indemnification provision

contained in the acquisition agrerment.

’
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MANAGEMENTS' DISCUSSION AND ANALYSIS OF

THE SUMMARY OF OPERATIONS

1978

An increase in revenues of $4,43(,000 or 31% was recorded in 1978. New units
accounted for apnroximately 20Z of the increase, increased util?zation accounted

for approximately 40%, and price increases accounted for the ramainder.

The increase in operating and general administrative and marketing expenses of
$3,543,000 (28%) can be attributed o several ractors. Nev operating uniws
generated 20X of the increase. while increased labor, advertising and other

costs accounted for the remainder.

Depreciacion and awortization increased approximately $60,000. The refurbishment
of two free-standing facilities in 1977 and 1978 coupled with other capital

expenditurss were the causing factors.

Intersst was higher due to increased short-term borrowings necessary to heet

wurking capital requirements.

As a result of the above factors, pre-tax earnings in 1978 increased by $774,000
{722%) more than 1977 pre-tax earnirgs.

Payroll taxes iacreased approximately 222 as a result of new units and generally
higher tax rates.

Real and personal property taxes increased approximately 20% due to tax rate

increases.

Rents increased approximately $187,000. A full year's rent was paid for the
corporate offices, accounting for approximately $80,000 of the increase.
Increases in facility rents due to escalation clauses accounted for approximately
$100,000, with increased equipment rental charges the remainder.

Acvertising increased $407,000. The Company employed the services of an agency
through March, 1978. Their fees accounted for approximately $85,000 of the
inervase. Expenditures for media advertising increased approximately $260,000.

Produttions and other costs made up the remainder of the increase.

197

Revenues . the Company in 1977 increased by $3,356,000 or 327 more than 1976
revenues. Increased patient census resulting from new units and increased
utilization .generated approximately 552 of the total increase in revenues. Rate

{ncreases accounted for the balance of the increase int revenue.




1977 (Continued)

New operating umits combined with increasing salaries and wages and other rising

costs resulted in increased costs and expenses of $3,349,000.

As a result of the above factors, pre-tax earnings rose $7,000 to $1,069,000.
~his moderate increase reflects approximately $260,000 in losses incurred during

the startup of CareManor and CompCare Puhlications.

Payroll taxes increased approximately 342 over the prior year primarily as a

result of hiring new employees in new operating units.

The addition of a new operating facility plus increasing tax rates lead to &n

increase of 531,000 in real and personal property taxes.

Rant expense increased by $169,000 as a result of the acquisition of CareManor,
increased equipment rental usage and rises in other facility rents due to
escalation clauses.

The increase in advertising expenditures resulted from the addiction of new

operating units and the increased use of various advertising media.

1976

The Company's yavenues increased significantly in 1976, risiag 52,698,000 or
33% over 1975 revenues. Approximately two-thirds of the revenue increase was
attributable to increased patient census which resulted from opening new
alcoholic vehabilitation and psychiatric care units and increased utilizztion
4% all operating units. The remainder of the revenue increase resulted from
rate increases which were effected to absorb higher costs and expenses, pri-
marily salaries and wage increases.

Costs and experses related to new operating units opened during the year in
addition to the rising costs and expenses noted above resulted in costs and

expenses incressing 52,259,70C in 1976.

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

Payroll taxes were increased substantially in 1976 primarily due to the hiring

of employees 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 faciliry space and increased equipment rental usage.

T¢ . increase in advertising 1s attributable to expanded use of newspaper,

telovision and other media to inform the public of health care services avail-

able from the Company.




1975

Revenues of the Company in 1975 increased by $2,032,000 or 34% more than 1974
revenues. Increased patient census resulting from opening new aleoholic rehabil-
itation units and increased utflization in all operating units; alcoholic
rehabilitarion, psychiatric care (restated to include the Company's 507 interest
in joint venture operation) and long-term care accounted for approximately 622

of the total 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 increasing by $1,774,000.

Earnings from operations reflected increases from all operating divisions.

Payroll taxes were up in i975 due to the hiring of new employees, especially
in the expanding alcoholic rehabilitation division, higher salary and wage
levels for withholding of taxes and higher tax rates.

Rent expense was up from 1974, primarily because a full year of the corporate
office rent is included in 1975. Llarger 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 health care services avail-
able from the Company.

1974

Revenues increased in 1874 as the result of higher census levels, especially in
the psychiatric division (restated to include the Company's 50Z% interest in
joint venture operations) rate increases and retroactive Medicare and Blue Cross
adjustments. .
After giving effect to increased costs and expenses attributable to increased
volume and inflation, earnings from continuing operations before taxes onm income
increased by $270,000. Retroactive Medicare and Blue Cross adjustments aceounted
for $146,0C0 of this increase.

Start-up costs relative to the alcoholic rehabilitation division reduced earnings

from operaticns.

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 expense was up in 1974 primarily due to higher corporate office rent resulting

from moving to a larger building in October, 1973.




Item 3. Properties.

Registrant's executive offices are located on the
fourth flocor of an office building at 660 Newport Center
Drive, Newpaort Beach, California. This facility consists
of approximately 14,896 square feet and is leased for
$8,557 per month under a lease which expires in 1986.
Registrant owns Bay View Convalescent Hospital and Gilmar
Manor. All of Registrant's other health care facilities are
operated under leases. The following table sets forth by
facility the addresses of the facilities, the dates the
leases expire and the monthly rental payable thereunder.

Facility and Address Lease Expires Monthly Rental

Brea Hospital Neuro- 1986 $15,965*
psychiatric Center

875 North Brea Blvd.

Brea, California 922621

Trinity Oaks Hospital,
Inc.

1066 West Magnolia

Fort Worth, Texas 76104

Calabasas Hospital - Neuro-
psychiatric Center

25100 Calabasas Road

Calabasas, California 92373

Crossroads Hospital
6305 Woodman Avenue
Van Nuys, Califormia 91401

CareManor Hospital
401 South Tustin Avenue
Orange, California 92666

Tustin Manor
1051 Bryan
Tustin, California 92480

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.

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




Item 4. parents and Subsidiaries.

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

State of Percentage of Voting
Company Incorporation Securities Owned

NPHS, Inc. California 100%
Trinity Oaks Hospital, Inc.* Texas 100%
CAREUNIT, Inc., ¥ California 100%

Terracina Convalescent
Hospital ** California 1003

subsidiaries included in consolidazted financial state-
ments.

Inactive.

Item 5. Legal Proceedings.

Registrant was not engaged in any material legal
‘proceedings as of May 31, 1978.

Item 6. Increases and Decreases in OQutstanding Securities
and Indebtedness.

(a) Title of Class

(1) New Preferred Stock, $50 par value:
Outstanding at June 1, 1977 and May 31, 1978 -0~-

Title of Class

(1) Common Stock, $.10 par value:
Outstanding at June 1, 1977

(2) Issued for cash upon
exercise of qualified
stock options

OQutgtanding at May 1, 1978




{b) (1) The transaction referred to in item (2)
above involved ¢he sale and issuance by Registrant of shares
of its Common Stock to its employees for an aggregate cash
consideration of $17,938, as follows:

No. of Price in the cver-
Date Employee Shares Price tha-counter-market

Bid Asked
6-9=77 A, Joel Klein 10,000 $1.75 4-1/2 S
9-20~-77 B. Porchia 250 1.75 3-1/4 3-3/4

No brokesr, underwriters or finders were involved in any of
these transactions. Registrant obtained such evidence (includ-
ing written representations of the issuees) as it deemed neces-
sary to assure itself that these securities were purchased for
investment and not with a view to distribution; and thersfore
determined that the offer and sale of these securities was
exempt from the registration and prospectus delivery require-
ments of the Act pursuant to Section 4(2) thereof as trans-
actions not involving 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 reqgistration statement
under the Federal Securitlies Act of 1933, as
amended, with respect to such shares is then
in effect or an exemptic: from the registra-
tion requirements of such act is then in fact
applicable to such shares.”

In addition, stop transfer instructions were given
to Registrant's Transfer Agent with respect to such securi-
ties.

Title of Class

(1) Qualified Stock Options:
Outstanding at June 1, 1977 10,250
(2) Exercised during 1977 {10,250)
Qutstanding at May 31, 1978 =0-

1

Item 7. Changes in Securities and Changes in Security for
Regilsteraed Securities.

None.

Defaults Upon Senior Securities.

None.




Item 9. Approximate Number of Equity Security Holders.

Number of Record
Holders as of
Title of Class May 31, 1978

Common Stock, par value $.10 per share 78%

Item 10. Submission of Matters to a Vote of Security Holders.

None.

Item 1l. Executive Officers of the Registrant.

Name Office

B. Lee Karns President

A. Joel Rlein Vice President -
Development

Wwilliam James Nicol Vigce President -
Finance and 2Administra-
tion, Secretary and
Treasurer

Edward A. Johnson Viece President -~ Acute 33
Hospital Division

Robert L. Kasselmann Vice President - 42
Contract Division

Marjorie McAdam Vice President 43
Communications

Allen G. Berkimer, Jr. Vice President - 53
Management Services

No family relations exist between any of the above-
named officers of the Registrant and none of them has an employ-
ment contract with Registrant.

Mr. Karns has been the President of Reglistrant
since May 1972. :

Mr. Klein has been a Vice President of Registrant
since November, 1972.

Mr. Nicol has been employed by Registrant since June,
1973. He has been its Secretary since December, 1973 and a
vice President and Treasurer of Registrant since April, 1974.

Mr. Johnson has been a Vice President of Registrant
since May, 1974. For more than five years prior thereto, he
was Administrator and Executive Directox of Registrant's Brea
Hospital Neuro-Psychiatric Center.




Mr. Kasselmann has been a Vice President of Regis-
trant since May, 1575. ™e was a consultant with the Health
Care Management Services Division of Laventhol & Horwath from
January, 1974 to Ddugust, 1974 and for approximately five years
prior thereto he was a project manager and director of opera-
tions of 5.D.5. Management Sexvices.

Ms. MeAdiam has been employed by Registrant since
April. 1972 except during a leave of absence from July 1976 to
March 1978 during which time she provided consulting services
to the Company. Ms. McAdam was Vice President ~ Public Relations
prior to her leave of absence and she returned to the Company
as Vice President - Communications.

Mr. Horkimer has been a Vice President of Registrant
since March 1877. He was employed by Laventhol & Horwath,
certified public accountants from May 1973 to March 1977 and
ggimé Principal at the time he terminated his employment with that

Item 12. Indemnification of Dixectors and (fficerxs.

Section 145 of the General Corporation Law of the
State of Delaware, Registrant's State of incorporation, provides,
among othexr things, that a corporation may indemnify an officer
or director against expenses, fees (including attorneys' fees),
judgmentn, and amounts paid in settlement, actually and
reasonably incurred by such officer or director in connection
with anycivil, criminal, administrative or investigative action,
suit or proceeding (other than an action brought by or in the
right of the corporation) if such officer oxr 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 crimina?l action or proceeding, he had ne
reasonable cause to believe his conduct was unlawful.

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

In addition to the foregoing, to the extent that a
director or officer is successful on the merits or otherwise in
the defense of any action, suit or proceeding referred to above,
or in defense of any claim, issue or matter therein he may be
indemnified against expenses (including attorneys' fees) actually
and reasonably incurred by him in connection therewith.
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Except in the case where an officer or director has
been successful in his defense of an action or any claim, issue
or matter therein, the determination as to whether any such
officer of director shall be indemnified shall be made (1) by the
Board of Directors by a majority vote of a quorum consisting of
directors who are not parties to such action, suit or proceeding,
or (2) if such a quorum is not obtainable, or, even if obtain-
able, a quorum of disinterevted directors so directs, by
independent legal counsel in a written opinion, or (3) by the
stockholders.

Other provisions oi Section 145 provide 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 purchase and
maintain insurance on behalf of any such officer or dir:ctor;
arid that tha provisions of said section apply to constituent
corporations.

Item 13. Financial Statements, Exhibits Filed and Reports
on Form 8-K.

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

Exhibits:

Loan Agreement dated March 20, 19278 between
Union Bank and Registrant.

(b) Reports on Form 8-~K. None filed during the
guarter ended May 31, 1978.

PART ITI

Omitted. Registrant has filed with the Securities
and Exchanges Commission, proxy material with respect to its
Annual Meeting to be held cn September 22, 1978 covering its
fiscal year ended May 31, 1978. .

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

COMPREHENSIVE CARE CORPORATIQN

Vice President - Finance and
Administration,
Secretary and Treasurer

DATED: August é s 1978,

it 4'.\-«( t“?'tﬁbi.j‘“’ﬁ

.-e a: ..'4'.!‘4.
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Financial Statements and Schedules Comprising Item 10 (a)
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Financial Statements and Schedules

Years Ended May 31, 1978 and 1977

Index

Aucountants' reports

Consolidated financial statements of Comprehensive Care
Corporation and Subsidiaries - years ended May 31,
1978 and 1977:

Consolidated balance sheset

Consolidatad statement of earnings

Consolidated statement of stockholders' equity
Consolidated statement of changes in financial position
Notes to consolidated financial statements (A)

Financial statements of Neuro Affiliates Company - years
ended May 31, 1978 and 1977:

Balance sheet .
Statement of income and partners' capital
Statement of changes in financial position
Notes to financial statements

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

III - Investments in, equity in earnings of, and
dividends received from affiliates

IV and X - Indebtedness of and to affiliates

V - Property, plaunt and equipment

VI - Accumulated depreciation of property, plant and
equipnent

VII - Intangible aszets, deferred research and
development expenses, preoperating expenses
and similar deferrals §-29

XII - Valuation and qualifying accounts and reserves §=-30
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,

(A) Including Comprehensive Care Corporation (parent only) financial
statements - years ended May 31, 1978 and 1977, in Note 10.




REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders and Board of Directors of
Comprehensive Care Corporation

We have examined the comsolidated balance sheet of Comprehensive
Cars Corporation and subsidiaries as of May 31, 1978 and 1977 and the
related consolidated 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 index. Our examinations
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 circumstanceon.

In our opinion, the financial statements identified above present
fairly the financial position of Compriehensive Care Corporation and sub-
gidiaries at May 31, 1978 and 1977, the results of their operations and the
changes in theit financial position for the years then ended, and the
additional notes and schedules present fairly the information requlred to
be set forth therein, ali in conformity with genevally accepted accounting
principles applied on a consistent basis.

Bt ol Uhomss Feesy o S

BARON, LFESLEY, THOMAB, SCHWARZ & POSTMA

Newport Beach, Culifornia
July 19, 1978




REPORT OF INDEPENDENT CERTIFIED PUBLTIC ACCOUNTANTS

Ta the Partners of
Neuro Affiliates Company (A Joint Venture)

We have examined the balance sheet of Neuro Affilizzes Company
(A Joint Venture) as of May 31, 1978 and 1977, and the related statements
of income and partners' capital, and changes in financial position for the
years tben erded. Our examinations 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 present
fairly the financial position of Neuro Affiliates Company at May 31, 1978
and 1977, and the results of its operations and the changes in its financial
positicn for the years then ended, in conformity with generally accepted
accounting principles applied on a consistent basis.

%,MWM Fehorang ¥ p&a—b":«w

BARON, LESLEY, THOMAS, SCHWARZ & POSTMA

Newport Beach, California
July 17, 1978




Comprehensive Care Corporation and Subsidiaries

Consolidated Balance Sheet

Asgets

Current assets:

Cash (Note 3)

Accounts receivable, less allowance for doubt-
ful accounts of $348,000, 1978 and $240,000,
1977 (Schedule XII)

Prepaid expenses
Total current assets

Property and equipment, at cost (Notes 1 and 3

and Schedules V and VI}:
Land and improvements

Buildings and improvements
Furniture and improvements
Leasehold improvements

Less accumulated depreciation and amortization

Other assets:
Lease acquisition costs (Note 1 and Schedule VII)
Cost in excess of net assets of businasses puz-
chased (Note 1 and Schedule VII)
Other

Liabilities and Stockholders' Equity

Current liabilities:
Accounts rayable and accrued liabilities (Note 9)
Payable to third party payors within one year
Long~term deht payable within one year (Note 3)
Income taxes payable
Deferred income taxes

Total current liabilities

Defoerred gain on sale and leaseback of
property (Note 1)

Long-term debt due after one year (Note 2
Commitmentst and contingent liabilities (Note 5)

Stockholders' equity (Note 4):

Common stock, $.10 par value; authorized
2,000,000 shares; issued and outstanding
16397,432 shares, 1978 and 1,287,182 shares
1977

Additional paid-in capital

¢

910,000

3,403,000

668,000

4,981,000

473,000
861,000
1,714,000

847,000

3,895,000

1,148,000
2,747,000

248,000

517,000

189,000
954,000

§ 8,682,000

$ 1,580,000

550,000
337,000
484,000

180,000

3,131,000

131,000

1,661,000

130,000
1,836,000

§

518,000

2,567,000
683,000

3,768,000

326,000
763,000
1,549,000
515,000
3,153,000
843,000

2,310,000

276,000

517,000
137,000

—— e
930,000
$ 7,008,000

$ 1,237,000

607,000
524,000
317,000

140,000

2,825,000

138,000

1,089,000

129,000
1,319,000

Retained earnings 1,008,000

1,793,000 .
2,956,000

3,759,000

$ 8,682,000 E T,OOB,QEE

See notes to consclidated financial statements.
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Comprehensive Care Corporation and Subsidiaries

Consolidated Statement of Earnings

Year ended May 31
1978 1977%

Revenues:
Operating (Note 1) $ 18,417,000 $ 13,981,000
Other 143,000 149,000

18,560,000 14,130,000

Costs and expenses:
Operating 11,739,000 8,935,400
General, administrative and marketing 4,511,000 3,772,000
Depreciation and amostization (Note 1
and Schedule VI) 317,000 257,000
Interest 150,000 97,000

16,717,000 13,061,000

Earnings before taxes on income 1,843,000 1,069,000

902,000 471,000

Net Earnings 541,000 598,000

Earnings per cotmon and common equivalent
share:
(Note 1)

*Regtated to conform to current presentation

See notes to consolidated financial statements.




Comprehensive Care Corporation and Subsidiaries

Consolidated Statement of Stockholders' Equity

New
Preferred Stock
8% Convertible Common Stock Additional
Paid-in Retained
Shares Emount Shares Amount Capital Earnings
Balances, May 31, 1976 6,100 $305,000 947,682 $ 95,000 $1,459,000 $461,000
Net earnings 598,000
Exercise of employee stock options 34,500 4,000 85,000
Dividends declared on common stock (63,000)
Restoration of dividends declared on
8% new preferred stock resulting
from conversion of shares to common
stock 12,000
Conversion of preferred stock to
common stock (6,100) (305,000) 305,000 30,000 275,000
Balances, May 31, 1977 - - 1,287,182 125,000 1,819,000 1,008,000
Net earnings 941,000
Exercise of employee stock options 10,250 1,000 17,000
pividends declared on common stock (156,000)
- § - 1,297,432 $130,000 51,836,000 $1,793,000

See notes to consolidated financial statements.
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Comprehensive Care Corporation and Subsidiaries

Consolidated Statement of Changes in Financial Position

Year ended May 31
1578 1977

Financial Resources Provided by:
Operations
Net earnings $ 541,000 598,000
Ttems not requiring outlay of working capital:
Depreciation and amortizacrion of property
and equipment 317,000 257,000
Amortization of leasehold costs and other
defarred charges 21,000 24,000
Working capital provided by ope:iacions 1,279,000 879,000
Disposal of property and equipment 25,000 61,000
Additional long-term debt due after one year 1,118,000 653,000
Issuance of common stock 18,000 89,000

2,440,000 1,682,000

Financial Rasources Used for:
Purchases of property and equipment 779,000 1,100,000
Reduction of long-term debt 546,000 539,000
Dividends 156,000 51,000
Othexr applications 52,000 16,000

1,533,000 1,706,000

Increase (Decrease) in Working Capital 907,000 (24 ,000)

Summary of Changes in Components of Working
Capital:

Increase (decrease) in current assets:
Cash 392,000 {215,000)
Accounts receivable 836,000 948,000
Prepaid expenses (15,000} 199,000

1,213,000 932,000

Tncrease (decraase) in current liabilities:
Accounts payable and accrued liabilities 343,000 224,000
VYarable to third party payors within one year (57,000) 39,000
Leag-term -Jebt rayable within one year (187,000) 373,000
Ircome taxes gpryable 207,000 392,000
Cash dividerds payable - (72,000)

306,000 956,000

Tuerease (Decrease) in Working Capital 907,000 (24,000)




Comprehensive Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements

May 31, 1978 and 1977

Note 1 Summary of Significant Accounting Policies

Principles of Consoiidation

The consolidated finaneial stacements include the accuunts of the Company and
its subsidiaries (all wholly-owned) and the Company's 50% interest in the ac-
counts of a joint venture partnership. All significant intercompany accounts
and transactions have been eliminated in consolidation.

Operating Revenues

Operating revenue includes amounts from third-party programs under cost reim-
bursement principles. Management believes that these principles have been
properly applied in the determination of revenues from these programs. Final
determination of revenues is subject to audit by intermediaries administering
these programs. Differences between f£inal seattlement and estimated provisions
are reflected in operating revenue in the year finalized.

Property ard Equipment

Depreciation and amortization of proparty and equipment is computed on the
straight-line method over the estimated useful lives of the related assets;
principally: buildings and improvements - 5 to 40 years; farniture and equip-
ment - 3 to 12 years; leasehold improvements - life of lease or 1ife of asset
whichever is less. Expenditures for smaintenance, repairs and minor renewals
are charged to expense as incurred end major betterments are capitalized. Cost
of propexty disposed of and related accumulated deprecietion are removed from
the accounts and gains or losses are reflected in earnirgs.

Intangible Assets

Costs in excess of net assets of businesses purchased are not being amortized
_since, in the opinien of management, there has been no reduction in value

lease acquisition costs are being amortized on the straight~line methad ovir
the term of the leases, which expire in 1986 and 1997. The unawortized balances
at May 31, 1978 are $230,000 and $18,000 respactively.

Project Development and Preopening Costs

Expenditures for project development and preopening ccsts run expensed as
incurred.

Investment Tax Credits

Investment tax credits are applied as a reduction to the tax provision in the
year utilized.

Deferred Gain on Sale and Leaseback of Property

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




Comprehensive Care Corporaticn and Subsidiaries

Notes to Consolidated Financial Statements

Mav 31, 1978 and 1977

{Continued)

Earnings Per Share

Earnings per share have been computed by using the weighted average number of
common shares ovutstanding; 1,297,370 in 1978 and 1,268,857 in 1977.

Stock options, warrants and rights were not dilutive in 1978 or 1in 1977.

Note 2 Accounting for 50% Interest in a Jecint Venture

The Company consolidates its 50% interest in a joint venture partnership. The
assets and liabilities of the joint venture partnership inecluced in the consol-
idated balance sheet are as follows:

Company's 50% Share

1978 1977
Asgets
Current assets $ 731,000 $ 567,000
Property and equipment (net) 88,000 100,000
Other assets 4,000 1,000
$ 823,000 $ 668,000
Iiabilities and partner’'s equity
Current liabilities [ 226,000 $ 191,000
Partner's equity 597,000 477,000
$ 825,000 3 668,000

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

Company's S50% Share

1978 1977
Revenues
Operating $ 2,521,000 $ 2,187,000
Other 17,000 20,000
2,538,000 2,207,000
Costs and expenses
Operating 1,286,000 1,150,000
General, administrative and marketing 693,0C0 544,000
Depreciation and amortization 19,000 21,000
1,998,000 1,715,080
Earnixgs before taxes on income 540,000 $ 492,000




Comprehensive Care Corporation and Subsldiaries

Notes to Consolidated Financial Statements

May 31, 1978 and 1977

(Continued)

1978 1977

Note 3 Long-Term Debt

Long~term debt consists of the following:

6% to 107 notes collateralized by trust

deeds, payable in monthly installments

with maturity dstes from 1980 through

1993 $ 531,000 $ 476,000
Note payable to Small Business Adminis-

tration, uncollateralized, bearing

intarest at 3% with maturity in 2002 347,000 347,000
7% to 84% unsecured notes payable in

quarterly installments with wmaturity

dates through 1983 90,000 123,000
Unsecured demand notes payable bearing

interest at 1% to 4% over the prime

TAte - 390,000
Hotes payable, secured by equipment

bearing interest at 1% to 27 over the

prime interest rate payable in monthly

installuents maturing in 1983 967,000 252,000
Equipment rcontracts 42,000 92,000
Other 21,000 23,000

1,998,000 1,613,000
less amounts dus within one year 337,000 524,000

$ 1,661,000 $ 1,089,000

" Annual maturities of long-term debt for the next five years amount to $337,000
in 1979, $292,000 in 1980, $255,000 in 1981, $254,000 in 1982 and $226,000 in 1983.

In April, 1978, the Company secured a five-year term loan for $1,000,000, with a

bank, bearing interest at one and seven-eighths percent over the bank's prime rate.

The terms of this loan call for a compensating amount of 20Z of the outstanding

loan balance, the maintenance of convolidated working capital of at least $1,500,000,
a curreant ratio of 1.6 to 1, tangible met worth of $2,600,000 plus YOZ of net earn-
ings generated subsequent to November 30, 1977, and a debt to net worth ratio of 1.5
to 1. lonthly payments on this loan are $17,000 plus interest. The balance outstand-
ing at May 31, 1678, was $967,000.

The Company alsc has a working capital loan agreement with the same baank whereby the
Company may borrow, from time to time, certain amounts, evidenced by promissory notes,
the aggregate of which cannot exceed $300,000. The notes bear interest at the rate of
one and seven-eighths percent over the bank's prime rate. The Company had ne amounts
outstanding under this line of credit at May 31, 1978,

5-10




Comprehensive Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements

Mav 31, 1978 and 1977

(Continued)

Note & Stockholders' Equity

New Preferred &tock

The Company is authorized to issue 60,000 shares of new preferred stock, par
value $50 a share, }isuable in one or more series. The Board of Directors of
the Company is authozized o {ix the number of shares constituting each series
and to establish rights ani preferences.

The rights and preferences of the series of new preferred stock issued previde
for an 8% divideni (%6.70 u share) each year; convertibility into common stock
at $1.00 per share; preference over the holders of common stock in the event
the tcmpany is liquidated; 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. During December, 1976 and January 1977, all 6,101 shares

of the stock were converted iato common shares.

Accountiag for Stock Options

When steck optiicns ave exercised, the excess of the proceeds received over the
par value of the shares of stock issued is credited to additisnal paid~in capital.

Stock Options

Under the Company's qualified stock option plan, options have been granted to

key employees to purchase common stock of the Company at prices of not less

than 1007 of the fair market value at date of gramt. During fiscal 1978, optioms
to purchase 10,250 shares at $1.75 =2ach were exercized. No options were out-
standing at May 31, 1978.




Comorehensive Care Corporation and Subsidiaries

Notes to Conscolidated Financial Statements

Mav 31, 1978 and 1977

(Continued)

Note 5 Lease Commitments

The Company and the joint venture partnership leases facilities, furniture and
equipment. The faciliry leases contain clauses for escalations based on the Con-
sumers 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. Equipment 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:

1978 1977

Company's operatious $ 722,000 $ 535,000

50% of Joint Venture
operations 131,000

§ 853,000

131,000

$ 666,000

Tn addition, amortization of leasehold costs of $28,000 less amortization of
deferred gain on sale and leaseback of property of $7,000 was charged to the
Company's operations in 1978 and 1977. Minimum annual facility rental commit-
ments under non-cancellable leases as of May 31, 1978 are summarized as follows:

Joint
Company Venture Total

1579 $ 1,082,000 $ 67,000 1,149,000
1980 1,077,000 67,000 1,144,000
1981 1,066,000 67,000 1,133,000
1982 1,039,000 67,000 1,106,000
1983 1,033,000 67,000 1,190,000

1984-1988
1389-1993
1994-1998
After 1998

4,808,000
3,686,000
1,998,000

290,000

5,098,000
3,686,000
1,998,000

—————————————

$15,789,000 $ 625,000

T —————————————

Tnecluded in the Company's commitments is $194,000 annual rent payable through 1996,
which is reimbursed to the Company by the Joint Venture.

The present value of minimum lease commitments applicable to all noncancellable
financing leases at May 31, 1978 and 1977 is $ 3,681,000 and $§ 3,819,000 respectively.
The weighted average interest rate (based on present value) and range of inter.st

for 1978 and 1977 are 8.4% and 6.5% - 9.25Z.

If the leases were capltalized and the related property rights were amortized on a
straight-line basis and interest was accrued on the basis of present value, earn-
ings hefore extraordinary item would have been reduced by § 78,000 in 1978 and

$ 82,000 in 1977. Net earnings would have been reduced by $40,000 in 1978 and

$ 46,000 in 1977.

Amortization in the above computations was $ 216,000 and $206,000 for 1978 and 1977,
respectively. Interest amounted to $ 319,000 and $313,000 for 1978 and 1977
respectively.

s-12




Comprehonsive Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements

May 31, 1678 and 1977

{Continued)

Note 6 Taxes on Income

Federzl and state taxes on incore consist of the following:

1978 1977

Currently payable
Federal income taxes 721,000 298,000
State income taxes 141,000 69,000
862,000 367,000

Deferred
Federal income taxes 32,000 87,000
State income taxes 8,000 17,000
40.000 104,000

902,000 471,000

A reconcilliation tetween total income taxes and the amount computed by applyinty
the scatutory fedeval income tax rate (48%) to earnings before taxes on income i3
as follows:

1978 1377

Statutory tax rate apylied

to pre-tax earnings $ 885,000 $ 513,000
Add state income taxes net

of federal tax benefit 91,000 53,000
Deduct invegtment tax credit (26,000) (93,000)
New iobs credit (52,000) -
Other . 4,000 (2,000)

$ 902,000 $ 471,000

As of May 31, 1976, the Ccuprny had fully utilized federai income tax carry-
forwards to offset taxable income for financial and income tax reporting.

Deferred tax expense results from timing differences in the recognition of revenue
and expenses for tax and financial statement purposes. The cources of rthese dif-
ferences and the tax effect of each were as follows:

1978 1977

Excass tax over book

depreciation 22,000 36,000
Cash basis accounting and

different reporting periocd

for tax purposes by joint

venture 33,000 57,000
State income takes not cur-

rently deductible {31,000) (8,000}
Other, net 16,000 19,000

40,000 104,000




Comprehensive Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements

May 31, 1978 and 1977

(Continued)

Note 7 Quarterly Results (Unaudited) Years Ended May 31, 1978 and 1977

First Second
Quarter Quarter

Third
Quarter

Fourth
Quarter

Revenues $4,101,000 $4,437.000

$4,549,000

$5,

473,000

Earnings before income taxes $ 108,000 $ 474,000
Federal and state income taxes 52,000 226,000

$ 444,000
194,000

$

817,000
430,000

Net earnings $§ 56,000 $ 248,000

$ 250,000

$

387,000

Per share § .04 $ .19

Revenues $3,143,000 $3,521,000

$ .20

$3,468,000

$

$3,

.30

998,000

Earnings bzfore income taxes $ 300,000 $ 348,000
Federal and state income taxes 133,000 162,000

$ 155,000
56,000

$

266,000
120,000

Net earnings $ 167,000 $ 186,000

$ 99,000

§

146,000

Per share S .13 5 .15

.08

$

.11




Comprehensive Care Corporation and Subsidiaries

Notes to Consolidated Financial Statements

May 31, 1978 and 1977

Note 8

(Continued)

Supplementary Income Statement Information

The following amounts were charged to costs and expenses:

Depreciation and amortization of
property, plant and equipment

Amortization 2f intangible assets
Taxes other than Income taxes:
Payroll
Real and personal property
Other

Rents

Advertising

Company

Consolidated

1978

1977

$ 183,000
§ -
$ 172,000
$ 84,000
$ -

$ 412,00C

$ 329,000

$ 150,000
$ -
$ 129,000
$ 63,000
$ -
$ 263,000

$ 120,000

1978

1977

$ 317,000
$ 28,000
$ 565,000
$ 179,00J
$ 19,000
$ 959,000

$ 815,000

$ 257,000

$ 408,000

There wera no royalties or research and development costs paid during the above

years.

hute 9

Accounts Payable and Accrued Liabilities

Accounts payable and acerued liabilities include salaries and wagrs in the

following amounts:

Company

Consolidated

1978

1977

1978

1977

$ 20,000 $ 32,000

$ 192,000 § 159,000




Note 10 -~ Finanelai Statements of Parent Company:

Tinancial statements of the parent company, Comprehensive Care Corporation,

are as follows:

Comprehensive Care Corporation

Balance Sheet

Assets

Current assets

Cash (Note 3)

Accounts receivable, less allowance for doubtful
accounts of $134,000, 1978 and $ 81,000, 1977
(Schedule XII)

Prepaid expenses

Total currant assets

Investment in Wholly-Owned Subsidiaries, Equity
Method (Schedule III)

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

Less acrumulated depreciation and amortization

Other assets
Cost 1n excess of net assets of businesses
purchases (Note 1 and Schedule VII)
Other

$

707,009

810,000
386,000

$ 348,000

471,000
343,000

1,903,000

1,162,000

7,797,000

4,459,000

210,000
729,000
1,021,000
394,000

210,000
699,000
991,000
231,000

2,354,000
641,000

2,131,000
469,000

1,713,000

1,662,000

517,000
126,000

517,000
106,000

643,000

623,000

$12,056,000 $ 7,906,000

Liabilities and Stockholders' Equity

Current Liabilities:

Accounts payable and accrued liabilities (Note 9) $ 950,000 $ 577,000

Payable to third party payors within one year
Long-term debt payable within one year (Note 3)
Income taxes payable

Deferred income taxes

Total current liabilities
Payable to Wholly-Owned Subsidiaries (Schedule IV)
Long~Term Debt Due After One Year (Note 3)
Commitments (Note 5)
Stockholders' Equity (Note 4)
Commor. stock, $§ .10 par value;
Authorized 2,000,000 shares;
Issued and outstanding 1,257,432 shares, 1978
and 1,289,182 shares, 1977

Additional paid-in capital
Retained earnings

See notes to ccnsolidated financial statements
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58,000
332,000
484,000
180,000

18,000
524,000
317,000
140,000

2,004,000

1,576,000

5,084,000

2,617,000

1,209,000

757,000

130,000
1,836,000
1,793,000

129,000
1,819,000
1,008,000C

3,759,000

2,956,000

§12,056,000

$ 7.906,000
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Nota 10 - Financial Statements of Parent Company (Continued):

Comprehensive Care Corporation

Statement of Earnings

Revenue
Operating (Note 1)
Otherx

Costs and Expenses
Operating
General, administrative and marketing

Year Ended May 31

RS AL e L e

Depreciation and amortization (Note 1 & Schedule VI)

Interest

Loss before income tax credit and equity in net

earnings of subsidiaries

Incom2 tax credit

Loss before equity in net earnings of
subsidiaries

Equity in net earnings of
subsidiardies

Net Earnings

See notes to consolidated financial statements

B T I N T L

1978 1977
$ 4,266,000 § 2,564,000
88,000 236,000
4,354,000 2,800,000
3,122,000 2,126,000
2,408,000 1,536,000
183,000 150,000
135,000 83,000
5,848,000 3,895,000
(1,494,000)  (1,095,000)
730,000 615,000
(764,000) (480, 000)
1,705,000 1,078,000

$ 941,000 § 598,000




Note 10 - Financial Statements of Parent Company (Continued):

Comprehensive Care Corporation

Statement of Changes in Financial Position

Year Ended May 31
1978 1977

Financial Resources Provided by
Operations
Net earnings $& 941,000 $ 598,000
Items not requiring (providing) outlay of
working capital

Depreciation and amortization of property
and equipment 183,000 150,000
Equity in earnings of subsidiaries (3,337,000) (2,164,000)

Working capital provided from
(required for) overations (2,213,000) (1,416,000)

Disposal of property and equipment 23,000 -

Increase in amounts due to subsidiaries 2,467,000 1,344,000
Issuance of common stock 18,000 89,000
Additional long-term debt due after one year 1,008,000 653,000

1,303,009 670,000

Financial Resources Used For
Purchase of property and equipment 259,000 748,000
Reduc tion of long-term debt due after one year 546,000 534,000
Dividends 156,000 51,000
Other appl.ications 29,000 69,000

990,000 1,402,000

Increase ({(Decrease) in Cu.rent Assets 313,000 (732,000)

Summary of Changes in Components of Working Capital

Increase (Decrease) in Current Assets
Cash 359,000 (307,000)
Accounts receivable 339,000 381,000
Prepaid expenses 43,000 169,000

741,000 243,000

Increase (Decrease) in Current Liabilities
Accounts payable and accrued liabilities 373,000 245,000
‘Payable to third party payors within one year 40,000 10,000
Long-term debt payable within one year (192,000) 391,000
Income taxes payable 207,000 392,000
Cash dividends payable - (72,000)

428,000 975,000

Increase (Decreacs) in Working Capital 313,000 {732,000)

See notes to consolidated financial statements
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NEURQ AFFILIATES COMPANY
(A Joint Venture)

BALANCE SHEET

ASSETS

May 31

1978

1877

CURRENT ASSETS
Cash
Accounts receivable, less allowance for doubt-
ful accounts of $79,000 and $52,000
Prepaid expenses, supplies and other assets

384,000

1,001,000
76,000

199,000

817,000
123,000

Totzal current assets 1,461,000

1,139,000

EQUIPMENT AND IMPROVEMENTS, 2t cost (Note 1)
Furniture and equipment
Leaseshold improvements

237,000
115,000

231,000
109,000

352,000

Less accumulated depreciation and amortizatiocn (176,000)

340,000
140,000

176,000

200,000

OTHER ASSETS 7,000

1,000

$ 1,644,000

$ 1,340,000

LIABILITIES AND PARTNERS' CAPITAL

CURRENT LIABILITIES
Accounts payable and accrued expenses . 8
Estimated amounts due under insurance

programs (Note 2)
Amounts due (from) to affiliated
companies, net (Note 3)

209,000
208,000

32,000

232,000
150,000

5,000

Total current liabilities 449,000

PARTNERS' CAPITAL 1,135,000

387,000

953,000

$ 1,644,000

$ 1.340,000

See notes to financial statements




NEURO AFFILIATES COMPANY

(A Joint Venture)

STATEMENT OF INCOME AND PARTNERS' CAPITAL

REVENUES
Patient care

Other

COSTS AND EXPENSES (Note 3)
Operating
General and administrative
NET INCOME
PARTNERS' CAPITAL, at begimning of year

PAYMENTS TO PARKINERS

PARTNERS' CAPITAL, at end of year

See notes to financial statements

YEAR ENDED MAY 31

1978

§ 5,043,000

35,000

5,078,000

2,610,000

1,386,000

3,996,000

1,082,000

953,000

(840,000)

$ 1,195,000

1977

$ 4,374,000

40,000

4,414,000

2,300,000

1,131,000

3,431,000

983,000

532,000

(562,000)

$ 953,000




NEURO AFFILIATES COMPANY
(A Joint Venture)

Statement of Changes in Financial Position

YEAR ENDED MAY 31

1978 1977
FINANCIAL PESOURCES WERE PROVIDED BY
Operations
Net income $ 1,082,000 $ 983,000
Charges to income not requiring an outlay of
working capital
Depreciation of equipment and improvements 36,000 37,000
Amortization of deferred costs - 6,000
Werking capital provided by operations 1,118,000 1,026,000
FINANGTAL RESOURCES WERE USED FOR
Purchase of equipmeat and improvements 12,000 46,000
Payments to partners ) 840,000 562,000
852,000 608,000
INCREASE IN WORKING CAPITAL $ 266,000 $ 418,000
CHANGES IN COMPCNENTS NF WORKING CAPITAL
Increase (decrease) in current assets
Cash $ 185,000 $ 146,000
Accounts receivable - net 184,000 294,000
Prepaid expenses, supplies and other assets (41,000) 31,000
328,000 471,000
Increase {decrease) in current liabilities
Accounts payable and accrued expenses (23,000) 63,000
Estimated amounts due under insurance programs 58,000 (7,000)
Amounts due (from) to affiliates companiles - net 27,000 (3,000)
62,000 53,000
INCREASE IN WORKING CAPITAL $ 266,009 $ 416,000

See notes to financial statements




NEURO AFFILIATES COMPANY
(A Joint Venture)

NOTES TO FINANCIAL STATEMENTS

May 31, 1978 and 1977

NOTE 1 - THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING FPOLICIES

The Company - In November, 1972, Hospital Affiliates International, Inc.,
(HAIT), of Nashville, Tennessee, and Comprehensive Care Corporation (CompCare)
of Newport Beach, California, entered into 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 provisicn has been made for Federal
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 usaful lives of the assets (five
to twelve years) using the straight-line method of depraciation.

NOTE 2 - 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 1s 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; hovever, certain cost reports have not
been audited by the intermediaries. The Company believes that adequate re-—
serves have been provided in the financial statements for these contingencies.

NOTE 3 -~ TRANSACTIONS WITH PARTNERS

Rentals - The Company reimburses annual rentals of $194,000 to Comprehensive
Care Corporation and $67,000 to Woodview Hospital, a subsidiary of Hospital
Affiliates International, Inc., for the use of hospital facilities.

Management fees - Costs and expenses for 1978 and 1977 include $36,000 pald
to Comprehensive Care Corporation and $80,000 to Hospital Affiliates International,
Inc., for administrative and other services.

Management is of the opiniocn that these transactions were executed for a
consideration substantially equivalent to that which would have been obtained
between whollyv unrelated Interests.
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Comprehensive Care Corporation and Subsidiaries

Investments In, Equity
And Dividends Received

In earnings of
Trom Afffiliates

Year Fnded May 31,

1978 and 1977

o Fe R THY A :55?‘.? b n
s
"

Daductions
Distribution Dividends
Baiance at Additions of earnings received
beginning Equity (loss) by Balance at end during the
of period taken up Other affiliates Other of period period from
Percent in earnings Pexrcent in which Percent Percent investments
Name of 1lasuer of (loss) of earnings ) of of nol accounted
and description owner- of affillates owner- {loss) were awner- owner- for by the
of investment ship Amount for the period ship Amount taken up ship  Amount ship Amount equity method
Year Ended May 31, 1978
NPHS, Inc. investment
in joint venture in
Neuro Affiliates Com~
nany, a partnership 50%  $477,000 $541,000 - § - $420,000 - § - 50% $598,000 $ -
Year Ended May 31, 1977
NPHS, Inc. investment
in joint venture in
Neuro Affiliates Com-
pany, a partnership 50% $266,000 $492,000 - § - $281,000 - $§ - 50z $477,000 $ -

III @InPaYos
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Comprehensive Care Corpo.-2.jon
Tnvestments In, Equity In Earnings Of,
And Dividends Received From Affiiiates
Year Ended May 31, 1978
Deductions
bistribution Dividends
Additions of earnings received
Balance Equity (loss) by during the
beginning of taken up affiliates Balance at . period from
period in earnings in which Other end of pericd investments
Number (loss) Humber earnings Humber Number not accounted
Name of issuer and of of affiliates of (loss) were of of for by the
description of investment Shares Amount for the period shares Amount taken up sharns Amount shares  Amount equity method

Consolidated Subgidiaries

MPHS, Inc. common stock

par value $10 a share 320 2,917,000 $1,789,000(a) - § - $ ~ - 5 - 320 54,706,000
Terracina Convalescent )

Hospital & Home, Inc.

common stock, par

value $100 a share 50 58,000 50 58,000
Trinity Oaks Hospital,

Inc. common stock,

par value $1 a share 10,002 205,000 (203,000) 10,002 2,000
CAREUNIT, Inc. .ummon

stock, par value §1

a share 500 1,279,000 1,751,000 500 1,000 1,000 _3,031,000
$4,459,900 $3,337,000 $ 1,000 7,797,000 § -

Ly
1

i
i
<>
|

(a) Includes joint venture earnings before taxes on income of § 541,000

{penutriuc)) III 3TNPAYDS




Name of issuer and
description of invastment

Balance at
beginning of
_period

Number
of
shares Amount

Comprehensive Care Corporation

Investments In, Fquity In Earnings Of,
And Dividends Received From Affiliates

Year Ended May 31, 1977

" Deductions

Distribution
Additionsg of earnings

T Zauity (loss) by

taken up affiliates
in earnings Other in which Other

Balance at
end of period

(loss) ” Number earnings Number
of affiliates of (loss) were of
for the period shares Amount _ taken up shares Amount

Number
of
shares Amount

Dividends
received
laring the
period from
ipv :stments
not nreounted
for oy the
equity method

]

Consolidated Subsidiaries

NPHS, Inc. commoa stock
par value $10 a share

Terracina Convalaescent
Hospital & Homa, Inc.
common stock, par
value %100 a shar:

Fort Worth Neuro~
paychiatric Hospital,
Inc, coman stock,
par walue $1 a share

CAREUNIT, £inc. common
stock, par value $1 a
share

(a) Includes joint venture

$1,566,000

67,000

207,000

455,000

$1,351,000 (a) .5 -

(9,000)

12,0003

824,000

$2,295,000

$2,164,000

esrnings before taxes on incowe of $452,000.

320 $2,917,000

50 58,000

10,002 205,000

500 1,279,000

$4,459,000

(penut3juo)) III 2INPRYOS
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Schedules IV and X

Comprehensive Care Corporation

Indebtedness of and to Affiliates

Year Fnded May 31, 1978 and 1977

Balance
receivable
(payable)

at end
of period

Ralance
receivable

(payable)
at beginning

Name of Affiliate of period

Year ended May 31, 1978:

Amounts eliminated in consolidation:
Wholly~owned subsidiaries:
NPHS, Inc.
Terracina Convalescent Hospital
& Home, Inc.
Trinity Oaks Hospital, Inc.
CAREUNIT, Inec.

Neuro Affiliates Company (50% interest)

Total aliminated in consolidation

Amount not eliminated in consclidation
Neuro Affiliates Company

Total indebtedness of and to Affililates

Year Ended May 31, 1977:

Amounts eliminated in consolidation:
Wholly~-owned subsidiaries:
NPHS, Inc.
Terracina Convalescent Hospital
& Home, Inc.
Trinity Oaks Hospital, Inc.
CAREUNIT, Inc.

Neuroc Affiliates Company (50% interest)

Total eliminated in consolidation

Amount not eliminated in consolidation
Neuro Affiliates Company

Total indebtedness of and to Affiliates

$

(1,913,000)

(53,000)
(147,000)
(504,000)

(2,617,0003
(10,000} (e)

$

(2,627,000)

(10,000) (a)
(2,637,000)

(1,106,000)

29,000
(182,000)
(14,000)

(1,273,000)
11,000 (a)

(1,262,000)

11,000 (b)

(1:251,000)

(3,183,000)

(64,000)
50,000
(1,887.000)

(5,084,000)
>~ 91000 (a)

(5,075,000)
(8,000} (b)

(5,083,000)

(1,913,000)

(53,000)
(147,000)
(504,000)

(2,617,000)
(10,000) (c)

(2,627,000)

(10,000) (d)

(2,637,000)

(2) Included in accounts receivable on balance sheet of Comprehensive Care Corporation.

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

(¢) Included in accounts payable on balance sheet of Comprehensive Care Corporation.

(d) Included in accouats payable on balance sheet of Comprehensive Care Corporation
and on balance sheet of Comprehensive Care Corporation and Subsidiaries.




Schedule V

Comprehensive Care Corporation and Subsidiaries

Property, Plant and Equipment

Year Ended May 31, 1978 and 1977

Sales,
Balance at retirements Balance at
beginning of Additions and Other end of
Clagsification perilod at cost abandonments changes period

Company:

Year Ended May 31, 1978:
Land 210,000 - - $ 210,000

Buildings and improve-
ments 699,000 45,000 13,000 - 729,000
Furniture and equipment 991,000 158,000 2,000 (126,000)(b)1021,000
Leasehold improvements 231,000 56,000 19,000 126,000 (b) 394,000

2,131,000 259,000 34,000 $ $2,354,000

Year Endnd May 31, 1977:
Land 210,000 - $ 210,000

Buildings and improve-
ments 676,000 23,000 - - 699,000
Furniture and equipment 451,000 542,000 6,000 4,000(a) 991,000
Leasehold improvements 58,000 183,000 10,000 - 231,000

1,395,000 748,000 16,000 $ 4,000 $2,131.000

Consolidated:

Year Ended May 31, 1578:
Land and improvements 326,000 147,000 - s - $ 473,000
Buildings and improve-
ments 763,000 177,000 14,000 (65,000)(b) 851,000
Furniture and equip~ '
ment 1,549,000 295,000 4.000 (126,000)(b)L714,000
Leasehold improvements 515,000 160,000 19,000 191,000 (b) 847,000

3,153,000 779,000 37,000 $ - $3,895,000

Year Ended May 31, 1977:
Land 216,000 116,000 $ 326,000
Buildings and improve-
ments 676,000 87,000 - - 763,000
Furniture and equip-
ment 954,000 670,000 123,000 48,000(b)1,549,000
Leasehold improvements 411,000 233,000 81,000 (48,000(b) 515,000

, 2,257,000 $1,100,000 204,000 § - $3,153,000

(a) Wet transfers from wholly-owned subsidiaxies
{(b) Reclassifications
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Schedule VI
Comprehensive Care Corporation and Subsidiaries

Accumulated Depreciation of Property, Plant and Equipment

Year Ended Mav 31, 1978 and_ 1977

RS vk

Additions Sales, Balance
Balance at charged to retirements at
beginning costs and and Other end of
Classification period gxpenses abandonments changes period
Company:
Year Ended May 31, 1978
Buildings and improve-—
ments $ 136,000 $ 21,000 $ - § - $ 157,000
.. Furniture and equip-
ment 289,000 127,000 4,000 (2,000} (a) 410,000
Leasehold improvements 44,000 35,000 7,000 2,000 (a) 74,000
$ 469,000 $ 183,000 $ 11,000 $§ - $ 641,000

Year Ended May 31, 1977:
Buildings and improve-

ments $ 117,000 $ 19,000 5 - $ - $ 136,000
Furniture and equip-
meni: 189,000 105,000 5,000 - 289,000
Leasehold improvements 28,000 26,000 10,000 - 44,000
$ 334,000 $ 150,060 $§ 25,000 § - $ 469,000
Consolidated:

Year Ended May 31, 1978:
Buildings and improve-

ments $ 136,000 $ 23,000 $ - $ - $ 159,000
Furniture and equip-
ment 579,000 217,000 6,000 (2,000)(a) 789,000
Leasehold improvements 128,000 77,000 7,000 2,000 (a) 200,000
$ 843,000 $ 317,000 $ 13,000 $ - $1,148,0G: 3
Year Ended May 31, 1977: _—
Buildings and improve-
ments $ 117,000 $ 19,000 $ - $ - $ 136,000
Furniture and equip-
ment 499,000 184,000 104,000 - 579,000
Leasehold improvements 113,000 54,000 39,000 - 128,000
$ 729,000 $§ 257,000 $143,000 $ - $ 843,000

(a) Reclassifications

i




Comprehensive Care Corporation and Subsidiaries

Intangible Assets, Deferred Research and Development Expenses, Preoperating Expenses and Similar Deferrals

Year Ended May 31, 1978 and 1977

Balance at Deductions Balance at
beginning Additions Charged to Charged to end of
Clasgification of period at cost costs and expenses other accounts period

Company:
Year ended May 31, 1978
Cost in excess of net assets of purchased businesses § 517,000 $ - $ - $ - $ 517,000

Year ended May 3%, 1977
Cost in excess of net assets of purchased businesses $ 517,000 $ 5 - § - $ 517,000

Consolidated:

Year ended May 31, 1978 .
Cost 1n excess of net assets of purchased businesses $ 517,000 $ - $ - $ - $ 517,000
Lease acquisition costs $ 276,000 $ - $ 28,000 $ - $ 248,000

w Year ended May 31, 1977
N Cost in excess of net assets of purchased businesses $ 517,000 ] - $ - § - $ 517,000
Lease acquisition costs $ 304,000 $ - $ 28,000 $ - $ 276,000

3,000 §% - $ 3,000 $ - s -

<y

Preopening costs (a)

(a) Represents 50% of joint venture's preopening costs.

IIA PTOP2YSS



Comprehensive Care Corporation and ‘Subsidiaries

Valuation and Qualifying Accounts and Reserves

Year Ended May 31, 1978 and 1977

Balance at Additions Deductions
beginning Charged to Charged to Urite-off Balance at
Description of period revenue other accounts (a) of accounts Other end of period 4
_— = — - - #

Allowance for doubtful accounts
(deducted from accounts receivable
in the balance sheet):

Company:
Year ended May 31, 1978 $ 81,000 $ 213,000 $ 14,000 $ 174,000 $ - $ 134,000
Year ended May 31, 1977 $ 10,000 $ 114,000 $ 3,000 $ 46,000 $ - $ 81,000

Consolidated:
Year ended May 31, 1978 $ 240,000 $ 517,000 $ 62,000 $ 471,000 ) - $§ 348,000
Year ended May 31, 1977 $ 209,000 $ 308,000 $ 54,000 $ 297,000 $ 34,000(b) § 240,000

IIX 9Inpayos

(a) Amounts included in this column are recoveries
on accounts previously charged to this reserve.

(b) Amount represervs adjustments of amounts previously
credited to this reserve and charged to revenue.



LLOAN AGREEMENT

THIS AGREEMENT is made and entered into on March 20, 1978 by and
petween COMPREHENSIVE CARE CORPORATION a Delaware corporation
("Borrower'), and UNION BANK, aCalifornia banking corporation ('""Bank").

Section 1. THE LOAM

1.1 The Loan. Bank will lend.to Borrower the sum of
One Millicn Dollars (S1,000,000.) (the "Loan") at Borrower's request in one
disbursement on or before March 31, 1978. The Loan shall be evidenced
by a promissory note (the ''Note') on the standard form used by Bank for
commercial loans.

1.2 Interest. The unpaid principal balance of the Loan
shall bear interest at the rate of one and seven-eighths percent (1 7/8%)
per year in excess of the Prime Rate of interest which Bank charges corpor-
ate borrowers of the highest credit standing for short-term unsecured com-
mercial loans, which shall vary concurrently with any change in such Prime
Rate. Interest shall be computed on the basis of the actual number of days
during which the principal is outstanding divided by 360 which shali, for
the purposes ofinterest computation, be considered nne year. Interest shall
ba payable monthly within ten (10) days after receipt of notice from Bank of
the amount owing. .

1.3 Payment. The principal of the Loan shall be payable
in equal monthly installments of Sixteen Thousand Six Hundred Sixty-Six
Dollars and Sixty-Seven Cents (3$16,666.67) on the twentieth day of each
month commencing April 20, 1978, and continuing until March 20, 1983,
at whicn time all the unpaid principal and accrued interest shall be due
and payable. .

1.4 Prepaymentof Loan. Borrower may prepay the Loan in
whole or in part without premium or penalty. In the event of prepayment,
the prepayment shall be applied on the principal payments of latest maturity.

' 1.5 Security. Prior to any disbursement of the Loan, Bor-
rower shall execute a security agreement, onBank's standard form therefor,
and a financing statement, suitable for filing in the office of the Secretary
of State of the State of California and any other appropriate state, granting
and does hereby grant to Bank a first priority security interest in all of
its furniture and fixtures now or hereafter owned or acquired located at
Corporate Headauarters: 660 Newport Cenater Drive, 4th floor, Newport
Beach, California Brea Hospital: Neuro-Psychiatric Center, 875 N. Brea
Boulevard, Brea, California and all proceeds, guaranties and other security
therefor, and all of Borrcwer's books and records relating thereto.

Section 2. CONDITIONS PRECEDENT TO THE LOAN

Bank shall nct be obligated to disburse all or any portion of the proceeds

CDB/dsj 3/15/78
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of the Loan unless ator pr.crtothetime [or the making of such disbursement,
the following ccaaitions hava'been fullilled:

2.1 Borrower shall have performed and complied with all
agreements and conditions required by this Agreement o be performed or
complied with by it prior to or at the date of the making of any disbursement
and shall have executed and delivered to Bank the Note.

2.2 CAREUNIT, Inc.; Fort Worth Neuropsychiatric Hospi-
tal, Inc.; NPHS, Inc.; and Terracina Convalescent Hospital and Home, "nec.
(hereinafter individually and collectively referrea o as "Guarantors'') shall
have executed withrespect to the Loan and delivered to Bank their continuing
-waran‘ies. on the standard form for continuing guaranties used by Bank,
for re st - of at least One Million Dollars ($1,000,000.) each.

2.3 Borrower shall have provided Bank with a certified
copy of Borrowing Resolution on Bank's form duly adopted by the Board of
Directors ¢f Borrower. .

2.4 With respect to thiz Agreement, Bank has received
spinion of counsel satisfactory to it to the eflact that:

(i) Borrower and Guarantces are duly organized and
existing under the laws of their states of incorporation, without limitation
to their existence, and have the power and authority to sarry on the business

in which they are engaged;

(if) Borrowerhas the power and authority to enter into
this Agreement and to execute and deliver the Note and all ¢f the documents
required by this Agreement and Guarantors have the power and authority to
enter into-their guaranties;

(1ii) This Agreement and all things required by this ~—
. Agreement have beesn duly authorized by all requisite corporate action of
Borrower or Guarantars as applicable;

(iv) The making of this Agreement and the compliance™
with its terms, and the terms of all documents required by this Agreement
are not in variance with or in contravention of any provision of the Articles
of Incorporation of Borrower or Guarantors, or to the best xnowledge of
such counsel, of any applicable provisicn of law or any indenture, contract
or agreament to which Borrower orGuarantcrs are a party or by which Bor-
rower or Guarantors are bound;

{(v) Barrower and Guarantors are duly qualified in;
good standing as a foreign corporation wherever such qualification-isTre-.
o

quired.

In giving such opinion, counsel shall be ‘entitled to rely upon certificates
oF officers of Borrower, of Guaranters, of public officials, or of such other
persons which counsel shall consider an apporopriate and reliable source

) CDB/dsj 3/135/78 -2~
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of the information on which counsel's opinion is requaested.

Counsel shall also deliver to Bank copies of attorney's summaries on all
non-insured cases where Borrower is cefendant which were reported o
Borrower's auditors during the last audit.

2.5 At the time the requesied disburserment is to be mace,
there shall not exist ro event, condition or act which constitutes an event
of default as defined in Section 6 nhareof and any condition, event or act
which with notice, lapse of time or woth would constitute such event of
default. There would not exist any event, condition, or act immediately
after the disburserent were it to be made.

Section 3. REPRESENTATIONS AND WARRANTIES
Borrower represents and warrants that:

3.1 The btusiness of Borrower is health care and related
seprvices.

3.2 The execution, performance and delivery of this Agree-
ment, the Note and all other agreements and instruments required by Bank
in connection with the Loan are not in contravention of any of the terms of
any indenture, agreement or undertaking to which Borrower or Guarantors
are a party or by which their or any of their property is bound or affected.

3.3 A consolidated statement of financial condition of
Borrower at November 30, 1977, together with supporting schedules and a

consolidated statement of income and expense of Borrower for tha six months

ended November 30, 1977 nave n =retotore oeen furnished to Bank, ana
Acatzuaand camslatpasd fairly represent the financial conditions during the
periods covered thereby. Since November 30, 1977, there has been no
material adverse change in the financial position or operations of Borrow-
er or Guarantess.

. 3.4 Except for asnets which rmay have been disposed of in
the ordinary course of business, Borrower and Guarantors have good and
m.arketable title, {ree and clear of all liens, encumbrances, security in-
torests and adverse claims except those specifically set forth to all of the
property reflected in Borrowar's consolidated statement of financial condition

at November 30, 1977, and to all property acquired by Borrower or Guaran-
tors since that date.

o rabat of frviretss |

3.5 There is no litigationor proceeding pehding orjjthreéat-
ened agzinst Borrower or Guarantors or any of their property, thé results
of which, If decided adversely, might substantially affect the financial con-
dition, property or business of Borrower or Guarantors in an adverse man-=
ner or result in liability in excess of Borrower's or Guarantors' insurance
coverage.

3.6 Neither Borrower nor Guarantors are now in default

CDB/dsj 3/13/78
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in the payment of any of their material oblizations except for SBA Loan
iDC 887012-00-01LA entered into by NPHS, Inc.

3.7 There exists no event, condition or act which consti-
tutes an event of default as defined in Section 6 hereof and no condition,
event or act which with notice or lapse of time would constitute such event
of default.

3.8 Borrower and Guarantors are duly organized and exist-
ing under the laws of their state of incorporation, without limitation to is
existence, and have the power and authority tc carry on the business in
which they are engaged.

3.9 Borrower has the power and authority to eater into this
Agreement and to execute and deliver the Note and all of the documents
required by this Agreement. Guarantors have the power and authority to
execute their guaranties.

3.10 This Agreement and all things required by this Agree-
ment have been duly authorized by all requisite corporate action of Borrower
or Guarantors as appropriate.

3.11 Borrower and Guarantors areduly gualified and in good
standing as a foreign corporation wherever such qualification is required.

3.12 These represe.ntations shall be considered to have been
made again at and as of the date of each disbursement of the Loan and shall
be true and correct as of that date.

3.13 Borrower's and Guarantors' pension plans for retired
employees have been funded in accordance with principles that are actuarially
sound and no reportable event has occurred and is continuing with respect
to any such plan. No fact exists in connection with any of Borrower's and
Guaraators' pension plans for retired employees which constitutes grounds
under the Employee Retirement Income Security Act of 1974, as presently
in effect, for the termination of any such plan by the Pension Benefit Guar-
anty Corporation or for the appointment by any United States distriect court
of a trustee to administer any such plan.

3.14 No action has been taken or is curr-atly pianned by the

Borrower or Guarantors, or any agent acting on its behalf, which would

cause this Agreement or the Note to violate Regulation U or any otner

regulation of the Board of Governors of the Federal Reserve System,ee=

I w$ - +  in each case as in effect

now or as the same may hereafter be in eifect. Borrower is not engaged

in the business of extending credit for the purpose of purchasing or carry-
ing margin stocks as one of its important activities.

4.15 Guarantors are the only subsidiaries of Borrower and
Borrower owns one hundred percent (1r0%) of the stock of Guarantors. \WWhen
consolidated statements are requirsdor pveferred to inthis Agreement, Guar-
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antors shall be all the consolidated subsidiaries.
Section 4. AFFIRMATIVE COVENANTS OF BORROWER

Until the Note and all other sums pavable pursuant to this Agreement
or any other agreement or instrument required by Bank in connection with
the Loan have been paid in full, unless Bank waives compliance in writing,
Borrower agrees that:

4.1  Use of Proceeds. Borrower will use the net proce=ds
of the Loan only for general corporate purposes in the conduct of the business
in which it and its Guarantors are presently engaged. '

4.2 Payment of Obligations. Borrower will and will cause
Cuarantors to pay and discharge promptly all taxes, assessments and other
governmental charges and claims levied or imposed upon them or upon their
property, or any part thereof, provided, however, that Borrower or Guar-
antors shali have the right in good faith to contest any such taxes, assess-
ments, charges or claims and, pending the outcome of such contest, to delay
asr refuse payment thereof provided that adequate ~fupdad reserves are
established by Borrower on its consolidated balance sheet to pay and dis-
charge aty such taxes, ascessments, charges and claims.

4.3 Maintenance of Corporate Existence. Borrower will
and will cause Guarantors to maintain and preserve their existence and as-
sets and all rights, franchises and ‘other authority necessary for the condu~t
of their businesses and will maintain and preserve their property, equipment
and facilities in good order, condition and repair. Bank may, at reason-
able times, visit and inspect any of the properties of Borrower or Guar-
antors.

4.4 Records. Borrower will keep and maintain full and
accurate accounts and records of its and Guarantors' operations according
to generally accepted accounting principles and practices and will permit
Bank to have acress thereto, to make examination thereof, and to make
audits during regular business hours.

4.5 Information Furnished. Borrower will furnish to Bank:

(i) Withia forty-five {43) days after the close of each

fiscal quarter, except for the last quarter of each fiscal year, siiamtteraeere |h‘ﬁﬂq
i = PP VUICY- LUV 4 - e et

MM_L ™= .-u\-ai o -Taaa W /o?
523t SRR et —reialned—ea PR E—0n At =da R, prepared in accordance '

with generally accepted accounting principles and practices and examined % 2o
and certified as correct to the best of the kaowledge and belief of its chief
firrancial officer.

. . ) ) . m

(ii) Within ninety (90) days after the close of each /) -

fiscal year, Wmmﬂmmm

tudic 2 it csali raiyree-shEvrTe Tia P i

s .é:-‘n-au-( ﬂl-y”"-’c Yo M&.& @._7,( W 0 &
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Siudependent certified public aceountants,.selected by Borrower and rea-
sonably satisfactory to Bank, in accordance with generally accepted account-
ing principies applied oa a basis consistent with that of the previous year.

Bank has ro current objection to Borrower's existing accountants.
e ———

(iii) Suchother financial statements and information as
Bank may reasonably request fromtimetotime including consolidating work-
sheets for the statements required by subparts (i) and (ii) hereof.

4.6 Working Capital. On a ccnsolicated basis, Borrower
will at all times maintain a net working capital equal to at least One Million
Five Hundred Thousand Dollars ($1 ,500,000.) and a ratio of current assets
over current liabilities of at least 1.6 to 1.0. Net working capital for the
purpose of this subsection shall mean the excess of current assets over
current liabilities of Borrower. Current assets and current liabilities are
these assets and liabilitles whieh normally turn over during a twelve (12)
month cycle including the current portion of long term liatilities.

4.7 ‘Tangible Net Worth. On a consolidated basis, Bor-
rower willatall times maintain a minimum tangible net worth of Two Million
Six Hundred Thousand Dollars{S2,600,000.) which shall increase as of fiszal
year end by seventy percent (70%) of net profit after taxes, if any, for the
previous fiscal yearbeginning with the fiscal year to end M2y 31, 1978. Tang-
ible net worth for the purpose of this subsection shall mean net wort: after
deducting patents, trade marks, goodwill and other similar intangible assets.

4.8 Debt to Net Worth. On a consclidated basis, Bor-
rower will at all times maintain a ratic of total debt to tanzible net worth

of not graater than 1.5 to 1.0.

-

: 4.9 Insurance. Borrower will keep-all of its insurable
property, real, personal or mixed, insured by good and responsible com-
panies against fire and such other risks as are customarily insured against
by companies conducting similar businesses with respect to like properties.
Borrower, will maintain adequate workmen's compensation insurance and
adequate insurance against liability for damages to persons and property-

4.10 Notice of Default. Borrower will give prompt written
notice to Bank of all events of default under any of the terms or provisions
of this Agreement or of anv other agreement, contract, document or iastru-
ment entered, or to be entered into by it or Guarantors, changes in manage- .t
ment, litigation, and of any other matter which has resulted in, or might
result in, a materially adverse change in financia) condition or operation of j

of Borrower or Guarantors.w.. - . * e .
.. .. -1 Ll e e
4.11 Execution of Other Docurnents. Borrower will prrompt-~
ly, upon demand by Bank, execute or cause Guarantors to execute all such
additional agreements, contracts, indentures, documents and instruments n
connection with this Agreement as Bank, in its sole discretion may consider
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necessary.

4.12 Compensating Balances. Borrower will maintain or
cause to be maintained on deposit with Bank average daily collected demand
deposit balances equal to at least twenty percent (20%) of the average daily
outstanding balance of the Loan. Balances chall be calculated after reduction
for reserve requirements of the Federal Reserve Board, balances compern-
satirng Bank for all services provided by Bank without charge, uncollected
funds and account activity charges. These balances shall be computed
quarterly as of the last day of each March, June, September and December
for the preceding quarter and any deficiency shall be charged a fee equal
to the rate of interest on the Loan as of the last day of the quarter titmes
the deficiency divided by four. This fee shall be due and payable ten (10)
days after Bank sends Borrower notice of the amount due and owing. Failure
to maintain required balances shallnot be adefault unless and until Borrower
shall fail to pay the fee when due.

4.13 Litigation and Attorneys' Fees. Borrower will pay
promptly to Bank without demand, reasonable attorneys' fees and all costs
and cther expenses paid or incurred by Bank in collecting or compromising
the Lsan or in enforcing or exercising its .rights or remedies created by,
corne ;lad with or provided: in this Agreement or any other agreement or
instrument required by Bank in connection with the Loan, whether or not
suit is filed. If suit is filed only the prevailing party shall be entitled to
attorneys' fees and court costs. |

4.14 Reports Under Pension Plans. Borrower will and will
cause Guarantors to at all times make, prompt payments of contributions
raquired to meet the minimum funding standard set forth in Section
302 through 305 of the Employee Retirement Income Security Act of 1974,
as from time to time amended, with respect to each of its and their pension
plans for retired employees; promptly after the filing-thereof, furnish to
Bank coples of each annual report required to be filed by it or them pursuant
to Section 103 of such Act in connection with such plan for each plan year,
including any certified {inancial statements or actuarial statements
required pursuant to said Section 103; notify Bank immediately of any fact,
including, but not limited to, any "'Reportable Event' as that term is defined
in Section 4043 of such Act, arising in connection witih any such plan which
might constitute grounds for the termination thereof by the Pension Benefit
Guaranty Corporation or for the appointment by the appropriate United States
district court of a trustee to administer the plan; and furnish to Bank,
promptly upon its request therefcr, such additional information concerning
any such plan as may be reasonably requesied.

Section 5. NEGATIVE COVENANTS OF BORROWER
Until the Note and all other sums payable pursuant to this fAgreement
or any other agreement or instrument required by Bank in connection with

the Loan have been paid in full, urless Bank waives compliance in writing,
Borrower agrees that:

CDB/dsj 3/15/78 -7~




5.1 Encumbrances and lLiens. Borrower will not and will
cause Guarantors not to create, assume OF suffer to exist, any mortgage,
pledge, security interest, encumbrance or lien (other than for taxes not
delinquent!:.nd-for taxes and other items being ¢ontested in good faitbg‘ﬁ
property of any kind, real, personal or mixed, now owned or hereafter
acquired, or upon the income or profits thereof, except to Bank and except
for minor encumbrances and easements on real property which do nrot effect
its market value.

5.2 Borrowings. Borrower will not and will cause Guar-
antors not to sell or discount any receivables or evidence of indebtedness,
except to Bank, nor borrow any money, -°r incur, directlyor indirectly,
any liabilities for borrowed money.

5.3 Liquidation or Merger. Borrower will not and will
cause Guarantors not to liquidate nor dissolve nor enter into any consoli-
dation, merger, partnership, or other comkbkination, nor convey, nor sell,
nor lease all or the greater part of their assets or business, nor purchase
or lease all or the greater part of the assets or business of ansther,

5.4 Loans, Advances and Guaranties. Except to Borrower
or Guarantors, Borrower will not and will cause Guarantors not to, except
in the ordinary course of business as currently conducted, make any loans
or advances, nor become a guarantor or surety, nor pledge its credit or
properties in any manner, nor extend credit.

Borrower will not and ‘will cause Guarantors not to purchase the debt or
equity of anotherperson or entity except for savings accounts and certificates
of deposit of Bank, direct U. S. Government otligations and commercial
paper issued by corporations with the top ratings of Moody's or Standard &
Poor's, provided all such permitted investments shall mature within one

year of purchase. .

ot 8 AWk b

. 5.5 Fixed Assets. Without Bank's prior writien approval,
Borrower will not and will cause Guarantors not to spend in excess af Two
Two Hundred Fifty Thousand Dollars ($250,000.) annually in the aggrezale
on a consolidated basis for capital equipment, whether real, personal or
mixed. Each said expenditure shall be needed by Borrower or Guarantors
in their ordinary course of business. Expenditures as used in this section
shall include the capitalized portioa of leases.

Section 6. EVENT OF DEFAULT

5.1 Event of Default. If one or more of the following des-
cribed events of default shall occurs:

(A) Borrower shall default in the due and punctual pay-
ment of the principal of or the interest on.any note issued hereunzer and
such default shall not be cured within ten (10) business cays after the occur-

rence thereof; or

CcDB/dsj 3/15/78° -8~



§
h

i
-

(8) Any represcniation or warranuy madeby Borrower
herein or in any certificate or financial or other statement heretofore or
hereafter furnished by Borrower or its officers or any Guarantor shall prove

to be in any material respect false and misleading; or

(C) Default shall be made by Borrower or Guarantors

in the due performance or voservance of any wt or condition of this
Agreement and such default shall not, within t==%? Jays after Borrower

has knowledge thereof, have been cured; or

(D) The filing by Borrower or Guarantors of any
petition under the bankruptcy, reorganization, arrangerment, insolvency or
otherdebtors relief laws, or the filing against Borrower or Guarantors of
any such petition if the filing against Borrower is not dismissed within thircy

(30) days thereafter; or

(E) The making by Borrower or Guarantors of an
assignment for the benefit of creditors; or

(F) The levy of any attachment, execution or other
amount in excess of Ten Thousand Dollars ($10,000.)
s! property, if such attachment, exe-
30) days thereafter; or

like process in an
againstany of Borrower's or Guarantor
cution or process is not released within thirty (

(G) The voluntary suspension of business hy Borrow-
er or SJuarantor; or

(H) The entry ofany decree or order of a court having-

nting a receiver of all or any substantial

jurisdiction in the premises appoi
cree is not

part of Barrower's or Guarantors' property, if such order or de
reversed or vacated within thirty (30) days thereafter; or

(I 1If, in thepopinion of Bank, there is a materially
adverse change in the financinl condition of Borrower or Guarantors or if

for any reason Eank believes that the prospect of payment or performarce
pursuant to the Note, any other indebtedness of Borrower to Bank, this
Agreement or any other agreement or instrument required by Bank in con-

nection with the Jl.oan has been impaired; or

(J) Borrower or Guarantors shall commit or do, or
fail to commit or do, any act ar thing which would constitute an event of
default under aay of the terms oi any other agreement, document or instru-
ment executed, or to be executed by it and concerning

the obligatlon to pay'
£ . b

VAT

-~
]

money. e — 1
l')': . A Lo Bl SRS

THEN, or at any time thereafter, and in each™and e"\";ery case, unless
such defaul: shall have been remedied, or waived in writing by Bank, at the
option of Bank, the Loans outstanding under this Agreement shall thereupon,

without presentment, demand, protest,
are hereby expressly waived be forthwith due and payabl
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then due and payable, anything herein or in any note or other agree¢rent,
contract, document or instrumant contained to the contrary notwithstanding,
and Bank may immediately, and without expiration of any period of grace,
enforce payment of all liabilities of Borrower under this Agreement.

Section 7. MISCELLANEQUS PROVISIONS

7.1 Additional Remedies. The rights, powers and remecdies
given to Bank hereunder shall be cumulative and not alternative and saall
be in addition to allrights, powers andremedies given > Bank by law against
Borrower or any other person, including but not linuted to Bank's rights

of setoff or Banker's lien.

7.2 Non-Waiver. Any forbearance or failure or delay by
Bank in exercising any right, power or remedyhereunder shallnot be deemed
a waiver thereof and any single or partial exercise of any right, power
or remedy shall not preclude the further exercise thereof. No waiver shall

be effactive unless it is in writing.

7.3 Inurement. The benefits of this Agreement shall inure
to the successors and assigns of Bank and the permitted successors and as-

sigaees of Borrower.

7.4 Applicable Law. This Agreement and all other agree-
ments and instruments required by Bank in connection therewith shall be
governed by and construed according to the laws of the State of Califernia,
to the jurisdiction of whose courts the parties hereby agree to submit.

7.5 Severability. Should any one or more provisions of this
Agreement be determined to be illegal or unenforceable, all other provisions
nevertheless shall be effective.

7.6 Time of the Essence. Time is hereby declared to be of
the essence of this Agreement and of every part hereof.

7.7 Integration Clause. Except for documents and instru-
ments specifically referenced herein, this Agrsement constitutes the entire
agreement between Bank and Borrower regarding the Loan and all prior
comrmunications verbal or written between Berrower and Bank shall be of

no further effect or evidentiary value.

, 7.8 Amendments. This Agreement may be amended only in
writing signed by all parties herein.

Section 8. SERVICE OF NOTICE

8.1 Any notices or other communications provided for or
allowed hereunder shall be considered to have been validly given if delivered
personally or 48 hours after being depositad in the United States mail,

postage prepaid and addressed:

CDB/dsj 3/15/78 -10-
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) If to Borrower:

Attention:

{f to Bank:

UNION BANK

610 Newport Center Drive

Newport Beach, CA 92660

Attention: Commercial Loan Department

8.2 The addresses to which notices or demands are to be
given may be changed from time to time by notice served as provided above.

3 This Agreement is executed on behalf of the parties by duly authorized
officers as of the date first above written.

UNION BANK

X
W
\

By

Title

By

Title

COMPREHENSIVE CARE CORPORATION

By

Title

By

Title
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