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Item L. Business.

The Registrant, Comprehensive Care Corporation, is
a Delaware corporation which was organized in January, 1969
under the name “Neuro-Psychiatric and Health Services, Inc."
In November, 1972, Registrant changed its name to more
appropriately reflect its activities as a health care
management company specializing in the management of acute
psychiatric and alcoholic rehabilitation facilities.

History

The Registrant's history can be traced to 1966
when University Health Care and Reseaxch Foundation, a
predecessor, acquired the jeasehold for Brea Hospital
Neuropsychiatric Center, Registrant's largest facility.
This organization encountered financial problems and decided
to convert to a for-profit operation, and in April, 1969 its
business was purchased by Registrant.

In Jurie, 1969, the Company's first major financing,
a private placement of $850,000 of convertible preferred
stock, wae ccmpleted. 1In August of 1970, Registrant went
public through an offering of 135,G00 shares of common
stock. During this time, Registrant's activities in the
health care management industry were limited to acute
psychiatric hospitals and long-term care facilities for the
elderly (convalescent and intermediate care hospitals and
residential care facilities). Operational problems were
encountered, including the 1971 Sylmar earthquake which
forced the closing of Registrant's largest convalescent
huspital. The State of California also suddenly adopted a
fixed payment practice rhat, in many instances, failed even
to reimburse cost, and similar inadequacies were encountered
in the federal government's Medicare reimbursement system,
severely reducinyg the profitability of long-term care
facilities throughout the State. At such time, Registrant
was committed to several expansion projects whose start-up
losses put the Company on the verge of bankruptcy. In May
of 1972, B. Lee Karns was installed as president and began
forming the management team which would redirect Registrart’s

efforts.

Fiscal 1973 and 1574 were years of retrenchment
and consolidation. Certain operations were sold to obtain
operating capital. A joinv venture with a financially
capable partner was organined to absorb the operation of a
large new fac:lity whose continuing start-up losses were
crippling Registrant. A Jecision was made to shift Regis-
trant's developmental emphasis away from the capital
intensive long-term care industry. The CAREUNIT Program
(discussed below) was conceived and the prototype implemented.
A private placement of $305,000 of convertible preferred
stock improved Registrant's financial con@ition enough that
a major bank extended a working capital line of credit.

Fiscal 1975 and 1976 rrought the expansion of the

CAREUNIT Prcgycam from itz single installation tc 20 programs.




The prototype for a sister program, the HOPEUNIT, was
developed and implemented. During fiscal 1877, CareManor
llospital of Orange was acquired and CompCare Publications
was started. The number of CAREUNIT and HOPEUNIT Programs
increased to 24,

During fiscal 1978, Registrant signed its first
facility management tontract with a 31-bed alcoholism
hospital in Tucson, Arizona. By year end, 30 CAREUNIT and
HOPEUNIT Programs were in operation and Registrant had
established itself as a major factor in the management of
psychiatric and alcoholic rehabilitation programs.

In fiscal 1979, Registrant began managing the
B4~bed ALCENAS Hospital in Seattle, acquired Viewpark
Community Hospital (104 beds, general acute care) in Los
Angeles and added 16 CAREUNIT Programs to its operations.
Registrant also privately placed $1,700,000 in 9% conver-
tible subordinated notes enabling it to extingt "sh its then
current bank debt and to close the year with substantial
short-term investments.

Health Care Services

Registrant operates or participates in the opera-
tion of five acute psychiatric hospitals (three of which are
dedicated to the treatment of alcoholism and other drug
dependencies), one acute medical surgical hospital. one

oxtended care facility, one intermediate care facility and
one board and care facility. Registrant also manages
CAREUNIT (Comprehensive Alcoholic Rehabilitation Environment
Unit) Programe in 44 general hospitals, HOPEUNIT (Hospital
Psychiatric Environment Unit) Programs in two general
hospitals and has two contracts for the total management of
alcoholism hospitals owned by others. All of these hospital
facilities have an organized medical staff and are duly
licensed by the state in which they are located. They are
also accredited by the Joint Commission on Accreditation of
Hospitals except that the extended, intermediate and resi-
dential care facilities are not surveyed by that institution.
Where appropriate, they are all certified for participation
as providerz under the Medicare and Medicaid programs.

The acute psychiatric licensed hospitals are:
Brea Hospital Neuropsychiatric Center, 142-bed facility,
Brea, California; Trinity Oaks Hospital, 26-hed facility,
Fort Worth, Texas; Woodview-Calabasas Hospital, 117-bed
facility, Ceclabasas, California; Crossroads Hospital, 33-bed
facility, Vaa Nuys, California; and CareManor Hospital,
94-bed facility, Orange, California. These hospitals
provide treatment for a wide range of mental health problems.
CareManor, Trinity Oaks and Crossroads Hospltals are dedicated
to the treatment of alcoholizm and other drug dependencies.
weodview-Calabasas and Crossroads are managed through a
joint venture betwocen Registrant and American Psychiatric
Hospitals of California, Inc., a Tennessee corporation.




The acute medical surgical hospital is Viewpark
Community Hospital, 104-bed facility, Los Angeles, California.

Registrant also operates one extended care hospital,
one intermediate care and one board and care facility.
Respectively, they are Bay View Convalescent Hospital,
59-bed facility, Costa Mesa, California; Tustin Manor,
99-bed facility, Tustin, California; and Bayview Manor,
72~bed facility, Costa Mesa, California.

The CAREUNIT and HOPEUNIT Progrems which Reygistrant
operates are located as follows:

Beds Under
State Programs _ontract

50
290

Alabama

California i
Colorado

District of Columbia
Florida

Georgia

Illinois

Michigan

Missouri

Montana

*Nevada

New Mexico

Chio

Oklahoma

Oregon

Tennessee

Texas

Washington
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A CAREUNIT Program involves a contracted service
under which beds in a general hospital are utilized to
provide alcoholic rehabilitation services. Under such
contracts, the hospital provides beds, nurses, Space for the
CAREUNIT Team and other anc.llary, diagnostic and support
services. Registrant provides a 5-person treatment team
consisting of a medical doctor, psychologist, program
coordinator, social worker and alcoholism therapist. This
team receives corporate support in the areas of program
implementation, therapy team training, staff recruiting,
continuing education, nurse and hospital emp.oyee training,
community education, advertising, public relations and
program quality assurance.

% HOPEUNIT Program invclves a contracted service
vnder which beds in a genetal hospital are utilized for
provision of mental health services. A 5-person tean from
Registrant provides treatnent for patients in need of
medical care under a progrem similar to that provided in its
CAREUNITS.




At May 31, 1979, there were 10 additional CAREUNIT
Program contracts and one additional HOPEUNIT contract
signed and pending implementation.

] Registrant manages two free standing alcoholism
hospitals which are owned by others. These facilities are
located in Seattle, Washington and Tucson, Arizona, and
total 117 beds.

) During fiscal 1979, occupancy of the above fa-
cilities averageé appronimately 70 percent compared to 72
percent during fiscal 1978. This slight decline was caused
by the assimilation of Viewpark Community Hospital and the
numerous new CAREUNIT Programs.

Literature Publishing and Distribution Services

CompCare Publicaticns, a literature publishing and
distribution center specializing in items related to Regis-
trant's health care services, was opened in August, 1976.
During 1979, it generated approximately 2 percent of total
revznues in an essentially break-even effort,

Regulation

The operation of Registrant.'s facilities is
subject to federal, state and local government regulation,
periodic inspection and licensing regarding the fitness and
adequacy of its buildings, their equipmznt, personnel,
st:andards of medical care and drugs provided patients and
adequacy of building standards including fire yrevention
standards. Changes in applicable statutes, ordinances,
rules and regulations could require changes in Registrant's

facilities, equipment, personnel or servi¢es.

Scurce of Revenuées

Approximately 89% of Registrant’s revenuzs .re
received from private sources (hospitals under Regisstrant's
CAREUNIT and HOPEUNIT contracts, private health insurance
coverage and directly from patients). The balance of its
revenues are received from Medicare and Medicaid. The
latter are governmental programs which provide for payments
base:l upon rates s&t Or approved by a governmental agency as
they relate to costs on & hospital-by-hospital basis. This
type of reimbursement does not contribute significantly to

Registrant's earnings.

In recent years numerous hospital cost containment
and national health insurance propusals have been introduced
in Congress, and the Administration has stated that cost
contzinment and national health insurance are important
parts of its overall domestic policy. To date, neither cost
contalnment nov national nealth insurance legislation has
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beeit enacted by Congress. If such legislation is passed and
reimbursement methods similar to those now utilized under

the Medicare and HMedicaid programs are utilized, Registrant's
earnings may be negatisely impacted.

Insurance

Registrant carries insurance for property damage,
public liability and malprartice covering all of its opera-
tions. The public liability and malpractice coverage limits
are $5 million or more fo. each facility, except that such
coverage applicable to CAVEUNITS and HOPEUNITS is limited to
an aggregate of $1 millisn combined single lirw’. *hich is
the maximum coverage availsble for these units - . reason-
able premium cost.

Maragement

Registrant has centralized management of its
operations at its executive and administrative offices which
are lozated in Newport Beach, California. Registrant's
centralized manageme: ¢ provides control over accounting,
medical insurance claims, governmental and statistical
reporting, marketing, advertising and public relations,

research, training and treatment progress evaluation.

Competition

Registrant's occupancy rates in its psychiatric
and alcoholi= rehabilitation hospitals are related to the
number of staff doctors actively using the hospital facili-
ties. Registrant's hogpitals must compete for medical staff
membership with other private psychiatric hospitals and
general hospitals with acute psychiatric or alcoholism
rehabilitation units, Although there are relatively few
private psychiatric hospitals, there are many general
hospitals with anute psychiatric units and a growing number
of alcoholism treatment units in such hospitals. Most
hospitals are either owned or supported bv governme¢nt
agencies or owned by nonprof it corporations and supported by
endowments and charitaole contiibutions. This type of
support, which is not available to Registrant, allows sone
of these hospitals to provide a wider scope of services and
thereby to compete favorably with Reglstrant for medical
staff membership.

Registrant's management believes that it is the
largest private provider of alcoholic rehabil@tation services
in the United States. Ito principal competition zomes from
general hospitals that have determined to provide psychiatric
and alcoholism services using their own facilities ragher
than those of an independent hospital management service.




W .

Employees

As of May 31, 1979, Registrant employed approxi-
pately 950 persons.

Registrant operates only cne line of business,
namely, the management and operation of health care faci-
lities, as described above. Registrant's CompCare Publica-
tions operation is considered by it to be a separate
segment of that general line of business, but since its
revenues amount to only approximately 2% of total revenues,
that segment is not separately reported.
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item 2. Summary of Operations

Comprehensive Care Corporation und subsidiaries

Consolidated Surmary of Operations

(Dollars in thousands)

Year Ended May 31
7

1978 1978* 1977+ 1976* 1975
Revenues:
Operating (Note C) $28,726 $18,417 $13,981 $)0,632 3 7.956
Other 155 143 149 142 120

28,881 _18,56N 14,130 10,774 8,076

Costs and expenses:

Operating 17,083 11,282 8,498 6,207 5,099
General, administrative and marketing 6,049 4,490 3,772 2,919 1,793
Depreciation and amortization 715 554 463 328 292
Intverest 495 470 410 319 337

25,142 16,796 _i3,343 __9,773 _ 7,521

Earnings from continuing cperations

before taxes on income 3,739 1,764 987 1,001 555
Taxes on income {Note E) 1,868 861 432 516 284 i
Earnings frot: continuing operations 1,871 903 555 485 2n /
Losses from discontinued operations, %

net of income tax credits (Note E} - - - - - =
Earnings before extraordinary items 1,871 903 555 485 271 ;
Extraordinary items - - 276 393 231 -
Net earnings $ 1,871 $ 903 $ 831 $ 878 % 502

Earnings per conmon share**
Primary:
Earnings from continuing operations s .59 § .29 $ .2 §$ .22 §& .12
Losses from discont.nued operations

net of incoms tax credits -
Extraordinary items -
Net earnings $ .59

Common and common equivalent shares
used to compute primary earnings
per share 3,194,232

Fully diluted:
Earnirgs from continuing operations s .57 § .29 $ .8 $ .16 § .09
Losses from discontinued operations,

net of income tax credits - -
Extracrdinary items -

Met earnings

Common and common cquivalent shares

used to compute fully diluted LS
earnings per share 3,309,480 3,113,688 3,045,257 2,993,414 3,003,588 N

*us restated to reflect accounting for certain leases as capital leases in accordance
with FASB Statement No. 13.
*vadjusted for two-for-one stock split declared June 14, 1979 and six-for-five

stock split declared June 16, 1978,

See notes %o susmary of operations
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Item 2. Summary of Operations (continued)

AN NP RN

Comprehensive Care Corporation and Subsidiaries

1
Consolidated Summary of Operations {continued)
4\ . M (Dollares in thousands)

Year Ended May 31

1974+ 1973+ 1572+
Revenues: :
Operating (¥oteC} $ 5,959 § 4,275 $ 2,762
“ther 85 58 200
6,044 4,333 2,962
Costs and expenses:
Uperating 3,823 2,800 2,33)
Genaral, administrative and marketing 1,294 909 993
Depreciation and amortization 267 24} 216
Interast 406 36l 325
5,796 4,311 3,865
Earniugs (loss) from continuing
oparations before taxes on income 248 22 {303)
Tax=2s on income {Mote E) 130 9 (72)
Earnings (los9) fram continuing operations 118 13 {831)
Losses from discontinued cperations,
net of income tax credits (Note E} {(9) {14} {547)
Earnings (loss) before extracrdinary items 109 (1) (1,373)
Extraordinary items 144 452 (1,375)
Net earnings (loss) [ 253 S 451 $ (2,753)
Earnings per common share®#
Primary:
Earnings (lbsg) Svom cortinuing cperations [ .05 s 01 S (.38)
Losses from discontinued operations,
net of income tax credits - (.01) {.25)
Extraordinary items .06 .20 (.63)
Net earnings {loss) $ .11 % .20 $ (1.26)
Common and comnon equitvalent shares
used to compute primary earnings
per share 2,218,589 2,2)5,666 2,179,099
Fully diluted:
Earnings (lozs from centiming operations $ .05 % .01 % {.38)
losses from discontinuad operations,
net of inccome tax ciedits - {.01) {.25)
Extraordinary items .06 .20 {.63)
Net earnings (loss) $ 211§ .20 $ (1.26)
Common and common egquivalent shares
used to compute fully dilitvted eariiings
per share 2,298,024 2,215,656 2,179,099

accordance with FASB Statement No. 13

I [ *#adjusted for two-for-one stock split declared June 14, 1979 and six-for-live
" stock split declared June 16, 1978.

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

Notes to Summary of Operations

Hote A - Principles of Consolidation

The consolidated finarcial statements Include the accounts of the Company and its
subgidiaries (all who'lly-owned) and the Company's 50% interest in the accounts of

a juint vernture partrership. All significant intercompany accounts and transactions
have bYeen eliminated in consolidation.

whe net loss frou ciscontinued operations has been segregated in the consolidated
summary of operat:ons. The revenues ard net loss from these operations are

surmmarized as follows:

Year ended Mav .l
1974 1973 1972

Revenues $ 577,000 $ 440,000 51,711,000

Net loss ¢ 19,000}  $_(14,000) § (547,009)

Note B = Change in Accounting for Leases

The Company's financial statements have been restaved te reflect the accounting for
certain leases entered into prior to January 1, 1977, as cepital leases by r=zcording
assets and liabilities for leased property in accordance with FASB Statement No. 13,
"sccounting for Leases.” The effect of this change is a decrease in retained earn-
ings at June 1, 1977, of $262,000 and a reductdon of net income of $34,000 in )979
and $38,000 in 1978.

Note C = Operating Revernues

Operating revenue includes amounts from third-party programs under cost reimbursement
principles. Management beligves that these principles have heen properly applied

in the determination of revenues from these programs. Final determiration of
revenues is subject to audit by intermediaries administering thesc programs,
nifferences between final settlement ard astimated provisions are reflected in
operating revenue in the year finalaxeu.
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Notes to Summary of Operations

&
s Note D ~ Accounting for 50% Interast in a Jeint Venture
The Company consolidates its 50% interest in a joint venture partnership. The
assets and liabilities of the joint venture partnership included in the con-
solidated balance sheet are as follows at May 31:
é Company's 50% Share
wﬂ 1879 1978 1977 1976
éé Assets
sl Current assets $ 764,000 $ 731,000 § 567,000 $ 290,%00
tﬁ Property and eguipment (net) 418,000 429,000 468,000 491, 300
%2 Other assets 3,000 4,000 1,C000 3,000
b $1,185,000 51,164,000 $1,036,000 $ 784,200
e Liabilities and partner's equity m——
Current liabilities $ 276,000 S 246,000 $ 207,000 5 138,000
Long-term debt due after
cne year 379,0G0 400,000 421,000 439.000
Partner's equity 530,000 518,000 408,000 207,000
$1,185,000 $1,164,000 §$1,036,00C $_ 784,000
Company's 50% Share
1975 1974 1973
Assets
Current assets $ 301,000 $ 353,000 § 203,000
Property and eguipment (net) 515,000 548,000 582,000
- Other assets 7,000 7,000 15,000
$ 823,000 $ 908,000 $ 800,000
liabilities and partner's equity —
- Current liabilities $ 150,000 § 346,000 $ 286,000
Long-term debt due after
“ne year 455,000 435,000 519,000
Partner's egquity 218,000 77,000 15,000
$ 822,000 $ 908,000 $ 800,000
The operating results of the joint venture partnership included in the consolidated
statement of earnings are as follows for the year ended May 31:
Company's 50% Share
1972 1978 1977 197¢ 1975
Revenues
Operating s2,710,000 $2,521,000 %2,187,00C $1,703,000 £1,273,000
Other 20,000 17,000 20,000 30,000 18,000
2,730,000 2,538,000 2,207,000 1,733,000 1,291,000
Costs and expenses
Operating 1,459,000 1,222,000 1,092,000 857,000 Bl1e,000
General, administra-
tive and marketing 704,000 693,000 544,000 ase, 5040 230,000
Irepreciation and
amortization 53,000 47,000 49,002 47,000 43,000
Interest 38, 000 33,000 42,009 53,000 58,000
2,254,000 2,008,000 1,727,000 1,415,000 1,150,000
Earnings before
taxes on income $ 476,000 $ 530,000 $§ 480,000 5 318,000 S 141,000
10-
il S rm e s




Company's 50% Share

1974 __1973%

Revenues
Operating $ 1,031,000 $ 443,000
Other 4,000
447,000
Costs and expenses
Operating 309,000
General, adminictrative
and marketing 173,00D 113,9GC
Depreciation and
amortization 28,000 14,000
Interest 79,000 28,000

979,000 464,000

Esrnings (loss) before
taxes on income 63,000 s (17,000)

A—

*Results of operations for seven months ended May 31, 1973
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Note E ~ Taxes on Income:

The Cohpany and its subsidiaries file consolidated corporate income tax returns.
Prior to May 31, 1973, separate corporate incem: tax returns were filed.

Taxes based on earnings from continuing operations consist of the following:

Year ended May 31
1979 1978 1977 1376

Federal income taXes $ 1,533,000 §$ 721,000 § 353,000 § 426,000

State income taxes 335,000 140,009 79,000 90,000
5 1,868,000 S B61,000 $ 432,000 $ 516,000

Year ended May 31
1975 1974 1973 1872

Federal income taxes s 237,000 $ 108,020 S 7,000 $ (72,000)

State income. taxes . 47,000 22,000 2,000 -
g 284,000 $ 130,000 S 9,000 $ {72,000}

Income tax credits applicable to losses from discontinued operations for the years
ended May 31, 1974, 1973 and 1972, were $10,000, $15,000 and $118,000 respectively.

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

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

A reconciliation between total income taxes and the amount computed by applying
the statutory federal income tax rate of 48% (47.2% in 197%) to earnings from
continuing operations before taxes on income follows:

Year ended May 31
1979 197¢ 1977 1976

Etatutory tax rate ap-

plied to pre-tax

earnings $ 1,765,000 $ 847. 000 $ 474,000 $ 481,000
Add (deduct)

State income taxes

net of federal tax

benefit 154,000 83,000 53 Q000 49,000
Investment tax credit (48,000) (245,000) {93,000)

New jobs credit (53,000; (52,000}

Other, net 50, 100 9,000 __(2,000) {14,000)

$ 1,868,000 § 861,000 $§ 432,000 §$ 516,000

Year ended May 31
1975 1974 1973 1972

Statutory tax rate applied
to pre-tax earnings 3 266,000 $ 119,000 $ 1,000 § -~
Add (deduct)

- State income taxes net
of federal tax benefit 28,000 15,000 1,000
Other, net (10,000) {4,000) {3,000) {72,000}

] 284,000 § 130,000 $ 9,000 § (72,000)
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Notes to Summary of Operations

Note F ~ Barnings Per Share:

Primary earnings per common and common eguivalent share have been computed by

dividing 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:

Common stock
Convertible preferred stock

B% cash dividends ]

Common stock
Convertible preferred stock

8% cash dividends $

1879 1978 1977 1876
3,194,232 3,113,688 2,618,256 2,253,602
- - - 7,812
3,194,232 3,113,688 2,618,256 2,261,414
- 5 - - 24,000
1975 1974 1973 1972
2,252,837 2,199,838 2,196,915 2,179,09%
18,751 18,751 18,751 -
2,271,588 2,218,589 2,215,666 2,179,099
24,000 S 2,000 - -

—

Fully diluted earnings per common and common equivalent share have been computed
by dividing earning by the weighted average number of shares of common stock,
convertible preferred stock, and B% new preferred stock outstanding during the

year as fcllows:

1979 1978 1977 1976
Common stock 3,194,232 3,113,688 2,618,256 2,253,602
Convertible dehentures 115,248 - - -
Convertible preferred stock - - - 7,812
8% new preferred stock - - 427,001 732,000
3,308,480 3,113,688 3,045,257 _ 2,993,414
1975 1974 1973 1972
Common stock 2,252,837 2,199,838 2,196,815 2,179,099
Convertible debentures - - - -
Convertible preferxed stock 18,751 18,751 18,751 -
B% new preferred stock 732,000 79,435 - -
3,003,588 2,298,024 2,215,666 2,179,099
13.
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Notes to Summary of Operations

The weighted average iumber of shares outstanding used to compute primary and
fully diluted earnings per share have been adjusted to reflect a two-for-one
stock split declared June 14, 1979 and the six-for-five stock split declared
June 16, 1978. Earnings per share for the year ended May 31, 1979 was cal-
vulated after giving effect to the elimipation of interest expence, less
incume tan effect, applicable to the Convertible Debentures.

the dilutive effect of outstanding stock options and warrants was not signif-
icant in 1974, 1975, 1976, 1977, 1978 or 1979. In 13972 and 1973 the effect of
stock options and warrants is antidilutive.

Cash dividends of $246,000, $156,000, $63,000 and $48,000 have been paid on

common shares in 1979, 1978, 1977 and 1976, respectively. Shareholders of the
convertible preferred stock wera not entitled to cash dividends.

Note G - Pending Litigation and Claims:

A lawsuit jinitiated in August, 1976, has resulted in a $122,700 judgiaent against
the Company's Texas subsidiary entered May 26, 1978, The suit alleged breach of
an oral iease agreement which was claimed to exist both prior to and subsequent
to the Company's acquisition of the subsidiary even though not disclosed by the
acquisition documents as an obligation to be assumed. An appeal has been filed.
Management believes, based upon the opinion of Texas counsel for the suhsidiary,
that the judgment will be reversed vpon the appezl. If not reversed, it is
anticipated that any loss incurred by the Company will be fully recovered from
the selier of the subsidiary under an indemnification provision contained in the
acquisition agreement.
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itanagement Discuszion And Aralysis Of

The Summary Of Consolidated Operations

Fiscal 1979, Compared to 1978 (as restated)

Revenues for fiscal 1979 were 328.9 million
compared to $18.6 million in fiscal 1978, a 55.4% increase,
New cperations accounted for approximately 55% cf this
increase, improved utilization of existing facilities
accounted for approximately 30% and price increases accounted
for the remainder.

Gross margin expressed as a percentage of revenue
rose from $.5% in fiscal 1978 to 12.9% in fiscal 1979 due
principally to improvement in the utilization of existing
facilities, faster recovery of start-up expenses and Regis-
trant's ability to offset inflation with price increases.

Facility operating expenses expressed as a per-
centage of revenue declined fron 60.8% in fiscal 1978 to
59.1% in fiscal 1979. General, administrative and marketing
expenses, also expressed as a percentage of revenues,
geclined from 24.3% in fiscal 1978 to 23.8% in fiscal

973.

Depreciation and amortization increased approxi-
mately $160,000 due partly to the inciusion for the first
time of depreciation on the plant and equipment at Viewpark
Community Hospital which was acguired September 30, 1978.
Registrant's program to refurbish and upgrade its existing
facilities accounted for the remainder of the increase in
depreciation and amorxtization.

Inilerest expense (net} increas:d FU5,000 o 5.3%
in flscal 1979 as compared with fiscal 1978. The increase
was primarily due to increased borrowsngs and generally
higher interest rates which were only partially offset by
jincreased income from short-term investments.

As a result of the above factors, pre-tax earnings
in fiscal 1979 increased $2.0 million (112%) over fiscal
1278.

Both fiscal 1979 and 1978 reflect the capitaliza-
tion of capital leases in accordance with Statement No, 13
of the Financial Accounting Standards Board; the resulting
charges to operations in fiscal 1979 and fiscal 1978 totaled
$34,000 and $38,000, respectively.

Fiscal 1978 Compared with Fiscal 1977 (as restated)

Revenues for fiscal 1978 were $18.6 million
compared with $14.1 million in fiscal 1977, an increase of
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31t. New operations accownted for approximately 20% of this
inerease, improved utilization of existing facilities
accounted for approximately 40% and price increases accounted
for the remainder.

Grrss margin expressed as a percantage of revenue
rose from 7.0% in fiscal 1977 to 9.5% in fiscal 1978 as
maturing new operations combined with improved existing
operations resulted in better utilization of available
capacity.

Facility operating esxpenses, as a percentage of
revenue, remained constant at approximately 60%. General,
administrative and marketing expenditures, as a percentage
of revenue, declined from 26.7% in fiscal 1977 to 24.3% in
1978 reflecting the improved utilization of these resources.

Depreciation and amortization increased moderately
from fiscal 1977 to fiscal 1978 as Registrant wontinued to
make necessary improvements to its owned or leased operations.
Interest expense (net) was hichexr in fiscal 1978 due to
increased short-term borrowings necessary to meet working
capital requirements.

As a result of the foregoing factors, pre-tax
earnings rose $777,000 (79%) firom fiscal 1977 to fiscal
1978.

Both fiscal 1978 and fiscal 1977 have been restated
in accordance with Statement No. 13 of the Financial Account-
ing Standards Board and as a result include charges totaling
$38,000 and $4,000, respectively.

Item 3. Properties.

Registrant's executive offices are located on the
fourth floor of an office building at 660 Newport Center
prive, Newport Beach, California. This facility consists of
approximately 14,896 square feet and is leased for $8,81Z.48
per month under a lease which expires in 1986. Registrant
owns Bay View Convalescent Hospital and Viewpark Community
Hospital. All of Registrant's other health care facilities
are operated under leases. The follecwing table sets forth
by facility the addresses of the facilities, the dates the
leases expire and the montlhly rental payable thereunder.

facility and Address Lease Expires Monthly Rental

Brea Hospital Neuro- 1986 $15,965¢%
psychiatric Center

B75 North Brea Blvd.

Brea, California 92621

Triinity Oaks Hospital, Inc.
1066 West Magnolia
Fort Worth, Texas 76194
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Facility and Address Lease Expires Monthly Rental

Calabasas Hoapital ~ Neuro- 1996 16,200*(1)
psychiatric Centex

25100 Calabasas Road

Calabasas, California 92373

Crossroads Hospital raR7 5,577
6205 Woodman Avenue
Van Nuys, California 91401

CarcManor Hospitsl 1994 10,418
401 South Tustin Avenue
Orange, Califorxnia 92666

Tustin HManor 1995 7,745*
1051 Bryan
Tustin, California 926890

Bayview Manor 1996 6,105*
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.

(1) This amount is reimbursable to the Registrant
under provisions of a joirt venture agreement (see
Item 1).

Item 4. Payxents and Subsidiaries.

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

State of Percentage of Votiug
Company Incorporation Securities Owred
NPHS, Inc.* California 100%

Trinity Oaks Hospital, Inc.* Texas 100%

CAREUNIT, Inc.* California 100%

Terracina Convalescent
Hospital** California 100%

* Subsidiaries included in consolidated financial
statements.

a3 Inactive.
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Item 5. Legal Proceedings.

Registrant was not engaged in any material legal

proceedings as of May 31, 1979.

Item o©. Increases and Decreases in Cutstanding Securities

and Indebtedness.

{a) Title off Class

(1) HNew Preferred Stock, $50 par value:
Outstanding at June 1, 1978 and May 31, 1979

Title of Class

K (1) Common Stock, $.10 par value:
Outstanding at June 1, 1978

(2) Issued in connection with 6-for-
5 stock split

(3) 1Issued in partial consideration
for hospital) purchased

Qutstanding at May 31, 1979

1,297*"‘32

259,410

60,000
1,616,842

(b) (1) The traznsaction referred to in item (3)
above involved the sale and issuance by Registrant of 60,000
shares of its Common Stock to Southwest Hospital Fcundation

in partial consideration for the purchase of Viewpark
Community Hospital. Such purchase was consummated on
September 28, 1978, at which date the clesing price of

Registrant's Common Stock in the over~the~counter market was

$12.00 bid and $12.50 asked. Registrant and Southwest

Bospital Foundation had agreed that the value of such stcck

was $13-1/8 per share.

No broker, underwriters or finders were involved
in any of these transactions. Registrant obtained such
evidence (including written representations of the issuees

)

as it deemed necessary to assure itself that these securities

were purchased for investment and net with a view to distr
tion: and therefore determined that the offer and sale of
these securities was exempt from the registration and
prospectus delivery requirements of the Securities Act of
1933 pursuant to Section 4(2) thereof as transactions not
involving any public offering.

The certificates evidencing the securities issue
in such transaction were endorsed with the following legen

"No sale, offer to sell or transfer

of the shares represented by this
certificate shall e made unlesg a

ibu-
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registration statement under the Federal
Securities act wf 1933, as amended, with
respect to such shares is then in effect
or an exemption from the registra-

tion requirements of such act is then in
fact appllcable to such shares.®

In addition, stop tranczfer instructions were given
to Registrant's Transfer Agent with respect to such secu~
rities.

Item 7. Changes in Securities and Changes in Security for

Registered Securities.

None.

Item 8. Defaults upon Senior Securities.

None.

Item 9. Approximate Number of Equity Security Holders.

Number of Receord
Holders as of
Title of Class May 31, 1979

Commoil Stock, par value %.10 per share 570

Item 10. Submission of Matters to a Vote of Security

Holders.

Not applicable.

Item 11. Indemnification of Directors and Officers.

Section 145 of the General Corporation Law of the
State of Delaware, Registrant's state of incorporation,
provides, among other things, that a corporaticn may indem-
nify an officer or director against expenses, fees (including
attornevs' fees), judgments, and amounts paid in settlement,
actually and reasonably incurred by such officer or director
in connection with any civil, criminal, administrative or
investigative action, suit or proceeding (other than an
action brought by or in the right of the corporation) if
such officer or director was named in such action, suit or

19.
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procee@ing by reason of the fact that he was such a director
or offiver of the corporatior and if he acted in good faith
and in a manner he reasonably believed tc be in or not
opposed to the best interests of the corporation, and, with
respect to any criminal action or proceeding; he had no
reasonable cause to believe his conduct was unlawful.

A corporation may also indemnify an officer or
director sgainst expenses {including attorneys' fees)
reasonably incurred in connection with the defense or
settlement of any activa or suit brought by or in the right
of the corporation, except that no indemnification may be
made in respect to any claim, issue or matter as to which
such person shall have been adjudged to be liable for
negligence or misconduct in performance of his duty to the
corporaticn 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 werits or otherwise
in the defense of any action, suit or proceediing referred to
above, or in defense of any claim, issue or matter therein
he may be indemnified against expenses (including attorneys'
fees) actvally and reasonszbly incurred by him in connection
therewith.

Except in the case where an officer or directosn
has been successful in his defense of an action or any
v claim, issue or matter therein, tie determination as to
whether any such officer or director shall be indemnified
shall be made (1) by the Board of Directors by a majority
vote of a quorum consisting of directors vho are not parties
to such action, suit or proceeding, or {2) if such a quorum
is not obtainable, or, even if obtainable, a guorum of
disinterested directors so directed, by independent legal
counsel in a written opinion, or (3) by the stockholders.

Other provisions cf Section 145 provide that, upon
the meeting of certain conditions, expenses of an officerx or
director may be paid prior to final disposition of the
action; that indemnification provideé by the statute shall
not be deemed ko be exclusive of any other rights which said
of ficer or director may have; that the corporaticn may
purchase and maintain insurance on behalf of any such
officer or director; and that the provisions of said section
apply to constituent corporations.

Ttem 12. Financial Statements, Exhibits Filed and Reports
on Form 8-K.

(a) The Index to Financial Statements 2nd Schedqles
appearing on page S-1 hereof contains a list of al}l financial
statements filed as a part of this report.

) Exhibits: None.
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(b) Reports on Form 8-K. Ncne filed Juring the
quarter ended May 31, 19789,

PAFT 11

Omitted. Registranit has filed with tha Securities
and Exchange Commission, Proxy material with respect €O its
Arnual Meeting to be held on September 27, 1979 ce.ering its
fiscal year ended May 31, 1979.

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

COMPREHENSIVE CARE CCRPORATIUN

s/ Williawr James Nicol
William James Nicol,
Vice President - Finance &nd
Administration,
Secretary and Treasurer

DATED: August 2l , 1979.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders and Board of Directors of
Comprehensive Care Corporation

We have examined the consolidated balance sheet of Comprehensive
Care Corporation and suvbsidiaries as of May 31, 1979 and 1978 and the
related conscolidated statements of earnings, stockholders' equity and
changes in £inancial 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 xecords and such other
auditing procedures as we considered necessary in the circumstance.

In our opinion, the financial statements identified above present
fairly the fipancial position of Comprehensive Care Corporation and sub-
sidiaries at May 31, 1979 and 1978, the results of their operations and
the changes in their financial position for the years then ended, and the
additional notes and schedules present fairly the information reguired to
be set forth therein, all in conformity with generally accepted accounting
principles applied on a consistent basis except for the change, with which
we concur, in the method of accounting for leases as required by Financial
Accounting Standards Board Statemenc No. 13 and as explained in the accompany-
ing Notes to Consolidated Financial Statements.

/ J /7
BARON, IESLEY, THOMAS, SCHWARZ & POSTMA

Newport Beach, California
July 19, 1879
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To the Partners of
Neuro Affiliates Company (A Joint Venture)

We have examined the balance sheets of Neuro Affiliates Company
(A Joint Venture) as of May 31, 1979 and 1978, and the related state-
ments of income and partners' capital, and changes in financial position
for the years then ended. (ur 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 accompanying financial statements present fairly
‘the financial position of Neuro Affilintes Company at May 31, 1979 and
1978, and the results of its operations and the changes in its financiail
position for the years then ended, in conformity with genizrally accepted
accounting principles applied on a consistent basis excep: for the change,
with which we concur, in the method of accounting for leases as regquired
by Financial Accounting Standards Board Statement No. 13 and as explained
in the accompanying Notes to Financial Statements.

L Foly Homss dedinn o=y

BARON, LESLEY, THOMAS, SCHWARZ & POSTMA

Newport Beach, Califevnia
July 19, 1879

T o T i B e

|

MerT WL TRATude RS TRF egFa T S 27

i "\"}.

e T AT 1 A F WL 1R e

o as NP SN v N R S

-

* g N
!?Lh‘ e

=




-

ST T A LR N R, TR

Comprehensive Care Corporation and Subsidiaries p
Consclidated Balance sheet May 31 3
Assats 1979 1978%* 4
Current assets: %
® Cash, including time deposits of $650,000, 1979 $ 1,567,000 § ©10,000 i
Accounts receivable, less allowance for P
doubtful accounts of $444,000, 1979; 4
$348,000, 1978 {(Schedule XII) 5,174,000 3,403,000 @
lnventories {Note 1) 334,000 281,000 i
Prepaid expenses 804,000 387,000 by
Total current assets 7,879,000 _ 4,981,000 5
Property and equipment, at cost (Notes 1, 3 & S
and Schedules V and VI)
Land and improvements 892,000 473,000
Buildings and improvements 3,016,000 1,540,000
Furniture and equipment 2,164,000 1,714,000
Leasehold improvements 202,000 163,000
Capital leases 4,831,000 4,831,000
11,105,000 8,726,000
Less accumulated depreciation and amortization 3,213,000 2,811,000
7,892,000 5,915,000
Other assets:
Costs in excess of net assets of businesses
purchased {(Notes 1, 9 and Schedule VII) 382,000 517,000
Notes receivable (Note 9) 272,000 -
Other (Note 7) 492,000 521,000
1,146,000 1,038,000
. $16,917,000 $11,934,000
) Liabilities and Stockholders' Equity
Current liabilities:
Accounts payable and accrued liabilities $ 1,788,000 § 1,392,000
Accrued advertising 956,000 181,000
Payable to third party payors within one year 451,000 550,000
Long-term debt payable within one year (Note 3) 342,000 486,000
Income taxes payable 868,000 484,000
DeZerxed income taxes 143,000 180,000
Total current liabilities 4,548,000 3,280,000
Long-term debt due after one year (Note 3) 6,497,000 », 195,000
Commitments and rontingent liabilities (Notes 5 and 6)
Stockholders' equity {Notes 4 and B}
Common stock $.10 par value; auwthorized 5,000,000
ghares; issued and outstanding, 1,616,842 shares,
1979, and 1,297,432 shares, 1978 162,000 130,000
Additional paid~in capital 2,592,000 1,836,000
Retained earnings 3,118,000 1,493,000
5,872,000 3,459,000

$16,917,000 $11,934,000

*As restated to reflect accounting for certain leases as capital leases in
accordance with FASB Statement No. 13.

See notes to consolidated financial statements
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Conpxehensive Care Corporation and Subsidiaries

Consolidated Statement of Earnings

Year Endled May 31

1979 1978*
Revenues:
Operatiny (Note 1) $ 28,726,000 $ 1B,417,000
Other 155,000 143,000
28,881,000 18,560,000
Costs and expenses:
Operating 17,083,000 11,282,000
General, administrative and marketing 6,849,000 4,490,000
Depreciation and amortization (Notes 1 and
5 arnd Schedule VI) 715,000 554,000
Interest 435,000 470,000
25,142,000 16,796,000
Earnings before taxes on income 3,739,000 1,764,000
Taxes on income (Note 7) 1,868,000 861,000
Net earnings $ 1,871,000 $ 903,000
marnings per common share (Note 1):#**
Primary $.59 $.28
Assuming full dilution $.57 $.29

#As restated to reflect accounting for certain leases as capital leases in
accordance with FASB Statement Mo, 13.

*endjusted for two-{or-one stock split declared June 14, 1979, and for
six-for-five stock split declared June 16, 1978.

See notes to congolidated financial statements
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Comprehensive Care Corporation and Subsidiaries

Consolidated Statement of Stockholders' Equity

Balances, May 31, 1977

Cumulative effect of
capitalization of
capital leases

Adjusted balance-
beginning of year

Net earnings

Exercisze of amployee
stock options

Dividends declared
on common Stock

Balances, May 31, 1978

Net parnings

Shares issued in
connection with
facility azquisition
(Note 8)

Six-for-five stock
split

Dividends declared on
common stock

Balances, May 31, 19279

rdditicnal
Comman Stock Paid-In Retained
Shares Amount Capital Earnings
1,287,182 $129,000 51,819,060 $1,008,000
{262,000}
1,287,182 129,000 1,819,000 746,000
903,000
10,250 1,000 17,000
__1156,9000)
1,297,402 130,000 1,836,000 1,493,000
1,871,000
60,000 6,000 782,000
259,410 26,000 {(26,000)
{246,000)
1,616,842 5162,000 §2,592,000 53,118,000

See notes to consolidated financial statements
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Comprehensive Care Corporation and Subsidiaries

Consolidated Statement of Changes in Financial Position

Years Ended May 31

1579 1978*

Financial Resources Provided by:

{Qiperations
Net earnings $ 1,871,000 ) 903,000
Items not requiring outlay of working
capital
Depreciation and amortization of
property and equipment 725,000 554,000
Deferred income
taxes 1el,000 {42,000)
Write-off of goodwill (Note 9) 135,000 -
Working capital provided by operations 2,882,000 1,415,000
Disposal of property and ecuipment 427,000 25,000
Additional long—-term deblt 2,525,000 1,118,000
Issuance of common steock, 788,200 18,000

6,622,000 2,576,000

Financial Resources Used for:

Increase tv notes receivable 272,000 -
Purchases of property and egquipment 3,119,000 779,000
Reduction of cbligat.ions under capitzl leases 151,005 138,000
Reduction of long-term debt 1,072,000 555,000
Dividends 246,000 156,000
Other applications _ 132,000 52,000
4,092,000 __ 1,680,000

Increase in Working Capital $ 1,630,000 $ 896,000

Summary of Changes in Components of
Working Capital:
Increase {decrease} in curzent assets:

e Cash S 657,000 $ 382,000
k2 Accounts receivable 1,771,000 836,000
Inventories and prepaid expenses 470,000 {15,000}

2,898,000 1,213,000

Increase (decrease) in current liabilities:

Accounts payable and accruved liabilities 1,164,00u 343,000
Payable to third-party payors

within one vear {99,000) {57,000)

Long-term debt payable within cne year (144,000) (17¢,000)

Income taxes pavable 347,000 207,000

1,268,000 317,000

Increase in Working Capital $ 1.630,000 $ 826,000

B TR sl e

*As restaced to reflect accounting for certain leases as capital leases in
accordance with FA5SB Statement No. 13.
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Comprehensive Care Corporation and Subsidinries
Notes to Consolidated Financial Statements

May 31, 1979 and 1978

Note 1 Summary of Significant Accounting Peolicies

The consolidated financial statements include the accouats of the Company
and its subsidiaries (21l wholly-owned) and the Company's 5% interest in
the accounts of a joint venturz partnership. All sigrificaat interccmpany
accounts and transactions have been eliminated in consclidation.

Operating Revenues

Operating revenues include amounts from thivrd-party programs uvnder cost
reimburgement principles. Hanagement believes that thesez principlas have
been properly applied in the determination of revenues from these programs.
Final determination of revenues is subject to audit by intermediaries admin-
istering these programs, Differences between final seitlement and estimated
provisions are reflected in operating revenues in the year finalized.

Property and Equipment

Depreciation and amortization of property and equipment is computed on the
straight-line method over the estimated useful live: of the related assets,
principally: »uildings and improvements--5 to 40 years; furniture and
equipment--3 to 12 years; leasehold improvements--1life of lease or life
of asset, whichever is less.

Intangible Mssels

Costs in excess of net assets of businesses purchssed arz not being amortized
since, in the opinion of management, there has been no reduction in value.

Investment Tax Credits

Investment tax credits are applied or a zeduction of the tax provision in
the year realized.

Earnings Per Share

Primary earnings per share have been computed by using the weighted average
number of common shares outstanding, after adjusting for a two-for-one stock
split declared June 14, 1979, The weighted average number of shares was
3,194,232 and 3,113,688 for the years ended May 31, 1979 and 1978, respectively.

Fully diluted earnings per share have heen computed by using the weighted
average number of common shares and convertible common shares outstanding
atter adjusting for a two-for-one stock split declared June 14, 1979. The
weighted average number of sharss was 3,309,480 and 3,113,683 for the years
ended May 31, 1979 and 1978, respecitively.

Stock options, warrants and rights were not dilutive in 1979 or 1978,

Inventories

Inventories are stated at the lower of FIFO cost of market,

Change in Accounting for Leases

The Company's financial statements have beern ictv=ted to reflect the accounting
€or the certain leases entered into prior to January 1, 1877, i capital leases
by recording assets and liabilities for leased prcperty in accordance withh FASBE
Statemunt No. 13, "Accounting for Leases."™ The effect of this change is a
decrecse in retzined earnings at June 1, 1977, of $262,000 and a reduction of

net income of $34,000 in 1979 and $38.000 in 1978.




Note 2 Accounting for 50% Interest in a Joint Venturz Partnership

The Company consolidates its 50% interest in a joint: venture partnership.

assets and liabjlities of the jeint venture partnership included in the con-
soiidated balance sheet are a5 follows at May 31:

Asuats

Current assets
Property and eguimrent (net}
Other assets

Liabilities and partner's equity

Current liabilities
Long-term liabilities
Partner's acuity

The operating results of the joint venture partnership included in the consclidated
statement of esarnings are as follows fur the vear ended HMay 31:

A,
L aie] il

e
*

Revenues
Operating
Other
Costs and expensesz
Operating
General, administratiwve and marketing

bepreciation and amortization
Interest

Earnings before taxes on income

STy A A &

Company's 50% Share
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1979
$ 764,000
418,000
3,000
31,185,000
$ 276,000
373,000
530,000

51,185,000

Company's 5(%

The

1978
$ 731,000
429,000
4,000

$1,164,000

$ 246,000
400,000

518,000
51,164,000

———

Share

1979

$2,710,000
20,000

2,730,000

1,459,000
704,000
53,000
38,000

2,254,000

475,000

L5 )

5-9

1978

$2,521,000
17,000

2,538,000

1,229,000
693,000
47,000
¥9,00u

2,008,000

$ 530,000

A—




Note 3 Long=-Term Debt

Long-term debt consists of the follewing at May 31:

1979

64% to 10% notes collateralized by trust

deeds, payable in monthly installments

with maturity dates from 1980 through

1993 $ 455,000
Note payable to Small Business Administration

uncollateralized, bearing interest at 3%

with maturity in 2002 347,000
7% to 8L4% unsecured notes payable in

quarterly installments with maturity

dates through 1983 64,000
8% unsecured notes payable monthly with

maturity dates through 1993 652,000
9% convartible subordinated debentures

with interest payable semi-annually,

maturing in 1988 1,700,000
Capital lease obligations (Note 5) 3,532,000
Note payvable, collateralized by equip-

ment bearing interest at 1 7/8% over

the prime rate, retired in 1979 -
Equipment contracts 65,000
Other 24,000

6,839,000

Less amounts due within one year 342,000

$ 6,497,000

1978

SR A e R

$ 531,000

347,000

50,000

967,000
42,000
21,000

5,681,000
486,000

$ 5,195,000
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Arnnual maturities of leng-term debt for the next five years awount to $342,000
- in 1980, $325,000 in 1981, $310,000 in 1982, $296,000 in 1983 and $309,000 in 1984.

The Company has a working capital loan agreement with a bank whereby the Company

. nay borrow, from time to time, certain amount:, evidenced iy promissory notes,
the aggregate of which cannot exceed $800,000. The notes bwar interest at the
rate of one percent over the bank's prime rate. There were no amounts outstanding
under this line of credit at May 31, 1979.

On January 18, 1979, the Company issued 9% Convertible Subordinated Notes due
1988 in the amount of $1,700,000. Under terms of the agreemen:, the Company will
establish a mandatory sinking fund equal to 15% of the notes each November 30th,
beginning in 1983. The Company may hot redeem the notes prior to November 30,
1981, but the holders may convert their notes into common stock at any time at
a prics equal to $5.375 per share. Terms of the agreement also require the
Company to maintain a current ratic of not less than 1.5:1, to maintain funded
debt at less than 80% of net assets not including funded debt, nor declare
dividends in excess of 33 1/3% cf cumulative net income subsequent to May 31,
1978. A portion of the proceeds of the loan were used to retire a bank loan

of $850,000.

Note 4 Stockholders' Ecquity

Common Stock

On June 14, 1979, the Company declared a two-for-one stock split issued July 26,
1979, to holders of record at June 30, 1979.

Stock Options

Undzr the Company's qualified stock option plan, options have been granted to
key employees to purchase common stock of the Company at prices not less thar
100% of the fair market value at date of grant. During fiscal 1978, optiony
to purchase 10,250 shares at $1.75 each were exercised. WNo options were cat-
standing at May 31, 1979 or May 31, 1978.

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

The options become exercisable in varying installments and must be exercised
not later than five years from date of grant. The Company has not granted any
non-qualified options. At May 31, 1972 and 1978, there were 75,000 shares
available for grant.

Note 5 Leases

The Company and the joint venture partnership lease facilities, furniture and
equipment. The facility leases contain clauses for escalations based on the
Consumers Price Index, payment of real estate taxes, insurance, maintenance
and repair expenses.

Equipment leases that do not have purchase options are not significant and are
not included herein.

Total rental expense for all operating leases were as follows:

) 1979 1978
Minimum Rentals $ 162,000 $ 160,000
Contingent Rentals 4,000 =
Total Rentals $ 166,000 § 160,000
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Assets under capital leases are capitalized vsing interest rates appropriate
at the inception of wach lease!contingent xents associated with capital leases
in 1979 and 1978 were $222,000 and $212,000, respectively.

. Future minimum payzents, by year and in the aggregate, under capital leases ard
non-cancellable operating leases with initial or remaining terms of one year or
more consisted of %the following at May 31, 1979:

Capital Leases

Joint Operating
Comnpany Venture Total Leases

1980 $§ 400,000 $ 57,000 $ 457,000 § 173,000
1981 400,000 57,000 457,000 150,000
1982 400,000 57,000 457,000 122,000
1983 403,000 57,000 457,000 109,000
1984 400,000 57,000 457,000 104,000
Later Years 3,563,000 397,000 3,960,000 347,000
Total nminimum leace payments $5,563,000 $682,000 6,245,000 $1,005,000
Less amounts representing interest 2,713,000

Present value of net minimum lease payments $3,532,000

Property and equipment accounts at May 31, include the following amounts for
capital leases:

1979 1978

Buildings $ 4,831,000 $ 4,831,000
Less allowances for amortization (1,901,000) (1,663,000}
$ 2,930,000 $ 3,168,000

Met. capitali::d zosts included amounts previously accounted for as deferred charges
znd gains. These net unamortized amounts were $95,000 and $117,000 at May 31, 1979
and 1978 respectively.

Amortization of assets recorded under capital leases is included in depreciation
expense,

Note 6 Contingent Liabilities

A lawsuit initiated in August, 1578, has resulted ir a $122,700 judgment against the
Company's Texas subsidiary entered May 26, 1978. The suit alleged breach of an cral
lease agreetient which was claimed to exist both prior to and subsequent to the
Company's acquisition of the subsidiary even though not disclosed by the acquisitinn
documents as an obligation to be assumed. An appzal has been filed. Management
believes, based upon the cpinion of Texas counsel for the subsidiary, that the
judgment will be reversed upon the appeal. If not reversed, it is anticipated

that any lost incurred by the Company will be fully recovered from the seller of

the subsidiary under an indemnification provision contained in the acquisition
agreemnent.

NMote 7 Taxes an Income
Federal and state taxes on inccme consist of the following:

Jiee

L 1479 1978

) Currently payable:

o Federal jnceme taxes $ 1,440,000 $ 722,000
State income taxes 204,000 140,000

“ 1.744.000 862,000

5 Deferzred:

= Fedexal income taxes 93,000 {1,000)

o State income taxes 11,000 -

‘ 124,000 (1,000)

;j $ 1,868,000 $ 861,000

- §-12




Note 7 Taxes on Income {continued)

A reconcillition bm*ween total income taxes and the amount computed by applying
the statutory federal income tax rate {47.2% in 1979 and 48% in 1878) to earnings
before taxes on income is as follows:

1979 1978
Statutory tax rate applied to pre-~-tax earning: $ 1,765,000 $ 847,000
Add state income taxes net of federal tax benefit 154,000 83,000
Deduct investment tax credit (48,000) (26,000)
Neduct new jobs credit {53,000) (52,000)
Other 50,000 9,000
§ 1,868,000 s 8€1,000

Leferred tax expense results from timing differences in the recognition of
revenue anc expense for tax and financial statement purposes. The sources
of these differences and the tax effect of each were as follows:

1972 1978
Capitalized lease costs not deductible
for tax purpcses $ {31,000) $ (42,000)
Excess tax over book depreciation 30,000 22,000
Cash basis accounting and different
reporting period for tax purposes
by joint venture 188,000 33,000
State income taxes not currently deauctible {79,000) (31,000}
Other, net 16,000 17,000
$ 124,000 $ (1,000)

Deferred tax charges of $171,000 for 1979 and §332,000 for 1978 are included in
other assets.

Noit:e 8 Acguisition of New Facility

On Septcmber 28, 1976, the Company purchased an acute medical-surgical facility
consisting of both real and personal property and known as Viewpark Community
Hospital. The hospital is located in Los Angeles and has a licensad capacity
of 104 beds. The hospital represent~d almost all of the assets of the Southwest
Hospital Foundation. The purchase price was $1,500,000, which consisted of
$50,000 cash, 60,000 shares of conmon stock, valued at $788,000, and notes of
$662,000. The notes require morchly payments nver the next fifteen years with
interest at B%.

The Company plans to continue to operate the facility as a general medical-
surgical care hospital.
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Note 8 Acquisition of New Facility {continued)

The following schedule presents the pro-forma results of operations for Comprehensive
Care Corporation and Subsidiaries for the years ended May 31, 1979 and 1978 and the
results of operations of Viewpark Community Hospital for the years then ended:

Comprehensive  Viewpark

Care Community Elimina~-
1979 Corporation Hospital tions {3) Combined

Revenues $25,695,000 53,285,000 % (99, 000) 528,881,000
Income (Loss) before income taxes $ 3,861,000 § (122,000) $ =~ $ 3,739,000
Taxes on income (1) 1,929,000 {61,000) - 1,868,000
Net income {(lous) $ 1,932,000 $_ (6l1,000; $ - s 1,871,000
Earnings per share

Prima y $.60 ${02) $ - $.58

Assuming full dilution $.59 $(02) $ - $.57
Average No. shares cutstanding (2)

Primary 3,233,684

Fully diluted 3,348,931

1978

Fevenues $18,560,000 52,991,000 $(197,000) $21,354,000
Income befora income taxes $ 1,764,000 § 28,000 s - $ 1,792,000
Taxes on income (1) 861,000 14,000 - B75,000
Net income $ 903,000 $ 14,000 § - 5 917,000
Earnings per share, primary and

assuming full dilution $.28 $ - 5 $.28
Average No. shares outstanding,

Primary and fully diluted (2) 3,233,684

{1)Viewpark Community Hospital was previously operated by a ncn-profit foundation.
The consolidated effective tax rate has been used for pro forma purposes.

e

(2)The average number of shares outstanding used to computz earnings per shatre
reflect 60,000 shares issuzd in connection with the acquisition as though they
has been cutstanding at the beginning of the periods reported. The average
number of shares outstanding alsc reflect a two-for-one stock split declared
June 14, 1979,

X T v —
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{3)The Company had a contract with Viewpark Copmunity Hospital to perform certain
services. Charges relating to this service have been eliminated.
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Note 9 Note Receivable

On Hay 16, 1979, the Company sold all the assets of Gilmar Manor, a residential
care facility. The selling price was $447,000 with the purchaser assuming a
related first trust deed. As part of the transaction, the Company received a
note receivable, secured by a second deed of trust, for approximately $267,000,
The terms call for monthly payments, at 9% interest, to be made through 1994,
Costs in excess of net assets related to the purchase of this facility, amount-
ing to $135,000, were charged to earnings in the current period.

Note 10 Quarterly Results (Unaudited): Years Ended May 31, 1979 and 1978

First SeconA Third Fourth
1979 Quarter Quarter guarter __Quarter
Revenues $ 5,892,000 $ 6,575,000 $ 7,329,000 % 9,085,000
Earnings before income
taxes s 541,000 $ 648,000 $ ©94,000 $ 1,456,000
Federal and state
income taxes 470,000 324,000 347,000 727,000
Net earnings $ 471,000 S 324,000 S 347,000 $ 729,000
Per share - fully diluted $ .15 § .10 $ .11 $ .21
1978
) Revenues $ 4,101,000 $ 4,437,000 $ 4,549,000 $ 5,472,C00
Earnings before income
taxes $ 108.000 $ 474,000 $ 444,000 $ 738,000
Federal and state
income taxes 52,000 226,000 124,000 389,000
Net earnings 5 56,000 $ 248,000 $ 250,000 3 349,000
Ter share - fully diluted $ .02 S .08 $ .08 s .11
e -
1.
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Financial Statements of Parent

Co

Financial statements of tiie parent company, Comprehensive Care Corporation,

are as follows:
Comprehensive Care Corporation

Balance Sheet

Assets

Current assets
Cash, including time deposits of $650,000, 1879
Accounts receivable, less allowance for doubtful
accounts of $286,000, 1979, and $134,000, 1978
(Schedule XII)
Prepaid expenses

Total current assets

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

Property and Equipment, at cost (Notes 1, 3 and S and
Schedules V and VI)
Land
Buildings and improvements
Furniture and eaquipment

Leasehold improvements
Capital leases

Less accumulated depreciation and amortization

Other assets
Cost in excess of net assets of businesses
purchased (Notes 1 and 2 and Schedule VII)

Other

Liabilities and Stockholders' Equity

Current Liabilitles:
Accounts payable and accrued 1iabilities {Note 13)

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 1iabilities
Payable to Wholly-Owned Subsidiaries (Schedule 1IV)
Long-Term Debt Due After One Year (Nove 3)
Commitments and contingent liabilities {Notes 5 and 6)

Stockholders' Equity (Notes 4 and 8)
Common stock, $ .10 par value;
Authorized 5,000,000 shares;
Issued and outstanding 1,616,842 shares, 1979
and 1,297,432 shares, 1278
Additional paid-in capital
Retained earnings

#as restated to reflect FASB Statement No. 13.

See notes to consolidated financial statements
s-16
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May 31

1979 1978%
$ 1,365,000 $ 7C™-000
3,378,000 810,000
868,000 385,000
5,611,000 1,903,000
7,157,000 7,317,000
532,000 21¢,000
2,138,000 957,000
1,546,000 1,021,000
202,000 168,000
1,591,000 1,591,000
6,009,000 3,947,000
(1,116,000) (888, 000)
4,893,000 3,059,000
382,000 517,000
697,000 455,000
1,079,000 972,000
$18,740,000 513,251,000
$ 2,257,000 § 951,000
216,000 371,000
868,000 484,000
143,000 180,000
3,599,000 2,044,000
5,174,000 5,083,000
4,095,000 2,665,000
162,000 130,000
2,592,000 1,836,000
3,118,000 __ 1,493,000
5,872,000 3,459,000
18,740,000 $13,251,600




hote 11 - Financial Statéments of Parent Company (Continued)

Comprehensive Care Corporation

Statement of Earnings

Year Ended May 31
1979 1278«

Revenue
Nperating (Note 1) $18,3:;,ggg ¥ 4'223'888
Other ! !
18,493,000 4,354,000

Costs and Expenies

Operating 11,521,000 2,947,000
General, administrative and marketing 5,227,000 2,408,000
Depreciation and amortization (Notes 1, 5 & Schedule vi) 434,000 263,000
Interest: 330,000 274,000

17,512,000 5,892,000

Income {loss) before income taxes and equity
in net earnings of subsidiaries 981,000 {1,538,000)

Income taxes 450,000 (782,000)

Income {loss) before equity in net earnings
of subsidiaries 491,000 (758,000)
Equity in net earnings

of subsidiaries 1,380,000 1,661,000

Net Earnings $ 1,871,000 §$ 903,000

#pz restated to reflect FASB Statement No. 13.

See notes to comsclidated financial statements




MNote 11 -~ Financlal Statements of Parent Company {Continued):

Comprehensive Care Cocporation

Statement of Chenges in Financial Position

Year Ended May 31

1979 1978*
Finsncial Resources Provided by:
Cperations
Net earnings $1,871,000 S5 963,000
Ttems not requiring {providing) oucrlay of
werking capital
Depraeciation and amortization of property é
and equipment 434,000 263,000 K
Equity in earnings of subsidiaries 160,000 {3,303,009) 5
peferred income tax 161,000 (42,000) %
Write-off of goodwill 135,000 - ol
Working capital provided from (reguired for) %
operations 2,761,000 (2,179,000) ky
Disposal of property and equipment 412,000 23,000 o
Increase in amounts due to subsidiaries 21,000 2,467,000 B
Issuance of common stock 768,000 18,000 i
Additional long-term debt due after one year 2,525,000 1,008,000 %
6,577,000 1,337,000
Financial Resources Used For: i
Increase in notes receivable 272,000 - Y
Net transfer of equipment from wholly-owned i
subsidiary 80,000 - 3
Purchase of property and equipment 2,600,000 259,000 ﬁ
Reduction of long-term debt due after one year 1,095,000 581,000 ﬂ
Dividends 246,000 156,000
Other applications 131.000 67,000 o
4,424,000 1,063,000
Increase in working capital $ 2,153,000 § 274,000
Summary of Changes in Components of Working Capitsl:
Increase in Current Assets:
Cash $ 658,000 $ 359,000 g
Accounts receivable 2,568,000 339,000 %
Prepald expenses 482,000 43,000 %
¥
3,708,000 741,00G ;‘;t
Increase {Decrease} in Curreat lZabilities: ié
Actounts payable and accrued lisbilities 1,306,000 373,000 &
Payable to third party payors within one year 57,000 40,000 §
Long-term debt payable within one year (155,000) (153,000) i
Income taxes payable 347,000 207,000 -
1,555,000 467,000
increase in Working Capital $ 2,153,000 5 274,000 :
?

*As restated to reflect FASB Statement No. 13.

See notes to consolidated financial statements
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Note 12

Supplementary Income Statement TInformation

The following amounts were charged to costs and expenses:

Company Consolidated

1979 1278 1979 1e78

Depreciation and amort.zation of
property, plant and equipment $ 434,000 §$ 263,000 § 715,000 $ 554,000

Taxes othar than income taxes:

Payroll $ 211,000 $ 172,000 $ 671,000 § 565,000
. Rezl and personal property $ 79,000 $ 84,000 $ 137,000 $ 179,000
Rents $ 445,000 $§ 412,000 51,005,000 & 559,000
Advertising . $ 438,000 $ 329,000 $1,910,000 § 815,000

There were no research and development costs paid during the above years.
Royalties paid were ingignificant,

Note 13 Accountz Payable and Accrued Liabilities

Accounts payable and accrued liabilities include salaries and wages in the
following amounts:

Company Consolidated

1979 1978 1979 la78

$ 105,000 § 20,000 $ 218,000 $ 192,000

5~19
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HEURO AFFILIATES COMENNY
(A Joint Venture)

BALANCE SHEET

.

CURRENT ASSETS

Cash $ 333,000 $ 384,000
Rccounts Teceivable, less allowance
for dow. ~ful accounts of $62,000

and $79,000 1,108,000 1,001,000
Prepaid expeuses, supplies and other
assets 173,000 76,000

1,514,000 1,461,000
EQUIPMENT AND IMPROVEMENIS, at cost
(Hotes 1 and 4}

Furniture and equipmenc: 270,000 237,000
Building improvements 158,000 115,000
Capitalized buctlding leases 1,008,000 1,008,000
1,436,000 1,360,000

Less accumulated depreciation and
amortization (600,000) (501,000}
836,000 859,000
OTHER ASSETS (Note 1) 7,000 — 7,000

$2,357,C00 $2,327,000

LIABILITIES AND PARTNERS' CAFITAL

CURRENT LIABILITIES

lccounts payable znd accrued expenses § 298,000 $ 209,000
stimated amounts due under insurance
programs (Note 2) 146,000 208,000
Amounts due (frem) to sffiliated
companies, net (Note 3) 51,000 32,000
Capitalized lease cbligations,
surrent portion 43,000 39,000
Total current liabilities 538,000 488,000
CAPITALIZED LZIASE OBLIGATIONS (Note 4) 758,000 B02,000

PARTNERS' CATITAL 1,061,000 1,037,000

$2,357,000 $2,327,000

See accompanying notes

§-290
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NEURO AFFILIATES COMPANY
{A Joint Venture)

STATEMENT OF INCOME AND PARTNERS' CAPITAL

YEAR ENDED MpY 31

1979
REVENUES
. Patient care $ 5,420,000
Other 40,000
5,460,000
COSTS AND EXPENSES (Notes 1 and 3)
- Operating 3,060,000
cumulative effect of lease
. capitalization
General and administrative 1,449,000
4,509,000
NET INCOME 951,000
PARTNERS' CAPITAL, at beginning
of year 1,037,000
PAYMENT TC PARTNERS {927 ,000)
PARTMERS' CAPITAL, at end
of year $ 1,061,000

—

See accompanying notes
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1978

$ 5,043,000

35,000

5,078,000

2,630,000

138,000

1,386,000
4,154,000

924,000

953,000

(840,000)

$ 1,037,000




NEURD AFFILIATES COMPANY

(A Joint Venture)

STATEMENT OF CHANGES IN FINANCIAL POSITION

FINANCIAL RESOURCES WERE PROVIDED BY
Operatioas
Net income
Charges to income not reguiring
an outlay of working capital
Depreciation of equipment
and improvements
Lease capitalization

Working canital provided by operations

FINANCIAL RESOURCES WERE USEL FOR
Purchase of equipment and improvements
Net effect of capitalization of leases
Feduction and reclassification of

capitalized lease obligations
Payments to partners

INCREASE IN WORKING CAPITAL

CHANGES IN COMPONENTS OF WORKING CAPITAL
Increase (decrease) in current assets
Cash
Accounts receivable - net
Prepaid expenses, supplies and
other assets

Increase (decrease) in current liabilities

Accounts payable and accrued expenses

Estimated amounts due under
insurance programs

Amounts due {from)} to affiliated
companies - net

Capitalized lease obligations

INCREASE IN WORKING CAPITAL

<
¥
7

YEAR ENDED MAY 31

1972

$ 951,000

98,000

1,042,000
76,000

43,000
927,000

1,046,000
$ 3,000

$ (51,000)
107,000

(3,000)
53,000

838,000
(62,000)

19,000
4,000

$ 3,000

P - Siee accompanying notes

S e i ke

1978

$ 924,000

92,000
138,000

1,154,000

12,000
75,000

840,000
927,000

$ 227,000

$ 185,000
184,000

(41,000)
328,000

(23,000)
58,000

27,000
39,000

101,000

§ 227,000
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NEURG AFFILIATES COMPANY

(3 Joint Venture)

NOTES TO FINANCIAL STATEMENTS

MAY 31, 1979 and 1978

NOTE 1 - THE COMPANY AND SUMMARY OF SISNIFICANT ACCOUNTING POLICIES

The Company - In November, 1272, Hnenital Affiliastes International, Inc.,
(HAII), of Rashville, Tennessee, and Compreheasive Care Corporation (CompCare)
of Newport Beach, California, entered into an agreement to form a jeint venture,
Neuvo Affiliates Company (NAC). NAC operates two psychiatric hospitals in
California., Each partner manages one of the hospitals. The Woodview-Calabasas
facility is managed by HAIY and the Crossroads facility is managed by CompCare.
The two partners share equally in the results of the joint venture operations.

Pasis of presentation - The financial statements include only those assets,
Jiabiiities and results of operations of the partners which relate to the business
of Neuro Affiliates Company. No provision has been made for federal and state
in7ome taxes since these taxes are the responsibility of the partners.

Depreciation -~ The cost of equipment and building improvements is deprecizted
or amortized over the estimated useful lives of the assets (five to twelve years)
using the straight-line method of depreciation. Capitalized leases are amortized
over the life of the lease using the straight=line method of depreciation.

Change in Accounting for Leases ~ The Company's financial statements have
been restited to reflect the acvcounting for certain leases entered into prior to
January 1, 1977, as capital leases by recording assets and liabilities for leased
property in accordance with FASB Statement No. 13, "Accounting for Leases."” The
affect of this change is a decrease in earnings of $16,000 in 1979 and $158,000
in 1978.

NOTE 2 - ESTIMATED AMOUNTS DUE UNDER INSURANCE PROGRAMS

A substanptial amount of the revenue of the Jom,» ny is provided under federal,
state and Blue Cross insurance programs. 2llowable revenue under the programs is
determined annually by fiscal intermediaring administering the programs based on
cost reports filed by the Company. The Company is current with the filing of such
cost reports; however, certain cost reports huve not been audited by the inter-
mediaries, The Company belleves that adequate yeserves 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 tn Woodview Hospital, a subsidiary of Hospital
Affiliates Interrational, Inc., for the use of hospital facilities.

Management fees - Costs and expenses for 1979 and 1978, include $36,000 paid
to Coniprehensive Care Corporation and $80,000 to Hospital Affiliates International,
Inc., for administrative and other services.

Hanagement is of the opinion that these transactions were executed for a
consideration substantially equivalent to that which would wnave ean obtained
between wholly unrelated parties.

§-23
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WOTE 4 - COMMITMENTS

The following is @& schedule of future minimum lease payments under capital
leases and the present value of the net minimum lease payments as of May 31,
1979.

Year Ending May 31:

1980 $ 114,528

1981 114,528

1982 114,528

1983 114,528

1984 114,528

Later years 794,328

Net minimum lease payments 1,366,968

Less amount representing interest 565,968
$ 801,000

Contingent rent associated with capital leases was $146,808 in 1979 and 1978.

S=21
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Balance at
beginning
ol period

[] 4

Comprezhensive Care Corporation and Subsidiaries

Investments In, Equity In earnings of
And Dividends Received From Affiliates

Years gnded May 31, 1979 and 1978

Deductlions

B R i L g B S | B e Tl T L e o e A L R AR e i
- - ¥ EE ] LY Bt

- ' -

- o -

Distribution

Additions of earnings

Equity (los=s) by
taken up Qther affiliates

Dividends

recelvzd

Balanca at en” durtag the
Other of period _  period from

Percent
dzme of issuer of
and description owvmer-
of investment ship

in earnings Percent: in which Percent Percent
(loss) of earnings of
of affiliates  owner- (loss) were owner- owner-

investments
of not accounted
for by the

Amount for the period ship Amount taken up ship Amount ship Amount equity method

Year Ended May 31, 1979

NPHS, Inc. investmant
in jeint venture in
Neuro Affiliates Com-

pany. a partnership 50% $518,000 $476,000 5464, 000

N

Year Ended May 31, 1978%

MNPHS, I:c. investment
in joint venture in
Neuro Affiliates Com-

pany, a partnership 50X  $408,000 $530,000 $420,C00

*
As restated to reflect accounting for certain leases or capital leases in accordance with FASB Statement No.

s T N L U o STt IR B o o I T '...:.3

507 $530,000

50% $518,000

13.
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Name of issuer and
description of investment

Balance at
beginning of
_period

Comprehensive Care Corporation

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

Year Ended May 31, 1978*

Deductions

Distribucion
Additions of earnings

Number
of
shares Amount

Equity (loss) by
taken up affiliates
in earnings Other in which Other

Balance at
end of period

(loss) Number earnings Rumber
of affiliates of (less) we e of
for the period shares Amount taken up shares Amount

Number
of
shares Amount

Dividends
received
during the
period from
investments
not accounted
for by the
equity method

Consolidated Subsidiaries
NPHS, Inc. common stock
per value $10 2 share
Terracina Convalescent
Hospital & Home, Inc.
common stock, par
value $100 a share

Trinity Oaks Hospital,
Inc. common stock
par value $1 & share

CAREUNIT, Inc. common
stock, par value $1 a
share

*As restated to reflect accounting for certain leases ac capital leases in accordance with FASB Statement No.

$2,537,000

10,002 139,060

500 1,279,000

$1,765,000 (a) $ -

(213,000)

1,751,000 1,00

$4,013,000

$3,303,000 $1,000 § - $ -

(a) Includes joint venture earnings before taxes on incone of $530,000.
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320 $4,302,000

50 58.000

10,002 (74,000)

500 3,021,000

$7,317,000

13.
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Comprehensive Care Corporation

Investments In, Equity In Earnings Of,
And Dividends Recszived From Affiliates

Year Ended May 31, 1979

Deductions
Distribution
Additions of earnings
Baiance Equity (loss) by
beginning of taken up affiliates Balance at
period in earnings in which Other end of periocd
Nunber (loss) Number earnings Number Number
Name of issuer and of of affiliates of (loss) were of of
descripticn of Investment Shares Amount for the period shares Amount taken up shares Amount shares Amount
Consolidated Subsidiaries
NPHS, Inc. common stock
par value $10 a share 320 $4,302,000 $2,659,000(A) - $ - $ - - 5 - 320 $6,961,000
Terracina Convalescent
Hospital & Home, Inc.
coxmon 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 (74,000) (55,000) 10,002 {129,000)
CAREUNIT, Inc. common
stock, par value $1 (
a share 1,000 3,031,000 154,000 500 (z,gla,ooo?i ,000 267,000
' 87,317,000 $2,758,000 §§2,918;00Q} $7,157,000

(A) Tiicludes joint venture earnings before taxes on income of $476,000
(BYrransfer to parent company

Dividends
recelved
during the
period from
investments

not accounted

for by the

equity method
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Schedules IV and X

Comprehensive Care Corperation

Indebtedness of and to Affiliates

Years Ended May 31, 1979 and 1978

Balance Balance
receivahle recelvable
(payable} {payabie)
at beginning at end
Name of Affiliate of period of period
Year ended May 31, 1979:
Amounts eliminated in consolidation:!
Yholly-owned subsidiaries:
NPHS, Inc. $ (3,183,000) {5,350,000)
Terracina Convalescent Hospital
& Home, Inc. (64,000) (64,000)
Trinity COaks Hospital, Inc. 50,000 380,000
CAREUNIT, Inc. {1,887,000) (140,000)
E,
Neuro Affiliates Company (50% interest) (508 200t (8,124,000
Total eliminated in coasolidation
Amount not eliminated in consolidation (5,075,000) (5,174,000
Neuro Affiliates Ccmpany (8,000} {b) -
Total indebtedness of and to Affiliates $ (5,087,000) {5,174,000)
Year Ended May 31, 1978:
Amounts e#liminated in comsclidation:
Wholly--cvned subsidiaries:
NPHS, Inc. $ (1,913,000) {3,183,000)
Terracina Convalszcent Hospital
& Home, Inc. {53,000) {54,000)
Trinity Oaks Hospital, Inc. (147,000) 50,000
CAREUNIT, Inec. {504,000) 1,887,000)
(2,617,000} (5,084,000)
Neuro Affiliates Company (50% interest) {10,000) {c) (9,000) {a)
Total eliminated in consolidation {2,627,000) (5,075,000)
Amount not eliminated in consolidation
Neuro Affiliates Company (10,000) (d) {(8,000) (b)
Total indebtedness of and \o Affiliates $ (2,637,000) $ {(5,083,000)

(a)_ Included in accounts receivable on balance sheet of Comprehensive Care Covporation.

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

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

(d) 1Included in accounts payable on balance sheet of Comprehensive Car: Corporatien
and on balance shect of Comprehensive Care Corporation and Subsidiaries.
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Classification

Company's

Year =nded May 31, 1979
Land and imprcvements
Buildings and improvements
Furniture and equipment
Leasehold improvements
Capital leares

Year ended May 31, 1978 #
tand and improvements
Buildings and improvements
Furniture and equipment
Leasehold improvenents
Capital leases

Consolidated

Year ended May 31, 1979
Land and improvements
Buildings and improvements
Furniture and equipment
teasehold improvements
Capital leases

Year ended May 31, 1978+
Land and improvements
Buildings and improvements
Furniture and eguipment
Leasehold improvements
Capital leases

“ "o

Comprehensive Care Corporation and Subsidiaries

Property, Plant and Equipment

Years Ended May 31, 19792 and 1978

Balances at
Beginning
_of Period

$ 210,000
357,000
1,021,000
168,000

$ 3,947,000

— i g— a—o—

$ 210,000
905,000
991,000

25,000
1,591,000
$ 3,722,000

] 473,000
1,540,000
1,714,000

168,000
4,831,000
$ 8,726,000

5 326,000
1,251,000
1,549,000

27,000
4,831,000

$ 7,984,000

Additions

_at Cost

n
I

$ 484,000
1,855,000

743,000
37,000

§ 3,119,000

$ 147,000
322,000
295,000

15,000

$ 779,000

Sales,
Rutirements
and
Abandoiments

$ 65,000
385,000
229,000

§__ 679,000

$ -
32,000
2,000

3 34,000

$ €5,000
424,000
- 251,000

§__ 740,000

$ -
33,000
4,000

§___37,000

S 141,000

$ -
(126,000) (A)
126,000 (A)
TS -
$ -
45,000 (&)
(42,000) {n)
(3,000} {n)
$ -
$ -
(126,000) {(A)
126,000 (A)

lﬂ)

*As restated to reilect accounting for certain leases as capital leases in accordance with FASE Statement No. 13,

(A)Reclassifications

{B)Net transfers to/from wholly-owned subsidiaries
- K AT e e

v e e d A e L Y L

Y .

e T T €N T T L, BT AT e T T T T P Y p Y,
T R e S
b - .
Balance at
Other L4 of
Changes __Period
$ - $ 532,000
g w e
, 1,546,000
(57,000} () 202,000
. 1,591,000

$ 6,009,000

$ 210,000
957,000
1,021,000
168,000
1,591,000

$ 3,947,000

$ 892,000
3,016,900
2,164,000

202,000
4,831,000
$11,105,000

$ 473,000
1 ] 540 ,000
1,714,000

168,000

—4.832.,000
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Company:

Year Snded May .1, 1979:
Buildings and improvements
Furniture and egquipment
Leasehold improvements
Capital Leases

Year Ended May 31, 1978:*
puildings and improvements
Furniture and ejuipment
Leaschold improvements
Capital leases

Consolidated:

Year Ended May 21, 1979:
Buildings and improvements
Furniture and equipment
Leasehold improvements
Capital leases

Year Ended May 31, 1978:*
Buildings and improvements
Furniture and equipment
Leasehold improvements
Capital leases

{a)Reclassifications,

ST R IR, NI T

Comprehensive Care Corporation and Subsidiaries

Accumulated Pepreciation of Property, Plant and Equipment

Balance at
beginning
period

$ 200,000
410,000
31,000
247,000

$ 888,000

$ 170,000
289,000
10,000
167,000

$_ 636,000

$ 329,000
788,000
31,000
_1,663,000

$2,811,000

$ 254,000
579,000
12,000
1,425,000

$2,268,000

{b)Net transfers from wholly-owned subsidiaries.

P P U T A VR P e W T P T

Years Ended May 31, 1972 and 1978%*

Additions
charged to
costs and

expanses

83,000
215,000
55,000
82,000

434,000

37,000
127,000
19,000
80,000

$§ 283,000

144,000
278,000
55,000
238,000

$ 715,000

—

81,000
216,000
19,000
238,000

$ 554,000

Sales,
retiraments
and
aban-donments

27.000
170,000

$ 267,000

7,000
4,000

$ 11,000

§ 126,000
187,000

o e ——————

$ 313,000

6,000
5,000

$ 11,000

Balance
at
Other end of

changes period

- s 186,000
61,000(b) 517,000
86,000

327,000

$1,116,000

- $ 200,000
(2,000) (a) 410,000
2,000 (a) 31,000
- 247,000

- $ 888,000

$ 347,000
879,600
86,000
1,901,000

$3,213,000

- $ 329,000
(2,000) {a) 788,000
2,000 (a) 31,000
- 1,663,000

§_ - $2,811,000

#as restated to reflect accounting for certain leases as capital leases in accordance with FASB Statement No. 13.
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Comprehensive Care Corperation and Subsidiaries

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

Years Ended May 31, 1979 and 1978

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 and consolidated:
Year ended May 31, 1979
Cost in excess of net assets of purchased businesses $ 517,000 $ - $ 135,000 $ - $ 182,000
Year ended May 31, 1978
Cost in excess of nct assets of purchased businesses $ 517,000 $ - $ - $ - $ 517,000
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Comprehensive Care Corporatiom and Subgidiaries

Valuation and Qualifying Accounts and Reserves

Year Ended May 31, 1979 and 1974

Balance at Additions _ Deductions
beginning Charged to Charged %o Write-off Balance at
Deocription of period revenue other accounts (a) of accounts Other end of period

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

Company : 26,000(b)
Year ended May 31, 134,000 358,000 $ 74,000{a) 409,000 286,000
103,000{(c)

Year ended May 31, 81,060 213,000 $ 14,000(b) 174,000 134,000

Consol:ldated:

Year ended May 31, 348,000 662,000 $ 132'33322; 744,000 444,000
r

Year ended May 31, 240,000 517,000 $ 62,000(b) 471,000 348,000

IIX agnpaydg

(a)Transfer from wholly-cwned subsidiiry
{b)Amounts are recoveries on accounts previously charged to this reserve.
{c)Acquired with purchase of new facility (see footnote 8)
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