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Part I 

Ttem 1. Business. 
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The Registrani, Comprehensive Care Corpcs ation, is a Pelaware corporation which was organized in January 
1963. Registrant is primarily engaged in the development, implen-entation and management of programs for the 
delivery of alcoholism and psychiatric treatment services (the Programs”). These services are provided under con- 
tractual agreersents with independent genera] t- ‘spitals or direvtiy at specialty hospitals owned andor operated by 
Registrant. It is the largest privaie provider of huspital-based alcoholism treatment services in the United States. Dur- 
ing fiscal 1982 alcoholism and psychiatric treatynent services accyunted for approximately 69° of Registrant's total 
revenues. The tabies below summarize relevant information regarding Registrant's operation. 

Facility Inveniory 

1878 1979 1980 1561 1982 

Psychiatric Hospitals 2 2 2 2 2 
Alcohclism Treatment Facilities 3 4 5 6 6 
Long-Tirm Care Facilities 4 3 3 3 3 
Adult CareUnits 26 43 52 60 73 
Adolescent CareUnits -- 1 i 2 12 
StressCenters z 2 3 t 7 
Publications a 7 1 1 i 1 

0 56 67 78 104 

Hospital Operations 

Patient Days 
Date Licensed 

Facility Acquired Capacity 1978 1975 1980 1981 1982 

Brea Neuropsychiatric Center 1969 142 26,350 29,049 31,824 33,405 40,427 
Wondview-Calabasas Hospital 1970 117 23,528 20,068 23,323 25,612 23,854 
Care\init Hosp. Dallas/Ft. Worth 1971 43 3,478 4,680 6,890 6,384 10.517 
Crossr :ads Hospital 1972 33 10,117 8,369 10,757 112,135 + 295 
CareUnit Hosp. of Orange 1976 4 15,882 18,785 21,481 27,109 31,098 
CareUnit Hosp. of Los Angeles 197 104 — 6,540 12,587 15,043 14,669 
CareUnit Hosp. of Kirktand* 1981 62 _ 13,793 25,505 26,606 25,391 
Shenandoah: Lodge** 1979 24 _ _ 3,980 4,251 3,518 
CareUnit of Jacksonvilie Beach 1982 84 — _ - _ 35 
CareUnit Hosp. of Cincinnati*** 1982 B+ ~ - -_ - - 

*Managed from 1978 until purchase by Registrant in April 1981 
**Closed in February 1962 

***QOpened June 1, 1982 

Contract Uperations 

1978 1979 1980 1981 1962 

Patient Days Served Ducing Period 157,265 231,420 316,551 396,714 47-4,96-4 
Facilities—Beginning of Period 23 30 46 56 6G 

Additions 7 20 14 15 39 
Deletions 0 4 4 5 13 

Facilities—End of Period 30 46 56 66 92 
Average Occupied Beds Per Contract 16.9 17.9 17.4 17.8 16.6 
Beds Available End of Period 671 1,117 1,394 1.543 2,113 
Average Cecupanry Rate fer Periad 73.4% 73.1% 71.2% 74.2% 72.5% 
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Alcoholism Treatment Services 

Registrant provides alcoholism treatment services in six faciluies operated by it and 74 independent general 
hospitals which have entered into 85 CareUnit contracts ("Coatracts’) with it. The alcohohisin Program was developed 
and introduced by Registrant in May 1973 under the name CareUnit (Comprehensive Alcoholic Rehabilitation "n- 
vironment Unit). It was originally directed toward the adult alcvholic but has been adapted and expanded to treat 
adolescents. 

The alcoholism Program is « hospital-based program which treats the disease of alcoholism as a family problens 
through the use of a skilled interdiseiplinary team which includes medical, psychological, educational and counseling 
personnel. Registrant believes that about one-half of all parents treated aisy sutter from other chenucal addictions, 
principally prescription drugs. The scheduled iength of hospital stay for an adult panent is 21 days after detoatiica- 
tion, with an average stay of approximately 18 days. An adolescent patient's hospital stay averages approaimately 45 
days. The putient’s recovery is monitored tor a 10.veeh period fodowing discharge durmyg which the patient and 
family members return ta the hospital once a week for outpatient counseling sessions. 

Under a CareUnit Contract the contracting hospital i responsible for providing Registrant wath all hospital 
facilities and services (including beds, nursing statf, diagnostic facilities, offices for Registrant's stay and recreational 
areas for patients) necessary to assist Registrant in its treatment of patients. Registrant's responsibility under the Con- 
tract ts to provide a trained team (the “CareUnit Teany") consisung ofa physician (who is a member of the hospital's 
staff and serves as the medical director for the Program), a program coordinator, a psychologist, an alcoholism 
therapist, a social worker ard appropriate supporting counselors. The CareUnit Team receives support fiom 
Registrant in the areas ot Program implementat.on and management, therapy team training, staf] recrunting, continu 

ing education, nurse and hospital employee training, community eduestion, advertising, public relations and ongoing 
Prograin quahty assurance. CareUnit Contracts are generally entered ia for a two-vear period; thereafter, ether 
party may terminate the Conrract by giving 90 days notice. A significant number of contracts are termi ible on 90 
days notice. 

Patients are admitted io a CareUnit Program through the hospital's standard admission policies and procedures. 
The hospital submits to the patient or the patient's insurance company a bill which covers the services of both the 
hospital and Registrant. The hospital pays Registrant a fixed monthly management fee plus a fixed tee for each patient 
day of service provided. Fees paid to Registrant are subject to annual adjustments to reflect increases in the National 
Consumer Price Indes. Registrant and the hospital share the risk of nonpayment by patients based on a predeter- 
mined percentage participation by Registrant in bad debts. To date, Registrant's share of such pad debts has not e%<- 
ceeded 6% of Registrant's Contract revenues in any one year 

Psychiatric Treatment Services 

Acute psychiatric treatment services are provided in a hy spital operated by Registrant, a hospital managed by 
Registrant's partner in a joint venture and seven independent general hospitals which have entered into StressCenter 
contracts (“Contracts”) with Registrant pursuant to 2 program Regisvrant developed and introduced in 1975. The 
psychiatric Program is a hospital-based, short-term program which provides patients suffering from acute emotional 
problems with diagnostic and therapeutic treatment: services conducted by an interdiseiplinary team of experienced 
professionals. Admission to the Program is voluntary aiid treatment is tailored te the needs of the patient. The treat- 
ment includes one-to-one as well as group psychotherapy; other treatment methods used include occupational and ac- 
tivities therapy, The length ofa patient's stay tn a hospital caries with the diagnosis and severity of the patient's can- 
dition but rarely exceeds 90 days. 

The terms of StressCenter Contracts are similar to those of CareUnit Contracts, except that the StressCemer Team 
provided by Registrant is comprised of a psychiatrist (who serves as medical director), a proyram coordinator, a 
psychologist, an occupational therapist, a social worker and appropriate supporting counselors. 

Other Health Care Services and Supporting Activities 

Long-Term Care Facilities, Registrant owns and operates a 59-bed extended care facility and a 72-bed residential 
sare facility, and leases and operates a 99-bed inter mediate care facility. Extended care facilities provide skiled nurs- 
ing, convalescent, rehabilitative and sustaining care over extended periods of time to persons who do not require the 
more extensive care and supervision provided in a general hospital. Intermediate care facilities provide similar care on 
a less extensive basis and residential care ficilities primarily provide room: and food service with miniaal care and 
supervision. For the fiscal year ended May 31, 1982, the average occupancy rate for these three fecilitic., based on the 
number of available beds, was 97%. These facilities accounted for approximately 3°s of Registrant's total revenues in 
fiscal 1982. Registrant does rot intend to expand its long-term care operations and desires to convert stich facilites to 
alcoholism or psychiatric treatment facilities or dispose of them. 
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Publishing Activities, Since 1976, Registrant (under the name CompCare Publications) has been engaged in the 

publication, distribution and sale of books, pamphlets and brochures relating to Registrant's health care activities and 
to other life-style management subyects such as weight and smoking control. The primary purpose of these activities 
is to support the Registrant's treatment, training and marketing programs. Literature distributed by Registrant 1s sold 
to patients participating in a Program both by contracting hospitals and hospitals operated by Registrant. To a limited 
extent, such literature is also sold tc the general public and educational institunons. Registrant does not own or 
operate the printing facilities used in the publication of its literature. Publishing activines accounted for approx 
mately 2% of Registrant s total reve;ues in fiscal 1982. 

Marketing, Registrant has an active public relations program designed to increase public awareness of the treat- 
ment serv ices offered by Registrant and of alcoholism and acute emotional problems as illnesses. During fiscal 1982, 
Registrant spent $6,784,000 (9.9% of revenues) for all advertising. Registrant's advertising program includes a series of 
television commercials ad“ ertising Registrant's treatment services. 

The forms of media use 1 are specifically geared to the geographic area in which the market ing efforts are 
directed Accordingly, the fecal point in Registrant's public relations program 1s the program coordinator, whose role, 
in the local community, is to .dentify referral sources and to carry out all marketing activities, including promotional 
campaigns, media coverage, conferences and distribution of literature, necessary to make the local community aware 
of the Program. Each program coordinator is assisted on an ongoing basis by the Registrant’s various support services, 

Other aspects of Registrant’s public awareness program include a nationwide telephone hotline which is siaffed 
by counselors who provide advice and help on a 24-hour basis; a Crisis Ir tervention Program which assists relatives ot 
alcoholics or emotionally disturbed individuals in motivating a potential patient to seck professional help through an 
apprcpriate Programy, and CareInstirute conferences which are al-oholism educational programs designed for health 
professionals. Registrant also offers its Occupational Program Service which 1s designed to encourage and assist 
businesses in developing Employee Assistance Programs. The Employee Assistance Programs are aimed at employees 
who exhibit deteriorating job performance related to alcoholism, mental illness or other personal problems. The cost- 
effectiveness of treating such employees has caused a number of companies to develop Employee Assistance Programs 
during the last several years. 

Registrant's marketing efforts are also directed toward incrzasing the number of its Contracts tor Programs. 
Registrant has a 21-persen market development staff which identifies and approaches general community hospitals 
which are potential , rticipants in Registrant's Programs. To be considered for a Program, a hospital normally must 
serve a community with a population of at least 100,000, have ut least 100 licensed beds, be able to dedicate a 
minimum of 15 beds tur use in a Program and have 2 satisfactcry reputation and financial condition. In Registrant’s 
opinion, the principal advantages to hospytals include the quaiity and reputation of Registrant's Programs, comprehen- 
sive advertising and public relations services, a reduced start-up period due to Registrant's experience in implement- 
ing Programs and processing certificate of need applications (see “Governmental Regulation"), reduced start-up costs 
and risk (because Registrant bases its compensation on bed occupancy and assumes ashe of bad debts} and the 
availability of Registrant's Program support services, including training, management, public education and quality 
assurance. 

Competition 

Registrant is the largest private provider of hospital-based alcoholism treatment services in the United States. 
Registrant's main competitors with respect to its Contract alcoholism and psychiatric 0 vatment services are general 
hospitals which elect to offer such services directly rather than through an iadependent health care management 
company. There are many general hospitals with acute psychiatric units and a limited but frowing number of 
general hospitals with alcoholism treatment units 

The primary competitive factors in attracting referral sources, patients and physicians are reputation, success 
recurd, quality of care and location and scope of services offered by a facility. Some of the hospitals which compete 
with Registrant are either owned or supported by governmental agencies or are owned by nonprofit corporations 
supported by endowments and charitable o . -Houtions which enables sorue of these hospitais to provide a wider 
range of services regardless of cost-effectivenc: 

Sources of Revenues 

During fiscal 1982, approximately 95% of Registrant's operating revenues were received from private sources 
(private health insurers a, directly frorn patients or contracting hospitals tor the CareUnit anc! StressCenter Programs) 
and the balance trom Medicare and Medicaid. 



Governmental Regulation 

The Jevelepment and operaiion of health cure facilities is subject to compliance with various federal, state and 
local statutes and regulation». Hospitals and other health care facilities operated by Registrant as well as hospitals 
under Contra-t for a Carel‘ nit or StressCenter Program must comply with the Lcensing requirement: of the federal, 
state and local health ageacies, and with the requirements of municipal bualding codes, health codes and local fire 
departments State licer:sing of facilities is a prerequisite to participation in Medicare and Medicaid programs. 

Each of Ragistrani’s hospitals and other health care facilities is duly licensed in accordance with the requirements 
of state and local agencies having jurisdiction over its operations. 

Pursuant to the requirements of federal la-v, all states have enacted Certificate of Need (*CON"” legislation, “he 
purpose of which is ta curtail the proliferation of unnecessary health care services, Thus. prior to the intraduction of 
new facilities. the expansion of o! ! facilities or the introduction of major new ser. ices (such as the CareUnit o7 
StressCenter Programs) in existiug, facilities, Fegistrant {in tLe case of its facilities), or the contracting hospital for a 
CareUnit cv StressCenter Program, must demonstrate to either state or lecal authorities, or bork, that vw is im com- 

pliance with the plan adopted by such agenc es. Registrant, because vo“ its experience in the processing of the CON 
documentation required for such Programs, usually prepares such dc tumentation on behalf of the contracting 
hospital, with the assistance of the hospital. The CON application process ordinarily takes from six to 18 months, and 
may in some instances take two years or mcre, depending upon the state involved and whether the application 1s cori- 
tested by a competitor or the health agency As of May 31, 1982, there were 37 CON applications pending for CareUnit 
and StressCenter Programs 

The joint Commission on the Accreditation of Hospitals (“JCAH”), at a facility's request, will participate in the 
periodic surveys which are conducted by state and local health agencies to insure continuous compliance with all 
liceasing requirements by healtn cate facilities. JCAH accreditation satisfies the certification requirements for par- 
ticipation in Medicare and Medicaid pr ograms. A facility found subs:antially to comply with JCAH standards receives 
acereditation for a tw-year period. A patient's choice of a treatment facility may be affected by JCAH accreditation 
considerations because most rnaajor third-party payors limit coverage to services provided by an accredited faciliry Al 
of the hospitals operated by Registrant for which sitch JCAH accreditation has been sought and hospitals under Con- 
tract have received such accreditation. 

Both Medicare and Medicaid programs contain specific physical plant, safety, patient care and other requirements 
which must be satisfied by health care facilities in order to qualify under said programs, Registrant believes that the 
facilities it owns or leases are in substantial compliance with the variaus Medicare and Medicaid regulatory re- 
quirements appheable to theni. 

Iq recent years numerous hospital cost containment proposals have been introduced in Congress. To date, no 
hospital cost containment legislation has been enacted by Congress and Registrant is unable to predict whether any 
such legislative proposals will be adopted or the form in which they might be adopted. If any such legislatiun is 
passed aud reimbursement methods snnilar to those now utilized under the Medicare and Medicaid programs are 
enacted, Registrant’s earnings may He negatively impacted. 

Administration and Enrsiayees 

Registrant’s executive and administrative offices are located in Newport Beach, Caliturnia, where management 
controls accounting, medical insurance claims, governmental and statistical reporting, advertisuig and public rela- 
tions, research and treatment pi ogress evaluation. Registrant’s marketing, human resources and contract divisions are 
headquartered in its Bridgeton, Missourt . egioaal office, which 1s also the ¢*te of Registrant’s primary training center. 
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At May 31, 1982, Registrant employed approximately 13C persons in its corporate and administrative offices, 1,070 
persons :n the hospitals and long-term health care facilities operated by it, and 370 persons assigned to its CareUnit 
and StressCenter Teams. The physicians and psychiatrists who are the medical d'rectors of Registrant’s CareUnit and 
Stress(enter Teams, the psychclogisis serving on said teams and the doctors utilizing the hospitals and long-term care 
facilities operated by Registrant are indepenaent contractors. 
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Registrant has not encountered any work stoppages due to labor disputes with its employees and its operations 
have not been disrupted by the present nationwide shortage of nurses. Although Registrant has expanded rapidly in 
the last five years, it has not experienced any significant difficulty in attracting competent employees. 
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Item 2. Properties 

The following table sets forth certain information regarding the properties owned or leased by Registrant at 
May 31, 1982: 

’ Calendar 
No. Year of 

Licen;.d Owned cr Acquisition, Lease Monthly 
Name and'Location Beds Leased __or Lease Expires (9) Rental {2} 

Alcoholis:n Treatmer: Facilities 

Crossroads Hospital (3) Leased 1972 1997 $ 5,577 
Van Neiys, California 

CareUnit Hospital (4). ee Leased 1981 2045 11,900(5) 
Kirkland, Washington 

CareUnit Hospital (6). . Ownec 1982 
Fort Worth, Texes 

CareUnit Hospital (7). Owned 
Orange, California 

CareUnit Hospital .......... Cwned 
Los Angeles, California 

CareUnit Facility (8) ........ Bt Owned 
Jacksonville Beach, Florida 

CareUni: Hospital (9)............. B+ Owned 
Cincinnati, Ohio 

Psychiatric Treatment Facilities 

Brea Neuropsychiatric Center (10) . Cwned 
Brea, California 

Woodview-Calabasas Hospital (11) . Leasec! 19,227(12)13) 
Calabasas, California 

Other Health Care Facilities 

Bayview Convalescent Hospital.... 
Costa Mesa, California 

(Extended care facility) 

Tustin Manor ..... Leased 7,754(12) 
Tustin, California 

(Intermediate care facility) 

Bayview Manor (14) .. ae Owned 
Costa Mesa, California 
(Residential care facility) 

Administrative Facilities 

Corporate Headquarters Leased 
Newport Beach, California 

Regional Headquarters . Leased 
Bridgeton, Missouri 

Publications Division... . Leased 
Minneapolis, Minnesota 

{t) Assumes all options to renew will be exercised. 
(2) All leases, other than these relating to Registrant’s administrative facilities, are triple net leases under which Pegistrant 

bears all costs of operations, including insurance, taxes and utilities. Registrant is responsible for specified percentages of 
increases in taxes, assessments and operating costs relating to its administrative facilities. 
Leased by a joint venture and menaged by Registrant. Registrant contends that this facility is Hcensed for 43 beds, 
although regulatory authorities contend that it is licensed for only 33 beds. 
Managed by Registrant from 1976 to 1981. 
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(5) Subject to increase every three years based upon increases in the Consumer Price Index, nov to exceed 10%. 
(6) Leased by Registrant from 1971 to 1982 In May, 1952, Registrant obtained a iicense increasing the number of licensed 

beds from 34 to 43, 

(7) Leased by Reyistrant from 1976 to 1981. 
(8) Owned by a joint venture and managed by Registrant. 
(3) Acquired by Registrant July 2, 1981, but leased buck to seller pending completion of a replacement construction project. 

Owned by 4 joint venture and managed by Registrant June 1, 1982, 
(10) Leased by Kegistrant from 1989 to 1982. 
{1") Leased by Registrant and managed by the Registrant's partner in a joint venture. 
(12) Subject to increase every five years based upon the Consumer [rice Index, 
(13) Subject ofa legal action commenced in December 1979 by the lessor who contends thar a i971 amendment to the lease, 

which reduves the amount of basic rent subject to five-year micreeses based upon the Consumer Price Index from 
$177,690 10 $47,600, is void for lack of consideration, The amount of rent in dispute was approximately $4,000 per 
month from January 1960 to June 1981 and increased to approximately $13,000 per month in June 1981. 

(14) Leased by Registratit from 1971 te 1961. 

Nem 3. Leval Proceedings. 

Registrant is subject to claims ard suits in the ordinary course of its business, including those arising from patient 
treatment, injuries or death which are ordinarily covered by insurance. 

Registrant was not engaged in any material legal proceedings as of May 31, 1982. 

Item 4. Security Ownership of Certain Beneficial Owners and Management. 

There is hereby incorporated by reference the information which will appear under the captions “General In- 
formation” and “Election of Directors” in a Proxy Statement to be filed with the Securities and Exchange Commission 
relating to Registrant's Annual Meeting of Stockholders to be held on September 30, 1982. 
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Part II 
Itern 5. Market for the Registrant’s Common Stock and Related Security Holder Matters. 

(a} Registrant’s Common Stock is traded in the over-the-cuunter market and is quoted on NASDAQ under the sym- 
bol GMPH. The following table sets forth the range of hizh and low bid prices for the Common Stock for the fiscal 
quavters indicated. All quotations have been adjusted to give effect to a two-for-one stock split paid on July 21, 1981, 
and ‘ave been rounded to the nearest one-eighth. Such prices represent interdealer quotations without ad‘vstment for 
retail markup, markdo.n or commission and do not necessarily represent actual transactions. 

Bid Price 

Fiscal Year High Law 

1981: First Quarter... 0... cc ccc e ee eee eee tere n ne teeees 10%, i) 
Second Quarter... 0. cece cece cece ee eee reden ee eeees 12% oy, 
Third Quarter. ...0.... 00 ccc cee ee esac een etnees 13% 104 
Fourth Quarter... ccc cece eee e ce ee cece eee teeees 204 125, 

1982: First Quarter ..... 2.20. cscs cece cece sense aseees vee TY 14%, 
Second Quarter.............. fee eee e ene ceneeees 19% 125, 
Third Quarter...... ccc ccc ence reece ete eeensennees 19% 15%, 
Fourth Quarter... 2. cscs cece cease eee e tc eeeeeraeee 17%, 10% 

(b) The approximate number of holders of Common Stock of Registrant as of June 30, 1982 was 3,320. 

(c) Registrant paid $.025 and $.04 per share cash dividends on a quarterly basis during the fiscal years ended May 
31, 1981 and May 31, 1982, respectively, or an aggregate of §.10 and $.16 per share for those years. Registrant intends 
to continue to pay regular cash dividends in the future, although the payment of such dividends will be dependent 
upon the earnings, financial pos:tion and cash requirements of Registran: and other relevant factors existing at the 
time, On June 25, 1982, Registrant’s Board of Directors declared a quartely dividend of $.06 per share payable August 
19, 1982, to shareholders of record July 30, 1982. Year Ended May 31, 

Ttern 6. Selected Financial Data. 1978 1979 -1980(1) =. 19811) 1942 

Income Statement Data: (Dollars in thousands, except per share data) 

Revenues 
Operating 0.0... ccc cece cece cette eee e eee e eee eee eeeees $18,417 $28,726 $38,979 $31,351 $68,709 
INtereSt cose cece cette cee tense eee etna eteeeesteraree 3 37 67 4,232 4,610 
OURer oot ect cece tees ee taspettveearera aes 140 118 127 173 166 

18,560 26,681 33,173 52,756 73,485 

Costs and expenses 
Operating . 06... c cc cece cece e eee eee eee es cette eceseenbatraaae 41,203 17,005 «3,625 29,546 39,349 
General, administrativeand marketing ..........--.0ccceeeeeees 4,490 6,849 8,251 12,227 16,930 
Depreciation and amortization ....-.. cece eee cece eee e ne esaaes 589 741 863 977 1,448 
Interest 1... cece cee eee eect eect eee eeeeanereecesvanseeges 523 547 613 617 603 

16,796 25,142 34,352 43,367 58,330 

Earnings before taxes on income andeatraordinary item ............ 1,764 3,733 4,621 9,389 15,155 
Net earnings (2)... 00. .c cece ese ccc e reece stance te eeeeerenanes 903 1,871 3,418 4,627 7,586 
Earnings per common share (2) 
PRIMATY «2006. e eee cee cence teeters eeeeeecsueteunnes 15 29 137 65 81 
Fully diluted 2.0.00. cece ccetceeeeeetenerersesteseesneenane 15 29 35 60 -80 

Cash dividends pershare ........0. 002s c cece cece cee ee ence reeees 025 035 08 10 16 

At May 31, 

1978 1979 1980(1) 1981(1) 1982 

, Palance Sheet Datn: {Dollars in thousands) 

Is Workingcapital ...... 0... 0. cee cece nsec e ceca eee runeetceeass $ 1,686 $ 3,321 § 4,076 $16,828 $30,934 
il: Total assets 20.0... . cc cccecceeccceecscueeececeaves be cneteneeee 12,454 17,419 20,281 41,116 = 69,073 
* Long-terindebt .....:ecccceececcceccenscecuvesuces beeteeneee 5,759 7,052 6,700 7,686 5,085 

Stockholders’ equity ........0- ccc cee e tec eceetencentiennes 3,396 5,809 7,709 23,188 53,561 

(1) Restated to reflect ac :ounting for compensated absences in accordance with FASB Statement No, 43. A cumulative charge 
of $207,000 ($.03 per share, fully diluted) was made to earnings of fiscal 1980, The charge to net earnings of fiscal 1981 was 

a $85,000 ($.02 per share, fully diluted). See Note 1 to consolidated financial statements. i 
a (2) Excludes extraordinary gain of $231,000 ($.02 per share) recorded in fiscal 1982. = 
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item 7. Management’s liscussion and Analysis of Financial Condition and Results of Operations, 

The following table sets forth for the periods indicated (i} percentages which: certain items reflected in the finan- 
cial data bear to total revenues and (ii) the percentage increase of such iterns as compared .o the indicated prior period: 

Relationship io Total Revenues Period-to-Period Increase 

Year Ended May 31, Yeurs Ended 

1980* 1981° 1982 _ 1960-81° 1981-82 

Operating revenue .........-.. eee seeeeeas 99.5% , 97.3% 93.5% 31.7% 33.6% 
Tuterest inCOMe «6... cece ee eter ete 2 2.3 8.3 1736.8 274.8 
Mther revenue .......-0..06- ts eaeereeeaes 3 at : rs __ 36.2 (4.0) 

100.0 100.0 100.0 34.7 39.3 
Operating expense... ..- cece ncae er eeeeee 60.3 55.9 53.6 25.1 33.2 
General, administrative and marketing ...... 23.6 £2 23.0 32.2 38.5 
Depreciation and amortization .......-...., 2.2 4.9 2. 13.2 45.2 
Interest ........ bee e eee e ews eeeeeeees 1.6 1.2 8 7 (2.3) 
Earnings before taxes on income -.....+..4.. 12.3 17.8 20.6 94.8 61.4 
Taxesonincome..........0005 re en 6.1 9.0 10.3 98.2 §45.9 
Eurnings before extraordinary lem ......... 6.2 5.3 10.3 91.4 64.0 

*Restated to reflect accounting for compensated absences its accordance with FASB Statement No. 43. See Note (to 
consolidated finencial statements. 

Results of Operations 

During the past three year's, Registrant’s revenues have increased at a slightly higher rate than its expenses, 
resulting in a gradually improving pre-tax margin. Revenue increases have been generated by increases in the utiliza- 
tion of Registrant’s existing facilities, the addition of new facilities and by price increases. Rising interest income, st- 
tributable to the substantial cash balances resulting from Registrart’s two recent public offerings, has been a signiti- 
cant factor in revenue growth. Registrant does not foresee a substantial decrease in these cash balances during fiscal 
1983. Facility utilization varies as to its impact on revenues depencing on the type of services provided and the 
method of delivery employed. Increased utilization of Registrant’s freestanding alcuholism and psy chiatric facilities 
has a greater effect on revenues than does increased utilization of CareUnit or StressCenter Contract sperations. This 
difference is primarily attributable to higher prices charged for each day of service rendered in hospital operations 
where a broader range of pat.ent care services is provided. Reflecting this fact, the contribution to operating revenues 
of Registrant's freestanding hospitals in fiscal 1982 was approximately 54% while that of its Contract operations was 
41%. Registrant’s i42-bed psy hiatric hospital in Brea, California, is a significant contributor to total revenues and net 
income. 

Operating revenues for fiscal 1981 and 1942 increased 31.7% and 33.8%, respectively. Approximately 25% of the in- 
crease for fiscal 1982 resulted from higher occupancy rates; approximately 25% from CareUnit Hospital of Kirkland, 
which was purchased ir. April 1981, being included for a full year; approximately 20% from the addition of new con- 
tract facilities and the balance from price increases, Of the increase for fiscal 1981, approximately 50% resulted from 
higher occupancy rates, approximately 25% from the addition of new facilities and the balance frum price increases. 

Fiscal 1981 was the tirst year in which interest income was significant. The increase in interes irco ne of 
$1,165,000 in fiscal 1981 was due to the investmeny in interest bearing securities of a substantial per*ic 1 “f the pro- 
ceeds from Registrant’s sale of 1,200,000 shares of common stock in Nevemher 1980. The increase in 1982 of 
$3,378,000 was principally a result of investing a portion ef not only the aforementioned proceeds, but also a substan- 
lial portion of the proceeds from Registrant’s sale of 1,500,000 shares of common stock in August 1981. Included in in- 
terest income is approximately $750,000 the Company received as rent for the property purchased in Cincinnati, Oho 
(see Notes 2 and 9 to consolidated financial statements). 



Registrant’s pre-tax margin: rose from 12,3% in fiscal 1980 to 17.8% in fiscal 1981 and to 20.6% tn fiscal 1982. A 
significant factor in these increases was the interes! income resulting from investment of the proceeds of Registrant's 
1980 and 198: public offerings. Without such income, the pre-tax margin would have been 16.2% for fiscal 1981 and 
15.3% for fiscal 1982. The pre-tax margin increase for fisca] 1981 not attributable to interest income was due primarily 
to higher occupancy rates for Registrant's existing facilities and also to price increases. Althougi many factors con- 
tributed to the decline 1m fiscal 1982, including the general economy of the country, primary factors include the 
substantially greater number of contract units opened during fiscal 1982 (39 vs. 15 in fiscal $981) and an inci eased 
level of media advertising expenditures in fiscal 1982 which did not result ina like increase in revenues. Such edver- 
tising expenditures rose (0 8.6% of revenue in fiscal ‘982 versus 5.9% in fiscal 1981. The Company intends to rvduse 
its advertising expenditures in fiscal 1983 to levels consistent with prior years. 

Liquidity and Capital Commitments 

asa result of contunued increases in cash flow trom operations and the proceeds of the public offe ing recetved in 
August 1981, the Registrant's curreat ratio increased from 2.6:1 at May 31, 1981, to 4.0:1 at May $1, 1982. Accounts 
receivable turnover increased from 62 days at May 31, 1981 to 70 days at May 31, 1982. Management beheves this 
reflects the high level uf interest rates and tightenmng of the economy that continued throughout fiscal 1982. 

Registrant has committed approximately $9,500,000 for investment in new operapons and refi, bislinent of ex- 
isting facilities. OF chis commntment, approximately $5,000,000 will be eapended during fiscat 1983 and the remainder 
in fiscal 198-4. Registrant intends io obtain secured financing for a portion of its other major acavusition and refurbish- 
inent expenditures when and as finds become available at more tave. able interest rates. 

Registrant has a $3 000,000 bank line of credit which was unused at May 31, 1982. Because of tts ex pected casn 

flow from earnings, bank line of credit, present cash on hand and the possibility of obtaining secured financing for 
a portion. of ts major planned expenditures. Registrant beheves it will have no difficulty in meenng no abligagiens 
during the coming fiscal vear. 

Impuct of Inflation 

Inflation has become a significant factor in the nation’s economy To cope with tts effect on increasing expenses, 
Kegistrant regularly yaises prices charged at its leased and owned facilities Registrant's CareUnit and StressCenter 
Contracts provide for annual price increases to reflect Increases in the Nation il Consumer Price Indes. To date. these 
price increases have been adequate to offset the Registrant's increase in Costs 
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Report of Independent Certified Public Accountants 

To the Stockholders and Board of Directors 

Comprehensive Care Corporatiun 

We have examined the consolidated bujance sheet of Comprehensive Care Corporatien and its substcharies as of 
May 31, 1982 and 1981, and the related consolidated statements of carnings, stockholders’ :quity and changes in finan- 
cial position for each of the three years in the period ended May 31, 1982. Our examtations 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 consolidated financial statements present furly the financial positron of 
Comprehersive: Care Co: poration and its subsidiaries at May 31, 1982 and 1981, and the results of their operations and 
changes in their financial position for each of the three years in the period ended May 31, 1982, in conformity with 
generally accepted accounting principles applied on a consistent basis exept for the change, with which we concur, 
uz the method of accounting for compensated absences as required by Linancial Accouating Standards Board State- 
ment No, 43 and as explained in the accompanying Notes to Consolidated Financial State ments. 

- peaby Momus, rdehuoarg ¥ [oabone 

Newport Beach, Calijornis 

July 16, 1982 6 
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Comprehensive Care Corporation and Subsidiaries 
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Consolidated Balance Sheet 

Assets 

Current assets: 

Cash, including time deposits of $20,773,000 and $12,000,000........... 
Accotnts receivable, less allowance for doubtful accounts of 
$2,143,000 and $1,480,000 (Note 13)....-. ccc eecasseeruceae seen nce reas senes 

Inventories(Note 1) ......... sneeee ne nen teen ener een eeeee 7 bee teees 
Prepaid insurance ......0ccccseeceserceneceeseureuneese beeen e eta eeeeeens 
Deferredincome taxes(Note7) ....0...00000- Okra ret ean e ett hee e cece en ewes 

Prepaid—other .........0scceeeeves beeen irene eee eee b eet eneaes vee eees 

Totalcurrent assets ... 0... cece ee es esc ceeene teeanaeees veer beeen eane snes 

Property and equipment, at cost (Notes 3, 5 and 8) 
Landandimprovements .......c0cccceseeeseecteeseenes seeeee sees neen tees 
Buildings andimprovements......:0...ceeeeee anes senate eee tern eeetees 
Furnitureandequipment ......eeseseceneee beset ener ee eies ee nnn 
Leascholdimprovements........... Cee nee e eke e ee tenn e eee eeteeee seeeee 
Capitalleases ...........54 cr ee ea beeen eee nee 

Less accumulated depreciation andamortization .........00ccccuueveaeeess sosoee 

Total property and equipment ......... 0.0005 ceeeceeeee cane een eeeaneee te 

Other assets: 

Cost in excess of net assets of businesses purchased (Note 1)...........00-eseeenees 

Notesreceivable(Note2} .......cesceee cee ceaee be neaneees bee cent eee e eee 
Gther(Not27) ...........00.00e- ceca ees nek ee ee tence eee eeeereee se eees 

Total otherassets .......... Arent nee cnet tense ween ea neee eee eneceeaes 

*Restated—See Note 1, 

See notes to consolidated financial statements. 
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May 31, 

Se 3 

1982 

$24,243,000 

14,896,000 
521,000 
587,000 
285,000 
596,000 

41,123,000 

4,009,000 
16,464,000 
4,643,000 
886,000 

2,704,090 
28,697,000 
4,472,000 

24,225,000 

871,000 
. 1,919,000 

930,000 
3,720,000 

$69,073,000 

1861" 

$14,599,000 

10,720,000 
555,000 
566,000 
314,000 
296,000 

27,070,000 

1,319,000 
5,803,000 
3,725,000 

763,000 
4,695,000 
16,305,000 
4,583,000 

11,722,000 

1,066,000 
393,000 
865,000 

$41,116,000 



Liabilities and Stockholders’ Equity May 31, 

Current liabilities: 1962 __198t" 

Accounts payable and accrued liabilities ..... 4 eee eee ene ne ener een $ 3,505,000 $ 2,393,000 
Accrued salaries amd Wages .....0 0 ccc cece nce cece nett eee teen ee seen eeeees 2,309,000 2,272,000 
Accrued advertising ...... 0c cece ccc ese eens tenn eeees cence caer e ence eens 1,205,000 1,439,000 
Payubleto third-party intermediaries ....6... 00 ccs ccc eee reece et eee eer eeees 433,000 713,000 
Long-term debt payable within one year(Note3) .......00 cece eee ee eee eee eeeeee 403,000 857,000 
Income taxes payable ...........000% seen beeen oe eee ete e eens 2,339,000 2,566,000 

Total current liabilities ©... 0... ccc cect e ee eee te teen ete nent eeeaeentees 10,194,000 10,242,000 

Long-term debt due aiter one year(Note3) ..... ee eee eee eect eee tesa eset enna 5,085,000 7,606,000 
Deferred income taxes (NOtE 7) .... ccc cee eer e ent e eee nee e een nnaee svsenene bee 233,000 
Lease commitments (NoteS) ...... 000s e ce ee eee ears beeen een eens penne . 
Stockholders’ equity (Note 4): 
Common stock, $,10 par value; authorized 20,000,000 shares; 
issued and outstanding, 9,906,312 shares and 7,685,972 shares.........4.. ..-000. 991,000 769,000 

Additional paid-in capital ......0 fcc cece eect rete eee eens serene eens 37,379,000 13,544,000 
Retained earnings ........-.eece eee e eee ee eee e teeta eenaa eee paenees 15,191,000 8,875,000 

Totalstockholders’ equity ......6.. 0 peesee cece scenes vee ete enee beaeee sees 53,561,000 23,185,000 

$69,073,000 $41,116,000 
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Sinprebciaboe Care Corporation and Subsidiaries 
Consolidated Statement of Earnings 

Year Ended May 31, 

1982 1981* 1580°* 

Revenues (Note 1) 

Operating. ... ..... .. . . $68,709,000 $51,551,000 $36,979,000 
Interest wane vee 4,610,000 1,232,000 67,000 

166,000 173,090 127,000 

73,485,000 32,756,000 39,173,000 

Costs and expenses: 
Operating........ se caseeenees 39,349,000 29,546,000 23,625,000 
General, adininistrative and marketing 16,930,000 12,227,000 9,251,000 
Depreciation and amortization (Note8) ......... eae 1,418,000 977,000 863,000 
Interest we aeee 603,000 617,000 613,000 

58,330,000 43,367,000 34,352,000 

Earnings before income taxes and extraordinary item 15,155,000 9,389,000 4,821,000 

Taxes onincome(Note7) ....... a . 7,569,000 4,762,000 2,403,000 

Earnings before extraordinary item....... . 7,586,000 4,627,000 2,415,000 

Extraordinary item(Note10) .. . . 231,000 
Net earnings . $ 7,817,000 $ 4,627,000 $ 2,418,000 

Earnings per commort share (Note 1) 

Primary: 

Earnings before extraordinary item ...,. 
Extraordinary item....... 

Neteam " SS ..... 

Fully cit. 7 
Earnings before extraordinary item .... 
Extraordinary item... 

Netearnings . 

*Restated—See Note 1. 
See notes to consolidated financial statements. 
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Comprehensive Care Corporation and Subsidiaries 
Consolidated Statement of Stockholders’ Equity 

Additional 
Common Steck Paid-In Retained 

Shares Amount Capital Larnings* 

Balances, May 31,1979 (Note1)......---...00 vee 6,467,368 $ 162,000 $ 2,592,000 $ 3,055,000 
Net earnings .... wees 2,416,000 
Two-for-one stock split .....06....- 161,000 (161,000) 
Dividends .........0200000e ce eee eens (518,000) 

Balances, May 31,1980.......... nee eene 6,467,368 323,000 2,431,000 4,955,000 
Net earnings Sn er a eee 4,627,000 
Additional shares issued in public offering 
concluded November 7, 1980............ 1,200,000 60,000 11,449,000 

Conversion of 9% convertible note (Note 3) ..... 18,604 1,000 49,000 
Dividends wae seteee sevens (707,000) 

385,000 (385,000) 

Balances, May 31, 1981 . wees 7,685,972 769,000 13,544,000 8,675,000 
Net earnings eee . 7,817,000 
Additional shares issued in public offering 
concluded August 19, 1981 . we eae 1,500,000 150,000 21,553,000 

Conversion of £% convertible notes(Note3).... 613,944 61,000 1,589,000 
Dividends .... ee eaeee (1,501,000) 
Exercise of stock options.....--..... a 106,396 11,000 693,000 
Balances, May 31,1982... . 9,906,312 931,000 $37,379,000 $15,191,000 

*Restated—See Note 1. 

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

Consolidated Statement of Changes 
in Financial Position 

Financial resources provided by: 
Operations: 
Earnings before extraordinaryitem ........ er en a 

items not requiring outlay of working capital: 
Depreciation and amortization of property andequipment ...... vane 
Deferred income taxes «1.0.00 ce ccc ete eee e eee e ee eee eens seane 

Amortization ofgoudwill ............... edad neat nana ee renee 

Working capital provided by operations.............. beter eteeees 
Extraordinary eM... 6.02 cece ete ete e ee thane ene eeteenees eee 
Disposal of property andequipment.............-65 beeen ee teeenaes 
Additional long-term debt...............0. eee eee beet ee saaeenes 
OSecreasein notes receivable ........ sence ee eee e en entree etre enw 
IssuaNce OF COmIMON STOCK 26 cs cee eee teeter e eae reseaee 

Financial resources used for: 

Acquisition cf property and equipment ....... 0. sees eeeee be eeeeuees 
Elimination of capital lease costs net of capital lea:e 

obligations of purchased facilities ......... Seber s arse tees caneees 
Reduction of long-termdebt ..........¢2ceeecneteeucnttuesecrresaes 
increase in notesreceivable ......-++.eceeeeeeee tae enaeenenres eee 
Dividends .....c.eccce ese ec ence tees etree nets ne eee eeneee 
Increase in costsin excess of net assets of businesses purchased ........... 
Otherapplications ............20005 seven eee netaeae et teen eer eens 

Increase in working capital ......... seen eeenee tence tee neeenanes 

Summary of changes in components of working capital: 
Increase (decrease) in current assets: 

CHS. cece cee tener eet ee res eneees tee eeeenee Seat n eee eeeeeees 
Accounts receivable .........2.4.. bee cee e eee eee wee ee reeeee 
Prepaid expensesandinventories ........ ccc eee sees bance eer eeees 
Deferred taxes .. ccc cece cet cee etree erent nese eeeeaneee eae 

Increase ‘decrease) in current liabilities: 

Accounts nayable and accrued liabilities........0.0.00. cece cece a ee 
Payable to third-party intermediaries .... ........ Lona eee 
Long-term debt payable withinoneyear .......... tebe eee eens 
Income taxes payable .,..........06 00020 cease eee beens 

tIncreasein workingcapital 2.0.0.0 0 000, c ccc cance ee ewe e rene ees 

*Restated—Sce Note 1. 

See notes to consolidated financial statements. 
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1982 1981° 1980° 

$ 7,586,000 $ 4,627,000 § 2,418,000 

1,421,000 972,000 863,000 
186,000 80,000 (120,000) 
27,000 5,000 

9,226,000 5,684,000 3,161,000 
24,000 
126,000 60,000 17,000 
243,000 3,273,000 6,000 
106,000 

24,057,000 11,559,000 
33,983,000 20,576,000 3,184,000 

14,645,000 4,812,000 1,615,000 

67,000 254,000 
2,013,000 908,000 368,000 
1,932,000 116,000 5,000 
1,501,000 707,000 518,600 

691,000 
19,000 336,000 (67,000) 

19,477,000 7,824,000 2,439,000 
$14,106,000 $12,752,000 $§ 745,000 

$ 9,844,000 $13,576,000  §$ (544,000) 
4,176,000 3,363,000 2,183,000 
267,000 76,000 223,000 
(29,600) 314,000 

14,058,000 17,329,000 1,862,000 

915,000 1,977,000 1,383,000 
(280,000) 243,000 19,000 
(454.000) 488,000 27,000 
(229,000) 1,869,000 _ (312,000) 

____ (48,000) 4,577,000 1,117,000 
$14,106,000 $12,752,000 $ 745,000 
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Comprehensive Care Corporation and Subsidiaries 

Notes to Consolidated Financial Statements 
May 31, 1982, 1981 and 1980 

Note 1 — Summary of Significant Accounting Policies 

The consolidated financial statements include the accounts of the Company, its wholly owned subsidiaries and the 
Company’s 50" interest in the accounts of joint veniure partnerships (see Note 2). All significant intercompany ac- 
counts and transactions have been elin:inated in consolidation. 

Revenue Recognition 

Approximately 95% of the Company's operating revenues are received from private sources; the remainder from 
Medicare and Medicaid. The latter are governmental programs which provide for payments based upon rates set or 
approved by a governmental agency. These revenues are subject ta audit by intermediares admiz'stering these pro- 
grams. Revenues from these governmental programs are recorded under cost reimbursement principles. Although 
management believes estimeted provisions currently recorded properly reflect these revenues, «ny differences be- 
tween final settlement with the intermedia-v and these estimated provisions are reflected in uperating revenues in 
the vear finalized. 

Intangible Assets 

Costs in excess of net assets of businesses purchased (goodwill) are being accounted for in accordance with APB 
Opinion No. 17 and are being amortized over 25 years. 

Investment Tax Credits 

Investment tax credits are applied as a red:iction of the tax provision in the yecr realized. 

Inventories 

Inventories are stated at the lower of cost (Urst-in, first-out) or market. 

Earnings Per Share 

Primary earnings per common and common equivalent share have been computed by dividing earnings by the 
weighted average aumber of shares of common stock outstanding during the periods. 

Fully diluted earnings per common and common equi valent share hae been computed by dividing earnings by 
the weighted average number of shares of common stock and shares of comunon stock issuable on conversion of 
outstanding eanvertible notes. 

The weighted average number of shares outstanding used to compute primary and fully diluted earnings per 
share have been adjusted to reflect two-for-one stock splits efected July 19, 1981, and June 30, 1979 Fully dilvted ear- 
nings per share for the year. ended May 31, 1981 and 1980, . ‘ere calculated after giving effect to the eliminauon of in- 
terest expense, less income tax «ect, applicable to the converiible notes. During the year ended May 31, 1962, the 
notes were cunverted into common -tock, 

Stock options granted are common stock equivalents but do not have a significant dilutive effect and have not 
been included in the computation cf earnings per share for the periods presented. 

The weighted average number of shares weie as ‘ollows: 

Year Ended May 31, 

1982 1981 1980 
Primary......... oe Lone nee nee rrr . $344,642 7,150,744 6,467,368 

Fully diluted... ... 06.6... cece ee cee cee ee beet be tease 2 410,122 7,777,186 7,099,926 

2 on 43 
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Accounting Change for Compensated Absences 

oF 43 + Ee 
Prior to fiscal year 1982, the Company followed the common practice of accounting for the costs of employees’ 

vacation pay benefits in the year they were paid, Effective June 1, 1981, as a restilt of Financial Accounting Standards 
Board Statement No 43, the Company began accruing such benefits as they were earned. Financial statements for 
prior periods have been restated as required by Statement No. 43. The cumulative effect of this adjustment resulted in 
a charge to net earnings in fiscal 1940 of $207,000 ($.03 ver share, fully diluted). During fiscal 1981 the effect was a 
charge to net earrings of $85,000 ($.02 per share, fully diluted) and an increase in current assets and current liabilities 
of $292,000 and $554,000, respectively ‘ 

Reelassifications 

Certain 1980 end 1981 amounts have been reclassified to conferm to the 1982 presentation. 

Note 2— Accounting for Interests in Joint Venture Partnerships 

In 1972, the Company entered into a joint venture partnei ship, named Neuro Affihates Company, with another 
corporation for the purpose of operating two hospitals. Under the terms of the joint venture agree ment, the Company 
manages one of the hospitals and its partner manages the othe... Each of the partners in the joint venture receives a 
management fee for the hospital it manages, and they share equally in the profit» or losses. 

In May 1981, the Company entered inta two joint ventur: partnerships in Florida or ganized for the purpose of 
owning and operating 84-bed and 129-bed alcoholism treatment tacilitics in Jacksonville Beach and Tampa on prop- 
erties owned by the joint venturers, The Company has a 50% interest in each joint venture and will manage each 
facility tor a management fee uf 6% of the facilities’ gross rzvenues. The Company and its partners will share the joint 
ventures’ profits and losses in proportion to their respective joint venture interests. Construction of the Jacksonville 
Beach facility was completed in May £982 and operatiuns c»mmenced. At May 31, 1982, the Company had loaned the 
joint venture $1,380,000 for the purpose of constructing ard furnishing the facility. In June 1982, long-term third- 
party financing was obtained hy the joint venture and a substantial portion of the Company’s loan was repaid. The 
Company agreed to loan the Tampa joint venture $4,000,030 for the purpose of constructing and furnishing this facili- 
ty. The loan will bear interest at the prime rate plus 2%, will be repayable three years from the date of the loan and 
will be secured by a first mortgege against the facility. Ccnstruction of the Tampa facility is scheduled to commence 
in fiscal 1983, 

During fiscal 1982, the Cornpeny entered into a joint venture agreement with members of an insurance group to 
own and operate an 84-bed alcoholism treatment facility .n Cincinnati, Clhio (see Note 9). 

The Company consolidaves its interest in the assets, liabilities, income and expenses of the joint ventures due to 
their significance to the Company's tutal operations. The assets and liabilities of the joint ventures included in the con- 
solidated balance sheet are as follows: 

May 31, 

1962 1981 
Assets 

Currentassets ... : $1,807,000 $1,219,000 
Property and equipment (net) +.179,000 824,000 
Otherassets .. : 438,000 9,000 

$4,024,000 $2,052,000 

Liabilities and partner's equity 
Current liabilities ........0 0.0... be nee eae Le cee teens Lae aes S$ 759,000 $ 564,000 
Note payable (1).......... sce ee we ween Se cece eee teen vee . 940,000 
Long-term liabilities ....0........, eee cane nent eee eens 7 798.000 646,000 
Partner’s equity ....... Fa te reece eee ten ee ees nee bes cous 1,527,000 G-42,000 

($4,024,000 $2,052,000 

(1) This arnount was offsec against the Company's note receivable of $1,880,000 in the consolidated financial statements. 
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The operating results of the joint veritures included in the consoliuated statement of earnings are as follows: 

Year Ended May 31, 

1582 1981 1980 

R@VETMUECS 0 ee tee eee ee eee eth tbe tee et tiane $5,344,000 $4,731,000 $3,863,000 

Costs and expenses 
Operating, gereral, administrative and marketing .........-...-..20005 3,772,000 2,258,000 2,627,000 
Depreciation and amortization .,,..... beeen eee eee eeee bee eeees 20,000 66,000 87,000 
TNterest oo. cece cece nee eee eee eee eee eee eee Heeb eeeneee 79,000 63,000 86,000 

3,941,000 3,421,000 2,800,000 
Earnings before taxesOn income 2... . cc cece eee e eee wee ewe eee ve $1,403,000 $1,319,000 $1,063,000 

Note 3 — Long-Term Debt 

Long-term debt consists of the following: 

May 31, 

1982 1981 
7% to 10% notes, payable in monthly installments with maturity dates 
from 1982 through 1996, collateralized by real and personal property 
having a net book value of $4,211,000, and $4,974,000 as of May 31, 1982 
ang 1981, respectively ..... boneeae tees be eeneeee set een e eee renee $2,605,000 $2,589,000 

3% uncollateralized note(Note10)....... cece ease ene cecueures aeneens . 347,000 

844% unsecured notes, payable in quarterly installments maturingin 1983 .. 18,000 32,000 
8% unsecured notes, payable monthly with raturity dates through 1993 ... 543,000 597,000 
9% convertible subordinated notes withinterest payable semiannually ..... 1,650,000 
12% notes, payable in quarterly installments maturing in 1984, 
collateralized by real property having a net book value of 

$862,000 and $817,000 at May 31,1982 and 1981, respectively ............ 50,000 75,000 

Capital lease obligations (Note5). .... 6... cece eee bteeeeeneeae 2,227,000 3,173,000 
Equipment contracts ©... 6.0.6. ee ee ees bene e ene cece ere reneeeneeereens 19,00 57,009 
Other..... vac enee pence paces eee esas sesene see ee en seeees beveane . 21,000 23,000 

5,488,000 8,843,000 

Less amounts due within one year .....-...6.0 6. cee ete eee rece ener eee 403,000 __ 857,000 

$5,085,000 $7,686,000 

As of May 31, 1982, the annual maturities of long-term debt for the next five years amounted to $403,000 in 1983, 

$390,000 in 1984, $353,009 in 1985, $366,000 in 1986, and $396,000 in 1987. 

At May 31, 1982, the Company had a $3,000,000 revolving line of credit with a bank. This line of credit will 
mature on Noveinber 30, 1983, and the balance outstanding as of that date may be converted to a term loan to be 
amortized over a period of four years. The interest rates during the line and term pericds are prime and prime plus 
4%, respectively. During the line period, the Company must maintain compensating balances equal to 5% of the 
commitment plus 10% of the average outstanding balance. During the term period, a 15% compensating balance must 
be maintained. The loan agreement also requires the Company to mainiain net working capital of $2,500,000 and a 
tangible net werth of $35,000,000. No amounts were outstanding under this line of credit at May 31. 1982. 

On January 18, 1979, the Company issued $1,700,000 of 89% convertible notes due 1968 which were subordinate to 

all bank indebtedness. During fiscal 1981 a note amounting to $50,000 was converted into curmmon stock. The balance 
of the notes was converted to common stork during fiscal 1982, 

tl ee bn Mb er
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Note 4 - Stoctholders’ Equity 

The Company effected two-for-one stock splits on June 30, 1979, and July 10, 1981 The following stock option data reflects these stock splits, ° 

In Noverr ber 1973, the Company adopted a non-qualified stock option plan for employees of the Company and 
members of medical staffs of facilities operated by the Company. The total number of shares of coramon stock which 
may be granted under this plan cannot exceed 360,000 shares. The option price per share for eptions granted must be 
al least 55% of the fair market value at the date of grant. The plan provides that options must be exercised not later 
than five years from the date of grant. On October 1, 1981, the Board of Directors authorized an amendment to this 
plan which converted it to a stock option plan with respect to which stock options granted thereunder will be incen- 

_ tive stock options within the meaning of the Economic Recovery Tax Act of 1981. A registration statement on Form 
S-3 was filed with the Securities and Exchange Commission on December 2, 1981 with respec! to the amended plan. 

? 
ai 

Market Price 
Option Price When Granted 

Number Per Per 
of Shares Share Aggregate Share Aggregate 

Uptions granted in March 1980 140,000 $5,00-$5.875 $700,000 $5,875 $823,006 
Options granted cn October 1, 1981 20,700 14.50 300,000 14.50 308,000 
Options exercised in fiscal 1982 (113,000) 5.00 (565,060) 5.875 (664,000) 

$5.00-$14.50 $435,000 $5.875-$14.50 $459,000 

At May 31, 1982, there were 199,300 shares available for grant. 

During fiscal 1982 employee stock options were exercised for 113,000 shares of common stock. For 23,000 shares 
of those exercised, 6,604 shares were traded iu on a stock-for-stock exchange. 

On August 19, 1981, the Company issued 1,500,000 shares of common steck in a public offering. The price to the 
public was $15.50 per share, underwriting discounts and couumissions were $.90 per share, other related expenses 
$.13 per share. The net proceeds to the Company were opproxiniately $14.47 per il.are or $21,703,000. 

On November 7, 1$40, the Company issued 1,200,600 shares of common stock in a public offering. 
The price to the public was $10.44 per share, underwriting discounts and commissions were $.65 per share, other 
related expenses $.20 per share. The net proceeds to the Company were approximately $9.59 per share or 
$11,509,000. 
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Noite § - Lease Commitments 

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

Total rental expenses for all operating leases were as follows: 

Year Ended May 31, 

1982 1981 _ 1980 
Minimumrentals ..... .......... beer ee eden ee tent eeenenenaees : $479,000 $417,000 $274,000 
Contingent rentals ........ Lecce eee teen ees e nee ee eset naenee teases 34,000 16,000 33,000 

Totalrentals ......... ence tree eee nen ee neas pee eae ee eter aneeens $513.000 $433,000 $267,000 

Assets under capital lcases are capitalized using interest rates appropriate at the inception of each lease; contingent 
rents associated with canutal leases in fiscal 1962, 1981 and 1980 were $165,000, $189,000 and $151,000, respectively. 
The net book value of capital leases at May 31, 1982 and 1981. was $1,763,000 and $2,531,000, respectively. 

Future minimum payments, by year and in the aggregate, under capital leases and non-cancellable operating 
leases with initial or remaining terms of one year or more consisted of the following at May 31, 1982: 

Capital Leases 

Joint Operating 
Company Venture _Totel __ Leases _ 

yc] fs Pr ses wae eee dee § 204,000 $ 122,000 $ 326,000 $ 423,000 
gS 1 Sr vee eee eee aee 204,000 122,000 326,000 409,000 
5 laveaeues Levees be eeeeee 204,000 122,000 326,000 332,000 
1986... .. ee eee eee bene eens tne eee cen enee 204,000 122,000 326,000 210,000 
1987 ae bebe ener ett en neat seueeevevavuss vanes 204,000 122,000 $26,000 196,000 
LateryeaTs .....-ceccceeeece eucueeas bias tenes - 3,092,000 814,000 3,903,000 _ 40,000 
Total minimum lease payments ........ saan ener cones $4,112,000 $1,-£21,000 5,533,000 $1,610,000 

Lessamountsrepresentinginterest . ..........6. sae 3,306,000 

Present velue of net minimua: 
lease payments ...... a $2,227,000 

Note & - Deferred Compensation Plan 

In April 1982, the Company replaced the existing deferred compensation plan for ‘ts President with a new plan 
which provides reciiced benefits. The two most significant changes from the old plan were to extend the dae of 
retirement used in calculating the maximum allowable benefit from 1985 to 1988 and to put a ceiling on the aggregate 
amotnt of salary and bonus compensation used in computing the retirement benefit. The . ested unfunded benefits at 
May 31, 1982 ($477,000), have been accrued by the Company. The Company utilized an 8% discount rate in determin- 
ing the present value of vested unfunded past service cost. The total charges to earnings for fiscal years 1982, 1981 and 
1980 (which the Company began accruing in February 1980) amounted te $149,000, $290,000 and $38,000, respectively. 



aE te : a Art 

Pass 23 on 43 
Note 7 - Ta.res on Incame 

Included in other assets in *981 are deferred tax charges amounting to $273,000. 

Federal and state taxes on incom: consist of the following: 

Year Ended May 31, 

1982 1951 i980 

Currently payable: 
Federalincometares .......0 06 ce ceeceesceua cae seuees bee eeeeee $6,197,000 $4,186,000 $2,212, 
State income taxes... ....... CR eee ete eee cee eee caneesee becee 1,260,000 850,000 414,000 

7,457,000 5,036,000 2,626,000 

Tax benefit fromexerciseofstockopsiors ..... Fete beeen ee ceweee bees 209,000 
Deferred federal income taxes..... ... bbe bene ere reece weet (98,000) (253,000) (214,000) 
Deferred state income taxes........... .. ceeee sueee tne tee eeentas 1,000 (21,000) (8,000) 

112,000 (274,000) (223,U00)} 

$7,569,000 $4,762,000 $2,403,000 

A reconciliation between total income taxes and the amount computed by applying the statutory federal income 
tux rate (46%) to earnings before taxes on income is as follows: 

__ Year Ended May 31, 

1982 1981 1986 

Statutory tax rate applied to pre-tax earnings ... ...00.. 0... . tes $6,371,000 $4,319,000 $2,222,000 
Add state income taxes net of federal tax benefit . tio aee tue 703,000 476,000 193,000 

Pa Deductinvestment taxeredit....0........ 0. sone ee tee (112,000) (56,000) (74,000) 
if Other. ... bene bee cee eeeeeeeee be ee aeee _ 7,000 23,000 62,000 
+ $7,569,000 $4,762,000 $2,403,000 

Tax exp se differs from taxes currently payable as a result ov differences in the recognition of revenue and ex- 
penve for tax und financial statement purposes. The sources of tese differences and the tax effect of each were as 
follows: 

Year Ended May 31, 

192 1561 1980 

Capital.zed lease costs not deductible for tax purposes rr > (19,006) § (14,000) $ (21,000) 
Excessiaxoverbookdepreciation  .. boas bee 152,000 70,000 51,000 
Cash hhasis accounting and diferent reporting nercal 
fortaxpurposesbyjointventurc  ... tee . 35,000 101,000 5,000 

Statelneome iuacsnotcurrently deductible. ... ct bee eeas . (188,000) (190,000) (55,000) 
Ltefererd compensation expense not currently deductible .......... . (74,000) (159,000) (20,000) 
Carh basisacvountingby subsidiary 26... 6. 6. kee wee ees tons 86,000 

rs Compensated absence expense not deducted furtax purposes ...... . (89,000) {85,000} (207,000) 
4 Tax benefit fromexerciseofstockaptions .. . 6.00 oe. e ee eee ee es wees 209,000 
. Other.........66. 0 cece see eee ek beens ee pees tees + _ 3,000 24,000 

$112,000 $(274,000} $(223,000) 

: 
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Note 8- Property, Plant and Equipment 

Depreciation and amurtization of property and equipment are computed on the straight-line method over the 
estimated useful lives of the related assets, principally: buildings and improvements - 5 to 40 years; furniture and 
equipment - 3 to 12 years; leasehold improvements - life of lease or life of asset - whichever is Jess. Expenditures for 
maiutenance, repairs and minor renewals are charged to expense as meurred and inajor betterments are capitalized. 
Cost of property disposed of an¢ related accumulated depreciation and amortization are removed from the accu ints 
and gains or losses are reflected in earnings {see Note 9). 

Cost 

Balance 
Beginning of 

Perio 
Additions 
At Cost Retire nents 

Other 
Changes(z) 

Balance 
End of 
Period 

Year ended May 31, 1982 
Landandimprovements .,........ 
Buildingsandiniprovements ..... 
Furniture and equipment 
Leaseholdimpravemenits ....... . 
Capitalized building leases 

Year ended May 31, 1961 
Landandimprovements ...... 2... 
Huildingsandimprovements ...... 
Furnitureandequipment . 

Leaseholdimprovements 
Capitalized building leases . 

Year endedi May 21, 1980 

Lerdandimprovements ... 
Bulldingsandimprovements 
Furnitureand equipment . 
leasehold improvements 
Capitalized building leases ... 

Accumulated Depreciation 
and Amortization 

$ 1,319,000 
5,803,000 
3,725,000 

763,000 
4.695,000 

$ 2,658,000 
10,649,000 
1,193,000 

143,000 

3,00 

259,00) 

1.951740 

$16,305,000 $14.645,000 $ 2,257,000 

$ 892,000 
3,368,000 
2,893,000 
558,000 

3,477,000 

§ 427,000 

2,437,000 

926,000 

711,000 

809,000 

$13,186,000 § 4,812,000 

$ St ,0G0 

€,000 

1 Bir COD 

$_1,693,00 

$ 892,000 

3,016,000 

2,164,000 

202,000 

5,477,000 

& 474,000 

882,000 

359,000 

19,000 
161,000 

$11,751,000 § 1,615,000 180,000 

Balance 
Beginning of 

Perio 

Addition, 
Charged 

To Expense Retirements 

§ 23.000 

15,000 

(18,004) 

(20,000) 

$ 4,000,000 
16,464,000 
4,643,000 
886,700 

2,704,000 

_ $28,697,000 

$ 15,000; 
8,000 
(3,000) 

$ 1,319,000 
= 803,000 
3,725,000 
763,900 

4,695,000 
$16,305,000) 

$ 692,000 
3,366,000 
2,893,000 
558,000 

5,477,000 

Other 
Changes (a) 

$13,186,000 

Balance 
End of 
Period 

Year ended May 31, 1982 
Buildings and improvements 
Furniture and equipment 
Leasehold improve ments 
Crpitalized building leases .. 

Year ended May 31, 1961 
Buildings andimprovements . 
Furniture and equipment 
Leasehold improvements 
Capitalized building leases 

Year ended May 31, 1980 

Buildings and improvements 
Furniture and equipment 
Leasehold improvements 
Cuprialized building leases 

fa) Reclassifieations 

$ 794,000 
4,427,000 

198,000 
2,164,000 

S$ 890,000 

557,000 

101.060 

173,000 

> 156,000 

$ (2,060) 

14,000 

(12,000) 

$ 1,382,000 

1,662,000 

287,000 

941,000 

_$ 4,583,000 $ 1,421,000 

_ 3,896,000 

$ 547,000 

1,081,000 

116,000 

___ 2,377,000 
$ 4,121,000 

247,000 

388.000 

85,000 

252,000 

_$ 1,532,000 

42,000 

3,000 

465.000 

$ 972,000 410.007 

£ 347,006 

879,000 

46,000 

2,108,000 

217.000 

347,000 

40,000 

269,000 

17,000 

145,000 

$3,220,000 663,000) 162,000 

_$ 4,472,000 

$ 794,000 

1,427,000 

196,000 

2,164,000 

$ 4,583,000 

S 547,000 
1,081,000 
116,000 

241 7,000 
§ 4,121,009 
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Note 9 - Acquisition and Disposition of Hospital Facilities 

In July 1981, the Company purchased an acute-care hospital in Cincmnati, Ohio, for $4,000,000 cash. The Cornpany 
had previously received the necessary government approvals to convert the hospital to an alcoholism treatment facili- 
ty. The Company leased the hospital back to the seller at a monthly rental of approximately $73,000 pending construc- 
tion and occupancy of a new hospital by the seller. The Company has organized a joint venture with members of an 
insurance group which has committed to loan the joint venture $4,000,000 to purchase the facility from the Company. 
The seller vacated the property in May 1982, at which time the joint venture began leasing the facility from the Com- 
pany until the previously mentioned financing can be completed. The joint venture began operating the hospital] as an 
alccholism treatment facility June 1, 1982. The Company will receive a management fee of 7% of the facility’s gross 
revenues and will share equally in the joint venture’s profits and losses. 

In July 1981, the Company concluded an agreement to purchase the land and buildings housing its alcoholism 
treatment facility in Fort Worth, Texas, for $1,350,000, consisting of approximately $1,107,000 cash and the assump 
tion of an existing mortgage of approximately $243,000, In January 1982, the Company acquired the land and build- 
ings housing its psychiatric hospital in Brea, California, for $5,000,000 in cash. Both properties had been accounted for 
as capital leases. 

in February 1982, the Company closed its 24-bed alcoholism trcatment facility in Harrisonburg, Virginia, and 
subsequently sold the assets of this facility. The impact of this sale and the closing of the facility on revenues and earn- 
ings is immaterial. 

Note 10 - Extraordinary Item 

In June 1981, the Company recorded pre-tax income of approxunately $461,000 $231,000 net of applicable income 
taxes} by eliminating a note payable and related accrued interest due to the Small Rus.ness Administration. This loan 
was made during i271 to rehabilitate a tac‘lity damaged by an earthquake. The Company elected to take thie action in 
reliance upon the opinion ot its lezal counsel that the statute of limitations expired in June 1981, and that collection of 
the loan was no longer enforceable. 

Nate 11 - Quarterly Results (unaudited): Year Ended May 31, 1982 and 1981 

First Second Third Fourth 
Quarter _ Quarter Quarier — _ Quarter 

1982° 

Revenues .. $36,927,000 $18,340,000 $17,696,000 $20,522,000 
Earnings before income taxes and extraordinary item § 3,507,000 § 3,860,900 $ 2,692,000 § 4,696,000 
Federal an {state income taxes 1,771,000 1,949,000 1,379,000 2,470,000 
Earningsk 2foreextraordinary item =. ws es $1,734,000 $ 1,911,000 § 1,513,000 S_ 2,426,600 

Pershare—fully diluted ...... ~ “$.20 $.20 $45 825 

1981" 
Revenues ...... 66. cece ee cece eee es $11,837,000 $12,667,000 $12.988,000 $15,264,000 
Earningsbeforeincometaxes 9... 26. cece ee cee $ 1,945,000 $ 2,004,000 $ 2,130,000 $ 3,310,000 
Federaland state income taxes ...... 973,000 1,005,000 1,422,000 1,662,000 
NeteulMiMgs 2.6... cece cee ce nee $ 972,000 § 999,000 § 1,002,000 $ 1,648,000 

Pershare—fully diluted . S.14 S.t4 $.12 $.20 

Of fiscal 1982, The quarterly results tor 1221 have been restated (sve Note 1), 
“The quarterly ~ sults for fiscal 1982 dave heen presented eachusne of the $241,000 extraordinary item incurred in the first quarter 
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Note 12 - Supplementary Statement of Earnings Information 

Advertising costs for fiscal years 1982, 1981 and 1980 amounted to $6,784 000, $3,405,000 and $2,648 000, respec- 

tively. No other reporting categories are required for Form 10-K. 

Note 13 - Valuation and Qualifying Accounts 

Additions Deductions 

Balance at Charged Charyved Vrite-olf Balance 
beginning to to other of atend 

Description of peri revenue accounts accounts of period 

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

Year ended May 31,1982 .... ... $1,480,000 $2.557,000 $487,000(a) $2,381,000 $2,143,000 

Year ended May 31, 1981 $ 512,000 2,028,000 $100,000(b) $1,422,000 $1,480,000 
262,000(a) 

(a) Amounts are recoveries on accounts previously charged to this reserve 
fb) Acquired with purchase of new facility 
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Part HT - 

Item 9. Directors and Executive Officers of the Registrant. 

There is hereby incorporated by reference the information which will appear under the caption “Election of 
Directors” in a Proxy Statement to be filed with the Securities and Exchange Commission relating to Registrant’s An- 
nual Meeting of Stockholders te be held on September 30, 1982. 

Item 10. Management Remuneration and Transactions, 

There is hereby incorporated by reference the information which will appear under the caption ‘“‘Remuneration 
of Officers and Directors” in a Proxy Statement to be filed with the Securities and Exchange Commission relating to 
Registrant’s Aunual Meeting of Stockholders to be held on September 30, 1932. 
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Part IV 

Item 11, Exhibits, Financial Statement Schedules and Reports on Form 8-K. 

(a) 1. Financial Statements 
Included in Part Hef this report: 
Report of Independent Certitied Public Accountants 
May 31, 1982 and 1981 
Consolidated Balance Sheet 

Year Ended May 31, 1982, 1981 and 19:80 
Consolidated Statement of Earnings 

Consolidated Staternent of Changes in Stockholders’ Equity 
Consolidated Statement of Changes 1n Financial Position 
Notes to Consolidated Financial Statements 

2. Financial Statement Schedules 
information required to be filed 2s Financiil Statement Schedules has been included in Notes to Con- 

solidated Financial St7tements, Other Schedules ure omitted because the conditions requiring their 
fihng do not exist. 

3. Exhibits 
The exhibits listed on the accompanying index to exhib:ts are filed as part of this annual report. 

(b) Reports en Form 8-K 
None filed during 4th quarter of fiscal year 1982. 
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Signatures 

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has 
duly caused this report to be signed wn its behalf by the under signed, thereunto duly authorized, August 6, 1982. 

COMPREHENSIVE CARE CORPORATION 

By SH Kirn 
B. Lo Karns 

Wesident 

Pursuant to the requirements of the Securities [xchange Act of 1934, this report has been signed below by the 
following persons on behalf of the Registrant and in the capacities and on the dates so indicated, 

Signature ‘litle Date 

L357. Kone President (Chief Executive Augur 5, 1982 
DP Lee Karns Officer) and Director 

LEE Vice President ~ Finance and August 6, 1962 
W. James Administration, Treasurer 

; and Secretary (Chief Finan- 
—_ cial Officer) 

{ Controller (Ciuef Accounting August 6, 1982 

Stephen R. Munroe Onicer) 

Zhurnal 4 %. A a mae pf WA, Director August 6, 1382 

Stewart B. Hoover, M.D. 

fekhilee Ketrkewes August 6, 1982 
jack A. McLeod 

its onl Uirtel, Director Angst 6,198 
[preph a. Pursch, M.D. 
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Index to Exhibits. 

item 11 (a) 3 

3.1 Restated Articles of Incorporation of Registrant as presentiy in effect (1)....... 

ee rs 

3.2 By-Laws of Registrant as presently in effect(@) .......0..0 cece cece cceeeee. 
4.1 Agret-ment pursuant to Instruction No. 4(b) to Exhibits — Kegulation S-K. (Filed herewith)... . 

10.1 Regular form of CareUnit Contract (1).................. wk cee ee eee nee 
10.2 Regular form of StressCenter Contract (1). 0... 0.0.00 ceca cee ceceuee Lee eee 
10.3. Incentive Stock Option Plan (9).............. 0.00 cece cece ceuceceee tenes 
10.4 Form of Incentive Stock Option Agreement (9) ............0..0-csecceueeee 
10.5 Stuck Bonus Plan of Registrant, including pamphlet describing such Plan 3) ... 
10.6 Deferred Lumpensation Agreement dated April 6, 1982, between Registrant and B. Lee Karns 

10.7 —- Lease dated January 1°, 1970, between SoCal Projects, Inc., as Lessor and Registran 

108 Woocdview Lease dated Noven:ber 1, 1972, between Americau Psychiatric Hospitals of C.ilifor- 

10.9 Lease dated September 23, 1975, betvveen Bernard Han:bleton and Marion Hambleton as 

10.40 Standard Lease dated April 28, 1976, amended June 28, 1976, between The Irvine Compa 1y as 

1011 Lease dated August 27, 1979, between DePaul Medical Office Building Management Corp. ra- 

10,12 Joint Venture Agreement dated November 1, 1972 (re Neuro AffiLates Company) (6) ... 
10.13 Amendment to Joint Venture Agreement dated March 1, 1973, between American Psychiatric 

10.14 Joint Venture Agreement dated May 29, 1981, among Registrant, Womlar, Inc., and Carte, La 

10,15 Construction Loan Agreement dated May 29, 1981, between Registrant and Caremanor of 

10.16 Joint Venture Agreement dated May 29, 1981, among Registrant, Allow, Inc., and Carter La 

ete ee ee 

10.17 Guarantee Agreement dated March 30, 1981, between Registrant, Caremanor Hospital of 

10.18 Escrow Instructions dated January 4, 1982 between Registrant and North Brea Company (re 

il Computation of Registrant's Earnings Per Share for each period reflected in the Consolidate 

22 List of Registrant’s subsidiar‘es (Filed herewith) ............ 

(1) Filed as an exhibit to Registrant's Form S-1 Registration Statement No. 2-69263. 
(2) Filed as an exhibit to Registrant's Form 10-K for the fiscal year crded May 31, 1980. 
(3) Filed as an exhibit to Registrant’s Form: $-8 Registration Statement No, 262410. 
(4) Filed as an :xhibit to Registrant’s Form 10-K for the fiscal yeer ended May 31, 1977. 
(5) Filed as ar: exhibit to Registrant’s Form S-1 Registration Statement Noa, 2-35139. 
(6) Filed as an exhiuit to Registrant’s Form 8-K for November 1972. 
(7) Filed as an exhibit to Registrant's Form &K dated July 1, 1981. 
(8) Filed as an exhibit to Registrant's Form 10-K for the fiscal year ended May 31, 1981. 
(9) Filed as an exhibit to Registrant’s Form $-8 Registration Statement No. 2-75129. 

All such exhibits are incorporated herein by this reference. 
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AGREEMENT PURSUANT TO INSTRUCTION 

NO. 4(b) TO EXHIBI"'S — FORM S-K 

Registrant represents that it has no single 

4nstrument evidencing long-term debt under whicn the 

total amount of' securities authorized exceeds 5% of 

“he total assets of Registrant and its subsidiaries 

on a consolidated basis, and agrees to furnish the 

Securities and Exchange Commission, upon request, 

copies of any instruments defining the rignts of 

holder of long-term debt of Registrant. 

COMPREHENSIVE CARE CORPORATION 

. s Nicol———__ 

EXHIBIT 4.1 



DEFERRED COMPENSATION AGREEMENT 

This Deferred Compensation Agreement ("Agreement") is 

entered into on this _6th day of April , 1982, by and between 

Comprehensive Care Corporation, a Delaware corporation ("CompCare") 

ana B. L2e Karns ("Karns"), at Newport Beach, California. 

RECITALS 

A. Karns is the President of CompCare and has heen 

employed in that capacity by CompCare since May 1, 1972, but he is 

not employed pursuant to a formal written employment agreement. 

B. Karns and CompCare entered into a Deferred Compensa~- 

ticn Agreement dated June 27, 1979 (which replaced a preceding such 

agreement dated November 3, 1975 anc a Death Benefit Agreement dated 

October 8, 1974, as amended). 

Cc. CompCare desires to retain Karns as its president 

and to provide him with an additional incertive to continue his 

employment in that capacity and therefore desires to terminate the 

Deferred Compensation Agreement dated June 27, 1979 and replace it 

with another Deferred Compensation Agreement. 

NOW, THEREFORE, IT IS AGREED: 

1. The Deferred Compensation Agreement dated June 27, 

1979 between CompCare and Karns is hereby terminated and it shall be 

of no further force and effect. 

2. CompCare agrees that subsequent to Karns’ retirement 

or termination of employment for other reasons, it will pay to Karns 

annually for a period of ten (10) years a percentage of (a) his 

salary for the last complete calendar year of CompCare worked by 

Karns prior to his retirement or other termination of employment 

(including death) and (i) the average amount of bonus compensation 

paid to him during such calendar year and the previous two calendar 

years, or from the date hereof, whichever period is shorter, as 

fcllows: 

EXHIBIT 10.6 
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Date of Death or Retirement Percentage of Salary and 

or other Termination of Average Bonus Payable as 

Employment Deferred Compensation 

Date of this Agreement 243 

May 31, 1983 25% 

May 31, 1984 26% 

May 31, 1985 27% 

May 31, 1986 28% 

May 31, 1987 29% 

May 31, 1988 30% 

For purposes of the foregoing calculations, the aggre- 

gate salary and average bonus compens:tion is limited to a maximum of 

$500,000. 

Said deferred compensation payments shall be paid in 

equal monthly installments and shali commence on the farst day of 

the month immediately following the month in which Karns' retirement 

or other termination of employment occurs. 

In addition, the annual amount of deferred compensation 

payable to Karns shall be increased as of the first day of the first 

month of each year during the ten-year deferred compensation period in 

the event that the Consumer Price index For Ail Urban Area Consumers, 

U.S. City Average, as published by the U.S. Government, Department 

of Labor, Bureau of Labor Statistics, or any successcr department or 

agency, has increased for the last month of any year during the ten-~ 

year deferred compensation period as compared with the last month 

worked by Xarns prior to his retirement or other termination of 

employment. In such event, the deferred compensation payable to Karns 

shall be increased in direct prcportion to the percentage increase in 

said Consumer Price Index. 

Ls 
, 

2 

For example, if Karns terminates his employment between 

May 31, 1983 and May 30, 1984 and if Karns' salary for the iast full 

calendar year prior to his termination of employment war $300,006 

* and the average bonus paid to him in that year and the two previous 

f years was $50,000, then the amount payable by CompCare to Karns for 

ten years is $87,500 per year (25% of $350,000) at the rate of 

$7,291.67 per month. Such amount would be increased each year based 

upon increases in the cost of living. 

3. Karns agrees, as a condition to the performance by 

CompCare of its obligations hereunder, that subsequent to his retire- 

“ ment or other termination of employment from CompCare, he will render 

consulting services to CompCare upon its request, but not to exceed 

ar, agiregate of fifteen (15) hours per month, provided, however, 

that Warns shall be excused from performing such consulting services 

if his failure to perform is due to reasons cf health (including 

physical or mental infirmity’). Karns shail be reimbursed for out- 

caf-posket expenses incurred performing such services. 
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4. Karns agrees, as a condition to the performance by 

CompCare of its obligations hereunder, that during the ten-year 

deferred compensation period, he will not, directly or indirectly, 

render any services of any advisory nature or otherwise to, or become 

employed or participate or engage in any business competitive with, 

any business of CompCare, without its priox written consent; nor 

shali he permit the use of his name by 7- entity engaged in any 

business competitive with any business 0. CompCare, without its prior 

written consent; provided, however, that nothing herein shall 

prohibit Karns from owning securities of a competitor which are 

reiatively insubstantial to the total outstanding securities of such 

competitor so long as he in fact does not have the power to control 

ov direct management or policies of such competitor and does not . 

serve as a director or officer of, and is not associated in any 

brsiness manner with, any competitor, except as consented to by : 

CompCare. 

5. If Karns' employment is terminated as a result of his 

death, or if Karns dies during the ten-year deferred compensation 

period, then the deferred compensation payments provided for herein 

shall be made to his spouse if she is living or if she is deceased 

or (lies during the ten-year deferred compensation period, then 

equally to his then living children, or to the survivors if any 

of said children die during the ten-year deferred compensation 

yeriod. In the event that Karns is not survived by a spouse or 

children, or if survived hy a spouse and/or children, and aj] of them 

die prior to the expiration cf the ten-year deferred compensation 

period, then in such event or at such time, CompCare shall have no 

obligation to make any payments or further payments under this Agree- 

ment and it shall terminate and be of no further force and effect. 

6. This Agreement does not constitute an employment agree- 

ment and it is understood that Karns is not obligated to remain in 

the employ of CompCare for any specific period of time and CompCare is 

not obligated to retain Karns in its employ for any specific period 

of time. 

7. Neither Karns nor any other person entitled to receive 

payments unde: this Agreement shall have any right to seli, assign, 

or otherwise transfer any right under this Agreement; and any attempted 

sale, assignment or other transfer of any rights under this Agreement 

shall be null and void and without effect. 

8. If Compcare shall at any time be merged or consolidated 

into or with any corporation, or substantially all the asset:s of 

CompCare are transferred to another corporation, then the provisions 

of this Agreement shall be binding upon and inure to the benefit of 

the corporation resulting from such merger or consolidation or to 

which such assets shall be transferred, and this provision shall 

apply in the event of any subsequent merger, consolidation or transfer. 
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9. Any provision in this Agreement to the contrary not- 

withstanding, no deferred compensation shall be payable to Karns 

hereunder, cr to his designated beneficiary, spouse or children, if 

Karns' employment with CompCare is "terminated for cause." 

“terminated for cause" shall mean terminate? beca ':= of Karns' 

(1) willful breach of duty in the course of employment; (2) habitual 

neglect of duty; (3) intemperance: (4) conduct in such a manner as to 

commit an offense involving moral turpitude under federal, state or 

local laws; (5) conduct that offends against decency or morality; or 

(6) conduct that causes public scandal. 

IN WITNESS WSEREOF, the parties hereto have executed this 

Agreement on the date set forth above. 

COMPREHENSIVE CARE CORPORATION 

Nigel—— 

President, Finance and 

Administration 

(Corporate Seal) 

ekarn>’ 
B. LEE KARNS 

STATE OF CALIFORNIA) 
) SS. 

COUNTY OF ORANGE ) 

On this the 6th day of April , 1982, before me, 

the undersigned Notary Public, personally appeared WILLIAM JAMES 

WICOL and B. LEE KARNS, known to me to be the persons whose names 

are subscribed to the within instrument and acknowledged that they 

executed the same for the purposes therein contained. 

IN WITNESS WHEREOF, I hereunto set my hand and official 

(hLhute 2 CbnslQOr~ 
Cheryl A.Arnold, Notary Public 
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‘Lt OFFICIAL SEAL 

wit CHERYL A ARNOLD 
| . NOTARY PUBLIC - CALIFORNIA 

ORANGF COUNTY 
My comin. e-pites JAN 24, 1986 

ee, 
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REFER TO FILE HUMBER 

C0201-000 

Ms. Myra Kahne 
Title Insurance and Trust Company 
3540 Wilshire Boulevard 
Suite 901 
Los Angeles, California 90010 

Re: Brea Hospital - Escrow No. N28-12408-05 

Dear Myra: 

The purpose of this letter is to set forth instruc- 
tions to Title Insurance and Trust Company, Escrow Agent for the 
above referenced transaction, with respect to allocations, pro~ 
rations and monies to be delivered at the closing of such trans- 
action. 

1. Allocation of Proceeds. As set forth in Parauyraph 
8 of the Agreement of Sale and Escrow Instructions, North Brea 
shail receive 96.5533 of the gross sales proceeds from the trans- 
action and the Coonens shall share equaily in the remaining 
3.447% of such proceeds. Bzsed on sales proceeds of $4,885,000, 
CompCare shall deliver a check in the amount of $4,716,614.05, 
to North Brea Company and a check in the amount of $168,385.95 
to Harry S. Coonen and Max Coonen. 

2. Proration. In accordance with Paragraph 9 of the 
Agreement of Sale and Escrow Instructions, rent for January is 
to be prorated between North Brea and CompCare at the Close of 
Escrow. Since the monthly rental for the Brea Hospital is 
$24,797, based on a daily rental rate of $799.90, the amount due 
from January 1 throvgh January 4, 1982 is $3,199.60, and Comp- 
Care shall deliver a check to North Brea Company in that amcunt. 

3. Beneficiary's Demand. North Brea Company, Harry 
Ss, Coonen and Max Coonen shall deliver: a check to Title Insvur- 
ance and Trust Company, jayable to Central States Pension Fund, 

EXHISiT 10.18 



NOSSAMAN, KRUEGER & MARSH 

Ms. Myra Kahne 
January 4, 198] 
Page Two 

in the amount of the Beneficiary's Demand referred to in para- Graph 4(a)(5) of the Agreement of Sale and Escrow instructions. 

There are no further allocations, Pprorations or monies to be delivered with respect to this transaction. 

Very truly yours, 

Janis B. Salin 
for NOSSAMAN, KRUEGER & MARSH 

JBS/lkb 

AGREED TO AND ACCEPTED: 

COMPREHENSIVE CARE CORPORATION 

ZZ =m By, SP C———_Panance-tin ADMiiStRAT10N 

NORTH 3REA COMPANY. 

= teint 
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RECORDING REQUESTE) sy ~ 
AND WHEN RECORDED MAIL TO: RECORDING REQUESTED INSURANCE & TRUST. co 
Cheryl A. Arnold RECORDED IN 9 ECORDS Comprehensive Care Corporation | ca OF ORANGE COUNTY, Cato 
660 Newport Center Drive 
Newport Beach, California 92660 “230 py APR -7 82 

LEE A> BRANCH, Gousty Recordar 
TERMINATION OF LEASE AGREEMENT 

: (successor to Yaiversity Health 
. Care and Research Foundation), f/ 

NPHS, Inc. a California corporation ("NPHS")/% and ap 
North Brea Company, a general partnership ("North Brea"), 
hereby agree that that certain Lease, dated November 19, 
1965, between North Brea and Gilbert C. Nee and Margaret Y. 
Nee (the "Nees"), as amended on January 28, 1966 and March 
11, 1968, which Lease was assigned to NPHS pursuant te an 
Assignment dated April 28, 1969 and recorded June 18, 1969, 
and which Lease was subleased pursuant to a Sublease dated 
December 15, 1966, as amended on April 29, 1967, between the 
Nees and University Health Care and Research Foundation, is 
hereby terminated, cancelled and of no further force or effect 
as of January 5, 1982. 

Dated as of November 30, 198!. 

i (successor to University Health 
ey Care and Research aan. 

NPHS, Inc. / NORTH BREA COMPANY 

wy OL Kw oy 
B. Lee Karn Max Coonen 
President. General Partner 

wy (Bete CO Coprp-B2Q_ oy __ 
. Harry S. Coonen 

cheryl A.ZAenold General Partner 

By 
Sidney Weinberg 
General Partner 

By 
Margaret Y. Nee 
General Partner 

f
o
r
 
8
L
0
5
£
9
 



STATE OF CALIFORNIA) 

) ss. 
COUNTY OF ORANGE ) 

On January 1S , 1982, before me, 
in and for said State, personally 
me to be the President ard Cheryl 
Secretary cf the corporacion that 
known to me to be the persons who 
behalf of the corporation therein 

Na ht 

@2-121011 

ays wee A 

Pace 39 of 

the undersigned, a Notary Public 
appeared B. Lee Karns known to 
A. Arnold, Known to me to be the 
executed the within Instrument, 
executed the Instrument on 
named, and acknowledged to me 

43 

that such corporation executed the within Instrument pursuant to 
its by-laws or a resolution of its board of directors. 

ce aehbihiaieetn aeninintins iemmentllliccninertarai > ilensdammmmmmmaan| | 

OFFICIAL SEAL i 
mh WILLIAM JAMES NICOL jf 

<‘R-E NOTARY PYBlic + CALIFORNIA ' 

CCANGE COUNTY r 
My comm expires UN 4 1882 | 

7 i Fe ph Ei ph at 

WITNESS my hand and official seal. 

simatye ZG af 
a 

STATE OF CALIFORNIA) 
) ss. 

COUNTY OF 

On January , 1982, before me, the undersigned, a Notary Public 
in and for said State, personally appeared Max Coonen, Harry 
S. Coonen, Sidney Weinberg and Margaret Y. Nee known to me to be 
all of the partners of the parnership that executed the within 
Instrument, and acknowledged to me that such partnership executed 
the same. 

WITNESS my hand and official seal. 

Signature __ 

‘ 
: C Labaerny Soa et te oo
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Ciieryl A. Ar nold . a RECORDED IN OFFICIAL RECORDS Comprehensive Care Corporation $E.00 OF ORANGE COUNTY, CALIFORNIA 660 Newport Center Drive c8 
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LEE A BRANCH, County Recorder 
TERMINATION OF LEASE AGREEMENT 

ye successoz to University 
are and Research Founda 

NPHS, Inc. a California corporation ("NEH&"\V, and 
North Brea Company, a general partnership ("North Brea”), 
hereby agree that that certain Lease, dated Noven>der 19, 
1965, between North Brea and Giltert C. Nee and Margaret Y. 
Nee (the "Nees"), as amended on January 28, 1966 and March 
11, 1968, which Lease was assigned to NPHS Pursuant to an 
Assignment dated April 28, 1969 and recorded June 18, 19639, 
and which Lease was subleased pursuant to a Sublease dated 
December 15, 1966, as amended on April 29, 1967, between the 
Nees and University Health Care and Research Foundation; is 
hereby terminated, cancelled and of no further force er effect 
as Of January 5, 1982. 

Dated as of November 30, 1981. 

, yysuccessor to University Hea ith 
Care and Research Foundatio 
NPHS, Inc. / iy NORTH BREA COMPANY 

. wt : 
By By LED cy, ae FZ. Phe 41 

B. Lee Karns Max Coonen 
President General Partner 

i 

By By ee, J (corner, 
Cheryl A. Arnold ~ Harry S. Coonen 
Secretary cy General Partner 

By 

Sidney Weinberg 
General Partner 

By 
Margaret Y. Nee 
General Partner 
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STATE OF CALIFORNIA Ss 
COUNTY OF CHANGE 

On January , 1982 before me, the undersigned, a Notary Public 
in and for said State, personally appeared B. Lee Karns known 
to me to be the President and W. James Nicol, known to me to 
be Vice President of the corporation that executed the within 
Instrument, known to me to be the persons who executed the 
Instrument on behalf of the corporation therein named, and 
acknowledged to me that such corporation executed the within 
Instrument pursuant to its by-laws or a resolution of its board 
of directors. 

WITNESS my and and official seal. 

(Partnership) 

STATE OF CALIFORNIA H 5 

COUNTY OF__Los_AuGetes sf 
On MARCH 31, 1982 
before me, the undersigned, a Notary Public in and for said State, personally appeased 

HRERKMAX COONENKEKKE 

known to me 
to be ONE of the partners of the partnership 

that executed the within instrument, and acknowledged to me ' Fublic 
that such partnership executed the same. as 

OFFICIAL SEAL ie 
CHERYL SAUV AGtr we a 

NOTARY PUBLIC - CALIFORNI > 

: LOS ANGELES COUNTY vartner- 
CHERYL SAUVAGEAU Ny comm. expires SEP 7, 1982 

Name (Typed or Printed} —_naes 

SP-D19 ; {This area tor oMeial avtarial saat) 

Signature . - 

STATE OF CALIFORNIA i 

33 

COUNTY OF. Orange 

On January 15, 1982 __, before me, the undersigned, & Notary Public in and for 

sad Siste, personally appeared 

Harry_§.._Coonen —- 

known to me to be___ ONG the partners of the partnership 

that executed the within instrument and acknowledged to me that 

such partnership executed the same, 

LESLIE RICHARDS 
MOTARY PUBLIC - CALIFORNIA 

WIINESS my hang-and official seal, 4 ER jae PRINCIPAL OFFICE IN 
digas: ORANGE COTY : 

My Cernmission Exp. Sept. 28, 1985 & 

Leslie Richards 
Name (Typed or Printed) (This ares for official notarial seal) 

“ ; lone - a : po ; . 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CALCULATION OF PRIMARY EARNINGS PER SHARE 

Year Ended May 31 

Pase 42 of 43 

1982 1981 1980 1979 1978 

Net earnings applicable to comon steck (a) .. $7,817,000 $4,627,000 $2,418,000 $1,877,000 $ 903,000 

Average number of shares of common stock and 

common stock equivalents outstanding: 

- Average number of shares of common stock 

QUESEANKING cesectscecenevsssessesenereenns  9,d44,832 7,150,744 6,467,368 6,388,464 6,227,376 

Dilutive effect of stock options and warrents 

after application of treasury stock 

method(b) Seer eees er ebst ee etre enseereteheteaeeeeaae 

RAverage number of shares of common stock and 

common stock equiva’ents outstanding ...06.. _9,344,842 _7,150,744 6,467,368 6,386,464 6,227,376 

Primary @arnings per SHare ..sceccsecancaccees $.54 $.65 $.37 $,29 $.15 

CALCULATION OF FULLY DILUTED EARNINGS PER SHARE 

Year Ended May 31 

1982 +1931 1980 1979 1978 

BNet earnings applicable to common stock on a 

fully diluted basis(c) wecscaseeescceveceess $7,817,000 $4,702,000 $2,496,000 $1,900,000 $ 903,000 

a Average number of shares outstanding on a fully 

dituted basis: 

Shares used in calculating primary earnings 

per Share casvsscecseccervecssecseesesees 9,544,862 7,150,744 6,467,368 6,368,464 6,227,376 

Additional average number of common stock 

outstanding assuming conversion of 9% son- 

vertible subordinated debentures ....0e-. 165,280 626,442 632,556 220,496 

Dilutive effect of stock options and warrants 

after application of treasury stock 

t method (b) PRPC POP PRP Eee rere rey 

f Average number of shares outstanding on a fully 

diluted basis wcscscecssccsvvessccencsevcess 9,510,122 7,777,186 7,099,926 6,618,960 6,227,376 

” Fully diluted earnings per share wescccececces $.82 $.60 $.35 $.29 $.15 

? (a) Net earnings per Selected Financtal Data $7,817,500 $4,627,000 $2,417,000 $1,371,000 $ 903,000 

(b) The dilutive effect of stock ceptions and warrants was less than 3% for 1978 chrough 1982; therefore, this 

effect was not shown above. 

g (c) Net earnings per Selected Financial Data .. $7,817,000 $4,627,000 $2,418,000 $1,871,000 $ 903,000 

i 
: Add interest expense attributable to 9% 

an convertible subordinated debentures, net 

* of applicable income taxes ..,.sececesreens - 75,000 78,000 29,000 - 
A $7,817,006 $4,702,000 $2,495,000 $1,900,000 $ 903,000 
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LIST OF REGISTRANT'S SUBSIDIARIES 

State or Juris- 
diction of Names Under Which 

Company Incorporation Doing Business 

NPHS, Inc. . Caiifornia Brea Hospital; 
Tustin Manor; 
Neuro Affiliates 

Trinity Oaks Hospital, Inc. Texas CareUnit Hospital of 
Daltas/Ft. Worth 

CAREUNIT, Inc. California Same 

Caremanor Hospital of 
Virginia, Inc. California Same 

Caremanor Hospital of 
Washington, Inc, Washington CareUnit Hospital of Kirkland 

Terracina Convalescent Hospital 
& Home, Inc. California Same 

Neuro Affiliates Company California (1)* Woodview-Calabasas Hospital; 
Crossroads Hospital 

Caremanor of Northeast Florida Florida (2)* CareUnit of Jacksonville Beach 

Caremanor of Tampa Florida (3)* CareUnit of Tampa 

Comprehensive Care Corporation 
(Canada) Limited ** Albert3, Canada Same 

(1) Joint Venture with H.C.A. Health Service of Tenn., Inc. 

(2) Joint Venture with Womlar, Inc. and Carter La Prade and James C. Gibbons as 
Co-Trustees of the Trust for the Benefit of the Children and Grandchildren of 

Burch Williams. 

(3) Joint Venture with Allow, Inc, and Carter La Prade and James C. Gibbons as 
Co-Trustee; of the Trust for the Benefit of the Children and Grandchildren 

of Burch Williams. 

* Registrant has a 50% interest in each joint venture. 

** Registrant has an 80% interest in this subsidiary. 

EXHIBIT 22 
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