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Item I. Business,
The Registrant, Comprehensive Care Corporation, is 2 Delaware corporation which was orgamized 1n
January 1969. Registrant 15 primarily engaged in the developmeat, marketing and management of pro-
grams for the treatment of chemical dependency, including alcohol and drugs, and psychiatnc disorders
. (the *Programs™). The Programs ate provided under contractual agreements (“Contracis”) with 1n-
dependent general hospitals or at freestanding facilities owned and/or operated by Registrant. It 1s the
largest private provider of hospital-based aicoholism treatment Programs in the United States. Duning
fiscal 1985 chemical dependency and psychutric treatment Programs accounted for approximately
95% of Reyistrant’s total revenues. The following table sets forth for the five years ended May 31,
1985. the ccntribution to revenues of Registrint’s freestanding and Contract operations and its
other activities.

e ) Years Ended May 31,
1985 198y 1983
Freesunding Operauons 63% 60% 57%

Contract O~¢rations 34 37 38
Other Auimnies 3 3 5

o% 100% 100%

Freestanding Operationy

The Registrant currently operates or participates in the operation of 17 facilities representing 1,609 avail-
able beds. Since 1982, Registrant has expanded its frecstanding operations through the construction of
four freestanding chemical depeadency facilities and che acquisition of five chemical dependency or psy-
chiatric facilities, representing approximately 900 beds. Freestanding facilities aire either owned or leased
by Registrant or by joint ventures in which Registrant and its partners share in the profits or losses. At
May 31, 1985. four of the chemical dependency treatment facilities {330 available beds) and one psy-
chiatric hospital (258 available beds) managed by Registrant were owned or leased by such joint ven-
twres. and ane psychiatric hospital (100 available beds) was managed by Registrant’s partner in a joint
venture.

The following table sets forth selected operating data regarding Registrant’s freestanding facilities. facil-
ities are designated cither psychiatric or chemical dependency based on the predominant treatment
provided. For information concerning the nature of Registrant's interest in the facilities, see [tem 2,
“Properties”.

Yer Licensed __ . Patient Days —_
Acquiredt!  Beds 1985 1984 1983 1982 1981

Chemical Dependency Facilities

CareUnit Hasp. of Dallas # Fr. Worth 1971 B2 24378 14.59)  12.878 10917 8,384
Crossroads Hospital (2} 1972 a3 14,50} 131,266 11651 11,293 IL,11$
CareUnit Hosp. of Orange 1976 04 13.677 31606 30,436 11,008 27,100
CareUnit Hosp. of Los Angeles 1978 23150 10.65§ 17,112 14,660 1.143(8)
CareUnit Hosp. of Kirkland {3) 1981 83 27,099 25,530 25,818 35.39: 16,606
Shenandosh Lodge (4) 1979 24 1,518 4.281
CareUnit of Jacksonville Beach 1982 84 16,539 19,358 12,416 15

CareUnit Hosp. of Cincinnati 1982 84 19,18t 26,880 27 ¢o8

CateUniz Hosp. of St. Louis 1983 10,953 31.39) 9.784

Starting Point, O2k Avenue 1083 68 21,136 13.492 1,491

Starting Point, Orange County (s) 1983 59 15,332 4518

Srtacting Point, Grand Aveaue (6% 1983 FT 6,158 1.204

CareUnit of Tampa 1983 14,771 1,080

Caretinit Hosp. of Albuquerque 1984 70 9.597 208

CareUnut Hospital of Nevada 1984 50 7,640




Pyychiartric Facilities

Brea Neuropsychtatne Center
Woodview-Calabasas Hosputal
Golden Valley Health Center

Panent days served duning penod
Available beds 2t end of peniad (7)
Average occupancy rate for penod

46.271
25.53¢
64,007

44472
24,175
i35

40,100
25.554

40.427
23.854

313,495
256012

214.718
t.o1§
701%

161,204

659
76 0%

174.846
1538
671"

416,823
1.609
72 0%

132,738
s60

81 2%

11} Calendar year acqured or leased

(3} Reguteant contends that this fachity 1s licensed for 43 beds although regulatory agenaies contend that it s licented for only 33 beds.

1) Managed from 1078 untit purchased by Registrant in Aped 1982

{4) Closed i February 1982,

15) Opened in September 198) Prior to this date. Regustrant operated 3 §9-bed skilled rursng Baliey and a 72-bed cendenual care facidicy on
these premiscs

(6} Acquired 1n March 1983 Regustrant refurbushied the faclity and opened 1t 15 an adolescent treatment facihity in November 1983

{7 A Baliey may have appropnate bicensuce for riore beds than are 1o use for 2 number of reasons, including lack of demand, aatapanon of
future need. seasonality and pro. b hrmitaticns in asngrung patients to multsple-bed rooms. Avalable beds 1s defined as the number of
beds which are svalable for usc at any given time.

{8) Does notinclude patient days (1 ).900) pniot to May 1. 1931 when Regustrant operated ths hality prmanly as a medical / surgical howpatal,

Contract Qperations

The Registrant also develops. markets and manages behavioral medicine programs under Contracts with
independent general hospitals. Under these Contracts, the hospitals furnish patients with all hospiral
facilities and services necessary for their generalized medical care, including nursing, dietary and house-
keeping services. The Registrant provides support in the azeas of Program implementation and man-
agernent, staff recruiting, continuing education, nurse and hospital employee training. community edu-
cation, advertising, public relations and ongoing Program quality assurance, Patients are admitted to the
Programs under the hospital's standard adenission policies and procedures. The hospital submits to the
patient or the patient’s insurance company a bill which covers the services of the hospital. The hospital
pays Registrant a fixed monthly management fee plus a fee for each patient day of service provided. Fees
paid to Registrant are subject to arnual adjustments to reflect increases in the Consumer Price Index.
Registrant and the hospital share the risk of non-payment by patients based on a predetermined percent-
age participation by Registrant in bad debts. To date, Registrant’s share of such bad debts has not

exceeded six percent of Contract revenues in any one year. Contracts are generatly entered into for a
two-yesr period; thereafter, either party may terminate the Contract by giving 90 days notice. A signifi-
cant number of Registant’s existing Contracts are terminable on go days notice.

The following table sets forth selected operating data regarding Programs the Registrant manageson a
Contract basis:

Years Ended May 3,
1983

L

1985

Number of Contrarts at end of period (1):
Advlt CareUnts (2)
Adolescent CareUnivs (2)
Adult CarePsychCenters (2)
£dolescent CarcPiychCenters (2)
Eating Dicorders Unuts
RehabCare Umits

84 73
0 1t
7 9

$ I

Total

'
Avatlable beds at end of penod
Patient days seeved aunng period
Averige occupied beds per Contract

3

141{3)

3346
703.180
153

117

1,668
580,156
15.4

94

2,168
494,740
4.5

92

2,113
474.964
16.8

1.543
396,714
11.8

66.0% 66.9% 64.6% 72.5% 74.2%

Average occuparcy rate for period (4)

(1) Excludes Contracts which have been executed but are not operational a5 of the end of the perivd,

{1} CareUrat is che tervice mark under which Regutrant markets chernical dependency treatminr: programs, CarePsychCenter 18 the servicz
mark under which Registrant markets mental health treatment programs.

{3} Dunng the twelve-month penod ended May 31. 1584, Reginrant opersd 37 new Conrescts and closed 13 Contracts. Fourteen of these
new Contracts were added by Behavioral Medica} Care (“8Mc™), 2 70% owned joint ventare. Of the t3 closed Contracts, four were tee-
minated by Regutrant and nine were terminated by the contractung hospitals. Seven of these hospitals have continued treatment
programs.

{4) Average occupancy rate is calculated by dividing total parieat days by the number of svailable bed-days during the relevant petiod.

¢C0063




Program Descriptions
cHemicAL DepENDENCY. The Registrant developed and first introduced chemical dependency treatment
Programs in 1973, Originally, these Programs, delivered under the name CareUnit, were directed to-
ward the adult alcoholic but have been adapted and expanded to treat both adults and adolescents suffer-
ing from substance sbuse.

The chemical dependency Program is hospital based. Each paticnt admisted to the hospital is subject to
a full medical and socal history as well as a physical examination which includes those diagnostic studies
ordered by the patient's attending physician, Paticnts are detoxified under close medical supervision for
a period averaging four days prior to entry to the rehabilitation phase of treatment.

‘The rehabilitation phase of treatment begins as soon as detoxification is completed. This phase of treat.
ment includes lectures and individual, family and group counseling sessions administered by an interdis-
ciplinary team of professionals. The average length of hospital stay for an adult patient 15 18 days, which
includes detoxification. The average length of sray for an adolescent patient is approximately 33 days. Af-
ter discharge from the hospital, the patient’s recovery is monitored for a 10-week period during which
the patient and family members return to the hospital once a week for outpatient counseling sessions.

For individuals who do not require the structure and intensity of inpatient hospital services, Registrant
has developed outpatient programs which operate in conjunction with existing inpatient Programs. At
May 31, 1985, 27 such programs were in operation.

MENTAL HEATH. The Registrant has, since 1969, managed mental health treatment Programs for in-
dividuals suffering from acute emotional problems. Uatil recently, these Programs were delivered under
the name StressCenter. During fiscal 1985, Regustrant changed the name of the Programs to CarePsych-
Centers. Registrant believes this name better reflects the Program provided. These Programs, which are
hospital-based, offer diagnostic and therapeutic treatment services conducted by an interdisciplinary
team of professionals experienced in the treatment of mental health problems. Admission to the Program
is typically voluntary and treatment is tailored to the upecific nceds of the patier.., under the supervision
of a psychiatrist.

The length of stay varies in accordance with the severity of the patient's condition but rarely exceeds
90 days. A comprehensive discharge plan is prepared for each patient which may include outpatient
psychiatric or psychological treztment, or referral to an alternate treatment facility.

£ATING DisorpERs. The Registrant offers a hospital-based, comprehensive eating disorders Program
{**epu’"}. Registrant began aperation of this Program in fiscal 1983. The Program treats those suffer-
tng from anorexia nervosa, bulimia and gross obesity, Each patient entering the Program is subject toa
physical examination and nutritinnal assessment. Additional diagnostic and psychiatric evaluations are
undertaken when necessary. Each patient's treatment is directed by a physician experienced in the trezt-
ment of eating disorders.

The eating disorders Program includes: individual and group therapy, nutritional guidance and manage-
ment of attendant medical or psychological problems.

Other Activities

REHARILITATION. Registrant and Basic American Medical, Inc. each own 50% of RehabCare Corporation
(*RehabCare™). RehabCare is engaged in the development, marketing and management of programs for
patients with spinal cord injuries, strokes, closed head injuries and other dysfunctions of neurological or
motor systems. The medically supervised treatment provided includes: nursing care; physical, occupa-
tional and speech therapy: and such other hospital services necessary to treat the individual patient’s
disorder.

As of May 31, 1985, RehabCare programs were offered solely in independent general hospitals under
contract. However, RehabCare is exploring opportunities to establish regional freestanding facilities. Re-
habCare opencd its first contract program in February 1984,

LONG TERM CARE. Registrant leases and operates a §9-bed intermediate care facility. This facility provides
nursing, rehabilitative and sustaining care over extended periods of time to persons who do not require
the extensive care provided in a general hospital. For the fiscal year ended May 31, 1585, the intermediate
care facility accounted for less than one percent of Registrant's total revenues. Registrant does not intend
to expand its long-term cate operations and desires to dispose of its existing facility.
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PUBLISHING ACTIVITIES. Since 1976, Registrant (under the name CompCare Publications) has been en-
gaged in the publicasion, distribution and sale of books, pamphlets and brochures relating to Regis-
trant’s health care activities and to other life-styie management subjects. The primary purpose of these
activities 15 to support Registrant’s treatment, training and marketing progeams. Literature distributed
by Registrant is sold to patients participating in its programs. Such literature is also sold to the general

- public and educational institutions. Registrant does not own or operate the prinung facilities used 1n the
publication of its literature. Publishing activities accounted for less than two percent of Registrant's
total revenues in fiscal 1085,

SMOKING CESSATION. Registrant operates smoking cess2cion seminars under an eight-year license
agreement with SmokEnders, Inc. Smoking cessation programs accounted for less than one percent :
of Registrant’s total revenues in fiscal 108s.

Competition

Registrant competes first for the development and implementation of freestanding or Contract Programs
and subsequently for patients who utilize these Programs. With respect to both of these areas of compe-
tition, Registrant's primary competitors are hospitals and hospital management companies (both not-
for-profit and investor owned) which offer programs similar to that of Registrant. An increasing num-
ber of such hospitals and management companies have begun offering such programs in the last

few years.

Factors to be considered in the development of successful programs include population base and demo-
graphic characteristics, community pricing standards, state licensure and rate control issues and Certifi-
cate of Need {'cON") requirements (See “Gevernmental Regulation™). Registrant either markets
Contract Programs or develops freestanding Programs accordingly. Registrant has a 13 person marketing
staff which identifies potential sites and develops Programs.

With respect to contract progranys, Registrant believes that experience, reputation for quality programs,
the availability of program support services and price are the principal factors in a hospital's decision to
implement a contract program. While a number of competing companies are offering contract programs
at prices lower than those of Fegistrant, Registrant believes that its experience, reg atacion and progrzm
support are superior to that of its competitors. Registrant's experience with Con issues and program im-
plementation often result in 3 reduced start-up period. Risk to the hospital is also reduced because
Registrant's compensation is based primarily on bed occupancy.

The primary competitive factors in attracting referral sources, patients and physicians are marketic g,
reputation, success record, quality of care and location and scope of services offered. The Registrant has
an active marketing program, descnbed below, and is competitive in reputation and other factors
necessary for patient attraction. Some of the hospitals which compete with Registrant are either owned
or supported by goverrmental agencies or are ewned by nonprofit corporations suppested by en-
dowrments and charitable contritutions which enable some of these hospitals to provide 2 wider range of
serviees regardless of cost-sffectiveness.

Marketing

Registrant has an active public relations program designed to increase public awareness of the Programs
offered by Registrant. During fiscal 1985, Registrant spznt $10,075.000 for all forms of advertising. Me-
dia advertising (television, radio and print) was $8,951,000 (six percent of operating revenues). Regis-
trant’s medis activities include = series of television commercials advertising Registrant”s Programs. The
forms of media used are specifically geared to the geographic area in which the marketing «fforts are
directed. Accordingly, the focal point in Registrant’s public relations program is the Program manager
whose role in the local community is to identify referral sources and to carry out all marketing activities,
including promotional campaigns, media coverage, conferences and distsibution of literarure, necessary
to make the local community aware of the Program. Eich Program manager is assisted on an ongoing
basis by Registran:’s various support services.

Other aspects of Registrant’s public awareness program include a nationwide telephone hot line which is
staffed by counselors who provide referral advice and help on a 24-hour basis; a Crisis Intervention Pro-
geam which assists relatives of chemically dependent or emotionally disturbed individuals in motivating
a potential patient to seek professional help through an appropriate Program; and Carelnstitute confer-
ences which are educational programs designed for health professionals. Registrant also offers an occu-
pational program service which is designed to encourage and assist businesses in developing Emplayee
Assistance Programns. The Employee Assistance Programs are aimed at employees who exhibit dete-
riorating job perfarmance related to chemical dependency, mental illness or other pezsonal problems,
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Joint Ventures

The Registrant places a major emphasis on the development of joint venture partnerships for the
management of behavioral medicine programs. In 1972, Registrant entered into its first joint venture to
operate two hospitals in California. Subsequently, Registrant formed 22ditional joint ventures to operate
chemical dependency facilities in Florida and Ohio. The Registrant owns a 0% intetest 1n each of these
joint ventures, Except for one hospital in California, Registrant manages all of these facilities.

In June 1983, Registrant entered into a joint venture with a subsidiary of Volunrary Hosputals of
America, Inc. (“vHA™), one of the largest associations of not-for-profit hospitals in the United States.
The via network encompasses more than 400 community hospitals and major teaching institutions.
Reguistrant has 2 70% interest in the joint venture which is called Behavioral Medical Care (*8mc™). smc
markets Registrant’s Programs to the via network of hospitals. As of May 31, 1985, BMC was operating
28 Contracts coasisting of 699 beds.

In May 1984, Registrant entered into a joint venture with a subsidiary of The Health Central System, a
non-profit, multi-hospital management and service organization headquartered in 2Minneapehs, Min-
nesota. Registrant manages the joint venture and has 2 50% interest in it. As of May 31, 1985 the joint
venture owned and operated a 258-bed behavioral medicine hospitai and (wo contract units,

Source of Revenues

During fiscal 1985, approximately 96% of Registrant’s operating revenue was reccived fiom private
sources (private health insurers or directly from patieats or hospitals in which the Registrant has
Contracts) and the balance from the Medicare and Medicaid programe.

Private health insurers offer plans which typically include coverage for chemical dependency or psy-
chiatric treatment. In some instances, the level of coverage for shemical depzndency ot psychiatric
benefits is less than that provided for medical-surgical services. Lower coverage levels result in higher
co-payments by the patient who is often unable 20 meet his or her commitment in its entirety or is
unable to pay as rapidly as the insurance company. These factors tend to increase bad debts and days out-
standing in receivables at Registrant’s freestanding facilities.

Private insurance plans vary significantly in their methods of paymens, including: cost, cost plus,
prospective rate, negotiated rate, percentage of charges, and billed charges. Blue Cross and other com-
mercial insurance plaas have adopted a number of payment mechanisms for the srimary purpose of
decreasing the amounts paid to hospitals (including Registrznt's) for services rendered. These
mechanisms include various forms of utilization review, preferred provider arrangements where use of
participating hospitals is encouraged ia exchange for a discount, and payment limitations which are
based on community norms. To date, Registrant belisves that these mechanisms have had no material
adverse effect on ic. Registrant is unable to predict the impact of changing payment mechanisms

.n future years.

The Medicare program provides hospitalization, physicians, diagnostic and certain other services to eligi-
ble persons 65 years of age and aver and others considered disabled. Providers of service are paid by the
federai government in accordance with regulatioas promulgated by the United States Department of
Health and Human Services ("His™) and accept said payment, with nominal co-insurance amounts re-
quired of the service recipient, as payment in full. Payments under the Medicare program are generaliv
less than billed charges. Regulations governing the Medicare program are subject to change due to modi-
fications in the enabling statutes, changes in administrative policy and interpretation, and certain court
actions. These changes may increase or decrease payment by the Medicare program to Registrant’s
facilivies.

The Medicare program had previously paid hospitals the lesser of reasonable cost, as defined by regula-
tion, or the hospital's billed charges. The Tax Equity and Fiscal Responsibility Act of 1982 (" TEFRA")
required the Secretary of Hi's {“Secretary’’) to promulgate regulations substantially limiting payments
and increases in payments for hospital aperating costs. Regulations established under TerrA limit annual
increases in payment from historical costs to a “target rate.” The target rate is calculated from regional
and national wage and price indices. Curvent proposals by the Health Care Financing Administration
and pending bills in Cengress would freeze the current target rate for the next fiscal year. Regiistrant is
unable to predict whether any of these proposals will be adopted. Hospitals with operating costs less
than the target rate may under certain circumstances be entitled to a bonus, hospitals that exceed the
limit are penalized. TEFRA also required the Secretary to propose a prospective payment system to




Congress by December 31, 1982. Under 2 prospective payment system a hospital 1s paid 2 predetermined
fee without regard to the direct costs of providing the service. In response to the Secretary’s proposal,
Congress passed and the President signed P.L. 98-..2 into law in April 1983. This law requires prospec-
tive payment for hospitals effective October 1, 1943 bul provides tempotary exclusion for certain
psychiatric and alcoholism treatment facilities.

The Secretary intends to implement prospective pxment for psychiatric services at an unspecified date.
The exclusion from prospective payment for qualified providers of alcohol and drug services 15 afforded
on a temporary bans until October 1, 1985. Regulations proposed on Junc 10, 1985, to be effecuve
October 1, 1035 (“Proposed Regulations™), extend the exclusion from October 1, 1985 to the end of any
cost reporting period of an excluded hospital or subunit that began prior to October 1, 1985. This ex-
tension will obviate the need for excluded providers to disrupt normal cost repo.ting procedures in order
to file spectal reports, If the Proposed Regulations are implemented in thair current form, Registrant
believes they will have the effect of reducing Medicare zeimbursement for alcohol and drug services.

Nine of Registrant's facilities participate its the Medicare program. OF these. six are currently excluded
from prospective payment (TEFRA targ=t rate limits are applicable to these facilities). Medicare utilization
at those facilities participating in the program averaged approximately three perernt in fiscal 1985.
Registrant does not believe that the imposition of TEFRA limits or prospective pay ment have had a mate-
nal adverse impact on its business at freestanding facilities. Loss of exclusion wou d also not marerially
smpact Registrant’s business. Substantially all of the hospitals rontracting with R egistrant for Frograms
participate in che Medicare program. Registrant believes that these changes will rs >t have a materia}
adverse impact on its Contract operations, however, until the exclusions for alcohilism and psychiatric
services are eliminated Registrant is unable to predict their impact.

Hospirals participating in the Medicare program are required to retain the services of a Peer Review Or-
ganization (*pro™). The #xo is responsible for determining the medical necessity, approprateness and
quality of care given program patients. In instances where the medical necessity of an admission or pro-
cedure is challenged by the pro, payment may be delayed, reduced or denied in its entirety. Amounts
derned because of medical review may 1ot be charged to the service recipient, they are absorbed by the
hospital. In non-smergency admissions {which encompasses most of Registrant’s admissions), review
is performed prior ta the patient’s arrival at the hospital, In the event that the 220 does not approve the
admission, the patient is referred to an alternative treatment provider such as an outpatient program

or sent home. Registrant believes thar the existence of pro’s has had a negative impact on census growth
in certain owned and Contract units, but is unable to measure the magnitude because the primary
smpact s 1 lost admussions.

The Medicaid program is a combined federal and state program providing coverage for low mcome per-
sons. The specific services offered and reimbursement methods vary from state to state. [n the majority
of states Medicaid reimbursement is patterned after the Medican program. Less than three percent of
Registrant's operating revenues are derived from the Medicaid program. Accordingly, changes in reim-
bursement are not expected to have a material adverse impact on Registrant.

Governmental Regulation

The development and operation of health care facilities is subject to compliance with various federal,
state and local statutes and regulations. Hospitals and other health care facilities operated by Registrant
as well as hospitals under contract for Programs must comply with *he lizensing requirements of federal,
state and local health agencies, with state mandated rate control ipitiatives and with the requirements of
municipal building codes and local fire deparements. State licensing of facilities is a prerequisite to par-
ticipation in the Medicare and Medicaid programs.

Pursuant to the requirements of federal law, most states have enacted con faws, the purpose of which is
to curtail the prolifeation of unnccessary health care services. Thuus, prior to the introduction of new
facalities, the expansion of old facilities or the introduction of major new services (such as Registrant's
Contract Programs) in existing facilities, Registrant (in the case of its facilities), or the contracting
hospital for a Contract Program, must demonstrate to either state or local autherities, or both, thatitis
in compliance with the plan adopted by such agencies. Registrant, because of its experience in the
processing of the con documentation required for such Programs, usually prepares such documentation
on behalf of the contracting hospital, with the assistance of the hospital. The con application process or-
dinarily takes from six to 18 months, and may in some instances take two years or more, depending upon
the state involved and whether the application is contested by a competitor or the health agency. As of
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May 31. 1984, Registrant had entered nto, but not yet opetted 16 CareUnit Contracts, three CazcPaych-
Center Conttaces, two eprs Contracts and five RehabCare Contracts with general hospitals, 10 ot which
are awaiting governmental approval. Some states have enacted or have under legislative consideration
“sunset™ provisions which requure the review, modification or deletion of statutes when no longer
needed, con legislation is under review in 2 number of states under these provisions. Regustrant 1s unable
to ptedict the outcome of these delibetations but belicves that the chnmunation of con requirements
would positiviiy impact sts business.

The Jomt Commission on the Accreditation of Hosputals (“7cAa™, at a facility's request, will participate
in the prriodic serveys which are conducted by state and local health agencies to insure continuous
complunce with all licensing requirements by health care facilities. jeat accreditation satufies certan

of the certification requirements for partiaipation in the Medicare and Medicaid programs. A facility
found 1o substantially comply with jcan standards receaves acereditation. A patient's chorce of a teeat-
ment facility may be affected by jcan accreditation considerations because most major chird-party payors
linat coverage to servizes provided by an sceredited facility. Regstrant belicves that all of the facil-

mies operated by it anu hospitals under Contract have received or, tn the case of new facilities, applied
far, such accreditation.

The laws of various states in whick Registrant operates generally prevent corporanions from engaging in
the practice of medicine or other professions. Although Registrant believes that its operations do not
violate these prohibitions, recent Iega! preceuents in thns area are unclear and there can be no assurance
that state authonties or courts will not determine that Registrant is engaged in unauthorized profes.
sional practice. In the event of ar. unfavorable determination. Registrant could be required to modify its
wmethod of operation or could be restrained from the continvation of cestain of 11 operitions, the result
of which could be materially adverse to Registrant.

Both the Medicare and Medizaid programs contain speaific physic.i plant, safety, patient care and other
requirements which must be satisfied by health care facilities ir. order to qualify under said progr-ms.
Registrant belicves tnat the facilities it owns or leases are in substantial compliance with the various
Medicare and Medicaid regulatory requirements applicable ro them;.

Administration and Employses

Registrant’s executive and administrative cffices are located in Newport Beach, California, where
management controls operatic .5, marketing, accounting, me-icai insurance claims, governmental and
statistical reporting, advertinng and oublic relations, research and treatment program evaluation. Regis-
trant has purchascd a 75,000 sauare faot office buillding in trvine, California, where it intends to relocate
its headquarters in fiscal 1986 In addition to hauung Registrant's administrative staff, this facility will
be the site of 1ts pnmary traning center.

At My 31, 1985, Registrant employed approximately 220 persons in its corperate and administrative
offices. 2,700 persons in the hospital and long-term care facilities operated by it, 3nd 740 persons
assigned to 1ts Contract units. The physicians and psyebiatrists wiie are the medical directors of Regis-
trant’s Contract units, the psychologists serving on teeatment teams, and the doctors urilizing the facili-
twes operated by Kegistrant are not employed by Registrant.

Registrant has not encountered any work stoppages due to tabor disputes with its empleyees. Although
Registrant has expanded rapidy in the last five years, it has not experienced any significant difficulty
n attracting competent employees,




Item 2. Properties.

The following table sets forth certain information reganding the propertics owned or leased by

Registrant at May 31, 1985:

Cwned ot Lease Moathly
Name and Location Leased Expires (7 Reatal (3)
Chemicnl Dependency Treatment Facilities
CarelUnit Hosprral ) Owned (1) - -
Font Wonth, Texas
Crossroads Hospital y) Leased 1997 8 5,477
Yan Nuy, Califos nua
CareUmit Hospatal (o) Owned (i) - -
Onnge, Californa
CareUnuit Hospital Owned (4 — -
Lot Angeles, Californis
CareUnit Hospatal imy Leased 2014 12,000(8)
Kurkland, Washington
CareUnut FBacalaty o) Owned () - -
Jacksornile Beach. Flonda
CarcUnit Hosprtal (o0 Owaid (4 - -
Cinannan, Ohio
CarelUnit Hesprzal Owned (4 - -
Se. Lowis, Misseun
Starung Fount, Ok Avenue Owned - -
Onngenle, Ciliforna
Surtig Pount, Orange County, Owned (0 - -
Coya Mena, Californus
Stuning Powne, Grand Avenue Owned (g - —_
Sacramento, Califomia
CarcUmit Facility to) Owned - -
Tampa. Flond:
CareUnit Hospazal () Leased lo12 4.049
Albuquerque, New Mexxo
CareUmit Hospatal Oweed - _
Las Vegas. Nevada
Psychiatric Treatmeat Facilities
Brea Neuropsyckuatswe Center (12 Owned - —
Brea, Cahfornia
Woodview-Calabasas Hospatal 13 Lewed 1996 19,2271
Calabasas, Californu
Golden Valley Health Center ) Owned - -
Golden Valley, Minncsota
Other Operating Fucilities
Tusun Manor Leased 1995 7.754(t8)
Tostin, Calileenia
(Intermediste Carz Facalicy)
CompCare Pulilicanions Leased 1936 4.879
Minneapoli, Misnesora
Admiuistzstive Facilities
Corpr cate Headquarters {1y) Leased 1900 27,456
Newpest Beach, California
Corporate Headgquarters (16) Owined - -
Imine, California
Regirnal Headquarters Leased 1089 8,623

Timpa, Flonda
(1} Anuma all options to tenew wnll be exercised.

(2) All leases, other than thote relating 1o Registract™s adminuttative Bcditien, are thiple net leates undor whith Repstrint beats off coses
of operanions. including insurance, taxes and widiten, Reqisttant is cesponuble for speafied percentages of increases in tes. e

ments and operating cots relaaing to its admniserative ficibisies,

(1 Leased by Regutnant from 197t to 1981,

{4) Sukwet o encumbrances. For wformation concerming Regutraat's leagterta debr see Note 3 to Consoludated Financul Seacernenns

appeanng elrwhere o this report.

{3} Lessed by a joint vensure and managed by Regutrars,

16) Leased by Regastrant from 1976 1o 1981,
{7) Mamged by Ragistrant from 1978 to 1988,

cCosa




#) Subject to increne every thive yean based upoa icreases in tbe Comsumer Price Index, oot to exceed 0™

ts Owned by 2 ot nature a0d managed by Regrueniar,

(105 4 Sepeemnber 198}, two of Regutrant’s long-term care facthues were comveried oo 2 ungle chemcal dependency treatment tality

{133 The Regustrant has # 3o xar hind bease £ 1 the Baliry m Albuquerque which sncludes 102,200 square fees ot laind.

(13} Leased by Regpuurant from wgog to 192

(11), Leased b Reguicrant and mupcsged by the Regutrant’s partner 1n 3 joune vertuse

te) Subgect to . crease every five yeon based upon the Contumes Prce ledex

{13) Lease expirey .\ November 1986 Regutrant intends o wideare this ipace afier rodocating t i new coporate beadquarten

(s8) Purchased by Rugnstrant i May toas Regutnins setapaes sccupyiag o Fall of 1683

(e Subjecy 22 legal aci-on commenced o Deormber 1979 n Supersor Court, State of Californa, by the lrssor. The lessor contends that
1971 smendmant to :\e lene, whach rduced the smount of bassc reat wubyect o five-year incresses based upos the Coasunser Pce
Index from 5177.600 tw 147,600, s voud for lack of conudenanion. The amoust of reat m dupute was spprommarcly $4.000 per
month from June 1976 to May 1981 and increased to approsumately £13.000 per month 1a June 1981 In Apnl 1985 the cise waz du-
maned for Euture t commene tral wathio the fve-yesr surats of haueatwoac The lessor u appealing thus divmussal.

Item 3. Logal Proceedings.

Regustrant is routinely engaged .o the defense of lawsuits arising out of the ordinary course and conduct
of vs businass zad has insurance pulicies covenng such potential insurable losses where such coverage is
cos¢ effective. During the period Masch t, 1977 through February 28, 1983, Registrant’s Contract oper-
ations were coverzd by liability insuran-e policies underwritten by Glacier General Assurarice Company
of Missoula, Montani (“Glacier™). In March 1985, courts in Californis and Montana appointed a
recerver and a rehabilitator, respectively, fou Glacier’s assets in those stairs and entered moratoria on

the payment of policy claims. At present Regustrant 15 unable to determine whether Glucier would

be able to fulhill sts obligations undes the liability policies issued to Registrant or whether the proceeds,
if any, from Glacier™s rainsurance pelicies would be available io Registrant, However, Registrant does
not believe that Glacies's potential failure would be likely to result in a maverial adverse effect on its
finanaal condition. In March 1983, Registrant replaced Glacier with other liability insurance carners.

On June 1, 1984, the State Deparement of Health Services and Office of Statewide Health Planning and
Dovelopment (“osupo™) filed an action against Registrant in Superior Coutt, State of California for the
County of Orange. The action secks an injunction prohibiting the operation of chemical depeadency
recovery services at S1art--3 Point, Orange County, a licensed skilled nursing facility. The primary issue
1s whether such servicess 1 be offered in a skilled nursing facihry or whether a change of license cate-
gory 1s requiced. The action also seeks civil penalties for sllegedly violating the Certificate of Need law
and for advertising its scrvices for whick: it is not properly licensed. A hearing has been held and the
Court refused to 1ssue 2 preliminary injunction, thus penmircing the facility to continue in operation.
The osHep then unsuccessfully sought a wnit of mandate 1a the Court of Appeal. At present the ostep
15 prrsutng the appeal of the denial of the preliminiry injunction in the Court of Appeal. Registrant
constders this action to be without mernit,

Iten1 4. Submission of Matters to a Vote of Security Holders,
Inapplicable,

Il
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Item 8. Marke! for Registrant’s Commeoa Stock 1 #d Relat-d Stockholder Matters.

(a) Registrant's Common Stock is traded on the natioaal ove: the-counver market and is quoted on the
NAsDAQ National Market System under the symbol cMpi. The following “able sets forth the range of
high and low bid prices for the Com non Stock for the fiscal quarters indic ated. All quozations have been
adjusted to give effect to a 33-1/3 % stock dividend (which had the effect of a four-for-three stock split)
2ffected July 16, 1985 and are roundzd to the nearest one-cighth. Such prices represent interdealer prices
withour adjustment for retail markup, markdown or commission and do not necessanly represent actual
transactions.

. Bid Price

Fiseal Yeur High Low

1985 Fiest quarier 18 12-7/8
Second quairer i8-1/2 1$-5/8
Third quarter 22-5/23 16
Foutth quarter 227/8 19-5/8

First qiarter 29-3/4 1734
Secord quarter 18-78 13-3/8
Therd quarter 19 14

Feurth quarter 16-5/8 13-5/5

(b) As of June 30, 1985, Registrant had 2,013 stockholders of record.

(c) Registrant paid 5.06 and s.675 per share cash dividends on a quarterly basis during the fiscal years
ended May 31, 1984 and May 31, 198§, respectively, or an aggregate of s.24 and .30 per share for those
years. Registrant intends tv continue to pay regular cash dividends in the futuve, although the payment
of sach dividends will be dependent upon the earnings, financial position, cash requirements of

Registrant and other relevant factors existing at the time. On June 26, 1985, Registrant’s Board of
Directors declared 2 quarterly dividend of 5.03 per shaze payable August 15, 1985, to stockholders of
recond July 31. 1085,




Item 6. Selected Financial Data.
The following tables summarize selected consolidated financial data and should be read in conjunction
with the more detailed consolidated financial statements and notes thereto appearing at page 15 of this
teport.

Years Ended May 31.
1985 1984 1983 1982 1981

Income Statement Data {Amounts in thousaads, exce * per share data)
Revenues.
Operating $153,035 $107.913 $86,126 368,700 ss1.351
Interest 4.637 5.416 3.845 41612 1.232
Other 864 315 42 166 17

158,516 113.682 89,383 73,485 §2.756

Costs and Expenses.
Operating B4.o12 s8,817 46,619 319,349 29,546
General, adrmnistranve and marketing 312,026 22,742 18,574 16,910 12,227
Depreciation and amoruzation 4,240 2,781 1.952 1,448
Interest L5717 ™ 660 603

123,658 _ Bs.123 67.805 58.330 41.367

Earnings before taxes on income ard extraordinary tem 14,881 28,559 21578 15,155 9.389
Net earnings (1) 17,226 14,058 10,767 7.586 4.627
Earmings per comrmaon and common equivalent share (1)

Primary 1.13 9] 81 .63 49

Fulty diluted 1.13 81 &2 3
Cak Jinidends per share 30 24 a8 a2 08
Weighted average common anit common equivalent

shaces outstanding 15315 15,160 13,367 12,650 19.170

t1) Excludes extracidinary gain of $231.000 (8 02 per skate} recorded 1n fiscal 1682, Earnungs per shacs have been adfusted to effect
1 four-for-three stock sphie sued July 16, 1985

_ AtMyg.

o _ ) o i 1y8s 1084 1983 1982 1981
Balance Sheet Data {Dollars in thousands)
Workimg capital $ 02,852 35 55.4%1 5 €9.601 singls4  s16,828
Total assets 216,397 144,290 116,451 69,073 41,116
Long-term habihuies 64,42 15.493 6,445 5,291 2.686
Stockholders’ equity 122,745 110,310 100,489 $1.561 23,188




Item 7. Management’s Discussion 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
tne financial data bear to total revenues and (ii) the percentage increase of such items as compared to the
indicated prior period:
Relationship to Total Revenues Priiod-to-Perod Increase
Years Ended May 31. ___ Years Ended

1985 1984 1983 1984-85 1983-54

Revenues:
Operating 06.6% 94.6% 96.3% 41.8% 25.3%
Interest 9 4.8 32 {14.4) 90.4
Other . 3 5 144.8 e

100.0 10,0 19.5 112

Couts and Expenses:
Operatiig . s1.8
General, admuistrative
and marketing
Dapreciation and amortization
Interest

Earnings before taxes on income
Taxes on ‘n"ome . . . 21.7

Net earnings X . . 22.5

Pesuit: of Operations

Registrant's revenues have increased from approximately 389,000,000 in fiscal 1983 to $159,000,000 in
fiscal 1985. Revenue increases have been generated by increases in the utilization of Registrant's existing
facilities, the addition of new facilities and by price increases. Facility utilization varies as to its impact on
revenues depeuding on the type of services provided and the method of delivery employed. Increased
utilization of Registrant’s freestanding chemical dependency and psychiatric facilities has a greater effect
on revenues than does increased utilization of Contract operations. This difference is attributable to
higher prices charged for each day of service rendered in freestanding facilities where a broader range of
patient care services are provided. From the beginning of fiscal 1583 through fiscal 1985 Registrant
opened 10 such freestanding facilities. Reflecting these facts, the contribution to operating revenues

of Registrant's freestanding facilities increased from approximately §8% in fiscal 1983, to 60% in

fiscal 1984 and to 63% in fiscal 1985, Contract operations represented approximately 37% in fiscal
1983, 37% in fiscal 1984 and 34% in fiscal 108s.

Operating revenues for fiscal 1985 and 1984 increased by 42% and 25% respectively, over the previous
periods. Of he increase for fiscal 1985, approximately (i} 45% v/as derivec from ths improved utiliza-
tion of existing ireestanding facilities and Contract programs, (ii} 15% was due to piice increases, (iii)
30% from new fieestanding facilities (principally Golden Valley Health Center), and (iv) 10% from new
Contracts net of closures. Of the increase fer fiscal 1084, approxitmnately (i) 35% was due to increased
utilizatior. of existing Contracts and {reestanding facilities, (ii) 25% was due to price increases, (i)

30% was from * i 2o freestanding feculities opened in fiscal 1983, (iv) 5% was from orher new
freestanding facilities, and (v) 5% was from revenues of new Contracts, net of Contracts closed.

Costs and expenses increased approximately 45% when comparing fiscal 1985 to 1984, and 25%

when comparing fiscal 1984 to 1983. A major factor contributing to this increase is the addition of new
facilities during these periods. The increases in depreciation expense in fiscal 1985 and 1984 are primarily
due to new freestanding facilities and the remodeling and expansion of existing facilities. Interest expense
increased $794,000 in fiscal 1985. This increase resulted from the issuance of $46,000,000 in convertible
subordinated debentures in the fourth quarter of fiscal 1985, che financing of CareUnit Hospital of 5t.
Louis during the second quarter of fiscal 1984 and the reduction in capitalized interest that decreased
intezest expense in fiscal 1984, Interest incurred in fiscal 1984 increased by approximately $453,0c0 2nd
was offset by the capitalization of interest relating to the construction of new facilities, Media advertis-
ing was approximately 6% of operating revenues in fiscal 1985 and 7% in fiscal 1984, For fiscal 1985.




Registrant's charge to earnings for its executive bonus plan was approximately $1,200,000 ($.04 per
share) while Registrant accrued no charge to earnings during fiscal 1984 as it did not meet its internal
operating goals upon which the bonus is determined.

Operating margins (operating and other revenues less costs and expenses) declined from approxi-
_mately 21% to 20% when comparing fiscal 198 to 1984. In addition to the factors discussed above,
start-up losses or lower than average margins in newer freestanding facilities inhibited improved margin
performance. Margins were also negatively impacted by the increase in starz-up losses associated with
Registrant’s Canadian operations and its RehabCare subsidiary (combined s.02 per share). As a result of
the decline in operating margin and the decrease in interest income, Registrant’s total margin declined
from 25% in fiscal 1984 to 22% in fiscal 1985. Operating margins remained at approximately 21%
when comparing fiscal 1984 to fiscal 1983. Although margins were positively impacted because no
executive bonus was accrued in fiscal 1984 (while approximately $1,600,000 was charged to earnings in
fiscal 1083) this was offset by the increass in media advertising from 6% to 7% of revenues, the lower-
than-average margin at its CareUnit Hospital of St. Louis, start-up costs associated with and the losses
incurred during the con\ 2rsion of Registrant's two long-term care facilities to a Starting Point

facility and the start-up costs associated with its BMc, RehabCare and Canadian operations.

Liquidity and Capital Commitraents

Registrant’s current ratio increased to appruximately 4.3:1 3t May 31, 1985 as compared to 4.1:1 at May
31, 1984. Accounts receivable days outstanding increased from 79 days at May 31, 1984 to 85 days at
May 31, 1985. This increase in days is primarily due to slower payments by third-party payors and the in-
creased proportion of receivables in freestanding facilities in which days outstanding are generally higher
than Contract receivables.

The Registrant has commicted approximately $17,600,000 for construction of new freestanding facili-
ties in Coral Springs, Florida and Chicago, lllinois, refurbishment of existing freestanding faciliti~s

and completion of the interior of its new corporate headquarters, At May 31, 1985, 2pproximately
$4,800,000 had been expended on the Coral Springs project. Registrant has committed approximately
$6,800,00¢ to finance the construction of an 83-bed psychiatric hospital to be located in the City of
Manchester, New Hampshire, The loan1s for a period of approximately two years and bears interest at
the rate of prime plus two percent. At May 31, 1985, approximately $3,162,000 was outstanding on the
lean.

Registrant has a 510,000,000 bank line of credit, unused at May 31, 1985, which expires September 30,
1985. During the line period Registrant must maintain a compensating balance equal to §% of the
commitment. Because of its present cash on hand, expected cash flow from earnings, bank line of credit
and the possibility of obtaining secured financing for a portion of its major planned expznditures,
Registrant believes it will have no difficulty in mecting its obligations during rhe coming fiscal year.

Impact of Infle*on

Although inflation has become less of a significant factor in the nation’s economy, to cope with its
effect of increasing expenses, Registrant regularly raises prices charged at its leased and owned facilities.
Registrant’s Contract. provide for anaual price increases to reflect increases in the Consumer Price
Index. To date, these price increases have been adequate to offset Registrant’s increase in costs.
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Report of Independent Certified Public Accountants

"o the Stockholders and Board of Directors
Comprehensive Care Corporation

We have examined the consolidated balance sheet of Comprehensive Care Corporation and subsidiaries
a. of May 31, 1985 and the related consolidated statements of earnings, stockholders’ equity and changes
in financial position for the year then ended. Our examination was made in accordance with generally
accepted auditing standards and, accordingly, included such tests of the sccounting records and such
other auditing procedures as we considered necessary in the circumstances. The financial statements for
the years ended May 31, 1984 and 198 3 were examined by other accountants whose report dated July 20,
1984 expressed an unqualified opinion on those statements.

In our opinion, the accompanying 1985 consolidated financial statements present fairly the financial
position of Comprehensive Care Corporation and subsidiaries at May 11, 1985 and the results of their
opetations and the changes in their financial position for the year then ended, in conformity with
generally accepted accounting principles applied on a basis consistent with that of the preceding year,

o7 Mhorcanchy INTAl 5 E-.
Newport Beach, California 7 7
July 18, 1985




Report of Independent Certified Public Accountants

To the Stackhold:rs and Board of Directors
Comprehensive Care Corporation

We have examined the consolidated balance sheet of Comprehensive Care Corporation and subsidi-

aries as of May 31, 1984 and the related consohdated statsments of caraings, stockheldere® eguity and
¢hanges in financial position for each of the two years in the period euded *ay 31, 1984. Our examina-
tions were made in sccordance with generally accepted auditing standawas and, accordingly, included
such tests of the accounting records and such other auditing procedures as ws considered necessary in the
circumstances.

In our opinion, the acompanying consolidated financial statements present faitly the financial position
of Comprehensive Care Corporation and subsidiaries at May 31, 1984 and the results of their opera-
tions and the changes in their financial position for each of the two vears in the period ended May 31,
1984, in conformity with generally accepted accounting principles applied on a consistent basis.

Newport Beach, California p
July 20, 1984 M/WM < od_(%.l




Consolidated Balance Sheets
Comprehensive Care Corporation and Subsidiaries

May 31,
1985 1084

Assats {Dollars in thousands)
Current assets:

Cash and cash izems, including time deposits of 558,197 and $37.263 s 62,228 s $1,76%

Accounts and notes receivable, less allowance for doubtful accounts

of $6,674 and 53,513 (Note 13) 47,903
Prepaid taxes 4531
Other current assets 6,320

Total current assets 120,982

Property and equipment, at cost (Notes 3, 5 and 8) 84,216
Less accumulated depreciation and amortization 1,711

Tatal property and equipment 72,505

Grher assets:
Costs in excess of net assets of businesses purchased 4,774
Notes receivable (Note 2) 1,158 4,592
Investments 4,548 3.760
Deferred contract costs 3,218 845
Other (Note 6) 9,212 1324

Total other assets _ 22,910 15,436
$216,397  $144.290

Linbilities and Stockholders® Equity

Current liabilities:
Note payable, accounts payable and accrued liabilities (Note 10) $ 19.6I11  § 12,325
Long-term debt payable within one year (Note 3) 1,183 1,163
Deferred income taxes (Not= 7) 7,001 3,300
Income taxes payable 3135 1,099

Total current liabilities _ 28,130 17,887

Long-term debt due after one year (Note 3) 59,233 14,6538
Orther liabilities 2,076 -
Diefecred income taxes (Mote 7) 3,213 813

Commitments and contingent liabilities (Notes 5 and 14)

Stockholders' equity (Note 4):
Common stock, $.16 par value; authorized 30,000,600 shares;
issued and outstanding 15,169,483 and 15,160,283 shares 1,138 1,137
Additional paid-in capital 76,021 75862
Retained earnings _ 46,580 33,011

Total stockholders’ equity 123,745 110,910
$216,397  $144.200

See notes to consolidated financial statements,




Consolidated Statements of Earnings
Comprehensive Care Corporation and Subsidiaries

Years Ended May 31,
- 1985 1984 1983
(Dollars in thousands, except
Revenues: per share amounts)
Operating $153,035 $107,913 386,126
Interest 4,637 5,416 2,845
Other 864 353 4R

158,536 113,682 89,383

Costs and Exprnses:

Operating 84,912 58,817 46,619
General, administrative and marketing 32,916 22,742 18,574
Depreciation and zmortization (Note 8) 4,240 2,781 1,052
Interest 1,577 781 660
123,655 85,123 67.803

Earnings before taxes on income 34,881 28,559 21,578
Taxes on incomre (Note 7) 17,655 14,501 10,811
Net earnings $ 17,226 s 14,088 $10,767

Earnings per common and common
equivalent share (Note 1):
Primary and fully diluted SI.13 $.93 .81

Divideads per common share s .30 $.24 $.18

See notes to consolidated financial statem=nts.



Consalidated Statements of Stockholders’ Equity
Comprehensive Care Corporation and Subsidiaries

Additional
Common Stock Paidln  Retained
Shares  Amount Capital Earnings
{Amounts in shousands)

Balances, May 31, 1982 13,208 s o9l $37.179 $14,101
Net carnings - - -— 10.767
Additional shares issued in public offering

concluded April 21, 1983, net of expenses 1,907 143 38,142 —
Dividends - —_ — 1,468)
Exercise of stock options 45 3 341 —_

Balances, May 31, 1983 15,160 7,137 75,862 23.450
Net carnings - —_ — 14,058
Dividends — = - 3.637)

Balances, Mav 31, 1984 15,160 1,137 75,862 33911
Net earnings — - — 17,226
Exercise of stock options 9 1 159 -
Dividends — — — {4:551)

Balances, May 31, 1985 15,169 s1,138 $76,021 546,586

See notes to consolidated financial statements.




Consolidated Stazements of Changes in V'inup sial Position
Comprehensive Care Corporation and Subsidiaries

Years Ended May 31,
1985 1984 1983
(Dollars in thousands)

Financial resources provided by:
Operations:
Net earnings $17,226 314,058 $10,767
Items not requiring outlay of working capital:
Depreciation and amortization of property
and equipment 3,878 2614 1,900

Deferred income taxes 2,378 451 151
Annuity income {347) {362) (86)
Amortization of goodwill and vther intangible assets 362 167 44

Working capital provided by operations 23,497 16,928 12,784
Disposal of property and equipment 299 4,100 179
Additional long-term debt 48,076 10,129 1,434
Decrease in notes receivable 3,518 882 1,433
[ssuance of common stock 160 - 38,620
Other sources — 183 220

75,550 32231 54,679

Financial resources used for:

Acquisition of property and equipment 21,196 25,179 14,892
Reduction of long-term debt 1,425 1,533 457
Increase in notes receivable 84 3.570 1,418
Dividends 4,551 3637 2,468
Deferred contract costs 2,599 845 -
Increase in costs in excess of net assats of businesses

purchased —_ 68 4,187
Investments 1,250 817 2,500
Other applications 7,074 792 o

_38,179 36.441 25,922
Increase (decreasc) in working capital $37371  s{4.210) 528,757

Summary of changes in components of working capital:
Increase (decrease) in ciirent assets:
Cash and cash iterns $20,467 $(6,087) 524,505
Accounts and notes receivable 20,633 6,385 5.985
Prepaid taxes 4,531 — -
Other current assets 1,983 1,719 629

47.614 1,121 31,119

Increase (decrease) in current liabilities:
Note payable, accounts payable and accrued liabilities 7,286 2,590 2,283
Long-term debt payable within one year 20 684 76
Deferred income taxes 3,701 1,731 1,569
Income taxes payable (764) 326 {1,566)
10,243 $.331 2,362

Increase (dzcrease) in working capital $37.371  s(4.210)  s28,737

See notes to consolidated financial statements.
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Notes to Consulidated Firanciel Statements
Comprehensive Care Corporstion and Subsidiaries
May 31, 1985, 1484 and 1983

Note 1-Summary of Significant Accounting Policies

The consolidated financial statements include the accounts of the Company, its subsidiaries and the
Company's interest in the accounts of joint venture partnershiys (see Note 2). All intercompany
accounts and transactions have been eliminated in consolidation. Certain reclassifications of prior year
amonnts have been made to conform with current year classifications,

Revenue Recognicion

Approximately 96% 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 at rates generally less than the established billing rates. Payinents are subject to audit by
intermediaries administering these programs, Revenues from these programs are recorded under reim-
bursement principles applicable under the circumstances. Although management believes estimated
provisions currently recorded properly reflect these revenues, any differences between final settlement
and these estimated provisions are «2flected in operating revenues in the year finalized.

Inrangible Assets

Cos's in excess of net assets of businesses purchased (goodwill) ate bsing amortized over 25 to 40 years.
The amounts included in tue consclidated balance sheets are net of accumulated amortization of
$184,009 and $244,000 at May 31, 1985 and 1984, respectively. The costs of purchased licenses,
copyrights and similar rights are amortized over the period of benefit.

Capitaiized Interest

Interest incurred during the construction of freestanding facilities is capitalized and subsequently
charged to depreriation axpense over the life of the related asser. The interest rate utilized is either the
rate of the specific berrowmg associated with the project or the Company’s average interest rate on
borrowings where there is no specific barrowing associated with the project. The amount of interest
capitalized was $161,006 and $330,000 in fiscal 1985 and 1984, respectively.

Deferred Contract osts

The Company has entered into a limited number uf contracts with independent general hospitals
whereby it will provide srrvices over a period in excess of the standard two year agreement. In recogni-
tion of the hospital's long-term commitment, thie Company has paid certain amounts to them. These
amounts may be used by the hospital for capital impzovements or as otherwise determinsd by the
hospital. The Company is entitled to 2 pro rata refund 12 the event that the hospital terminates the.
contract before its scheduled termination date; aczordingly, these amounts are charged to expense

over the life of the contract.

Irvestment Tax Credits
Investment tax credits are accounted for under the “flow through" methed

Earnings Per Share

Primary and fully diluted earnings per commen and commen equivalent share have been computed by
dividing net earnings, after giving effect to the elimination of interest expense applicable to the con-
vertible debantures (less income tax effect), by the weighted average number of shares of comimon
stock and common stock equivalents outstanding during the period. The convertible debentures issaed
in April 1985 are considered to be common stock equivalents from the time of issuance. The weighted
average of the number of shares issuable on conversion of the debentures was added to the number of
common shaies outstanding.

The weighted average number of shares outstanding used to compute primary and fully diluted earn-
ings per share has been adjusted to reflect a four-for-three stock sphit effected july 16, 198s5.

Stock options granted are common stock equivalents but da not have 2 significant dilutive effect and
have not been included in the computation of earnings per sharz for the periods presented.




The weighted average number of shares is as follows:
Years Ended May 31,

1985 1984 1983

. (Shares in thousands
Primary and fully diluted 15,315 15,160 "

13,367

Note 3-Accounting for Interests in Joint Veature Partnerships

In 1972, the Company entered into a joint venture partnership, named Neuro Afliliates Company,
with another corporation for the purpose of operating two hospitals. Under the terms of thcjoim': ven-
ture agreerreat, the Company manages one of the hospitals and its partner manages the other. Each of
the partners in the joint venture receives 2 management fee for the hospital it manages, und they share
equally in the profits or losses.

In May 1981, the Company entersd nto two joint venture partnerships in Florida organized for the
purpose of owning and operating 84-bed and 120-bed chemical dependency treatment facilities in Jack-
sonville Bezch and Tampa on properties owned by the joint venturers. The Company has a 0% -
terest in each joint verture and manages each facility for a management fee bas=d on gross revenues.
The Company and its partners share the joint ventures® profits and losses in proportion to their respec-
tive joint venture interests. The Company agreed to loan the Tarnpa joint venture ..p to $4,060,000 for
the purpose of constructing and furnishing the facility. The loan bears mterest at the prime rate plus
2% and is sccured by a first mortgage against the facility. Construction of the Tampa facility was com-
pleted in December 1983, At May 31, 1985, the amount cutstanding undor the conistruction loan
agreemnent was $3,506,000. In July 1983, the Company purchased laad in (Coral Springs, Florida for
approximately $850,000. A joint venture, in which the Company has a s0% ‘nteresr, has been formed
and purchased the land from the Company to build a 100-bed chemical dependency treatment facility
on it. The Cempany will serve as facility and joint venture manager. [n December 1983, tong-term
financing was secured for the project in the form of Industrial Development Bonds.

In July 1981, the Company entered into a joint venture partnership in Ohio for the purpose of owning
and operating an 84-bed chemical dependency hospital. The Company's partner loaned the joint ven-
ture $4,000,000 (at 10% interest) which was used to purchase the building and equipment necessary
for operation of the hospital. The Company has a 56% interest in the partnership and manages it for a
fee based on gross revenues.

In May 1984, the Company entered into a joint venture agreement with a subsidiary of The Health
Central System (“*Hes"). The joint venture owns and operates Golden Valley Health Center, a 258-bed
behavioral medicine hospital located in a suburb of Minneapolis. The joint venture is marketing the
Company's behavioral medicine services to ues affiliate hospitals. The Company serves as managing
partner of the joint venture for which it earns a fee based on profitability. The Company has a 50%
interest in the joint venture.

The Company consolidates its interest in the assets, liabilities, income 2nd expenses of the joint ven-
tutes. The assets and liabilities of the joint ventures included in the consolidated balance sheets are as
follews:

May 31,

198_-_____ 1084
Assets {Dollars in thousands)
Cutrent, assets s B,144 s 6,870
Property and equipment (net) 16,312
Other assets 233 _L.433

$24,61%

Liabilities and partners’ equity
Current liabilitics s 1,802
Note payable (1) : 2,024
Long-term liabnlities $.054
Partners’ equity _15.733
124,613

A=

{1) This amount was cffses agatnst the Company”s notes receivable of 33,508,000 and 34,048,000 3t May 31, 1985 and 1984,
respectively, in the consohidatsd financial statements.




The Company'» propostionate share of the operating results of the joint ventures incluued in the
consolidated statements of earmings is as follows:
_ Years Ended May 31,
1485 1984
{Dollars :n thousauds)
Revenues 335,354 $14.557

Costs and expenses
Openting, genenal, administrative 2nd markstiog 18,135 10.924
Depreciation and amortization 841 317
Iaterest 608 a5t

_19.584 11,692

Earnings before aaxes on income $ §.770 s 2,688

Note 3-Long-Term Debt

Long-ter:n debt consists of the following:
May 31,

1983 1984
(Deollags 1n thousands)

7% to 16% notey, payable in monthly installments with marvrity dates

tnrough 2003, Collateralized by real and personal property having a net

book value of 16,993 s 2,360
Naote payzble beasing interesr at 72% of prime through 1988, and at

74% of prime fur 53213 1989 through matusity, payable quarterdy

maturing 10 December 10¢3. Collateralized by real 2-.d personal

property haning a net book value of 53,105,
Notg payable bearing intzrest at 70% of prime through June 1985,

and at 74% of pruce from fuly 1984 thoough 1995, payable quarterly

matunag 13 1995, Cotlizeralized by real ans personal property having

a et book value of 57,827
Note pavable beanng interest at 10%, pavable quarterly with level

paymenn of prizaipal and interest based upen a twene- year amortazation

schedule, with unpaid princaps! and interest due in 1945, Collateralized

by real and personal property having a net book value f $2.463
Note payable bearing 1ntercss 2t 65% of pnme, paysble m nthly maturiag

in 1994. Collateralired by real propertv having a net bet vilue of

$1.487. 3 o1}
7-1/2% converuble subordinared debentutes due 2010 46,000 -
Capital lezse obligations (Note 59 z.980 2,070
Other 36 258

60,416 is.8az

Less amounts due within one year 1,183 1,163

£59.213 114659

As of May 31, 1985, the annual maturities of long-term debt for the next five years 2mounted to
$1.183,000in 1986 $1,199,000 in 1987, $1,222,000 in 1988, 81,247,000 in 1989, and $1,624,000

in 1949,

At May 31, 1925, the Company had 2 $10,000,000 bank line of credit. During the line period, the
Compary must maintain compensating balances equal to §% of the commitment plus §% of the aver-
age outstandicg balance. No smounts were outstanding under this line of credit at May 31, 1985.

On \pril 25, 1985, the Company issued $46,000,000 in convertible subordinated debentures. These
debentures requice that the Compauy make semi-annual interest payments in April and Qctober at an
interest rate of 7-1/2%. The debentures are due in 2010 but may be converted to commoa stock of the
Company at the opt’ a of the holder at a conversion price of $25.97 per share, subject to 2djustment in
certain events. The uzbentures are alio redeemnable, at the option of the Company, in certain circum-
stances. Mandatory 2nnual sinking fund payments sufficient to retire §% of che aggregate principal
amount of the debeatures arc required to be made on eack April 15 commencing in April 1996 to and

including Apdl 15, 2009. coor
: N Vol




Note 4-Stockholders’ Equity
The Company effected 2 four-for-three stock split on Jaly 15, 1085, All share and per share infornation
Lis been restated to reflect the stock split. The par value of the additional shares of common stock
issued in connection with the stock split will be credited \o common stock and 2 like amount charged
to additicnal pard-in-capital 1n fiscal 1986.

In November 1973, the Company adopted a non-qualified stock option plan which expired May 31,
1983. Options outstanding at May 31, 1985 must be exercised by October 1986.

Market Price
Option Price When Granted
Number Per Fer
o o of Shares Share Aggrega.c Share Aggregate
{Dollars in thousands, except share 2mounts)
Options granted in March 1980 186,667 $3.75-4.41 3760 - $4.41 sBz23
Options granted i Ocraber 1081 27,600 10.88 3o0 10.88 100
Options exercised in fiscal 1932 (150,667) 375 4-41 (610} 441 (664)
Options exercused i fiscal 1983 (45,200} 3.75-10.88 (250) 4-41-10.88 (259)
Options exercised 1n fiscz! 1984 (o200} 10.88 {100) 10.88 {100)
Ogptions nutstanding at May 31, 1985 9,200 310.88 $100 $10.88 s

O June 24, 1983, the Company adopted a stock option plan which was approved at the stockholders
annual meeting held in September, 1983. The total number of shares of common stock which may be
granted under this plan cannot exceed 333,333 shares. The Plan is inwended to qualify as an Incentive
Stock Option Plan, At the time of granting an option under the plan, **stock apprecimion rights'* and
**cash appreciation rights"’ may be concurrently granted. The Plan provides that 25% of the options
become exercisable in each of the four years following the date of grant. The options must be exercised
within 10 years of the date of grant and no options may be granted under the Plan subsequent to May
11, 1993.

The following table sets forth the options granted under this plan:

Markst Price
Option Prce When Geranted
Number Fet for
of Shares Shawe Aggregate Share Aggregate
{Dioilars in thousands, except share 2mounts)

Opuions granted in fiscal 1085 140,345 $13.78-18.38 31,959 $13.78-18.38 $1.040
Options forferted {s.802) 13.78 (80) 1378 )
Qpuions outstanding at May 31, 1985 134:54) $13.78-18.38 $1.379 $17.78-18.48 st1.879 235,

During fiscal 1984 the Company authorized the issuance of the following non-stavatory options out-
standing at May 31, 1985:

Macket Price
Opticu Price When Granted
Number Pe: Per
of Shares Share Aggregate Share Aggregate
(Dollars 1n thousands, excepr share amounts)
Options granzed .o fiscal 1984 313,333 $15.56-16.88 3516 $15.56-16.88 5,26
Options outstand:ng at May 31, 1935 33.313 $15.56-16.88 3526 £15.56-16.88 15294

The non-statutory options become exercisable at the rate of 25% per year following the date of grant
and must be exrcised within five years after the date of grant. At May 31, 1985, options for 8,333
shares are exerexsable.

~
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Note 5-Lease Commitriicnts

The Company and the Neurc Affiliates joint venture partnershup lease facilities, furmiture and equip-
ment. The facility leases contain escalation clauses based on the Consumer Price Indsx and provisicns
for payment of real ustate taxes, in:urance, maintenance and repair expenses.

Total rental expenses for all aperating leases wers as follows:

Years Ended May 31,
1983 1984

{Dollars 1n thousands)
Mimimum rentals 3603 5637
Contingent rentals _n 78

Total rentals 3674 $71§

Assets under capital leases are capitalized using interest rates appropriate at ti.+ inception of each lease:
contingent rents associated with: capital leases in fiscal 1485, 1984 and - 983 were 5123,000, 5122,000
and $122,000, respectively. The net book value of capital 12ases at May 32, 1085 and 1084 was
$1,416,000 and $1,531,000, respectively.

ture minimum payments, by year and in the aggregate, unasr capital leases and non-canceilable
operating leases with initial or remaining terms of one year ot 1101e consisted of the following at
My 31, 103§:

Capital Leases

Jont Operaiag
Corpany Ven' ane Total  Leases

{Dollars in thousands)
1986 04 s 326 £ %89
1987 201 326 22
1988 204 304 3a4
in8o 204 293 146
1990 204 293 40
Later yeans 2,480 3.013 1,097

Total mimmum leas: payments $3.500 : 4,558 32727

Less amounts representing interest 2,875

Present value of net minimur, lease paymenies 31,980

Note 6-Deferred Compensation Pians

The Company has a deferred compensation plan for its Chairrnan. The vested unfunded benefits at
May 31, 1985 and 1984 (s901,000 and $76¢35,000), have been accrued by the Company. The Company
utilized an 8% discount rate in determining the present value of vested unfunded past service cost. The
total charges to earnings for fiscal years 1085, 19084 and 1983 smounted to s1368,000, s143,800 and
£142,000, respectively. During the fiscal year ended May 1983, the Company purchased z $500,000
annuity from which it intends to meet future obligations of this plan.

In fiscal 1983, the Company also adopted deferred compensation plans for its key executives and
Medical Directors. Under provisions of these plans, participants may elect to defer a portion of their
current compensation to future periods. In 1985, the plan for key executives was modified to provide
pavout of termination benefits over a five-year period. Insurance conrract+ were purchased in 1985 to
meet anticipated obligations under these plans.

The cash surzender value of the insurance contracts is included in other assets on the consolidated
balance sheets.




Note 7-Taxes on Income
Taxes on income consist of the following:
Years Ended Mey 31,

1983 1984 1983
{L¥ollzry in thousands)

Currently payable:
Federal income taxes 310,264 $10,336 3 7,247
State income taxes 1.974 1,934 1,473

11,218 12,320 8.720
Deferred federal income taxss 4,318 1,824 1,788
Defer.ed state income taxes 899 157 103

5.417 1,181 2,001
$17.643 $14,501 310,811

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

Years Endsd May 31,
1985 1984 1983

{Dollars in thousands)
Income taxes at the statutory tax rate $16,045 $13,137 $ 9.916
State income taxes net of federal tax benefit 1,540 L2719 981
Investment tax credit (303) {270) (237)
Loss from unconsolidated subsidiary 312 18 —
Amortization of goodwll s 77 a1
Other (4 160 120

517,653 $14,501 $10.811

"Total taxes on income differs from taxes currently payable as a result of differences in the recognition of
wvenue and expense for tax and financial statement purposes. The sources of these differences and the
tax effert of each are as foll ws:

Years Ended May 31,
198s 1984 1983

(Dollars in thousands)
Excess tax over book depreciation s $72 s 6 s 218
Cash bass accounting and different repotting period

for tax purposes by joint ventures 2312 481 928

State income taxes not currently daducrible {462) {(197) (194)
Deferred compensation expense not cutintly deductible {351) (403) N
Cash basis accounting by subsidianes 1,163 1,378 $73
Employee benefit expenses not currently recorded for book purposes 2.408 o7 589
Other __{a31) 109 34

$1.417 § 1,001
=
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Note 8-Property and Equipment

Depreciation and amortization of prop >ty and equipment are computed on the straight-line method

over the estimated useful lives of the related assets, principally: buildings and improvements— s to 40
years; furniture and equipment — 3 to 12 years; leasehold improvements —life of lease or life of asset,

whichever is less.

Balance Balance
Beginningof  Additions End of
Period a Cont Retirements R:clamﬁczuc:x‘u_ __ Period

Year ended May 31, 1985: {Dollars 1n thousands)
Land and improvements 5 7.476 s 5.057 s 147 s (19) $14.207
Buildings and improvements 43,607 11,359 18 {129) 53810
Furniture and equipment 10,144 2,850 237 15% 12,912
Leaschold improvements $01 10 10 [1n
Capualized bmlding leases 2,704 -- - 2,704

Cost

31,432 $21,196 {__34._::3

Year ended May 31, 1984,
Land and improvements $ 7.253 1 1,728 s 1,008 $ 7,476
Butldings 2nd improvenents 25.315§ 20,1218 1,146 42.607
Furniture and equipment 7.071 1,330 124 10,144
Leasehold improvements 8o1 113 503 501
Capitahzed building leases __2.704 —_ —_ 2,704

343234 515,179 5 4,981 $63.432

Year ended May 31, 1983:
Land and improveinents $ 4,000 $ 7.251
Builldings and improvements 16,454 25,318
Furnitr.ce and equipment 4043 7:978
Leaschold improvements 836 s B
Capalized building leases 2,704 - 2,704

$28.0697 $14,802 $43.214

Balance Additions Balince
Accumulated Depreciation Beginning of  Charged End of
and Amortization Peniod to Expense Retirements Reclassifications Period

Yeur ended May 31, 1985: {Dollars 1n thousands)
Buildings and improvements 3 3147 5882 L] 2 s 5.027
Furniture and equipment 3.348 1,70} 1t 4.959
Leasehold improvements 181 177 436
Capitalized building leases 1,173 116 1.289

7949 31.878 s 13 ! sIL711

E ==

Year ended May 31, 1984:
Buildings and improvements
Furniture and equipment
Leasehold improvements
Capitalized building leases

Year ended May 31, 1983:
Buildings and impro ements
Furniture and equipment
Leasehold smprovements
Capitalized building leases




Note 9-Acquisitions
In June 1984, the Company opened CareUnit Hospital of Nevada. The hospital, located in Las Vegas,
has a capacity of 5o beds and specializes in the treatment of adolescents.

Ia February 1985, the Company consummated 2 new agreement with SmokEnders, Inc. Under
terms of the new agreement the Company has been granted an ¢ight year license to operate smoking
cessation setninars using the name and materials of SmokEnders. As consideration, the Company
agreed to forego repayment of amounts due from SmokEnders under the prior agreement, paid
certain obligaticns of SmokEnders, and agteed to pay a royalty based on future revenues derived from
the operation of the seminars. The amount included in other assets for the license considerazion is
approximately $1,460,000 at May 31, 1985. The Company is amortizing the license fee ratably over
its eight year life.

"~
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Note 10-Note payable, accounts payable and accrued liabiliries
Note payable, accounts payable and accrued liabilities consist of the following:

a7 alad
o

At May 31,
1985 1984
(Doltars in thousands)
Note payable T L4IO s §54
Accounts payable and accrued liabilities 10,690 7,059
Accruced salanes and wages 5930 3850
Payabic to third-party intermedianies 1,581 862

9611wz

Note 11-Quarterly Results (unaudited): Years Ended May 31, 1985 and 1984

Fine Second Third Fourth
Quarter Quarter Quarter Quarter

{Dollars in thousands, except per share amounts)

to8s
Revenuet 333,547 $37.208 $39.736 345,045

Earmngs before taxes on income s B.214 s 8,797 s 8,020 s 9,850
Taxes on tncome _4d32 4.402 4,242 4,789

Net earmings s 4.082 s 4.30% s 3.778 $ 5,061

Earmngs pet shate — primiry and fully diluted $.27 . 5.2 533

1984
Revenues $25,763 26,04, $28,150 $32.824

Earmings before taxes en income s 5,062 s 9,011
Taxes on income N 2,981 4.717

Net earnings 3.26¢ 3 2,981 s 4,284

Earmings per share— primary and fully diluted . . $.20 $.20

Note 12-Supplementary Statement of Earnings Information
Advertising costs for fiscal years 1985, 1984 and 1983 amounted to $10,075,000, $8,797,000 and
$6.217.000 respectively. No other reporting categories are required for Form 1o-K.

Note 13-Valuation and Qualifying Accounts
____Additiens Deductions
Balance Charged  Charged Write-off Balance
Beginning to to Other of End
Descoiption of Period Revenue Accounts Accounts of Period

Alicwance for doubtful accounts: {Dotlars in thousands)
Year ended May 31, 1985 $3.513 $12,398 $1,930{2) $11,167 $6,674
Year ended May 31, 1984 £3.352 $5.933 $1,275(3) 36,949 $1.513

{a) Amounts are recaveries on accounts previously charged to this allowance,

e %
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Note 14-Contingencies

The Company is routinely engaged in the defense of lawsuits arising out of the ordinary course and
conduct of its business and has insurance policies covering such potential insurable losses where such
coverage is cost effective. During the period March 1, 1977 through February 23, 1983, the Company's
contract operations were covered by liability insurance policies underwritten by Glacier General Assur-
ance Company of Missoulz, Montana (**Glacier"’). In March 1935, courts in California and Montana
appointed a receiver and a rehabilitator, respectively, for Glacier’s assets in those states and entered
moratoria on the payment of policy claims. At present the Company 15 unable to determine whether
Glacier would be able to fulfill its obligations under the liability policies issued to the Company or
whether the proceeds, if any, from Glacier's reinsurance policies would be available to the Company.
However, the Company does not believe that Glacier's potential failare would be likely to result ina
material adverse effect on its financial condition. In March 1983, the Company replaced Glacier with
other liability insurance carriers.

On June 1, 1984, the State Department of Health Services and Office of Statewide Planning and De-
velopment (**oshpp"’) filed an action against the Company in the Superior Court, State of California,
for the County of Orange. The action seeks an injunction prohibiting the operation of chemical depen-
dency recovery services at Starting Point, Orange County, a licensed skilled nursing facility. The pa-
mary issue is whether such services can be offered in a skilled nunsing facility or whether a change of
license category is required. The action zlso seeks civil penalties for allegedly violating the Certificate
of Need law and for advertising its services for which it is not properly licensed. A hearing has been
held and the Court sefused to issue a preliminary injunction, thus permitting the facility to continue
in operation. The otkep then unsuccessfully sought a writ of mandate in the Court of Appeal. At
present the osHED is pursuing the appeal of the denial of the preliminary injunction in the Court

of Appeal. The Company believes this action to be without merit.

Item 9. Disagreements on Accounting and Financial Disclosure.
Nene.




Item 10. Directors and Executive Officers of the Registrant.

There is hereby incorporated by reference the information which will appear under the caption “Elec-
tion of Directors™ in a Proxy Statement to be filed with the Securities and Exchange Commission
relating o Registrant's Annual Meeting of Stockholders to be held on September 26, 1985.

Item 11. Executive Compensation.

There is hrreby incorporated by reference the information which will appear under the caption “Exec-
utive Compenyation” 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 26, 198s.

Item 12. Security Ownership of Certain Beneficial Owners and Management.

There is hereby incorporated by reference the information which will appear under the caption **Prin-
cipal Stockholders” 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 26, 1985,

Item 13. Certain Relationships and Related Transactions.

There is hereby incorporated by reference the informarion which will appear under the caption “Execu-
tive Compensation” in a Proxy Statement to be filed with the Securities and Exchznge Commission
relating to Registrant’s Annual Meeting of Stockholders to be held on September 26, 198;.

Part IV

Itern 14. Exhibits, Financial Statement Schedules and Reports an Form 8-K., o
{3) t. Financial Statements 31. '
Included in Part 11 of this reporr:
Reports of Independent Certified Public Accountants
May 31, 1985 and 1984
Consolidated balance sheets
Years Ended May 31, 1985, 1984 and 1983 :
Consolidated statements of earnings
Consolidated statements of changes in stockholders® equity
Consolidated siatements of changes in financial position
Notes to consolidated financial statements
2. Financial Statement Schedules
Information required to be filed as Financial Statement Schedules has been included in Notes to

Consolidated Financial Statements. Other schedules are omitted because the conditions requiring
their filing do not exist.
3. Exhibits
The exhibits listed on the accompanying index to exhibits are filed as part of this annual report.
{b) Reports on Form 8-K
None filed during the 4th quarter of fiscal year 1985
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Pursuant to the requirements of Sections 13 or 15(rl) of the Securities Exchange Act ot 1234, the
Registrant has duly caused this repozt to be signed on its behalf by the undersigned, thereunto duly
suthorized, Jlugust 12, 1985.

COH!IEHIHSI\}CAIECO ORATION
N K G’
ELI.:{:Kams
Chairman

Pursuant to the requirements of the Securities Exchange 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 0 indicated.

_ Signature Tule i . Date
’
W Chairman
(Chicf Executive Officer) August 12, 1985
B. Lze Karns
M 7 Senior Vice President
L /"~ (Chief Financial Officer) August 12, 1985

Stephen R.. Munroe

Vice President
N — (Chief Accounting Officer) Angust 12, 1985
Mark A, Edwards
Ditector August 12, 1985

Wilter W. Heller, Fh.D.

B,Z("&ZU'? I‘Jé] @ / VLO_L*V[] /lﬁ:to/rﬂ August 12, 1985

Stewart B. Hoover, M.D.

Director August 12, 1985
Robert B. Hunter, M.D.
Director August 11, 1685 .
George |. Lyon
Director August 12, 1985
Jack A. MicLeod -

August 13, 1985

August 12, 1985

August 12, 1985
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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 on its behalf by the undersigned, thereunto duly
authorized, August 12, 1985,

CompreHENSIVE CARE CORPORATION

By.

B. L2 Kams
Chairman

Pursuant to the requircments of the Securities Exchange 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 Title Date

Chairman
(Chief Executive Officer) August 12, 1985

Senior Vice President
o (Chief Financial Officer) August 13, 198§
Ste hen R. Munroe
Vice President
(Chief Accounting Officer) August 12, 1985
Mark A. Edwanls
m 5\“{\0' or August 12, 1985
Walter W, Heller, Ph.0.

Director August 12, 1985

Stewart B. Hoover, M.D.

Director August 32, 1985

Robert B. Hunter, M.D.

Director August 12, 1985

George J. Lyon

Director August 12, 1985

Jack A. Mcieod

Director August 12, 1985

William J. Nicol

Director August 12, 1985

Joseph A. Punsch, M.D.

Director August 12, 1985
Richard A. Santoni, Ph.D. | e
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Pursusnt 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 on its behalf by the undersigned, thereunto duly
authorized, August 12, 1985.

CompreHENsIVE CARE CORPORATION

By.

B. Lec Karns
Chairman

Pursuant to the rquirements of the Securities Exchange 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 indizated.

Signatare Title Date

Chairman
(Chief Executive Officer) August 12, 1985

Btl.:::cKams

Senior Vice President
(Chicf Financial Officer) August 12, 198y,

Stephen R. Munroe

Vice President
(Chi:f Accounting Officer) August 12, 1985

Mark A. Edwirds

August 12, 1585

Walter W, Heller, Ph.D.

Director Auogust 12, 1985

Stewart B. Hoover, M.D.

W‘/ August 12, 1985
Robert B. Hunter, M.D.

Director August 12, 1985

George J. Lyon

August 12, 1985

Jack A. McLeod

August 12, 1985

William J. Nicol

August 12, 1985

Joseph A. Pursch, M.D.

August 12, 1985

Richard A. Santoni, Ph.D.
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Signatores

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 on its behalf by the undersigned, thereunto duly

sathorized, August 12, 15985.

ComrarHensIVE Care CORPORATION

By.

B. Lee Karns

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

_ _ Signature Tile Date
Chairman
(Chief Executive Officer) August 12, 1985
B, Lee Karns
Senior Vice President
_ (Chief Financial Officer) August 12, 1985
Stzphen . Munroe
Vice President
(Chief Accounting Officer) August 12, 1985
Mark A. Edwards
_ Director August 12, 1085
Waiter W. Heller, PL.D.
Director Aupgust 12, 1985
Stewart B. Hoover, M.D.
Director Auvgust 12, 1985

Robert B. Hunter, M.D.

Dirsctor
Jack A. McLeod
Director
William J. Nicol
o Director
Joseph A, Purich, M.D.
Director

Richand A. Seatend, Ph.D.

August 12, 1985

August 12, 1985

August 12, 1985

Aupgust 12, 1035

August 12, 1985
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Signatnres

Pursuwint to the requizements of Sections 13 or 15(d) of the Securities Exchange Ac: of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authoized, August 12, 1985,

ComrREHENSIVE CARE CORPORATION

By

L

B. Lee Karn
Chairmzp

Puruant to the requirements of the Securities Exchange Act of 1934, this report has becn signed below
by the following persons on behalf of the Registrant and in the cpecities and on the dates so indicated.

_ Signature . Title ) _ Date
Chairman
{Chief Executive Officer) August 12, 1485
B. Lee Karns
Senior Vice President
. ___(Chief Finaxcial Officer) August 12, 1935
Stephen R untoe
Vice President
o (Chief Accounting Officer) August 12, 1985
Mark A. Edwards
Direcor August 12, 1985
Walter W. Heller, Ph.DD.
_ Director August 12, 1985
Stewart B, Hoover, M.D.
Director August 12, 1085
Robert B. Hunter, M.D.
Dirzetor August 12, 1985
George ]. Lyon
W’/W/gm Auguat 12, 1985
Jack A. McLeod
Director August 12, 1985
William J. Nico}
Director August 12, 1985
Joseph A. Pursch, M.D.
Director August 12, 1985
= Richard A. Santoni, Ph.D.
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Index to Exhibits Item 14(a)3

Sequentially
Numbered
Page

Reziated Articles of Incorporation(1)

Amendment to Articles of Incorporation{g}

By-Laws of Registrant as presently in effect(s)

Indenture daved April 25, 1985, between Registrant and Bank of America, NT&SA relating to
Convertible Subordinated Debentures(1o)

Repular form of CarelJniz Contract(r)

Reguizr form of CarePsychCenter Contract(1)

Stock Bonus Plan of Registrant, including pamphlet describing such Plan(2)

Deferred Corapensation Agreement dated April 6, 1982, Eetween Registrant and B, Lee Karns(6)
Amendment No. 1 to Deferred Compensation Agreement between Registrant and B. Lee Karns(9) 3 é)
Registrant’'s Amendad and restated 1983 Stock Option Flan(filed herewith) ~
Form of Individual Benefit Agreement(g)

Deierred Compensation Pian for executive managzment (filed herewith)

Form of Non-Statutery Stock Option Agreemeut (filed herewith)

Description of Executive Bonus Flan (filed he-ewich)

Lease dated January ©§, 1970, between SoC:. Projects, Inc., as Lessor and Registrant as Lessce(3):
Amendments to such Lease dated Noventber 25, 1970, April 20, 1971, and March 10, 1972,

(re Woodview-Calabasas Hospital)(1)

Woodview Lease dated November 1, 1972, between American Psychiatric Hospitals of California, Inc.,
as Lessor and Neuro Affiliates Comeany as Lessee {te Crossroads Hospital)(filed herewith)

Lease Dated September 23, 1975, hetween Bernard Hombleton and Marion Hambleton as Lessors and
Alcoholism Center Associates, luc., as Lessee (re CareUnit Hospital of Kitkland)(1)

Standard Lease dated April 28. 1976, amended June 28, 1976, between The Irvine Company as Lessor
and Registrant as Lessee (e Executive Offices at Newport Beach, California)(filed herewith)

Joint Venture Agreement Movember 1, 1972 {te Neuro Affiliates Company)(filed herewith)
Amendment to Joint Venwure Agreement dated March 1, 1973, between American Psychiatric Hospitals
of California, Inc., and NPHS, Inc., 2 wholly-owned subsidiary of Registrant (re Neuro Affiliates
Company)(1)

Jownt Venture Agreement dated May 29, t981, amonyg Registrant, Womlar, Inc., and Carter La Prade
and James C. Gibbions as Co-Trustees for the Trust for the Benefit of Children and Grandchildren of
Burch Willams (re Caremanor of Norcheast Florida)(4)

Iome Venture Agreement dated May 29, 1981 among Registrant, Allow, Inc., and Carter La Prade and
Jammes C. Gibrbuus as Co-Trustees of the Trust for the Benefit of Children and Grandchildren of Burch
Williams (re Caremanor of Tampa)(s)

Guarantee Agreement dated March 30, 1981, between Regis rant, Caremanor Hespital of Washington,
tne., Alccholism Center Associates, Inc., James K. Milam and Doris M. Hutchinson (re purchase of
business and assets of CareUnit Hospital of Kirkiand)(s)

Stock Purchase Agreement dated March 18, 1983, between Registrant and the sharcholders of Starting
Point, Inc. {re purchase of all of the capital stock of Starting Point, Inc.)(7)

Joint Venture Agreement dated July 29, 1981, between Registrant and FLA Realty Corp., and FKLA
Realty Corp. and First Amendment to Joint Venture Agreement dated September 30, 1981 (re CareUnit
Haospital of Cincinnzti)(7)

Jacksonville Port Authority Alcoholic Treatment and Rehabilitation Facility Revenue Bond (Caremanor
of Northeast Florida Project) dated June 30, 1982, in the amount of s2,000,000(7)

Guaranty Agreemenc dated June 1, 1982, from Caremanor of Northeast Florida, Registrant, Womlar,
Inc., Burch Williams, Arthur Lucas, Fred Ahern, St., and Algie Outlaw to Southeast Bank, N.A.(7)
Construction Loan Agreement dated November 12, 1982, between Registrant and Caremanor of
Tampa (re CareUnit of Tampa)(7)

Contractor's Agreement dated August 30, 1982, between CareUnit of Tampa and Metric Constructors,
Inc. {re cons*ruction of CareUnit of Tampa alcohalism facility)(7)

Lease Agreement dated January 27, 1982, between St Joseph Development Corporation and Registrant
and Addendum to Base Lease dated March 4, 1983 (re Albuquerque alcoholism facility)(7)

Loan Agreement between Registrant and Union Bank {re $10,000,000 Bank Line of Credit)(g)

Group Annuity Contract between Registrant and Manufacturers Life Insurance Company dated April

18, 1983(8)
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Annuity Contract bietween Registrant and New York Life Insurance and Annvity Corporation dated
November 2, 1982/8)

Joint Venture Agresement dated June 17, 1983, between Registrant and Voluntary Health Enterprises,
Inc. (re Behavioral Medical Care)(o)

Joint Venture Agrsement dated May 30, 1084 between Registrant and Brookside Ventures, Inc. {re
Golden Valley Health Center){o)

Agreements between Registrant and SmokEnders, Inc.(filed herewith) g’ 20
Agreement for purchase of Headquarters Building(9)

City of Coral Springs, Florida Industrial Development Revenue Bonds (CareUnit of Cozai Springs

Proiect) dated September 19, 1983, in the amount of $6,000,000(0)

The Industrial Development Authority of the City of St. Louis, Missouri, Industrial Revenue Bond
{Comprehensive Care Project) dated September 1, 1983 in the amount of 35,050,000(9)

Loan Guarantes by Registrant for Comp:chensive Care Corposation (Canada) Limited (filed herewith) 370.
Construction loan agieement between Registrant and Lake Shore Hospital, Inc. dated June 1, 1984 (filed
berewsih)

Option Agreernent for Purchase and Sais between Registrant and Western Medical Center dated
November 14. 1984 (re proposed Santa Ana, California facility) {filed herewith)

Cornputation ot Earnings per Share (filed herewith)

List of Registrant’s subsidiaries (filed herewitl:)

Consent of Peat, Marwick, Mitchell & Co. {filed herewith)

Consent of Lesley, Thomas, Schwarz & Postma (filed herewith)

(1) Filzd 25 3n exhibit to Regutrant’s Form 3-1 Regutration Statemtent No. 169263,

12} I3led a1 an exhubit to Registrant’s Form 5+8 Regustration Statement No. 2-62410.

(3} Fied as an exhibit to Registrant’s Form 5-1 Regutration Statement No. 2-35139,

{4) Filed as an exhibit to Regustrant’s Form 8-K dated July 1, 1951,

(5) Filed as an exhibit to Regustrant’s Farm 10-K for the fiscal year ended May 31, 1981,

(6) Filed as an exhibut to Registeant’s Form 10-K for the fiscal year ended May 31, 1581,

{7) Filed as an exhibat to Regatrzne’s Form 10-Q oz the quacter ended Februacy 28, 1983,

{8) Filed as an exhibit to Reguurant'’s Form 10-K for the fiscal year ended May 31, 198;.

{9) Filed as an exbubut to Regustrant’s Form to-X for che fiscal year ended May 31, 1024,
(10) Filed a3 an exhibut to Regueeant’s Form 5-3 Reguteation Statement No. 2-g7160.

All such exhibits are incorporated herein by this reference.
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COMPREHENS IVE CARE CORPORATION AND SUBSIDIARIES
CALCULATION OF EARNINGS PER SHARE

YEAR ENDED MAY 31,

1383 [ELLY 1983 1982 1981
PRIMARY
NET EARNINGS APPLICABLE TO COMMON STOCK{a) §17,361,000 $14,058,000 $10,767,000 $7,817,000  $4,627,000
AVERAGE NUMBER QF SHARES OF COMMON STOCK
o AND COMMON STOCK EQUIVALENTS QUTSTANDING(d):
SHARES OF COMMON STOCK 15,169,483 15,160,283 13,366,797 12,459,786 9,534,323

ADDITIONAL AVERAGE NUMBER OF SHARES OQUTSTANDING

ASSUMING CONVERSION OF 7,.5% CONVERTIBLE DESENTJRES 145,591
o

AVERACE NUMBER QF SHARES OF COMMON STOCK AND

COMMON STOCK EQUIVALENTS(c) 15,315,074 15,160,283 13,366,797 12,459,786 9,534,323
EARNINGS PER COMMON SHARE AND COMMON STOCK
EQUIVALENTS $1.13 $0.93 $0.81 $0.63 $0.49

ey
r— e

o
YEAR ENDED MAY 31,

1945 "198% 1983 1982 1981
FULLY DILUTED - - -
NET EARNINGS APPLICABLE TO COMMON STOCK
ON A FULLY DILUTED BASIS(b) $17,361,000 $14,058,000 $10,767,000 $7,817,000 $4,702,000
AVERAGE NUMBER OF SHARES OF COMMON STOCK
AND COMMON STOCK EQUIVALENTS OUTSTANDING(d): :
SHARES USED IN CALCULATING PRIMARY EARNINGS
PER SHARE 15,315,074  15,160,28. 13,366,797 12,459,786 9,534,323
ADDITIONAL AVERAGE NUMBER OF SHARES OUTSTANDING
ASSUMING CONVERSION OF 9% CONVERTIBLE DEBENTURES 220,373 835,256
COMMON STOCK EQUIVALENTS(c) 15,315,074 15,160,283 13,366,797 12,680,159  10,%:.9,579
EARNINGS PER CGMMON SHARE-ASSUMING FULL DILUTION $1.13 $0.93 $0.81 $0.62 $0.45

YEAR ENDED MAY 31,

1985 1984 1983 1982 1981
NET EARNINGS PER SELECTED FINANCIAL DATA $17,226,000 $14,058,000 $10,767,000 $7,586,000  $4,627,000
ADD EXTRAORDINARY ITEM, NET OF APPLICABLE
INCOME TAXES 231,000
A ADD INTEREST EXPENSE ATTRIBUTASLE TO 7.5%
i CONVERT!BLE SUBORDINATED DEBENTURES 135,000
# @ (2) NET EARNINGS APPLICABLE TO COMMON STOCK 17,361,000 14,058,000 10,767,000 7,817,000 5,627,000
ADD INTEREST EXPENSE ATTRIBUTABLE TO 9%
CONVERTIBLE SUBORDINATED DEBENTURES 75,000

{b)} NET EARNINGS APPLICABLE TO COMMON STOCK
ON A FULLY DILUTED BASIS $17,361,000 $14,058,000 $10,767,000 $7,817,000 $%,702,000

(e} STOCK OPTIONS GRANTED ARE COMMON STOCK EQUIVALENTS BUT DO hOT HAVE A SIGNIFICANT DILUTIVE EFFECT AND HAVE NOT BEEN
INCLUDED 4 THE COMPUTATICN OF EARNINGS PER SHARE FOR THE PER1ODS PRESENTED.

{d) THE WEICHTED AVERACE NUMBER OF SHARES OUTSTANDING USED TO COMPUTE PRIMARY AND FULLY DTLUTED EARNINGS PER SHARE HAS
BEEN ADJUSTED TQ REFLECT A FOUR-FOR-~THREE STOCK SPLIT EFFEC:\<D JULY 16, 198S.

exHigim__1 >0432




COMPREHENSIVE CARE CORPORATION
SCHEDULE OF SUBSIDIARIES

SUBSIDIARY NAME STATE OF INCORPOPATTION

COMPREHENSIVE CARE CORPORATION
(Parent)

N.P.H.S., INC.

CAREMANOR HOSPITAL OF WASHINGTON,
INC.

TRINITY OAKS HOSPITAL, INC.

CAREMANOR HOSPITAL OF VIRGINIA,
INC.

TERRACINA CONVALESCENT HOSPITAL &
HOME, INC.

CAREUNIT, INC.

CAREUNIT HOSPITAL OF ST. LOUIS,
INC.

STARTING POINT, INC.

CAREUNIT HOSPITAL OF ALBUQUERQUE,
INC.

CAREUNIT HOSPITAL OF NEVADA, INC.

COMPREHENSIVE CARE CORFORATION
{CANADA} LIMITED

REHABCARE CORPORATION

CAREINSTITUTE

CAREUNIT CLINIC OF WASHINGTON, INC.

CAREUNIT REDEVELOPMENT CORP.

COMPREHENSIVE CARE CORP.

Delaware

California

Washington

Texas

California

California

California

Missouri

California

New Mexico

Nevada

Canada
Delaware

California

Washington

Missouri

Nevada




COMPREHENSIVE CARE CORPORATION
SCHEDULE OF JOINT VENTURES

JOINT VENTURES (COMPREHENSIVE CARE CORPORATION IS THE JOINT
VENTURCR IN ALL EXCEPT NEUROAFFILIATES)

CAREMANCR OF NORTHEAST FLORIDA
CAREUNIT OF CINCINNATI
CAREUNIT OF TAMPA

BEHAVIORAL MEDICAL CARE

NEUROAFFILIATES
(N.P.H.S., INC. IS JOINT VENTURER)

CAREUNIT OF CORAL SPRINGS

GOLDEN VALLEY HEALTH CENTER




PEA‘I' Peat, Marnick, Mitchell & Co.
Certitied Public Sccountants

= MA'iVVlCK Oz.ange Counly Otlice

Center Tower

650 1 wr Center Orne
Costy Mesa, Califormia 92626
Tt 3504300

To the Stockholders and Board of Directors
Comprehensive Care Corporation

We consent to incorporation by reference in the Registration Statements
No. 2-62410 and 2-75129 on Form S-8 of Compriehensive Tare Corporation,

of our report dated Julv 18, 1985, relating to the balance sheet

of Comprehensive Care Corporation as of May 31, 1985 and the related
statements of earnings, stockholders' equity, and changes In financial
position for the year ended May 31, 1985 whicl. report appears in the

May 31, 1985 annual report on Form 10-K of Comprehensive Care Corporation.

four Whonen, Aol v &

Newport Beach, California
August 14, 1985
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CONSENT OF CERTIFIED PUBLIC ACCOUNTANTS

We hereby consent to the incorporation by reference
in the Prospectuses constituting part of the Registration
Statements on Form S-8 (Nos. 2-75129 and 2-62410) of
Comprehensive Care Corporation of our report dated July 20,
1984 appearing in the Comprehensive Care Corporation Annual
Report on Form 10-K for the year ended May 31, 1985.

(lhree=

nya ~:zzzwuw=ﬂzfzﬂﬁf’95/
218, momns,

 THOMAS, SCHWARZ & POSTMA

Newport Becch, California
August 14, 1ugs
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IISCLOSURE®

THIS STATEMENT WAS FILMED WITH THIS DOCUMENT. IF THE PAGES OF THE
DOCUMENT ARE LSS CLEAR THAN THIS STATEMENT IT 13 DUE TO THE POOR
PHOTOGRAPHIC QUALITY OF THE DOCUMENT.






