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The aggregate market value of voting stock held by non-affiliates of the Registrant at July 31, 1986
was 5148,135,049,

At July 31, 1986, the Registrant had 15.178.668 shares of Common Stock outstanding.

: Documents Incorporated by Reference

Part [Il incorporates information by reference from the Registrant's defisitive proxy statement for the
Registrant’s aan 1al meeting of stockholders to be hald on September 25, 1986, which proxy statement will
be filed no later than 120 days after the close of the Registrant’s fiscal year ended May 31, 1986.
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Trem 1. BUSINESS
The Registrant, Comprehensive Czre Corporation. is a Delaware corporation which was orzanized in :«
January 1969. The Registrant is primarily engaged in the developmenr, marketing and management of i*’*
programs for the trearment of chemical dependency. including alcohol and drugs, and psychiatric a;g
disorders (the “Programs™). The Programs are provided under contractual agreements (“Contracts™) irfq
with independent general hospitals or at freestanding faculities owned and/or operated by the Registrant 5
[t is the largest private provider of hosgital-based alcoholism treatment programs in the United States. _’fii
During fiscal 1986, chemical dependency and psychiatric reatment Programs accouated for approximately &
92% of the Regiymrant’s toral reveauss. The following table sets forth for the five years ended May 31, ;F'
19886, the contribuiion 1o operating revenues and other income of the Registrant's freestanding hospital \,-é
and Contract operations and its other activities. %
Yeurs Ended Mav 31, =
1986 188 1984 18 va
Freestanding Operzdons............... 61% 63% 60% 57% %
Contract Operations.....eecsnecrnees 33 34 k¥ 38 41
Other Activities _ & _3 3 S _3 ;
100% 100% 100%  100%  100% s
S
Freestanding Operations fé"g
The Registrant currently operates or participates in the operation of 19 facilities representing 1.687 »?:
available beds. Since 1982, the Registrant has expanded its freestanding operations through the &

construction of four freestanding chemical dependency facilides and the acquisition of seven chemical
dependency or psychiatric facilities, representing approximately 980 beds. Fressaanding taciities are
either owned or leased by the Registranc or by joine ventures in which the Registrant and uts partners share
in the profits or losses. At May 31, 1986, two of the chemical depeadency treatment facilities (111
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available beds) and one psychiarric hospital (258 available beds) managed by the Registrant were owned &
or fez:ud by such joint ventures, and one psychiaric hospital (100 available beds) was managed by the ,‘:}}2
Registrant’s pantrer in a joint venture, Y
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The following tabie sets forth selzcted operating data regarding the Registrant's freestanding faciliues.
Facilities are designated either psychiatric or chemical dependency based on the predomunanc treatment
provided. For icformaton concerning the nzrure of Regismant’s interest in he facilides, see itera 2.

“PROPERTIES."
Patiest Deys

Vesr Liceased

Acwbw(l) “Bett 1906 183 s 9 um
Chemical Depandency
Facilities
CareUnit Hospital of Dallas/Fe.
Worth 1971 33 26,696 24278 14.593 12,878 10,917
Crossroads Hospital..........cccceenenns 1972 4] 13,657 14,503 13,266 11,551 11.295
CareUnit Hospital of Orange...... 1976 103 33,763  33.677 31,696 30426 31.098
CareUnit Hospital of Los
LY T S 1978 104 19,629 23,150 20,655 17,112 14,669
CarelUnit Hospital of Kirkland ... 1981 83 24,336 27,099 25530 25818 25,391
CarelUnit of Jacksoaville
Beach(2) 1982 24 22,818 16,539 19,355 12,416 35

CareUait Hospital of Cincinnad. 1982 84 29,065 29,181 26.880 27.598 —
CareUnit Hospital of St. Louis..., 1983 144 43,822 39,953  31.293 9,734 -

{ Tabdle continued on Jollowing page}
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Patieat Days

Year Licensed -
Acuired(l) Beds 198 85 b B 9m
Stanting Point, Oak Avenue......... 1983 68 23,705 21136 13,492 1,491 -
Starting Point, Orange County.... 1983 59 17,421 15,332 4,515 - —
Starting Point, Grand Avenue..... 1983 25 7,264 6,158 1,294 —_ —_
CareUnit Hospital of
Albuquerque 1984 70 16,080 9,597 205 - -
CareUnit of Nevada......convvrereeee. 1984 50 8,748 7.640 - —_ -
CareUnit of Coral Springs(2)..... 1985 100 12,398 - — - -
CareUnit of Grand Rapids.......... 1985 76 3,386 — —_ — —_
CareUnit Hespital of Portdand.... 1986 160 2,161 — - — -
Discontinued Operations............. 8,603 14,771 3,080 - 3.518
Psychintric Fucilities

Brea Neuropsychiatric Center..... 1969 142 43,870 46271 44472 40,100 40,427
Woodview-Calabasas Hospital... [970 1z 23,104 25531 24,375 25554 23,854

Golden Vailey Health Center...... 1984 mn 56,453 64,007 155 — —_—
Padeat day= served during

period ... 435,979 418,823 274,856 214,728 161,204
AdmiIrsions......covecevescrsisersercsnessens 17,964 16,754 10,585 3.074 5.849
Available beds atend of

penod(3).... 1,687 1,609 1,538 1,015 659
Average accupancy raie for

period A% NO% 671% 70.i% 76.0%

(1) Calendar year acquired or leated.

(2) On October 1, 1985, the Registrant opened CareUnit of Coral Springs, a 100-bed chemical
dependency treatmant facility located in the Ft. Lauderdale, Florida area. At the tim of its cpening
the Registrant had a 50% interest ia the joint venture which owned the facility. On November 13,
1985 the Registrant exciranged its interests in the CareUnit of Tampa ( 120 beds) joint venture for its
parmers’ interests in the CareUnit of Coral Springs and CareUuit of Jacksonville Beach (84 beds)
ventures. As a result, the three Florida joint ventures in which the Registrant participated were
terminated.

(3) A facility may have appropriste licensure for more beds than are in use for a aumber of reasons.
including lack of demand, anticipauon of future need. seasonality and practica! limitations in
assigning patients to multiple-bed rooms. Available beds is defined as the number of beds which are
available for use at any given time.

Contract Operatioas

The Registraat also devefops, morkews and manages bebavioral nedicine programs under Contracts
with independent genzral hospitals. Under thesz Contracts, the hospitals furnish patients with ail hospital
facilities and services necessary for their generalized madical care, including nursing, dietary and
housekeeping services. The Registrans provides support in the areas of Program implementation and
management. staif recruiting, continuing education, nurse and hospital employee training, community
education. public relations and ongoing Program quality assurance, Patieats are adniitted to the Programs
under the hospitals’ standard admission policies and procedures. The hespital submits to the patient or the
patieat’s insurance company a bill which covers the services of the hospital. The hospital pays the
Registrant a fixed monthly management fee plus a fee for each patient day of service provided. Fees paid
to the Registrant are subject 1o annual adjustments to reflect increases in the Consumer Price Index. The
Registrant acd the hospital share the risk of aon-payment by patients based on a predetermined
percentage paricipation by the Registrant in bed debes. To date, the Registrant’s zhare of such bad deiis
has not exceeded 6% of Contract revenuss in any one year. Contracts are generally entered into for 2
mizimum period of two ysars; thereafter, either party may terminate the Contrace by giving 50 days notice.
A significant numbcr of the Registrant’s existing Contracts are terminable on 90 days notice.,
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The following table sets forth selected operating data regarding Programs the Registrant manages on
a Contract basis:

Years Exded May 31,
158 183 B 1982

Number of Contracts at end of period( 1):
Adult CareUnirs(2).. 95 24 8i 73 72
Adolescent CareUnits(2) .covrvvremreerrsionses 28 20 16 11 12
Adult CarePsychCenters{2).......ceeeeereranes 22 17 12 9 B
Adolescent CarePsychCenters{2) ....e.e.. 8 5 3 I -_
Eating Disorder Units 11 7 4 — —_
Total 164(3) 133 116 94 92
Aviilable beds at end of period ......vvvveireaes 3,981 3,145 2,648 2,168 2,113
Patient days served during period.......ccne.ee 803,225 697.509 588,321 494,740 474,964
Admissions 44,136 38,443 32,834 28,158 27.211
Average occupied beds per Contract ........... 15.1 15.8 15.4 14.5 16.8

Average occupangcy rate for petiod(4) ........ 62.2% 66.5% 66.9% 64.6% 72.5%

(1) Excludes Contracts which have been executed but are not operational as of the end of the period.

(2) CareUmit is the service mark under which the Registrant markets chemical dependency treatment
programs. CarePsychCenters is the service mark under which the Registrant markets mental health
treatment programs. .

(3) During the twelve-month period ended May 31, 1986, the Registrant opened 50 new Contracts and
closed 19 Contracts. Eighteen of these new Contracts were added by Behavioral Medical Care
(*BMC™), a 70% owned joint venture. OFf the 19 closed Contracts, eight Contracts were terminated
by the Registraat and 1! were terminated by the contracting hospitals. Tea of these hospitals have
continued treatnaent programs,

(4) Average occupancy rate is cajculated by dividing total patient dayz by the number of available bed-
days during the relevant period.

Program Descriptions

CHEMICAL DEPENDENCY. The Registrant developed and first introduced chemical dependency
treatment Programs in 1973. Originally, these Programs, delivered uader the pame CareUnit, were
directed toward the adult aleoholic but have been adapted 2nd expanded to treat both adults and
adolescents suffering from substance abuse.

The chemical dependency Program is hospital basad. Each patient admitted to the hospital is subject
to a full medical and social history as well as a physical examination which includes those diagnostic
studies ordered by the patent’s artending physician. Patients 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
treatment includes lectures; individual, family and group counseling sessicns; and such medical.
psychological, and other modalities that may be necessary to meet the individual patiznt’s needs. The
average length of hospital stay for an adult patienc is 18 days, which includes detoxification. The average
tength of stay for an adolescent patient is approximately 33 days. After discharge from the hospital, the
patent’s recovery is monitored for a 10-week period during whicu the patient and family members cetum
to the hospital once a week for outpatient counseling sessions.

For individuals who do not require the strucrure and inteasity of inpatient hospital services, the
Registrant has devefoped outpatient Programs which generally operate in conjunction with existing
inpatient Programs. At May 31, 1985, 34 such Programs were in operation,
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MENTAL HEALTH. The Registrant has, since 1969. managed mental health treatment Programs
for individuals suffering from acute emotional problems. Unul recently, these Programs were delivered
under the name StressCenter. During fiscal 1985, the Registrant chaaged the name of the Programs to
CarePsychCenters. The Registrant believes this name beuer 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 trearment is tailored to the specific needs of the patient, under the
cupervision of a psychiatrist.

The length of stay varies in accordance with the severitv of the patient’s condition but rarely exceeds
20 days. A comprehensive discharge plan is prepared for each patient which may include outpatient
psychiatsic or psychological treatment, oc referral to an alternzte treatment facility.

EATING DISORDERS. The Registrant offers a hospital-based, comprehensive eating disorders
Program. The Registrant began operation of this Program in fiscal 1983. The Program treats those
sutfering from anorexia nervosa, bulimia and gross obesity, Each patient entering the Program is subject
to a physical ¢xamination and nutritional assessment. Additioral diagnostic and psychiatric evaluauons
are undertaken whea necessary. Each patient’s treatment is directed by 2 physician experienced in the
treatment of cating disorders.

The eaung disorders Program includes: individual and group therapy, nutritional guidance and
mar.agement of attendant medical or psychological problems.

Other Activities

REHABILITATION. The Registrant has owned 100% of RehabCare Carporation ( “RehabCare™)
since April 1986, when it acquired the 50% interest previously held by Basic Amerizan Medical, [nc.
RehabCare, originally formed in 1982 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, occupational and speech therapy:; and such other hospital servicas necessary to treat the
individual patient’s disorder.

As of May 31, 1986, RehabCare programs were offered solely in independent general hospitals under
Contract RehabCare opened its first contract program in February 1984,

Years Ended May 31,
ists 197%

RehabCare Units at end of period .....oeerereerernee sevsenense 15 3

Available beds at end of period 3o 201

Patient days served during period.....roverircrvnmsenees 33,036 5,680

Admissions 1,394 292

Average occupied beds per contract 7.6 5.4 8.1
Average occupancy rate for period 32.9% 27.3% 28.3%

RehabCare operations accounted for less than 2% of the Registrant’s total revenues in fiscal 1986.

LONG TERM CARE. The Registrant leasas and operates a 99-bed intarmediace care facility. This
facilitv 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, 1986,
the intermediate care facility accounted for less than 1% of the Registrant’s total revenues.

PUBLISHING ACTIVITIES. Since 1976, the Registrant (under the name CompCare Publications)
has becn eagaged in the publication, disssibution and sale of books, pamphlets and brochures relating to
ihe Registrant’s health care activities and to other life-style management subjects such as weight and
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smoking control. The primary purpose of these activities is to support the Registrant’s treatment, training
and marketing programs. Literature distributed by the Registrant is sold to patients participating i a
program both by contracting hospitals and facilities operated by the Registrant. Such literature is also sold
to the general public and educational institutions. The Registrant does not own or operate the prinung
facilities used in the publication of i« literature. Publishing activities accounted for approximately 2% of
the Registrant’s total revenues in fiscal 1986.

SMOKING CESSATION. In fiscal 1985, the Registrant entered into a license agreement with
SmokEnders Inc. The license agreement granted the Registrant the right to operate smoking cessation
seminars using the name and materials of SmokEnders Inc. The license agreement, which has an eight
year life, requires the Registrant to pay a royalty to SmokEnders Inc. based upon revenues derived from
operation of the seminars. In fiscal 1986, ths Registrant determined that there had been a permanent
impairment in the value of :he license agreement due to continued losses from the operation of seminars,
Accordingly, the unamortized balance of the license consideration of $1.4 million was charged to carnings
in fiscal 1986. Smoking cessation programs accounted for less than 2% of the Registrant’s total revenues in
fiscal 1986.

WEIGHT CONTROL. On February 14, 1986, the Registrant purchased the assets of a weight loss
center located in Orange County, California. The Registrant subsequently began operalion ol a weight
control program under the name CareFas.

CareFast is a protein-sparing modified fasting program directed toward individuals who exceed ideal
body weight by 20% or more. Each CareFast participant is seen weekly by a physician and participates in
group or individual therapy sessions directed by a trained behaviorist. Prior to admission to the program,
potential participants receive a physical examination including an electracardiogram and blood tests.
Repeat tests are ordered by the physician during the fast as appropriate for each individual.

Registrant charges participants in CareFast a monthly fee. In addition, participants purchase a
protein supplement which contains vitamins and minerals neeessary to maintain health.  Insurance
coverage varies but generaily excludes the cost of the protein supplement.

CANADIAN OPERATIONS. After several years of marketing effort the Registrant opened a
Contract in Canada in fiscal 1985. In fiscal 1926, afier the provincial government failed to provide funds
to continue operation of the Program. the Registrant elected to cease participation in the operation of the
unit. The Registrant is not presently marketing programs in. Canada.

Competition

The 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
competition, the Registrant’s primary competitors are hospitals and hospital management companies
(both not-for-profit and investor owned) which offer programs similar to those of the Registrant. The
Registrant also faces competition from health maintenance organizations (“*HMOs") and preferred
provider organizations (“PPOs™). The Registrant has faced generally increasing competition in the last
few years as a result of the increasing development of competitive programs and the growth of HMOs and
PPOs.

Both HMOs and PPOs attempt to control the cost of health sarvices by directing their enrollees to
participating physicians and institutions. Carefnl utilization review and limitations on access to physician
specialists are used to further limit the cost of service delivery. Such organizations have typically
developed on a regional basis where an appropriate enrollee population and mix of participating
physicians and institutions can be developed. To the extent that these organizations have been successiul
in a given locale, the Registrant may be faced with a decreased population base (to *he extent of the
enrolled population) to support its programs. In certain instances the Registrant has elected to participate
with the HMO or PPO, in which case the Registrant may discount its charges for service.

Factors to be considered in the development of successful programs include populatiori base and
demograghic characteristics. community pricing standards, state licensure and rate control issues and
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Certificate of Need (“CON™) requirements (See *Govemnmental Regulation™). The Registrant either
markets Contract Programs or develops freestanding Programs accordingly. The Registrant has 2 23
person marketing staff which identities potential sites and develops Programs.

With respect to contract programs. the Registrant believes that experience. reputadion for qualiry
programs, the availability of program support services and price are the principal factors in 2 hospital’s
decision to udlize a contract program. While a number of competing companies are offering contrac:
programs at prices lower than those of the Registrant, the Registrant believes that its experience.
reputaton, and program suppont are superior (o that of its compstitors. The Registrant’s experience with
CON issues and program implementation often results in a reduced start-up period. Risk /o the hospual is
also reduced because the Registrant’s compensation is based primarily on bed occupancy.

The primary competitive factors in attracting referral sources, patients and physicians are marketing,
reputation, success record. quality of care and location and scope of services offered by z facility. The
Regicrrant has an active promotional program, described below, and believes it is competitive in
regitation and other factors necessary for patient attraction. Somne of the hospitals which compete with the
Regisrrant are cither owned or supported by governmental agencies or are owned by non-profit
corporations supported by endowments and charitable contributions which enable some of these hospitals
to provide a wider range of services regardless of cost-effectiveness.

Promotion

The Registrant has an active public relations program designed to increase public awareness of the
treatment Programs offered by the Registrant. During fiscal 1986, the Registrant spent $15,232,000 for all
forms of advertising. Media advertising (television, radio and print) was $13,586,000 in fiscal 1986 (7%
of operating revenues). The Registrant’s advertising prograr includes a series of television commercials
advertising the Registrant’s Programs, The forms of raedia used are specifically geared to the geographic
area in which the marketing efforts are directed. Accordingly, the focal point in the 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 distribution of literature, necessary to make the local community aware of the Program. Each
Program Manager is assisted on an ongoing basis by the Registrant’s various support services.

Other aspects of the 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 Program which assists relatives of chemically dependent or emotionally disturbed individuals
iz motvating a potential patient to seek professional help through an appropriase Program; and
Carelnstitute conferences which are aleoholism educarional programs designed for health profes-ionals.

Joint Ventures

The Registrant has developed several joint venture partnerships for the management of behavioral
medicine programs. In 1972, the Registrant entered into its first joint venture to operate two hospitals in
Califomia.

In June 1983, the Registrant entered into a joint venrure with a subsidiary of Voluntary Hospitals of
America, Inc. (“VHA™), one of the targest associations of not-for-profit hospitals in the United States.
The Registrant has a 70% interest in the joiot venture which is called Behavioral Medical Care t“BMC™).
BMC markets the Registrant’s Programs to the VHA nerwork of hospitals. As of May 31, 1986. BMC was
operating 45 Contracts consisting of 1,200 bads,

In May 1984, the Registrant entered into a joint veature with a subsidiary of The Health Central
System, a non-profit, multi-hospital management and service organization headquartered in Minneapolis,
Minnzsota. The Registrant manages the joint venture and has a 50% interest init. Asof May 31, 1986, the
joint venture awuied and operated a 298-bed behaviora! medicine hospiral and five Contract units.
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Seurces of Revenses

During fiscal 1986, approximately 96% of the Registrant’s operating revenue was received from
private sources { private licalth insurers or directly from patients or hospitals in which the Registrant has
Contracts) and the balance from Medicare, Mediczid 2nd other governmental programs.

Private health insurers offer plans which rtypically include coverage for chemical dependency or
psychiatric treatment. In some instances, the leve! of coverage for chemical dependency or 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 to meet his or her commitment in its entitety or is unable 1o
pay as rapidly as the insurance company. In the case of the Registrant’s freestanding Neilities these factorg
tend to increase bad debis 2nd days cutstanding in receivables.

Private insurance plans vary significantdy in their methods of payment, incduding: cost, cost plus,
prospective rate, negouvated rate. percentage of charges, and billed charges. Blue Cross a=d other
commercial insurance plans have adepted 2 number of payment mechanisms for the primary purpose of
decreasing the amounts paid to hospitals (including the Registrant’s) for services rendered. These
mechanisms include various forms of utilization review, preferred provider arrangements where vse of
participating hospitals is encouraged in exchange for a discount, and payment limitations which are based
on conitwuaity staridards. The Registrant is unable o predict the impact of changing payment mechanisms
in futurc years.

The Medicare program provides hospitalization, physicians, diagnostic and certain other services to
eligible persons 65 years of age and over and others considered disabled. Providers of service are paid by
the federal government in accordance with regulations promulgated by the United States Department of
Health 2and Human Services (“HHS™) ond acceps said payment, with nominal co-insurance amount:
required of the service recipient, as payment in full. Payments under the Medicare program are generally
less than billed charges. Regulations goveming the Medicare program are subject to change due 1o
modifications in the enabling statutes, changes in administrative policy and interpretation, and in response
to certain oourt actions. These chunges may increase or decrease payment by the Medicare program to
Registrant’s facilities.

The Medicare program had previously paid hospitals the lesser of reasonable cost. as defined by
regulation, or the hospital’s bilied charges. The Tax Equity and Fiscal Responsibility Act of 1982
(“TEFRA") required the Secretary off HHS {*Secretary™) to promulgate regulations substantially limiting
payments and incre 1ses in payments for bospital coerating costs. Regulations established under TEFRA
limit annuval increases in payment from historical cost to a2 “target rate.” The target rate is calculated from
regional and national wage and price indices. Hospitals with operating costs less than the target rate may
under certain circumstances be entitled to 2 bonus, hospitals that exceed the limit are penalized. TEFRA
also required the Secretary to propose 2 prospective payment system to Congress by December 31, 1982,
Under a prospective payment system a hospital is paid a predetermined fee without regard to the direct
costs of providing the service. In response to the Secretary’s proposci, Congress passed and the President
signed P.L. 98-21 into law in April 1983. This law requires prospective payment for hospitals effective
October 1, 1983 but provides temporary exclusion for certain psychiatric and alcoholism treatment
facilities.

The Secretary intends to implement prospeciive payment for psychiatric services at an unspecified
date The exclusion from prospective payment for qualified providers of alcohol and drug servicss is
afforded on a temporary basis until October I, 1987, The Registrant is unable to predict the impact of
prospective payment for psychiztric or chemical dependency services should it be implemented.

Eleven of the Registrant’y hospitals participate ia the Medicare program. Of these, ten are currently
excluded from prospective payment (TEFRA 1arget rate limits are applicable to these facilities. ) Medicare
utilization at those facilities participating in the program averaged approximately 4% in fiscal 1986. The
Registrant does not believe that the imposition of TEFRA limits or prospective payment have had a
material adverse impact on its business at freestanding facilities. Loss of exclusion would also not
materially impact the Registrant’s business. Subsuntially all of the hospitals contracting with the
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Registrant for Programs participate in the Medicare program. The Registrant believes that these changzes
will not have a material adverse impact on its Contract operations; however. unti! the exclusions for
alcoholism and psychiatric services are eliminared. the Registrant is unable to predict their impact.

Hospitals participating in the Medicare program are required to retain :he services of a Medical
Review Entity (“MRE™). The MRE is responsible for determining the medical necessity, appropriateneass
and quality of care given piogram patients. In instances where the medical necessity of an admission or
procedure is challenged by the MRE, payment may be delayed. seduced or denied in its entirety. Amounts
denied because of medical review may not be charged to the service recipient, they are absorbed by the
hospital. In non-emergency admissions ( which eacompass most of the Registrant’s admissions) review is
performed prior to the patient’s arrival at the hospital. In the event that the MRE does not approve the
admission, the patient is referred to an alterpative treatment provider such as an outpatient program or
sent bome. The Registrant belicves that the existence of MRE's has had a negative impact on census
growth in centain owned and Corntract units, but is unable to measure the magnitude because the primary
impact is in lost admissions.

The Medicaid progr..m is a combined federal and state program providing coverage for low income
persons. Thc specific services offered and reimbursement methods vary from state 1o state. In the majority
of states Medicaid reimbursement is pauemned afier the Medicare program. Less than 2% of the
Registrant’s operating revenus is derived from the Medicaid program. Accordingly, changes in
reimbursement are not expected to have a material adverse impact un the Registrant.

Goveremental Regulation

The development and operation of health care facilities is subject to compliance with variaus federal,
state and local statutes and regulations. Hospitals and other health care facilities operatzd by the
Registrant as well as hospitals uader contract for Programs must comply with the licensing requirements of
the federal, state and local health agencies, with state mandated rate contro! initiatives and with the
requirements of municipal building codes, health codes and local fire departments. State licensing of
facilities is 2 prerequisite to participation in the Medicare and Medicaid programs.

Pursuanc to the requirements of f=deral law, most states have enacted CON laws to curtail the
proliferation of unnecessary health care services. Thus, prior to the introduction of rew facilities, the
expansion of old facilities or the introduction of major new services (such as the Registrant’s Contract
Programs) in existing faciliries, the Registrant (in the case of its facilities ), or the contracting hospital fora
Contract P;ogram, must demonsirzate to either state or local autherities, or both, that it is in compliance
with the plan adopted by such agencies. The Registrant, because of its experience in the processing of the
CON documentation required for such Programs, usually prepares such documen:ation on behalf of the
contracting hospital, with the assistance of ihe hospital. The CON application prccess ordinarily takes
from six to 18 months. and may in some instances take two years or more, depending upon the state
involved and whether the 2pplication is coatested by a competitor or the health agency. As of May 31,
1986, the Registrant had entered into, but not yet opened nine CareUnit Contracts. cight CarePsychCenter
Contracts, one EDU Contract and six RehabCare Contracts with general hospitals. 13t of waich are
awaiting yovernmental approval. Some states have enacted or have under legislative consideration
“sunset” provisions which require the review, modification or deletion of statutes when no longer needed.
CON legislation is under review in 2 number of states under these provisions. The Registrant is unable 10
predict the outcome of these delibecations bur believes that the elimination of CON requirements would
positively impact its business.

The Joint Commission on the Accreditation of Hospitals (“JCAH"), at a facility’s request, will
participate in the periodic susveys which are conducted by state and local health agencies 1o insure
continuous compliance with all licensing requiremerss by health care faciliies. JCAH accreditation
satisfies certain of the certification requirements for participation in Med*sare and Medicaid programs. A
facility found substantially 1o comply with JCAH standards receives accreditation. A patient’s choice of a
trearment facility may be affected by JCAH accreditation considerations because most major third-party
payors limit coverage to services provided by an accredited facility. The Registrant believes that all of the
facilities operated by it and hospitals under contract have received or, in the case of new facilities, applied
for, such accreditation.




The laws of various states 1n which the Registrant operates generally prevent corporauvons from
engaging in the practice of medicine or other professions. Although the Registrant belicves that its
operations do not violate these prohibitions, recent legal precedents in this .rea are unclear and there can
be no assurance that state authorities or courts will not determine thar the Registrant is engaged in
unauthorized professional practice. In the event of an unfavorable determination, the Registrant could be
required to modify its method of operation or could be restrained from the condnuation of certain of its
operations, the result of which could be materially adverse to the Registrant.

Both Medicare and Medicaid programs contain specific physical plaa, safety, patient care and other
requirements which must be satisfied by heaith care facilities in order to qualify under said programs. The
Registrant believes that the facilities it owns or leases are in substantial compliance with the various
Medicare and Medicaid regulatory requirements applicable o them.

Admiristration and Employees

The Registrant’s executive and administrative offices are located in Irvine, California, where
management controls operations, marketing. accounting, medical insurance claims. governmental and
staistical reporting, advertising and public relations, research and treatment program evaluation.

At May 31, 1986, the Registrant employed approximately 210 persons in its corporate and
administrative offices. 2.900 persons in the hospiral and long-term health care facilities operated by it, and
950 persons assigned to its Contract units. The physicians and psychiatrists who are che medical directors
of the Registrant’s Contract uaits, the psyche’ngists serving on treatment teams. and the doctors urilizing
the facilities operated by the Registrant are not employed by the Registrant. :

The Registrant has not encountered any work stoppages due to labor disputes with its employees.
Altnough the Registrant has expanded rapidly in the last five years, it has not experienced any significant
difficulty in attracting competent employees.




liem . PROPERTIES.

The following table sets forth cerain informaticn regarding the properties owned or leased by the
Registrant at May 31. 1986:

Qwsed or Lense NMonthiy
Name sod Location L2ased Expires(1) Rent2i(2)

Chemical Dependency Treatment Facilities
CareUnit Hospiral Owned(3)
Fort Worth, Texas
Crossroads Hospital(4) Leased
Van Nuys, California
CareUnit Hospital..... Owned(3}
Orange, California
CareUait Hospital . Owned(3) —
Los Angelex, California .
CareUnit Hospital Leased 12,000(5)
Kirkland, Washington
CareUnit Facility Owned(3) -
Jacksoanville Berce, Florida
C..reUnit Hospital Ovwned
Ciacinnari, Ohio
Ca12L/nit Hospital Owned
St. Louis, Missouri
Starting Point, Oak Avenue Owned
Orangevale, California
Starting Point, Orange County Owned(3)
Costa Mesa, Coliforria
Starting Poiat, Grand Aveaue Owned(3)
Sacramento, California
CareUnit Hospital Leased(6)
Albuquerque, New Mexico
CareUnit Hospital Owned
Las Vegas, Nevada
CareUnit Facility Owned(3)
Coral Springs, Florida
CareUnit Facility Leased 12,417
Grarw Rapids, Michigan
CareUait Hospital( 4) Leased 35,000
Pertland, Oregon
Psychiatric Treatment Facilities
Brea Neuropsychiatric Center..... -
Brea, California
Woodview-Calabasas Hospital( 7) 19,227(83(9)
Calabasas, California
Golden Valley Health Center( 10) -
Golden Valley, Minnesota
Other Operating Facilities
Tustin Manor 1995 7,754(8)

Tustin, Califomia
(Intermediate Care Facility)

CompCare Publications ; 1985 4.879
Minneapolis, Minnesota

{ Tablc continued on following page)
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Owaed or Lezss Moathly
Name and Locition Leased Expires{1} Rental(2)
Administrative Facilities

Corporate Headquarters( 11) ... ccovvnineee - Leased 1986 21,702
Newport Beach, California
Corporate Headquarters( [2}....... - Owned - -
Irvine, California
Regional Headquarters Leased 1989 8,623
Tampa, Florida

(1) Assumes all options to renew will be exercised.

(2) All leases. othzar than those relating to the Registrant’s administrative facilities, are wipie net leases
under which the Registrant bears all costs of operations, including insurance, taxes and utilities. The
Registrant is responsible for specified percentages of increases in taxes, assessments and aperating
costs relating to its admiuistrative facilities.

(3) Subject to encumbrances. For information concerning the Registrant’s long-term debt, see Note 4 10
the Registrant’s Consolidated Financial Statements contained in this report.

{4) Leased by a joint venture and manazed by the Registrant.

(5) Subject to increas every three years based upon increases in the Consumer Price Index. not to
exceed 10%.

(6 The Registrant has a 30 year Jand lease for the tacility which includes 182,200 square feet of land.
{7} Leesed by the Registrant and managed by the Registrant’s partner in a joint vepture,
(8) Subject 10 increase every five years based upon the Consumer Price Index.

(9) Subject to legal action commenced in December 1979 in Suparior Cour, State of California, by the
lessor. The lessor contends that a 1971 amendment to the lease, which reduced the amount of basic
rent subject to five-yaar increases based upon the Consumer Price Index from $S177.600 to $47.600, is
void for lack of consideration. The amount of rent in dispute was approximarely $4,000 per menth
from June 1976 to May 1981 and increased to approximately $13,000 per month in June 1981, In
April 1985, the case was dismissed for failure to commence trial within the five-year stawte of
limitations. The lessor is appealing this dismissal.

(10} Owned by a joint veature and managed by the Registrant.
(11) Former Headquarzers, leags expires in November 1986.

(12) Purchased by the Registrant in May 1985.

Item 3. LEGAL PROCEEDINGS.
The Registrant is routinely engaged in the defense of lawswits arising out of the ordinary course and
conduct of its business and has insurance policies covering such potental insurable losses where such

coverage is cost effective. Management belicves that the outcome of such lawsuits will not have a material
adverse impact on its business.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
Inapplicable.
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EXECUTIVE OFFICERS OF THE REGISTRANT

Executive

B. LEE KARNS, age 56. Mr. Kams has been 2 director of the Registrant since 1972 and served as
President of the Registrant from May 1972 until February 1985. Mr. Karns presently serves as Chairman
of the Board ind Chief Executive Officer of the Registrant and on July 4, 1986 he was reappointed
President,

W. JAMES NICOL, age 42. Mr. Nicol has been a director of the Registrant since February 1985. He
has been employed by the Regisirant since 1973. He has been its Secretary since 1973 and was a Vice
President and the Company's Treasurer fiom 1974 through 1983, He became a Senior Vice President in
April 1983, Executive Vice President—November 1983 and Vice Chairman of the Registrant in February
1985. He was also reappointed Treasurer on June 6, 1986.

Opetations

ROBERT L. KASSELMANN, age 50. Mr. Kasselmann has been employed by the Registrant since
1974. He was President of RehabCare Corporation, a subsidiary of the Registrant from June 1984 unul
September 1985. He became Executive Vi~ President—Special Service: of the Registrant in September
1985, and Executive Vice President~Operations on July 14, 1986.

JAMES P, CARMANY, age 47. Mr. Carmany has been employed by the Registrant since 1978 and
has been a Vice President of the Registrant since 1982. He was Senior Vice President—Nationa! Client
Services from June 1985 until he became Senior Vice President—Operations on July i4, 1986.

DAVID G. COMERZAN, age 42. Mr, Comerzar has been employed by the Registrant since 1975
and was a Vice President—Operations of the Registrant from 1954 until June 1985 when he became
Senior Vice President—Operations.

DOMALD G. SIMPSON, age 42. Mr. Simpson has been employed by the Registrant since 1980 and
was Vice President—Operations of the Registrant from June 1985 until he became Senjor Vice
President—Operations on July 17, 1986,

LAURENCE J. STEUDLE, age 39. Mr. Steudle has been employed by the Registrant since 1970,
He was Vice President—BMC Operations of the Registrant from 1984 until he became Senior Vice
President—Operations in November !985.

EARL E. WILLIAMS, age 51. Mr. Williams has been employed by the Registrant since 1984, He
was Vice President—Marketing from June 1985 until November 1985 when he became Sanior Vice
President—Operations.  Prior to his employment with the Registrant, Mr. Williams was a health care
consultant from 1982 to 1984 and Executive Vice President of Advanced Health Systems, Inc. (a heaith
care management company) from 1969 to 1982.

Special Serviceg

RICHARD A. SANTONI, Ph.D., age 44, Dr. Santoni has been employed by the Registrant sincs
1975. He was a Vice President of the Registrant from 1978 until he became an Executive Vice President in
1983. He was President of the Regisirant from February 1985 through July 4, 1986, at which time he
became Executive Vice President—Special Services.

EDWARD A, CARELS, Ph.D., zge 43. Dr. Carels has been employed by the Registrant since 1979.
He was a Vice President of the Registrant from 1980 urtil he became an Executive Vice President in 1983,
He became Senior Vice President—National Client Servicss on July 14, 1986.

Business Development

JAMES E. PARKHURST, age 46. Mr. Parkhurst has been employed by the Registrant since March
1985. He was Vice President—Marketing untit he became Senior Vice President—Business Development
in November 1985. Prior to his employment with the Registrant Mr. Parkhurst was Vice President—

12
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Acquisitions for Medical Care International (a health care manzgament company) from 1983 to February
1985. He served as Vice President--Corporate Development LifeMark Corporation (a health care
management company) from 1978 to 1983.

Finance

STEPHEN R. MUNROE, age 41. Mr. Munroe has been employed by the Registrant since 1977 and
was a Vice President from 1983 until 1984 when he became Chief Financial Otficer. He became a2 Senior
Vice President in February 1985.

MARK A. EDWARDS, age 32. Mr. Edwards has been employed by the Registrant since 1977. He
has been Corporate Controller of the Registrant since 1983. He became a Vice President of the Registrant
in February 1985,

Law

MARILYN U. MAcNIVEN-YOUNG, age 35. Ms. MacNiven-Young joined the Registrant in
December 1985 as Vice President, General Counsel and Assistant Secretary. Prior to her employment with
the Registrant, Ms. MacNiven-Young served as Senior Counsel for Fluor Corporation, an engineering and
construction and natural resources company from 1978 through October 1985.

PART IT

Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS.

(a) The Registrant’s Common Stock is traded on the national over-the-counier market and is quoted
on the NASDAQ Nauonai Market System under the symbol CMPH. The following table sets forth the
range of high and low bid prices for the Common Stock for the fiscal quarters indicated. All quotaticns
have been adjusted to give effect to a 33%% stock dividend (which had t ie effect of a four-for-three stock
split) efected on July 16, 1985 and are rounded 1o the nearest one-cighth. Such prices represent inter
dealer prices, without retail markup, markdown or commission and do not necessarily represent actual
transactions.

Pid Price
High Low

Flacai Year — dad
1936:

First QUAmMer . vcvneneimenssernssnenes $25% 3t7%

Second QUAIET......cvveoeinsirsssesssssnssscsaanes 18% 14%

Third Quarter......cmn. 23% 17

Fourth QUAIET .......vvecririnmonserssresnsssssssenenns 19% 13%
1985:

First Quarter.........couveree w  SI8 Si2%

Second Quarter.... 18% 15%

Third Quarter..... ceesennmnene 22% L6

Fourth Quarter......ccccerr cvvevnneee 2% 19%

(b; As of July 31, 1986, the Registzant had 3,028 stockholders of record.

(<) The Registrant paid $.08 and $.075 per rhare cash dividends on a quarterly basis during the fiscal
years ended May 31, 1986 and May 31, 1185, respectively, or an aggregate of $.32 and .30 per share for
those years. The Registrant intends to coitinue to pay regular cash dividends in the future, although the
payment of such dividends will be dependent upon the earnings, financial position and cash requirements
of the Registrant and other relevant factors existing at the time. On June 6, 1986, the Registrant's Board of
Diractors declared a quarterly dividend of $.09 per share payable August 21, 1986, to stockholders of
record July 31, 1986.
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item 6. SELECTED FINANCIAL DATA.

The following tables summarize selected consolidated fnancial data and should be read in
conjunction with the more detailed consolidated financial statements and notes thereto appearing at page

18 of this report.
Yeuss Ended May 31,
i) 1588 W vm vm
{ Amcunts in thousands, exceps gor share data)
Income Statemment Data
Revenues:
Operating . 5187622 $153,035 S107,913  $86,126 $68.709
Iaterest ...... 4,812 4,637 5,416 2,845 4,610
Qther . 1,102 864 353 412 166

192,936 158,536 113,682 89,383 73,485

Cost and Expenses:

OPETAUNE cruvevrerereresrmseresesrssnssesssersrarsssnanssarasns 108,894 84,912 58.317 46,619 39,349
General and admindstrative.... e 43,012 32,926 22,742 18,574 16,930
Depreciation and amortization ... 5,775 4,240 12,781 1,952 [.448
TUBETESE ovvverervssaressrsrosmssermrssnsssanssssstessmnsnrsssises 4,135 1577 783 660 603
Lozs on wiite-down of G556t . enrniernsessniinns 5,701 — — - —

167,517 123,655 85.123 67,805  58.330

Earnings before taxes on income and
extraordinary tems......coesrnessreriosrnessaresssnas 25,419 34,881 28,559 21,578 15,155

Net earpings( 1) SOV 13,102 17,226 14,058 10,767 7,586

Eamings per common ard common
equivaleat share{ 1)

POMALY wocecnrcsississsscsmsmssnnasnessssssssseseas srssans 87 1.13 93 81 .63

Fully diluted 87 1.13 93 81 .62
Cash dividends per share 32 30 24 .18 12
Weighted average common and commog

equivalent shares outstanding ....... S 16,987 15,315 £5.160 13.367 12,680

(1) Excludes extraordinary gain of $231,000 (£.02 per share) recorded in fiscal 1982, Amounts per share
have been adjusted to effect 2 four-fur-three stock split effected July 15, 1985.

At May 31,
1583 1988 19%4 1533 1982

(Dollars In thousards)

Balance Sheet Data

Working capital.......ceeeeeeerveresessesescarsessersasscnses $ 79145 § 92,852 $ 55481 $ 59.591 $30,934
To1al assets .......... we 220,469 216,397 144,290 119,491 69,073
Long-term debt 59,377 64,522 15,493 6,446 5,291

Stockholders’ equity 132,180 123,745 110,910 100489 53,561



Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

The {ollowing table sets forih for the periods indicated (i) percentages which certain items reflected in
the financial data bear to total revenues and (ii) the percentage increase of such itams a5 compared to the
indicated prior period:

Relationship to Totzl Revenues Pzricd.12-Period lncreacs
Yeurs Faded May 31, Years Ended May 31,
1925 1933 1934 198536  1994-88

Revenues;
Operating ...... . 96.9% 96.6% 22.2% 41.3%
Interest 25 2.9 38 (14.4)
Cther........ verees e rrsnens .6 5 27.5 144.8

100.0 100.0 21.7 385

Costs and Expenses:
OPLLating vovvvecverseritmesssesssinnirees 56.4 53.5 28.2 44.4
General and administrative.......oocnvenreressninenes 22,3 20,8 30.6 44.8
Depreciation and amortization ........eeerersescvenens 3.0 2.7 36.2 52.5
IOIBTESE c.voiriiecreeneeremmtrerreersnssenressensrsrasnsasasesssnrpernasns 2.1 1.0 g 162.2 101.4
Loss on write-dow of 355018....uumieeermisersiremnmnnnene 30 — — —_ -

Earnings before taxes on income ......eovsereenens 3.2 220 25.1 (27.1) 22.1
T2X23 0N INCOME ...ciireinrnmrrererrrsssssrsssenesssnsrsssaemesassas 6.4 118 12.7 {30.2) 217

g 5}

Rl ko
#218

i
Fho

Net 2amings oovvvereesrennne 6.8% 10.9% 124% (23.9)% 22.5%

i
5

3 b T

Results of Operations

The Registrant’s revenues have increased from approximately $159,000,000 in fiscal 1985 to
$193.000,000 in fiscal 1986. These gains are the result of increases in the utilization of the Registrant’s
existing Programs, the addition of new Programs and price increases. Program utilization varies as to it
impact on revenues depending on the type of services provided and the method of delivery employed.
Increased utilization at the Registrant’s freestanding chemical dependency or psychiatric facilities has a
proportionately greater effect on revenues than does increased utilization of contract operations. The
difference is atiributable to the higher fees charged for each day of service rendered in freestanding
facilities where a broader range of services are provided. From the beginning of fiscal 1984 through fiscal
1986 the Registrant has opened eight such freestanding Ffacilities. Reflecting these facts, the contribution to
operating revenues of the Registrant's freestanding facilities has ranged from approximately 60% in fiscal
1984, to 63% in fiscal 1985 and 61% in fiscal 1986. Contract operations represented approximately 37% in
fiscal 1984, 34% in fiscal 1985 and 33% in fiscal 1986. Revenues from the Registrant’s other operating
activities rose to 6% in fiscal 1986 from 3% in fiscal 1985.

Operating and other revenues for fiscal 1986 and fiscal 1985 increased by 23% and 42%, respectively,
over the previous periods. The new freestanding facilities and new contracts, net of units closed. accounted
for approximately 40% of the increase in fiscal 1985, while they accounted for only 15% in fiscal 1986,
Fiscal 1985 was positively impacted by the addition of approximately 370 freestanding beds in May and
June 1984, while CareUnit of Coral Springs, which opened in October 1985, was the only material
addition as a source of freestanding revenue in fiscal 1986. Other operations. principally RehabCare,
outpatient programs and SmokEnders, accounted for approximately 15% of the increase in fiscal 1986, but
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had a negligible effect on fiscal 1985. Improvement in utilization of existing freestanding facilities and
contracts had a much greater impact on fiscul 1985, accounting for approximately 45% of the increase. R
while in fiscal 1986 they accousnted for approximately 30%. A decliae in average leagih of stay was a
factor in moderating utilizaton gains. The increase in fiscal 1986 was alse affected by the purchase or

. exchange cf the Registrant’s interest in cartam joint ventures. The change in ownership interests accounted
for approximately 10% of the increase in revenue. Price increases accounted for the remaining 30% of the
increase in fiscal 1986 and 15% in fiscal 1985.

Cost and expenses increased approximately 35% when comparing fiscal 1986 to 1985, and 45% when
comparing fiscal 1985 to 1984, Major factors in the increase from fiscal 1985 to 1986 were the write-down
of the value of the Registrant’s Brea, California psychiatric facility of $4.3 million and the write-off of the
license agreement the Registrant has with SmokEnders, Inc. of $1.4 million. Withour these two items costs
and expenses would have increased approximately 31% from fiscal 1985 o 1986, Media advertising
expenditures rose fiom approximately $8.9 million in fiscal 1985 (6% of operating revenuas) to 513.6
million in fiscal 1986 (7% of operating revenues). During fiscal 1986, in addition to the increase in
operating and general administrative expenses caused by the addition of new freestanding facilities and
contracts, and geaeral inflationary pressures, the Registrant added several new sarvices including
departments to provide in-house legal services, to package the Registrant’s services for national
organizations, to provide construction management and other systems support. This vear also showed 2
marked increase in expenditures for the development of new programs and facilities which was generally
offset by a decrease in the Registrant’s executive bonus plan. The Registrant accrued approximately $1.2
million for this plaa in fiscal 1985. Nothing was accrued for fiscal 1986 as the Registrant did not meet its
internal operasing goals.

Depreciation aad amortizalion expenses increased in fiscal 1986 as a result of the Registrant’s
acquisition of interests 1n certain joint venture facilities, the opening of {reestanding faculittes and its new
corporate headquarters, and additional amortization of deferred costs, The addition of new facilities and
the remodeling and expansion of existing facilities were principally responsible for the increase in fiscal
1985. The increase in interest expense in fiscal 1986 was due primarily to interest, associated with the
convertible debentures the Registrant issued in April 1985. This was partially offset by capitalized interest
associated with the Registrant’s new corporate headquarters building (which it occupied in December
1985) of aporoximately $610,000.

As a result of the above factors, pretax eamnings for fiscal 1986 decreased by approximately $9.5
million when compared to fiscal 1985. Eamings (rom operations, catculated by excluding write-downs,
interest income and interest expense, decreased appreximately $1.4 million or 4%. Operating margins
declined from 21% to 16%. [n addition to incrzased media costs, this decline in margins was also
influenced by declining eccupancy trends in the thiri and fourth quarters that was not offset by dacreased
costs. Much of the revenue gain can also be attributed to lower margin operating unics and programs such
as SmokEnders, RehabCare and vutpatient services. Operating margins declined from approximately 22%
in fiscal 1984 to 21% in fiscal 1985. Start-up losses and lower than average margius in newer freestanding
facilities inhibited improved margin pe:formance. Margins were alco negatively impacted by the increase
in start-up losses associated with the Registrant’s Canadian operations and its RehabCare subsidiary.

Revenues for the fourth quarter of fiscal 1986 increassd approximately $4.2 million {8.6%) over the
third quarter, principaily as a result of increased utilization of the Registrant’s freestanding facilities and
contracts. Also significant to this increase is the comparabie length in calendar days of the fourth quarter
(92 days) compared to the third quarter (90 days). Although the Registrant did experience gross gains in
patient days of service rendered through its contract operations it continued to experience the unfavorable
occupancy trends first reported in the third quarter and as reflected in the following table:
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Hosnital Utliization Contract Utilization

Al
Patient Avg, Dally Patlenat O:cup;:'d Bed
Fourth Quarter D£§_ Qccugancy M Per Contract
Fiscal 1986 . 115,817 75.8% 232,938 15.7
Fiscal 1985....cvervrensseservorcnnne 119,781 80.9% 198,137 16.8
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Costs and experaes in the fourth quarter excluding the loss on write-down of assets, increased
approximately $5.0 million over the third quarter. Increased media expenditures accounted for nearly 30%
of this increase. In addition to costs associated with increased utilization, costs associated with personnel
reductions and increased business development costs contributed to the increase tor the quarter.

Liquidity and Capital Rescurces

The Registrant’s current ratio decreased from approximately 4.3:1 at May 31, 1985 10 3.7:1 at May 3.
1986, Accounts receivable days outstanding decreased from 86 days at May 31, 1985 to 79 days at May
31, 1986. This decrease is principally a result of improved collection systems and procedures put in place
throughout fircal 1985 and 1936,

The Registrant has committed or plans to commit approximately $46,000,000 for purchase or
construction of new freestanding facilities in Chicago, Nlinois; Orlando, Flonda; San Diego, California:
and Norman, Oklahoma; replacement of the existing facility in Brea, California: and the expansion of
existing facilities in Sacramento, California: and Cincinnati, Ohio.

Because of its present cash on hand, expected cash flow from eamings, and ability to obtain outside
financing, the Registrant believes it will have no difiiculty in meeting its obligations during the coming
fiscal year. The Registrant had a $10,000,000 bark line of credit which it allowed to expire on September
30, 1985.

Impact of Inflation
Although inflation has become less of a significant factor in the nation's economy, to cope with its
effect of increasing axpenses, the Registrant regularly raises prices charged at freestanding facilities. The
Registrant’s Contracts provide for annual price increases to reflect increases in the Consumer Price Index.
To date, these price increasss have been adequate to offset the Registrant’s increases in costs.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockhelders and Board of Directors
Comprebensive Care Corporation

We have examined the consolidated balance siects of Comprehensive Care Corporation and
subsidiaries as of May 3!, 1926 and 1985 and the related consolidated statements of earnings,
siockholders’ equity and changes in financiul position for the years then ended. Qur examinations were
made in accordance with generally accepted auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures 2s we considered necessary in the circumstances.
The copsolidated financial statements for the year ended May 31, 1984 were examined by other
accountants whose report dated July 20, 1984 expressed an unqualified opinion on those statements.

In our opinion, the accompanying 1986 and 1985 consolidated financial statements present fairly the
financial position of Cosaprehensive Care Corporation and subsidiaries at May 31, 1986 and 1985 and the
results of their operations and the changes in their financial position for the years then ended, in
conformity with geaerally accepted accounting principles applied on a consistent basis,

Orange County, Californiz
July 18, 1986




REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders aad Board of Directors
Compretensive Care Corporation

We have examined the consolidated statements of earnings, sto~kholders’ equity and changes
financial position of Comprehensive Care Corporation and subsidiarics for the year ended May 31, 1984,
Cur examination was made in accordance with generally accepted auditing standards and, accordingly,
iacluded such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.

in our opinion, the accompanying consolidated finaacial statements present fairly the results of
operations and the changes in financial position of Comprehensive Care Corporation for the year ended
May 31, 1984, in conformity with generally accepted accounting principles applied on a basis consistent
with that of the preceding year.

?:;;rggftlg;:ch. California (@/ %, ,MMj/ 4/ ﬁa—bﬁﬂfd—)




COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS
May 31,
1985 1983
(Dollars m thowsands )
Current assets:
Cash, including short-term investments of $38.332 and $58.197 ..ccovevecrvenenee $ 42,834 $ 62,228
Accounts and notes receivable, less allowance for doubtful accounts of
$7.553 and $6,674 (Note 3)..... . 55,923 47,903
Prepaid taxes { Note 8) 2,986 4,531
Qther cutrent assets......... 6,314 6.320
Total current assets 108,057 120,982
Property and equipment, at cost ( Notes 4, 6 and 14) 100,574 84,216
Less accumulated depreciation and amortization 15,429 11,711
Total property and equipment............. 85,145 72,505
Qther assets:
Intangible assets { Notes 2 and 9) 9,308 4,774
Notes receivable ........ 1.312 1,158
IOVESLIMIBIS e eeriresnaerivenssssssarsessesssossesmsasossnsssrossasssansssasasorsseassessresansarasesssn 4,863 4,548
Deferred contract costs.. . 3,284 3,218
511,73 S 8,500 9,212
Total other assets - 27.267 22910
$220.469 $216.397
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liab:lities:
Note payabis, accounts payable and accrued liabilities ( Note 10} cerneen.n.. $ 18,794 $ 19611
Long-term debt payable within one year (Not> 4) . 1.091 1,183
Deferred income taxes (Note 8).. v 8,628 7.001
Income taxes payable ......cceeenns 399 335
Total current HADIlILIES ......oevereresrrsreseseressseonassssnsssarsasasasssssssrsosssssmssssnss 28,912 28,130
Long-term debt due after one year ( Note 4) . 55,711 59.233
Other liabulities ...uvvneee w1t covsrenns ceeses 3,666 2,076
Daferred income axes t Mote 8Y..... -~ 3213
Commitments and contingencies {Notes 6 and 12) c..veevvecerecrnnreseennes
Stockholders’ equity ( Note 5):
Common stock, S.10 par value; avthorized 30,000,000 shares;
issued and outstanding 15,178,668 and 15,169,183 shares.........couerrersurnnees 1,518 1,138
Additional paid-in capital ......c.orereeriecercrereseensenss 75830 76.021
Retained eamings........covenevanee 54,832 46,586
Total StockROIAErS" EQUILY ......cnveererecrmcersrsersansssesessresssonsresssssssressssssasssnes 132,180 123,745
$220,469 $216.397

See notes to consolidated financial statemeats.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS

Years Ended May 31,
1986 1988 1924
{Dollary in thousands, except per share 2mounts)

Revenues:

Operating ...... - $187,022 $153.035 $£107.913

Interest srversrssssarereans 4,812 4,637 5416

Other....reirereen. i.102 364 353

192,936 158,536 113,682

Costs and Expenses:

Operating w. 108,894 84,912 58,817

Genezral and administratjve. 43,012 32,926 22,742

Depreciation and amortization 5,775 4,240 2,781

Inierest b asserserirssesenttssb ittt bbrentrasasarerenasane ertsern 4,135 1.577 783

Loss on write-down of assets (NOte 13).u..cvveerccrsessencrerensssoressse 5,701 - -

167,517 123,655 85,123

Earnings before taxes on income........... 25,419 34,881 28,559
Taxeson income (NOte 8)..cccverervvevereneronne 12,317 17,655 14,501
Net carnings . 8 l3£ 5 17,226 $ 14,058
Earnings per commoa and co:nmon equivalent share ( Note 1 ):

Primary and fully diluted ....... $ .87 $ L3 s .93
Dividende per COMMON SRALE ........ovrecreorreissreinsessssnsosserssssssassens $ 32 $ 30 L3 .24

See notes o consolidat>d financial statements.
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COMPREHENSIVE CARF, CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY

Commona Stock Additicant
Paid-1a Retained
Shires Amesnt Capital Eamings
(Azsusts Iz thousands )

Balances. May 31, 1983 15,160 $1.137 575862 §23.49%
Net sarnings - - - 14,058
Dividends —_— - - {3.637)

Balances, May 31, 1955 15,160 1.137 75.862 33,914
Neteamings - - — 17,226
Exercise of stock options ( Note §)..cvevvveennns 9 4 159 —_
Dividends —_ — —_ (4.550)

Balances, May 31, 1985 15,169 i.138 76,021 46,586
Stock splic efected July 16, 1985..ceecririnns (L) 379 (379) —_
Netearnings - - - 13,102
Exercise of stock options (INGte 5)...cecmensceses 1l 1 188 -
Dividends...., . -— — —_ (4.856)

Balances, May 31, 1986 15,179 S1.518 §75,830 £54.832

——— —_—
S« : ootes to consolidaced financial statements. s
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION

Yetrs Ended May 31,
1988 toas 1934
{Dollucs Ia thousunds)
Financial resources provided by
Operations:
NEL CAMINES ...covrereninarnsnneresarssssssssssassssomssearsensmssessonsesessossssssssasenen $ 13,102 $17,226 514,058
Items not requiring outlay of working capital:
Depreciation and amortization of property and equipment.... 4,501 3,878 2,614
Deferred INCOME LAXES........verrvmreimessrsessssssesssnmmsnsensesssassesassrones {3.608) 2.378 459
Annuity income.... rrsrinsassassasssese {315) (347) {362)
Amortization of intangible and other assets.........ocervereenerersene 1,274 362 167
Working capital provided by operations....... . 14,954 23,497 16.928
Loss on write-down of assets .., creriresarsassasnseserastentsesasusnn 5,701 — —_
Disposal of property and quUiPmMent....ccovvevessnescessensersssssssorsens 2,050 299 4,109
Additional long«term debl.....uvumemrsiarsisssssmsessesserersssasssssssnsssenss 3,152 48,076 10,129
Decrease in notes fCeivabIE ... .cvcvervirmireonsscscsisessssmnsseeseessssssraons 361 3.518 882
Issuance of common stock............. 189 160 —
Dacrease in other assets ., 1,732 —_ . 183

28,139 75,530 32,231

Financial resources used for

Acquisition of property and equipment...........coe...... 23,492 21,19 25,179
Reduction of long-term debt " 6,674 1.425 1,533
Increase in notes receivable ...... 515 84 3,570
Dividends 4,856 4,551 3,637
Deferred CONACE COSES..ovuvincreicersnarssssrersasssssessoses 593 2,599 845
Increase in intangible assets......ocvveeerversessenses 4,853 — 68
IOVESIMENLS.....c.cocseeciemrresssnsansssssnsssessnsasnssesssssssssssserssnsensescssessasssssenns —_ 1,250 817
Other applications 863 7,074 792

41,846 38,179 36.441

Increase (decrease ) in working capital.. ..., w S(13,707) S$37.37 S( 4.212)

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

GOSN ettt st esar s asessassssssssssstessessensentarns $(19.394) 520,467  $(6,987)
Accounts And notes receivable ... .ourerseresenes 8.020 20,633 6.389
Prepaid taxes ... veercevsnenenes st nsanesnnes batstbsasasasssasabenns T {1.545) 4,531 -
OLher CUITENT ASSLLS .......cvvevareeenrensrerssasserssssasesssssessssesassosessorsens (6) 1.983 1,719
{12,925) 47,614 1.i21
[ncrease { decrcase) in current liabilities;
Note payable, accounts payable and accrued liabilities ............. (817) 7.285 2,590
Long-term debt payable within one year {92) 20 684
Deferred income taxes....cuvunecrrsreesssesessenenss 1,627 3,761 1.731
Income taxes payable........ o4 (764) 326
782 10.243 5,331
Increase (decrease) in WOrKing Capital...oueereseevses revrsersessresssssenss §(13,707) $37.371 5(4,260)

See qotes 20 consofidated financial statements.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
May 31, 1986, 1985 and 1984

Note 1—Summary of Significant Accounting Policies

The consolidared financial statements include the accounts of the Registrant, its subsidiaries and the
Registrant’s interest in the accounts of joint venture parerships (see Note 2). All intercompany accounts
and transactions have been eliminated in consolidation. Certain reclassifications of prior year amounts
have been made to conform with current year classifications.

Revenue Recognition

Approximately 96% of the Registrant’s operating revenues is received from private sources; the
remainder from Medicare and Medicaid. The latter are governmental programs which provide for
payments at rates generaily less than the established billing rates. Payments are subject to audit by
intermedianes administering these programs. Revenues from these programs are recorded under
reimbursement 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 reflected in operating revenues 1n the year tinahzed.

Property and Equipment

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

Intangible Assets

Intangible assets include costs in excess of net assets of businesses purchased t goodwill), licenses, and
similar rights. Costs in excess of net assets purchased are amortized over 25 to 40 years. The costs of other
intangible assets are amortized over the period of benefit. The amounts on the consolidated balance sheets
are net of accumulated amcrization of $703,000 and $384,000 at May 31. 1986 and 1985, respectively.

Capitalized In‘erest

Interest incurred dunng the construction of freestanding facilities is capitalized and subsequently
charged to depreciation expense over the life of the related asser. The interest ratz utilized is either the rate
of’ the specific bocrrowing associated with the project or the Registrant’s average interest rate on horrowings
where there is no specific borrowing associated with the project. The amount of interest capitalized was
$654.000, $161.000 and $330.000 in fiscal 1986, 1985 and 1984, respectively.

Deferred Contract Costs

The Registrant has entered into a limited number of contracts with independent general hospitals
whereby it will provide services over a period in excess of the standard two vear agreement. In recognition
of the hospital’s long-term commitment, the Registrant has paid certain amounts to them. These amounts
may be used by the hospital for capital improvements or as otherwise determined by the hospital. The
Fegistrant is entutled to a pro rata refund in the avent that the hospital terminates the contract before its
scheduled termunauon date: accordingly, these ammounts ars charged to expense over the life of the
contract,

Investment Tax Credits

Investment tax credits are accounted for under the *flow through™ method.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
May 31, 1986, 1985 and 1984

Note 1—Summary of Significant Accourting Pollcies (continued)
Earnings Per Share

Primarily and fully diluted eamings per common and common equivalent share have been computed
by dividing net earnings, after giving effect to the elimination of interest expense applicable to the
converuble debentures less income tax effect, by the weighted average number of common 2ad common
equivalent shares outstanding during the period. The convertible debentures issued 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 convertible debantures and exercise of stock options was
added to the number of common shares outstanding.

The weighted average number of shares outstanding used to compute primary and fully diluted
earnings per share has been restated to reflect a four-for-three stock split efferctad July 186, 1985, as have ail
share and per share information. The weighted average number of shares used o caiculate earnings per
share was 16,987,000, 15.315,000. and 15,160,000 in 1986, 1985 and 1984, respectively.

Nete 2—Accounting for Interests in Joint Venture Partnerships

In 1972, the Registrant entered into a joint venture partaership, Neuro Affiliates Company, with
another cerporation for the purpese of operating two hospitals. Under the terms of the joint venture
agreement, the Registrant manages one of the hospitals and its partner manages the other. Each of the
partners in the joint ventute receives a management fee for the hospital it manages, and they share equally
in the profits or losses.

In May 1981, the Registrant entered into two joint venture pantnerships in Florida organized for the
purpose of owning and operating 34-bed and 120-bed chemical dependency treatment facilities in
Jacksonville Beach and Tampa on properties owned by the joint veatures. In July 1933, a third joint
veature was formed to operate a 100-bed chemical dependency treatment facility in Coral Springs. The
facility open=d on October 1, 1985, On November 13, 1985, the Registrant exchanged its interests in the
CareUnit of Tarpa joint venture for its partners’ interests in the CareUnit of Coral Springs and CareUnit
of Jacksonville Beach ventures. As a result, the three Florida joint ventures in which the Regisirant
participated were terminated.

In July 1981, the Registrant catered into a joint venture partaership in Ohio for the purpose of owning
and operating an 84-bed chemical dependency hospital, The Registrant's pantners loaned the joint venture
54,000,000 (at t0% interest) which was used to purchasz the building and equipment necessary for
aperation of the hospital. On December 19, 1985 the Registrant purchased the interest of tts partners in
the venture for $4,600,000. The Registrant also repaid the loan owed by the joint venture. The purchase
price exceeded the fair market value of net assets purchased by approximately $1.2 million. This amount
is includzad in intangible assets in the consolidated balance sheet.

In May 984, the Registrant entzred into a joint ventuce sgreement with a subsidiary of The Health
Central System (“HCS™). 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
Registrant’s behavioral medicine services to HCS affiliate hospitals. The Registrant serves as managing
parm:r of the joint venture for which it earns a fee based on profitability. The Registrant has a 50%
interest in the joint venture,
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARILS

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continted)
. May 31, 1985, 1535 and 1984

Note 2—Accounting for Interests in Joint Venture Partnerships (continuecd)

The Registrant consolidates its interest in the assats, liabilities, income and expenses of the joint
ventures. The assets and liabilities of the joint ventures included in the consolidated balance sheets are as

follows:
May 31,
1585 1983
{Dollars in thousands)
Assets
Current assets . $ 6,989 $ 8,144
Property and equipment (NEt)...eieneesvssensssess 9,863 18,367
Other assets 113 233
$16,965 $26,744
_ P
Liabilit:zs and partners’ equity
Current lisbilities $ 1,699 $ 1,991
Note payable( L) - 1,753
Long-term liabilities ............. - 5,3G5

Parmers® equity 15,266 17,635

$16,965 $26,744

(1) This amount was offset against the Registrant’s notes receivable of $3,506,000 ac May 31, 1985 in the
consolidated balance sheet.

The Registrant’s proportionate share of the operating results of the joint ventures included in the
consolidated statements of eamings is as follows:

Yeers Boded May 31,
158 525 1924

{Dollzrs ia thousands )

Revenues ... $23,407 325,354 $14,557
Costs and expenses:

Operating, general and 2dministrative .........vveovevesissons 16,931 18,135 10,924
Depreciation and amontization 743 841 n
Interest..... " 215 503 451
17,889 19,584 11692
Earnings before taxes on income SR $ 5518 55770 35 2,365

Note 3—Accounts and Notes Recelvable

Accounts aad potes receivable include current notes receivable of £8,062.000 and $5,590,000 at
May 31, 1986 and 1945, respectively.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) "
Miay 31, 1986, 1985 and 1984
Mote 4—Long-Term Dabt
Long-term debt consists of the following:
Muy 31,

1985 !j_?_g
{Dollars ia thousands)

7% to 10% notes, payable in monthly installmenes with maturity dates through
1996. Coliateralized by real and personal property having a net book value
OF 87,025 rtsernssmanssssssasssssssstassesessassssssssssnsssssissssressresmssstassasessssasserers $ 2,115 $ 2,360

Note payable bearing interest at 72% of prime through 1988, and at 74% of
prime for years 1989 through 1994, payable quarterly maturing in 1994,
ggléstzcralized by r=al and personal property having a net book value of

Note payable bearing interest at 70% of prime through June 1986, and at 74%
of prime from July 1986 through 1595, payable quarterly mawring in 1995.
Collateralized by real and personal property having a net book value of
$7.827. Retired in fiscal 1986 - 4315

Note payable bearing interest at 10%. payable quarterly with level payments
of principal and {aterest based upon a twenty year amortization schedule,
with unpaid principal and interest due in 1995, Collateralized by real and

4,750 2,625

personal property having a net book value of §2,463, Rerired in fiscal 1986.. -— [.881
Note payable bearing interest at 65% of prime, payable monthly maturing in
1994. Collate:zlized by real property having a net book value of $2,580....... £.619 859
7%2% convertible subordinated debentures due 2010.....cevvveceerereereerecrsessssersssesens 46,000 46.000
Capital lease obligations { Note 6) - 1,890 1,980
L0111 T SO 428 396
56,802 60,416
Less amounts due withinl ONE YOar....urrsceomsssssssessesssassessessssares 1,091 1,183

$55.711 $59,233

As of May 31, (986, the annual maturities of long-term debr for the next five years amounted to
$1,091 in 1987, $1,084 in 1988, $1,109 in 1989, $1,164 in 1990, and $1,204 in 1991.

In April 1985, the Registrant issued $46,000,000 in convertible subordinated debentures. These
debentures require that the Registrant make semi-annual interest paymeats in April and October at an
interest rate of 7'4%. The debentures are due in 2010 but may be converted to common stock of the
Registrant at the option of the holder at a conversion price of $25.97 per share, subject to adjustment in
certain events. The debentures are also vedeemable, at the option of the Registrant, in certain
circumstances. Mandatory annual sinking fund payments sufficiznt to retire 5% of the aggregate principal
amount of the debentures are required to be made on each April 15 commencing in April 196 o and
including April 15, 2009.

Note S—Stock Option Pians

In November 1973, the Registrant adopted a non-qualified stock option plan which expired May 31,
1983. At the beginning of fiscal 1985, options for 9,200 shares of common stock were ouistanding. The
options were exercised in fiscal 1986 at $10.88 per share.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
May 31, 1986, 1985 and 1984

Note 5--Stock Option Plans (continued)

On June 24, 1983, the Registrant adopted a stock option plan which was approved at the stockholdeis
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 intended to qualify as an Incentive
Stock Option Plan. At the time of granting an option under the plan, “stock appreciation rights” and “cash
appreciation rights” may be concurrently granted. The Plan provides that options must be exercised
within 10 years of the date of grant and that no options may de granted under the Plan subsequent to May
31, 1993,

The following table sets fonk: the options granted under this Plan:

Merket Price
Cptioa Price Whea Granted
Number Per Per
of Sharea Shars Aggregeie Share Aggregate
(Dollars in thousands, excepd per shors emounts)
Options granted in fiscal 1985 ...ccvevecnnne 140,345 $13.78-18.38  $1,959  $13.73-18.38 - $1,959
Options forfeited in fiscal 1985....ueeee {5,802) 13.78 (80) 13.78 (80)
Options granted in fiscal 1986....ccuvvennne 74,000 18.00 1,352 18.00 1,332
Options forfeited in fiscal 1986.............. (14418) 13.78 (199) 13.78 (199)
Options exercised in fiscal 1986............. (1,088) 13.78 (15) 13.78 (15)

193037  S13.7%-18.38  $2,997  S$13.78-18.38  $2.997

——
==

During fiscal 1984, the Registrant authorized t »> 13su1nce of non-statutory options for 33,333 common
shares at $15.56-16.88 per share. The non-statutory uptioas become cxercisable at the rate of 25% per year
following the date of grant and must be exercised within five years after the dae of grant. At May 31,
1986, options for 16.666 shares were sxercisable,

Note 6—Lesss Commitments

The Registrant and the Neuro Affiliates joint venture partnership lease facilities, furniture and
equipment. The facility leases contain escalation clauses based on the Coasumer Price Index .and
provisions for payment of ral estate taxes, insurance, maintenance and repair sxpenses.

Total rental expenses for all operating leases were as follows:

Years Eaded May 31,
e e 1w

(Dallsrs In thousands)
Minimum rentals $ 935 5603 $637
Contingent rentals 126 " 78
Total rentals $1.061 §§E $715

Assets under capital leases are capitalized using interest rates appropriate at the inception of each
lease; contingent rents zssociated with capital leases in fiscal 1936, 1985 and 1984 were $129,000, $123,000
and $122,000, respectively. The net bock value of capital leases at May 31, 1986 and 1985, was
$1,300,000 and 51,416,000, respectively.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Coatinued)
May 31, 1985, 1985 and 1934

Note §—Leass Commitments (contizued)

Future minimum payments, by year and in the aggregate, under capital leases and nogn-cagcellable
operating leases with initial or remaining terms of one year or more consisted of the following at May 31,
1986:

Capita) Leases
Jotat Oparatieg
Registrand Verture Tota} Leasas
{Dallass im thouseads )

1987 $ 204 $122 $ 326 51180
1988 204 1060 304 1,168
1989 204 89 293 951
1990 . 204 89 293 218
1991 ... 204 89 293 222
Later years 2.276 444 2,720 1.049
Total minimum iease payments $3.296 $933 4229 $4,788

e 1 ——
Less amounts representing interest......couenvrerennrees 2.339
Present value of net minimum lease payments..... $1,890

Note 7—Deferred Compensation Plans

The Registrant has a deferred compensation plan for its Chairman. The vested unfunded benefits at
May 31, 1986 and 1985 (51,374,000 and $90'1,000), have been accrized by the Registrant. The Registrant
utilized an 8% discount rate in determining the present value of vested unfunded past service cost. The
total charges to earnings for fiscal 1986, 1985 and 1984 amounted to $462,000, $136,000 and $146.000,
respectively.

The Registrant has deferred compencation plans for its key executives and medical directors. Under
provisions of these plans, participants may elect 1 defer a portion of their current compensation to future
periods.

Note 8—Taxes on Income
Taxes on income consist of the following:

Years Ended May 31,
1986 198 194
{Dollzrs by theusands)
Currently payable:
Federal income taxes.. - $12,303 $10,264 $1c,336
State income taxes . 2.554 1,974 1,984
14,387 12,238 12.320
Deferred:
Federal income taxes.......coireesveecrreneerecneens - (1.946) 4,518 1.824
State income taxes {624) 899 357
_(2.570) 5,417 2,181

$12,317 $17,655 $14,501
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
May 31, 1986, 1985 and 1984

Note 8--Taxes on Income (continred)

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

Yenrs Endad May 31,
1566 isns 1964

(Dollars i theusands )
Income taxss at the statutory tax rate $11,692 $16,045 $13.137
State income taxes net of federal tax benefit 1,058 1,540 1,279
[nvestment tax credit (517) (303) (270)
Loss from unconsolidated subsidiary. 144 2 118
Amortization of goodwill ....... 127 65 77
Other (187) (4) 160

$12,317 $17,655 $14,501

Total taxes on income differs from taxes currently payable as a result of differences in the recognition
of revenue and expense for tax and financial stacement purposes. The sources of these differences and the
tax effect of each are as follows:

Years Faded Vay 31,

e .1 1984
(Dollsrs In thousands)

Excess tax over book depreciation § %9 S smn S 406
Cash basis accounting and different reporting period for tax purposes

by joint ventures 8 Py e P n 2.312 481
State income taxes not currently deductible 124 (462) {197)
Deferred compensation expense not currently deductible ......ovesvesserrenne {768) (351 (403)
Cash basis accounting by subsidiaries LI73 1363 1.378
Employee benefit expenses not currently recorded for book purposes.....  (1,509) 2,405 407
Write-down of Brea Hosgital facility not currendy deductible................. (2.307) - -
Partership exchange recognized as income for tax purposes.........eueceee (863) - -
Other 339 (422) 109

$(2,570) 85417  $2.181

— ——————

Note 9—Acquisitions snd Dispositions

In February 1986, the Registrant purchased the assets of a weight control clinic located in Orange
County, California. The purchese price of $460,000 exceeded the fair market value of the assets by
approximately $425,000. This amount is included i intangible assets in the consclidated balapnce sheets.

[a April 1986, the Registrant entered into a joint venture agreement to operate a 150-bed chemical
dependency treatment facility in Portland, Oregon. The Registrant has a 66%% interest in the venture and
manages it for a fee based on revenue,

In May 1986, the Registrant purchased the remaining 50% of its pardally owned subsidiary,
RebabCare Corporation. The purchase price of $3.6 million exceeded the fair markst value of net assets
purchased by 33.1 million. This amount is included in intangible assets in the consolidated balince sheets.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
May 31, 1986, 1985 and 1984

Note 9—Acquisitions and Dispositions (coxtinued)

In July 1986, the Registrant purchased a hospital in San Diego, California for $4.0 million which toe
Registrant intends to operate as a 92-bed chemical dependency treatment facility.

Note 2 includes a further description of acquisitions and dispositions of joint venture interests.

Note 10—~Note Payable, Accounts Payable and Accrued Liabilities
Note payable, accounts payable and accrued liabilities consist of the following:

At May 31,

L 1985

(Dollass im thousands)
Note payable....... S — $ 1410
Accounts payable and accrued liabilities........urceerisenmensen 12,311 10,690
Accrued salaries and wages 4,435 5.930
Payable to third-party intermedizries __2.048 1,581
$18,794 519,611

p—~—— =

Note 11 —Quarterly Results (unaudited): Years Ended May 31, 1986 and 1985

First Second Thind Fourth
Quaarter Quarter Quarter Quarter
(Pollars in thousands, excest per share amounts)
1986
REVEIULS...vvvereneseressiersnasrerssssessssassssssesessans $44,207 $46,697 $48,914  $53,118
Earnings before taxes on income ....ee.eevverrrnensserersrns $ 9,304 $ 9.399 $6634 § 82
T2XES ON INCOME....cvvvmrerrcerrieresresorsenssusssssronsesessasens 4,643 4,671 3.305 {302)
NEE BIMUNES .vcvveerrerennereinncsesnssssssssasensrassencrssenessoses 3 4,661 $ 4728 $3329 $ 384
Per share:
Eamings—primary and fully diluted................... 5 30 § 30 s 22 § .05
Dividend declared .........couvrrercrennan .« 3 .08 5 .08 5 08 s .08
Stock Price:
BNt vennrnnsnssrssesonasensasasrssassesssssonsesasasssoens $ 25% S 18% $ 234 s 9%
LOW cerrerrecrimsessaressseranesensarens s 17% S (4% s 17 § 134%
1985
Revenues... £33,882 $37,208 $39,736  S47.710
E———
Earnings before taxes on income $8214 §8,797 $ 8,020 £ 9,850
Taxes ON INCOME....euemvirvrresrecrorsessarssnssesennens 4,132 4,492 4,242 4,789
Net eamings " 4,082 3 4,305 $ 3718 § 5.061
= — 1
Per share:
Eamings—primary and fully diluted................... s .27 $ .28 s .25 $ .33
Dividend de:iared . $ 075 § 075 § 075 § .075
Stock Price:
HIgh ittt esmerenssirssessssssnrsssssassansesnsosssssassmsnsotes s 18 $ (8% £ 22% S 22%
LOW cvviririrmnnrecussasrnannsrsnrsens S 12% $ 5% S 16 s 1ty




COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
May 31, 1986, 1985 and 1984

Note 12—Contingencies

The Registrant 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. Management believes that the cutcome of such lawsuits will stot have 2 matzrial
adverse cffect on the consolidated financial statements,

Note 13—Loss On Write-Down Of Assets

In May 1986, the Registrant determined that its psychiatric hospital in Brea, Califomia required
physical plant replacement. The hospital, which was constructed in 1956, requires continuing heavy
maintenance expenditures despite several renovation and refurbishment projects undertaken during the
past decade. The Registrant commissioned an engineering report in March 1986, to assess the options
available to correct deficicncies in the building's major systems. The rcport revealed that the level of
renovation that would be necessary would, under California law, also require that the physical plant be
brought current with seismic safety standards. The engineering report further indicated that such a
renovation would not be cost effective.

The Registrant has begun development of a replacement facility to be constructed at the same site.
Upen completion of the new structure, the existing facilities will be razed. The Registrant incurred in fiscal
196G a charge to eamings of $4.3 million related to the write-down of the facilities.

In fiscal 1985, the Registrant entered into a license agreement with SmokEnders, Inc. The license
agreement granted the Registrant the right to operate smoking cessation seminars using the name and
materials of SmokEnders, Inc. The license agreement, which has an eight year life, requires the Registrant
1o pay & royalty to SmokEnders. Inc. based upon revenues derived from operation of the seminars. In
fiscal 1986, the Registrant determined that there had been a permanent impairment in the value of the
license agreement due to continued losses on the operation of seminars. Accordingly, the unamortized
balance of license coasideration of S1.4 million was charged 1o earnings in fiscal [986.

Note 14—Property andé Equipment
Property and equipment consists of the following:

At May 31,
198¢ 1585
{Dollars in thouands}
Land and improvements............... e 8 15,464 $i4,267
Buildings and improvements.................. 64,063 53,819
Furniture and equipment....... ssssasaserersen 18,139 12,912
Leasehold improvements......u.oucevnne.. vensere 204 514
Capitalized leases ......uvecvvvosmensnssnsesenene sersasrreraseraens 2,704 2,704

$100,574 $34.216




.
#

i
~

item 9. DISAGREEMENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.

PART I

[tem 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

The information required by this item has been omirted (except cermain information regarding
executive officers contained in Part I) because the Registrant wil! file with the Securities and Exchange
Commission a definitive proxy statement pursuant to Regulation 14A, involving the election of directors,
oot later than 120 days after the close of the Registrant’s fiscal year ended May 31, 1986, relating to the
Registrant’s annual meeting of stockholders to be held on September 25, 1986,

Item 11. EXECUTIVE COMPENSATION.

This item has been omitted because the Registrant will file with the Securities and Exchange
Commission a definitive proxy statement pursuant to Regulation 14A, involving the election of directors,
not later than 120 days after the close of the Registrant’s fiscat year ended May 31, 1984.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT.

This item has been omitted because the Regisirant will file with the Securities and Exchange
Commission a definitive prexy statement pursuant to Regulation 14A, involving the election of directors,
not {ater than 120 days after the close of the Registrant's fiscal year ended May 31, 1985.
ftem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

This item has been omitted because the Registrant will file with the Securities and Exchange
Commissior: a definitive proxy statement pursuant to Regulation t4A. involving the election of directors,
not later than 120 days after the close of the Registrant’s fiscal year eaded May 31, 1986.

PART IV

Item 14 EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.
(a) 1. FINANCIAL STATEMENTS
Included in Part IT of this report:
Reports of Independeni Certifed Public Accountants
Consolidated Balance Sheets at May 31, 1986 and 1985
Consolidated Statemeants of Earnings for years ended May 31, 1986, 1985 and 1984

Consolidated Statemeats of Stockholders’ Equity for years ended May 31, 1986, 1985 and
1984

Consolidated Statements of Changes in Financial Position for years ended May 31, 1986,
1985 and 1984

Notes to Consolidated Financial Statements
2. FINANCIAL STATEMENT SCHEDULES
V. Property and Equipment
Accumulated Depreciation and Amortization of Property and Equipment

VL
VII. Valuation and Qualifying Accounts
X. Supplementary Statement of Earnings Information
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3. EXHIBITS

Exhibit
Number

3.1
32
3.3
4.1

10.1
10.2
10.3
10.4
10.5

10.6
10.7

10.8

10.9

10.10
10.11
10.12
10.13
10.14

Description and Reference

Restated Centificate of [ncorporation( 1)
Amendment to Restated Centificats of Incorporation( 7)
Restated Bylaws of the Registrant as amaended July 14, 1986( filed herewith)

Indeature dated April 25, 1985, between the Registrant and Bank of America,
NT&SA relating to Convertible Subordinated Debentures{8)

Standard form of CareUnit Contract( 1)

Standard form of CarePsycaCenter Contract( 1)

Stock Bonus Plan of the Registrant, including pamphlet describing such Plan(2)
The Registrant’s Employee Savings Plan{ [0)

Deferred Compensation Agreement dated April 6, 1982, between the Regisirant and
B. Lee Karns(4)

Amendment No. | to Deferred Compensation Agreement between the Registrant
and B. Lee Karns(7)

Amendment No. 2 to Deferred Compensation Agreement between the Registrant
and B. Lee Kams ( filed herewith)

The Registrant : Amended and Restated 1983 [ucentive Stock Option Plan( 9)
Form of [ndividuc] Benefit Agreemeni( 7)

Deferred Compensction Plan for executive management(9)

Form of Noa-Stawutory Sonck Optioa Agreement(9)

Form of Incentive Stock Option Agreement ( filed herewith)

Description of Executiv® Bonus Plan($)

Agreement for Exchange of Ownership Interests dated November i3, 1985, between
the Registrant and Aliow? Inc., Womlar Inc., Trallow Inc. and Carter LaPrade and
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{3) Filed as an exhibit to the Registrant’s Form 10-K for the fiscal year ended May 31, 1981.
(4) Filed as an exhibit to the Registrant’s Farm {0-K for the fiscal vear #nded May 31, [982.
(5) Filed as an exhibit to the Regisirant’s Form 10-Q for the quarter ended February 28, 1983.
(6) Filed as an exhibit to the Registrant's Form 10-K for the fiscal year ended May 31, 1983.
(7) Filed as an exhibit to the Registrant's Form 10-K for the fisca! vear ended May 31, 1984,
(8) Filed as an exhibit to the Registrant’s Form S-3 Registration Statement No. 2-97160.
(%) Filed as an exhibit to the Registrant's Form [0-K for the fisca) year ended May 31, 1985.
(10) Filed as an exhibit to the Registrant’s Form S-8 Registration No. 33-6520.
{b) Reports on Form £-K
No reports or. Form 8-K wete filed during thie last quarter of the perioa covered by this report.
However, in Junc 1986, the Registrant filed a report on Form 8-K relaring to a news release dated

June 6, 1986. The news release announced the loss on write-down of assets as described in Note 13 to
the Consolidated Financial Statements included in Part IT of this report.
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SIGNATURES

Pursuact to the requirements of Sections 13 or 15(d) of the Securities Exchiange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
. authorized, August 15, 1986.

COMPREHENSIVE CARE CORPORATION

Ao

B. Laé Kams
Chairman

By

Pursuant to the requircmentr o€ the Securitics Exchange Act of 1934, this report has been signed

below by the following persons on behalf of the Registrant and in the capacities and cn the dates so
indicated.

Sizeature Tide Date
Director, Chairman of the

ﬂ AN Board, and Fresident
ﬂ ( Chief Executive Officer) August 19, 1986.

B./Lee Karns
Senior Vice President and
: Chief Finanzial Oficer
{ Chief Finzncia! Officer) August 19, 1986
o Stephen R. Munroe

Vicr; President and Controller
\/Qe_!___ — {Chief Accounting Officer)  August 19, 1986
Mark A. Edwards

AT

Director August 19, 1986

Rooert B. Hunter, M.D.

=EECAEL AT

. Director August 19, 1986
Jack A. McLeod

Dirzctor August 19, 1986




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 1 be signed on its behalf by the uadersigned, thersunto duly
authorized, August 19, 1986.

COMPREHENSIVE CARE CORPORATION

By

B. Lee Karmns
Chairman

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

Sigmature Title Date

Director, Chairman of the
Board, and President
( Chief Executive Officer) August 19, 1986

B. Lee Karns
Senior Vice President and
Chief Financial Officer
(Chief Financial Officer) August 19, 1986

Stephen R. Munroe

Vice President and Controller
{ Chief Accounting Officer) August 19, 1986

Mark A. Edwards

Director Augzust 19, 19'86
Robert B. Hunter, M.D.
Director August 19, 1986
Jack A. McLeod
Director August 19, 1986
William J. Nicol
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SIGNATURES

Pursuan: 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 [9, 1986,

COMPREHENSIVE CARE CORPORATION

By

B. Lee 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 so
indicated.

Sigmatuce Title Dte
Director, Chairman of the
Board, and President

(Chief Executive Officer) August 19, 1986.

B. Lee Kams

Senior Vice President and
Chief Financial Officer
( Chief Financial Officer) August 19, 1986

Stephen R. Munroe

Vice President and Controller
(Chief Accounting Officer) August 19, 1986

Mark A, Edwards

Director August 19, 1986
Robert B. Hunter, M.D.

Director August 19, 1986

Director August 19, 19386

William J. Nicol
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COMPREHENSIVE CARE CORPORATION

SCHEDULE Y—PROPERTY AND EQUIPMENT
For the Years Ended May 31, 1985, 1935 and 1984

Year ended May 31, 1986
Land and improvements ...........oorsnseses
Buildings and improvements..........ocovsens
Furniture and equipment ........cvervrvrennae
Leasehold improvements .......veeneeenene,
Capitalized building leases.......oceereesens

Y .darended May 31, 1985
Land and improvements ........occeererinenee
Buildings and improvements.......uunnne
Fumilure and equipment ..........cvverennes
Leuschold improvements ......coessnerrvenne
Capitalized building leases........ccovavenne

Year ended May 31, 1984
Land and improvements ........oceeveniienns
Buildings and improvements.........c.coroens
Furaiture and equipment ......c.oceererereene
Leaschold improvements .........ooecvrnenne
Capitalized building leases....oevnverennee

{a) Reclassification.

Balance at Dalance at

begioaing of Additions Other el of
period at cost Retirements  changes(a) period

(Dollars in theuzands)

514,267 3 1.348 $ 151 S — $ 15464
53,819 15,742 5,938 440 64,063
12,912 6,328 666 {435) 18,139

514 74 379 (5) 204
2,704 —_ — —_— 2,704

584,216 §23,492 M S; m

$ 7476 $ 6,957 $ 147 S{19) $ 14,267
42,607 11,359 18 {129} 53,819
1,144 2,850 237 155 12,912

501 30 10 (7 514
2,704 —_ —_ -— 2,704

§f:’3.432 521,196 $ 412 5 - $ 84216

$.7,253 $ 1,725 §1,008 3(494) $ 7476
25,315 20,121 3.146 317 42,607

7,071 3,220 324 177 10.144

291 13 503 —_ 501

2,704 —_ - - 2,704

343234 S25179  $4981 S —  § 63432
38
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COMPREHENSIVE CARE CORPORATION

SCHEDULE VI—ACCUMULATED DEPRECIATION AND AMORTIZATION OF
PROPERTY AND EQU:PMENT

For the Years Ended May 31, 1986, 1985 and 1984

Year ended May 31, 1986
Buildings and improvements......coevensnniene
Furniture and equipment......cuecrerecsecares
Leasehold improvements.......cuieacennenns
Capitalized building leases .....ovuveeessernns ..

Year ended May 31, 1985
Buildings and improvements ......uessenens
Furniture and squipment......cowermenensees
Leasehold improvemants.....ceecseneens
Capitalized building leases.....cuovmerenrienne

Year ended May 31, 1984
Buildings and improvements.......ccccccicri..
Fumiture and equipment........cruuervsaense
Leasehold improvements.....umssemmmnions
Capitalized building leases........oveerearssrene

{a) Reclassification,

Balance at Addiricns Balsnce at
begfaring of charged Otker endof
petisé to expenss = Refiremexts chapges(a) period
(Dallars in theusards)
$ 5,027 $2,570 5118 s 22 $ 7,501
4,959 1,795 280 (22) 6,455
436 17 384 - 69
1,289 116 { _— 1,404
§_ 11,711 $4.501 $783 s — $15.429
5 3.147 $:.832 s 2 5 - $ 5,027
3,345 1,703 111 22 4,559
281 177 —_ (22) 436
1,173 116 —_ —_ 1.289
$ 7.946 $3.87§ £113 s — 311,711
5 2,255 51,154 $277 $ 15 § 3,147
2,503 1,095 238 (15) 3,345
389 249 357 — 28
1,057 116 — — 1173
£6204 2614  S812 .S — S 7.946
39
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COMPREHENSIVE CARE CORPORATION

SCHEDULE ViIl—-VALUATION AND QUALIFYING ACCOUNTS
For ths Years Ended May 31, 1986 and 1985

Addltlons Deducticas
Baisnce Charged Charged Write-off Balsnce
zt begloniog to to other of atend
Deseription of period revenue ¢ accousts sccounts of period
{ Dollars in thoesands)
Allowanzs for doubtful accounts

Yearended May 31, 1986.cccccvccccirrsenness 56,674 $14,959 $4,057(a) $18.137 $7.553
Year ended May 31, 1985.....ccovcvvvceenees $3,513 $12,398 $1,930(a) Sil.167 $6.674

(a) Amounts are recoveries on accoua previously charged to this allowance.
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COMPREHENSIVE CARE CORPORATION

SCHEDULE X ~SUPPLEMENTARY STATEMENT OF EARNINGS INFORMATION
For the Years Ended May 31, 1986, 1985 and 1984

Years Ended May 31,
' 199 1908 1924
( Dotlcrs in thousands)
Advertising costs R — . B $15.232 510,075 $8.797
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COMPREHENSIVE CARE CORPORATION

FORM 10-K
For the fiscal year ended May 31, 1986 Commission File No. 0-5751
EXHIBIT INDEX
Sequeath:
Exhibit Number
Number Description Page
i3 Restated Bytaws of the Registrant as amended July 14, 1986 41
10.7 Amendment No. 2 to Deferred Compensation Agreement between the Registrant  (plg
and B. Lee Kams
10.12 Form of Incentive Stock Option Agreement ua
10.14 Agreement for Exchange of Ownership Interests dated November 13, 1985, between B
the Registrant and Allow, Inc., Wemlar Inc., Trallow Inc. and Carter LaPrade and
James C. Gibbons. (re: Florida joint ventures)
10.15 Agreement for Sale and Purchase of Joint Venture Interests dated November 15. \ 6
1985, between the Registrant and FLA Realty Corp. and FKLA Realty Corp. (re:
CareUnit of Cincinnati project)
[} Computation of Earnings per Share | 2L
i5 Acknowledgement of Peat, Marwick. Mitchell & Co. regarding use of unandited V271
interim financial information
22 List of the Registrant’s subsidiaries |28
24.1 Consent of Peat, Marwick, Mitchell & Co. 1 30
24.2 Consent of Lestey, Thomas, Schwarz & Postma 131
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COMPREHENSIVE CARE CORPORATION

SCHEDULE OF SUBSIDIARIES

SUBSIDIARY NAME

COMPREHENSIVE CARE CORPCRATION
(PARENT)

N.P.H.S., INC.

CAREMANOR HOSPITAL OF WASHINGTON, INC.
TRINITY OAXS HOSPITAL, INC.

CAREMAKNOR 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, 'NC.
CAREINSTITUTE

CAREUNIT CLINIC OF WASHINGTOMN, INC.
CAREUNIT REDEVELOPMENT CORP.

CAREUNIT HOSPITAL OF OHIQ, INC.
CAREUNIT OF FLORIDA, IWC.

CCMPREHENSIVE CARE CORPORATION
(CANADA) LIMITED

REHABCARE CORPORATION
TWELVE POINT RIDGE, INC.

EXHIBIT 2

Y FR I L R S T RO D

P

STATE OF
INCORPORATION

Pelaware

Catifornia
Washington
Texas
California
California
California
Missouri
California
New Mexico
Nevada
California
Washington
Missouri
Okio
Florida

Canada
Delaware

OkTahoma
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COMPREHENSIVE CARE CORPORATION
SCHEDULE OF JOINT VENTURES

JOINT VENTURES (CompCare is the partner in all except as noted)

NEUROAFFILIATES
(N.P.H.S., INC. IS THE PARTHER)

BEHAVIORAL MEDICAL CARE (“BMC")

SUTTER-BMC JOINT VENTURE
(BMC IS THE PARTNER)

GO\.DEN VALLEY HEALTH CENTER

CAREUNIT HEALTHLINK
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To the Stockholders and Board of Directors
Comprehensive Care Corporation

The examinations referred to in our report dated July 18, 1986 included
the related financial statcment schedules as of May 31, 1986 and for each
of tne years in the two-year perjod ended May 31, 1986 included in Form
10-K. 1In our opinion, such financial statement schedules, when considered
in relation to the basic consolidated financial statements taken as a
; whole, present fairly in all material respects the information set forth

5
%ﬁ therein,

o

g We consent to the incorporation by referance in the Rogistration Statements
ey - (No's. 2-62410, 2-75129, 33-6520 and 33-3091) on Form S~8 of Comprehenzive

Lrg

Care Corporation of our report dated July 18, 198¢, relating to the
consolidated balance sheets nf Comprzhensive Care Corperation and
subsidiaries as of May 31, 1936 and 1985 and the related consolidated
Btatements of earnings, Stockholders' equity, and changes in financia’
position for he years then ended which report appears in the May 31,
1986 annual report on Form 10-K of Comprehensive Care Corporation.
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Orange County, California
Auvgust 19, 1986
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Congont of Certified Public Accountants

W hereby consent to the {ncorporation by reference fn tha Frospectuses constituting part of the Registratico y
Statemonts on Form S-8 (No's. 2-75129, 2-62410, 33-6520 aond 33-3091) of Comprohenafve Care Corporstion of our +
roport deted July 20, 1984 eppecring in the Cdrprohsnsive Care Corporstion Annual Report on Form 10-K for the
yoar ended Ksy 31, 1586,

LESLEY, THOMAS, SCHWARZ & FOSTHA

Newport EBeach, Californfa
August 19, 1586

EXHIBIT 24.2
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