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The aggregate market value of voting stock held by non-affiliates of the Registrant at July 31, 1986 
was $148, 135,049, 

At July 31, 1986, the Registrant had 5.178.668 shares of Common Stock outstanding. 

= Documents Incorporated by Reference 

Part III incorporates information by reference from the Kegistrant's defisitive proxy statement for the 
Registrant’s ann ial meeting of stockholders to be held 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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PART I a 
Item 1. BUSINESS x 

The Registrant, Comprehensive Care Corporation. is a Detaware corporation which was organized in s 
January 1969. The Registrant is primarily engaged in the development. marketing and Management of se 
programs for the trearment of chemical dependency, including alcohol and drugs, and psychiatric Re 
disorders (the “Programs”). The Programs are provided under contractual agreements (“Contracts”) cy 
with independent general hospitals or at freestanding facilities owned and/or operated by the Registrant. ey 
{t is the largest private provider of hosyital-based alcoholism treaenent programs in the United States. ae 
During fiscal 1986, chemical dependency and psychiatric treatment Programs accounted for approximately = 
92% of the Reg:scrant’s tora! revenues. The following table sets forth for the five years ended May 31, a 
1986, the contribusion to operating revenues and other income of the Registrant's freestanding hospiral aS 
and Contract operations and izs other activities. NS 

Yesra Ended Mav 31, 

1968 1985 1564 1983 1382 
Freestanding Operations ..........6 61% 63% 60% 57% “% 
Conitract Operations.......eccsscssseee 33 34 37 38 41 
Other Activities § 3 3 5 § 

100% 100% 100% 1005 100% 

Freestanding Operations 

The Registrant currently operates of 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 facilities and the acquisition of seven chemical 
dependency or psychiatric facilities, representing approximately 980 beds. Freestanding facilities are 
either owned or leased by the Registranc or by joint ventures in which the Registrant and its partners share 
in the profits or losses, At May 31, 1986. two of the chemical dependency meatment facilines (111 
available beds) and one psychiatric hospital (258 available beds) managed by the Registrant were owned 
or fectczZ by such joint ventures, and one psychiatric hospital (100 available beds) was managed by the 
Registrant’s partrer in a joint venture. 

The following table sets forth selected operating data regarding the Registrant's freestanding facilities. 
Facilities are designated either psychiatric or chemical dependency based on the predominant treatment 
provided. For irformation concerning the nature of Registrant’s interest in che facilities, see Itern 2. 
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“PROPERTIES.” 

Patiest Deys 
Vesr Liteased 

Acmied(1) “Seta 1986 Sth tsa 
Chemical Dependency 

Facilities 

CareUnit Hospital of Dallas/Ft. 
Worth 197] 33 26,695 24,278 14.593 12,878 {0.917 

Crossroads Hospital..........uccsssseee 1972 43 13.657 14,503 13.266 = LI1,55I 11.295 
CareUnit Hospital of Orange...... 1976 103 33,763 33.677 = 31,696 30,426 = 31,098 
CareUnit Hospital of Los 

ANGOlOs ns cesssseccsasscees races 1978 104 19,629 23,150 20,655 17,112 14,669 
CareUnit Hospital of Kirkland... 1981 33 24,335 27,099 25,530 25,818 25,391 
Care Unit of Jacksonville 

Beach(2) 19382 34 22,818 16,539 19,355 [2,416 35 
CareUnit Hospital of Cincinnati. 1982 84 29,065 29,181 26.880 27,598 —_ 
CareUnit Hospital of St Louis... 1983 144 43,822 39,953 31,293 9,784 — 

(Tadle continued on following pare) 

be 
SAAS aa et gi ee ee Pa Ee BT ke ore de ea Pe wr me pe pp eae ee RT Tig Ebr pee od EY GUC Rei Se eh US Prt Bota oe Pe eg 3



aT eae ey SS A Eee DOR le ee a Dy eT Tad See eo ten a ge ae Be 

Patient Days 
Year Licegsed — 

Acquired(1) “Beds 19861985984 IRS 1988 
Starting Poin:, Oak Avenue......... 1983 68 22,705 21,136 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 _— — 
Care Unit Hospital of 
Albuquerque 1984 70 16,080 9,597 205 - —_ 

Care Unit of Nevada...ecsscceceee 1984 50 8,748 7,640 —_ _ = 
CareUnit of Coral Springs(2)..... 1985 100 12,398 ~ _ _ _ 
CareUnit of Grand Rapids.......... 1985 16 3,386 _ _ _ _ 
CareUnit Hospital of Pordiand.... 1986 160 2,161 — - — a 
Discontinued Operations.......... 8,603 14,771 3,080 — 3.518 
Psychiatric Fucilities 
Brea Neuropsychiatric Center..... 1969 142 43,870 46271 44.472 40,100 40,427 
Woodview-Calabasas Hospiral... £970 117 23,104 25,531 24,375 25,554 23,854 
Golden Valley Health Center... 1984 377 56.453 64,007 155 _ — 

Pateat days served during 
period... 435,979 418,823 274,856 214,728 161,204 

ACMIPSIONS ........sscsssscsesesessessssens 17,964 16.754 10,585 8.074 5.849 
Available beds at end of 

penod(3).... 1,687 1,609 1,538 1,015 659 
Average occupancy rate for 

period T31% 720% 67.1% 70.5% 76.0% 

(1) Calendar year acquired or leased. 

(2) On October 1, 1985, the Registrant opened CareUnit of Coral Springs, 2 100-bed chemical 
dependency treatment facility located in the Ft. Lauderdale, Florida area. At the time of its opening 
the Registrant had a 50% interest in the joint venture which owned the facility. On November 13, 
(985 the Registrant excizanged its interests in the CareUnit of Tampa (20 beds) joint venture for its 
partners’ interests in the CareUnit of Coral Springs and CareUuit of Jacksonville Beach (84 beds) 
ventures. As a result, the three Florida joine ventures in which the Registrant participated were 
terminated. 

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

Coatract Operations 

The Registrant also develops, markets and manages behavioral medicine programs under Contracts 
with independert general hospitals. Under these Contracts, the hospitals furnish patients with ai! hospiral 
facilities and services necessary for their generalized medical care, including nursing, dietary and 
housekeeping services. The Registrant provides support in the areas of Program implementation and 
management. statf recruiting, continuing education, nurse and hospital employee training, community 
education. public relations and ongoing Program quality assurance, Patients are admitted to the Programs 
under the hospitals’ standard admission policies and procedures. The hespital submits to the patient or the 
paticat’s insurance company a bili 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 to annual adjustments to refiecc increases in the Consumer Price Index. The 
Registrant and the hospital share the risk of aon-payment by patients based on a predetermined 
percentage participation by the Registrant in bed debts. To date, the Registrant's share of such bad debts 
has not exceeded 6% of Contract revenues in any one year. Contracts are generally entered into for a 
minimum period of two ysars; thereafter, either party may terminate the Contract by giving 90 days notice. 
A significant number of the Registrant’s existing Contracts are terminable on 90 days notice. 
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The following tabie sets forth selected operating data regarding Programs the Registrant manages on 
a Contract basis: 

Years Exded May 31, 

1986 iss 19841983 1982 
Number of Contracts at end of period( 1): 

Adult Care Units( 2}.. 95 84 8i 73 72 
Adolescent Care Units( 2) .....scssserseessssccsee 28 20 16 11 12 
Adult CarePsychCenters( 2) ....0vsessesssssese 22 17 12 9 8 
Adolescent CarePsychCenters( 2} ...sccsec0e0 8 5 3 I _ 
Eating Disorder Units It 7 4 _ —_ 

Total 164¢(3) 133 116 94 92 

Available beds at end of period ........csses 3,981 3,145 2,648 2,168 2,113 
Patient days served during period..........0008 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 occupancy rate for period( 4) ........ 62.2% 66.5% 66.9% 64.6% 72.5% 

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

(2) CareUnt is the service mark under which the Registrant markets chemical dependency treatment 
programs, CarePsychCenters is the service mark wader 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 theze new Contracts were added by Behavioral Medical Care 
(“BMC”), a 70% owned joint venture. Of the 19 closed Contracts, eight Contracts were terminated 
by the Registrant and 1! were terminated by the contracting hospitals. Tea of these hospitals have 
continued treatnzent programs. 

(4) Average occupancy rate is calculated by dividing total patient days 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 under the name CareUnit, were 
directed toward the adule alcoholic but have been adapted and expanded to treat both adults and 
adolescents sutfering from substance abuse. 

The chemical dependency Program is hospital based. 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 patient’s attending physician. Patients are detoxified under close medical 
supervision for a period averaging four days prior to entry to the rehabilitation phase of crearment. 

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 patient’s needs. The 
average length of hospital stay for an adult patient is 18 days, which includes detoxification. The average 
length of stay for an adolescent patient is approximately 33 days. After discharge from the hospital, the 
patient's recovery is moaitored for a 10-week period during whicu the patient and family members return 
to the hospital once a week for outpatient counseling sessions. 

For individuals who do not require the structure and intensity of inpatient hospital services, the 
Registrant has developed 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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MENT.AL 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 [985, the Registrant chaaged the name of the Programs to 
CarePsychCenters. The Registrant believes this name beter reflects the Program provided. These 
Programs, which are hospital-based, offer diagnostic and therapeutic treatment services conducted by an 
interdisciplinary team of professionals experienced in the treatment of mental health problems. Admission 
to the Program is typically voluntary and treatment is tailored to the specific needs of the patient, under the 
supervision of a psychiatrist. 

The length of stay varies in accordance with the severity of the patient's condition but rarely exceeds 
© days. A comprehensive discharge pian is prepared for each patient which may include outpatient 
psychiatric or psychological treatment, o¢ referral to an alternate 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 
sulfering from anorexia nervosa, bulimia and gross obesity. Each patient entering the Program is subject 
to a physical examination and nutritional assessment. Additional diagnostic and psychiatric evaluations 
are undertaken when necessary. Each patient's treatment is directed by a physician experienced in the 
treatment of eating disorders. 

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

Other Activities 

REHABILITATION. The Registrant has owned 100% of RehabCare Corporation ( “RehabCare”) 
since April 1986, when it acquired the 50% interest previously held by Basic American Medical, Inc. 
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 medicaily supervised treatment provided includes: nursing care: 
physical, occupational and speech therapy; and such other hospital services 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 Ertad May 31, 

iS8S 

RehabCare Units at end of period ......ccscsseserese secseeres 1§ 8 
Available beds at end of period 310 201 
Patient days served during Period ..ueccsssccssessenenes 33,036 5,689 
Admissions 1,394 292 
Averages occupied beds per contract 7.6 5.4 
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 leases and operates a 99-bed intermediate care facility. This 
facility provides nursing, rehabilitative and sustaining care over extended periods of time to persons who 
do not require the extensive care provided in a general hospital. For the fiscal year ended May 31, 1986, 
the intermediate care facility accounted for less chan 1% of the Registrant's total revenues. 

PUBLISHING ACTIVITIES. Since 1976, the Registranc (under the name CompCare Publications} 
has been engaged in the publication, diszzibution and sale of books, pamphlets and brochures relating to 
‘he 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 in 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 printing 
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 
yeas life, requires the Registrant to pay a 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 :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 (986. 

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 operation of a weight 
control program under the name CareFasi. 

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 ate 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 necessary 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 1986, after 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 tespect 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 ftom 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 contro! the cost of health services by directing their enrollees to 
Participating physicians and institutions. Carefil 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 successful 
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 population base and 
demograghie characteristics. community pricing standards, state licensure and rate control issues and 
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Certificate of Need (“CON”) requirements (See “Governmental 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. repucacion for qualiry 
programs, the availability of program support services and price are the principal factors in 2 hospital’s 
decision to utilize a contract program. While a number of competing companies are offering contract 
programs at prices lower than those of the Registrant, the Registrant believes that its experience. 
reputaton, and program support are superior to that of its competitors. The Registrant’s experience with 
CON issues and program implementation often results in a reduced start-up period. Risk io the hospital 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 
Regittrant has an active promotional program, described below, and believes it is competitive in 
repetation and other factors necessary for patient attraction. Some of the hospitals which compete with the 
Registrant are cither owned or supported by governmental agencies or are owned by non-profit 
corporations supported by endowments and charitable concributions 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 Regstrant. 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 prograra includes a series of television commercials 
advertising the Registrant's Programs. The forms of rtedia used are specifically geared to the geographic 
area in which the marketing efforts are directed. Accordingly, the focal point in che 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 ts staffed by counselors who provide referral advice and help on a 24-hour basis; a Crisis 
Totervention Program which assists relatives of chemically dependent or emotionally disturbed individuals 
in motivating a potendal patient to seek professional help through an appropriate Program; and 
Carelnstitute conferences which are alcoholism educational 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 Registranc entered into its first joint venture to operate two hospitals in 
California. 

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

In May 1984, the Registrant entered into a joint venture with a subsidiary of The Health Central 
System, a non-profit, multi-hospital management and service organization headquartered in Minneapolis, 
Minnesota. The Registrant manages the joint venture and has a $0% interest init. As of May 31, 1986, the 
joint venture cwned and operated a 258-bed behavioral medicine hospital and five Contract units. 
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Seurces of Revenaes 

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

Private health insurers offer clans which typically include coverage for chemical dependency or 
psychiatric treanment. In some instances. the level 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 entirety or is unable to 
pay as rapidly as the insurance company. In the case of the Registrant's freestanding ficilities these factors 
tend to increase bad debts znd days cutstanding in receivables. 

Private insurance plans vary significantly in their methods of payment, including: cost, cost plus, 
prospective fate, negotiated rate. percentage of charges, and billed charges. Blue Cross azd other 
commercial insurance plans have adopted a 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 use of 
participating hospitals is encouraged in exchange for a discount, and payment limitations which are based 
on conimunity standards. The Registrant is unable to predict the impact of changing payment mechanisms 
is future 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 cf 
Health and Human Services (“HHS”) ond accept 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 governing the Medicare program are subject to change due to 
modifications in the enabling statutes, changes in administrative policy and interpretation, and in response 
to certain court actions. These changes may increase or dectease 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 Responsibilicy Act of 1982 
(“TEFRA”) required the Secretary of HHS (“Secretary”) to promulgate regulations substantially limiting 
payments and incre ises in payments for hospital ooerating costs. Regulations established under TEFRA 
limit annual increases in payment from historical cost to a “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 a prospective gayment 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 proposzi, Congress passed and the President 
signed P.L. 98-21 into law in April 1983. This law requires prospective payment for hospitals effective 
October I, 1983 but provides temporary exclusion for certain psychiatric and alcoholism treatment 
facilities. 

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

Eleven of the Registrants hospitals participate ia the Medicare program. Of these. ten are currently 
excluded from prospective payment (TEFRA target 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. Substantially all of the hospitals contracting with the 
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Registrant for Programs participate in the Medicare program. The Registrant believes that these changes 
will not have a material adverse irnpact on its Contract operations; however. until the exclusions for 
alcoholism and psychiatric services are eliminated, the Registrant is unable to predict their impact. 

Hospitals participating in the Medicare program are required to retain the services of a Medical 
Review Entity (“MRE”). The MRE is responsible for determining the medical necessity, appropriateness 
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, reduced or denied in its entirety. Amounts 
denied because of medical review may oor be charged to the service recipient, they are absorbed by the 
hospital. In non-emergency admissions { which encompass most of the Registrant's admissions) review is 
performed prior to the patient's arrival at the hospital. In the event chat the MRE does not approve the 
admission, the patient is referred to an alternative treatment provider such as an outpatient Program or 
sent home. The Registrant believes that the existence of MRE's has had a negative impact on census 
growth in certain owned and Contract units, but is unable to measure the magnitude because the primary 
impact is in lost admissions. 

The Medicaid progs.:m is a combined federal and state program providing coverage for low income 
persons. The specific services offered and reimbursement methods vary from state to state. In the majority 
of states Medicaid reimbursement is patterned after the Medicare program. Less than 2% of the 
Registrant's operating revenue 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 various federal, 
state and loca! statutes and regulations. Hospitals and other health care facilities operated by the 
Registrant as well as hospitals under contract for Programs must comply with the licensing requirements of 
the federal, state and focal 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 a prerequisite to participation in the Medicare and Medicaid programs. 

Pursuant to the requirements of federal 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 facilities, che Registrant (in the case of its facilities}, or the contracting hospital for a 
Contract Program, must demonstrate to either state or local autherities, or both, that it is in compliance 
with the pian adopted by such agencies. The Registrant, because of its experience in the processing of the 
CON documentation required for such Programs, usually prepares such documeniation on behalf of the 
contracting hospital, with the assistance of ihe hospital. The CON application precess ordinarily takes 
from six to 18 months, and may in some insrances take two years or more, depending upon the state 
involved and whether the application is contested by a competitor or the health agency. As of May 31, 
1986, the Registrant had entered into, but not yet opened nine CareUnit Contracts. eight CarePsychCenter 
Contracts, one EDU Contract and six RehabCare Contracts with general hospitals. 1% 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 a number of states under these provisions. The Registrant is unable to 
predict the outcome of these deliberations 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 surveys which are conducted by state and local health agencies to insure 
continuous compliance with all licensing requiremerts by bealth care facilities. JCAH accreditation 
satisfies certain of the certification requirements for participation in Med“sare and Medicaid programs. A 
facility found substantially to comply with JCAH standards receives accreditation. A patient's choice of a 
treatment 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 in which the Registrant operates generally prevent corperauons from 
engaging in the practice of medicine or other professions. Although the Registrant believes that its 
operations do aot violate these prohibitions, recent tegal precedents in this zrea are unclear and there can 
be no assurance that state authorities or courts will not determine that the Registrant is engaged in 
unauthorized professional practice. [n the event of an unfavorable determination, the Registrant could be 
required to modify its method of operation or could be restrained from the continuation of certain of its 
operations, the result of which could be materially adverse to the Registrant. 

Both Medicare and Medicaid programs contain specific physical plant, safety, patient care and other 
requirements which must be satisfied by health care Cacilities 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 to them. 

Administration 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 
statistical 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 hospital and long-term health care facilities operated by it, and 
950 persons assigned to its Contrast units. The physicians and psychiatrists who are che medical directors 
of the Registrant’s Contract units, the psycho’ngists serving on treatment teams. and the doctors udilizing 
the facilities operated by the Registrant are nor employed by che Registrant. . 

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



lem Z PROPERTIES. 

The following table sets forth certain information regarding the properties owned or leased by the 
Registrance at May 31. 1986: 

Owned or Monthiry 
Name sed Location Leased Rent+i(2} 

Chemical Dependency Treatment Facilities 

CareUnit Hospital Owned(3) 
Fort Worth, Texas 

Crossroads Hospital( 4) Leased 
Van Nuys. California 

Care Unit Hospital... Owned(3} 
Orange, California 

Care Unit Hospital . Owned(3) 
Los Angeles, California . 

CareUnit Hospital Leased 12,000( 5) 
Kirkland, Washington 

CareUnit Facility Owned{ 3) _ 
Jacksonville Berce, Florida 

Cu reUnit Hospital Ovned 
Cincinnati, Ohio 

Ca.alinit Hospital Owned 
St. Louis, Missouri 

Starting Point, Oak Avenue Owned 
Orangevale, California 

Starting Point, Orange Country Owned(3) 
Costa Mesa, Colifornia 

Starting Point, Grand Avenue Owned(3) 
Sacramento, California 

Care Unit Hospital Leased(6) 
Albuquerque, New Mexico 

CareUnit Hespial Owned 
Las Vegas, Nevada 

CareUnit Facility Owned(3) 
Coral Springs, Florida 

Care Unit Facility Leased 12,417 
Grane Rapids, Michigan 

CareUait Hospital( 4) 35,000 
Poniand, 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(3) 
Tustin, Califomia 
(Intermediate Care Facility) 

CompCare Publications 1986 4,875 
Minneapolis, Minnesota 

(Tabic continued on following page) 
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Owned or Lense Monthly 
Name and Locatioa Leased Expires({t} Rental(2) 

Administrative Facilities 

Corporate Headquarters( 11).....:ssss0 Leased 1986 21,702 
Newport Beach, California 

Corporate Headquarters( [2}....... io Owned _ ~ 
irvine, California 

Regional Headquarters Leased 1989 8,623 
Tampa, Florida 

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

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

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

(4) Leased by a soint venture and manazed by the Registrant. 

(5) Subject to increase 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 [82,200 square feet of land. 

(7) Leased by the Registrant and managed by the Registrant’s partner in a joint venture. 

(8) Subject to increase every five years based upon the Consumer Price Index. 

(9) Subject to legal action commenced in December 1979 in Superior Court, 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 ive-year increases based upon the Consumer Price Index from $177,600 to $47.600, is 
void for lack of consideration. The amount of rent in dispute was approximately $4,000 per month 
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 statute of 
‘imitations. The lessor is appealing this dismissal. 

(10) Owned by a joint venture and managed by the Registrant. 

(11) Former Headquarcers, lease 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 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 outcome of such lawsuits will not have a material 
adverse impact on its business. 

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HGLDERS. 

inapplicable. 
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EXECUTIVE OFFICERS OF THE REGISTRANT 

Executive 

B. LEE KARNS, age 56. Mr. Kars has been 2 director of the Registrant since §972 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 14, 1986 he was reappointed 
President. 

W. JAMES NICOL, age 42. Mir. Nicol has been a director of the Registrant since February {985. He 
has been employed by the Registrant since 1973. He has been its Secretary since 1973 and was a Vice 
President and the Company's Treasurer from 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. 

Operations 

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 (984 unul 
September 1985. He became Executive Vi President—Special Services 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 vas Senior Vice President—National Client 
Services from June 1985 until he became Senior Vice President—Operations on July i4, 1986. 

DAVID G. COMERZAN, age 42. Mr, Comerzan has been employed by the Registrant since [975 
and was a Vice President—Cperations of the Registrant from 1984 until June [985 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 Senior Vice 
President—Operations on July 17, 19%6. 

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 1985. 

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 Senior Vice 
President—Operations. Prior to his employment with the Registrant, Mr. Wiltiams was a health care 
consultant from 1982 to 1984 and Executive Vice President of Advanced Health Systems, Inc. (a health 
care Management company) from 1969 to [982. 

Special Services 

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

EDWARD A. CARELS, Ph.D., age 43. Dr. Carels has been employed by the Registrant since 1979. 
He was a Vice President of the Registrant from 1980 until he became an Executive Vice President in 1983. 
He became Senior Vice President—National Client Services on July 14, £986. 

Business Development 

JAMES E. PARKHURST, age 46, Mr. Parkhurst has been employed by the Registrant since March 
1985. He was Vice President—Marketing until he became Senior Vice President— Business Development 
in November 1985. Prior to his employment with the Registrant Mr. Parkhurst was Vice President— 
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Acquisitions for Medical Care International (a health care management 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 Officer. He became a 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 aitd 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 II 

Item 3. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER 
MATTERS. 

(a) The Registrant’s Coramon Stock is traded on the national over-the-counter 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 quotations 
have been adjusted to give effect to a 334% stock dividend (which had te effect of a four-for-three stock 
split) effected on July 16, 1985 and are rounded to the nearest one-eighth. Such Prices represent inter 
dealer prices, without retail markup, markdown or commission and do not necessarily represent actual 
transactions. 

Bid Price 

High Low 
Fiscal Year — — 

1986: 
First QUAMED...ceecsessseesstsssssesanerstesescererssennae $2538 SE7% 
SCCONG QUAYLTEL,.,...csvsvesssessececsssssassneeessssacers 18% 14% 
Third Quarter .sscsscccssssserseseseseese ssseaneseonesess 23% 17 
Fourth Quarter .....scsscsssscsssssssesensssesessssssonss 19% 13% 

1985: 

First Quarter....scssscsssseee ow =~=—« SB $t2% 
Second Quarter... [8% 15% 
Third Quarter..... 22% 16 
Fourth Quarter ois cusses sedaesenssansess 22% 19% 

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

(c) The Registrant paid $.08 and §.075 per rhare cash dividends ona quarterly basis during the fiscal 
years ended May 31, 1986 and May 31, 185, respectively, or an aggregate of $.32 and $.30 per share for 
those years. The Registrant intends to co ttinue 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 
Directors 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 financial data and should be read in 
conjunction with the more detailed consolidated financial statements and notes thereto appearing at page 
18 of this report. 

Years Eesed May 31, 

1985 198 186 198g 
(Armoumts in thousands, except por shears data) 

Income Statement Data 

Revenues: 

Operating we 5187,622 $153,035 $107,913 $86,126 $68,709 

Interest ...... 4,812 4,637 5,416 2,845 4,60 

Other . 1,102 864 353 412 166 

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

Cost and Expenses: 

GPera ting .rrecscsersrcesssseeesetsacsceecesteratesesseeesesons 108,894 84,912 5E.317 46,619 39,349 

General and adiinistrative.....sssessesssecees 43,012 32,926 22,742 18,574 16.930 

Depreciation and amortization ...s0.ssecsceses 5,775 4,240 2,781 1,952 1.443 

TMU@TeOSt ..seseccsssssnesscssescsseesvsessesecsseesstnsensserseseies 4,135 1,577 783 660 " 603 
Loss on write-down Of S58¢S.....sssssssesecsortsaes 3,701 _ — — — 

167,517 = 123,655 85,123 67,805 58.330 

Earnings before taxes on income and 
ORUPAGIAINALY WENT... .eeccsrnsesseecenenensereseesae 25,419 34,881 22,559 21,578 15,155 

Net earmings( 1) suengateansnacaecenententenaratszens 13,102 17,226 14,058 10,767 7,586 

Eamings per common and common 
equivaleat share{ 1) 

PHUIMALY sesesscscsssssossssccctsssonsrasneoserscsenneneen saseane 87 1.13 93 81 -63 

Fully diluted 87 1.13 93 Bt 62 

Cash dividends per share 32 30 24 18 L2 

Weighted average common and commoa 
equivalent shares outstanding....... seessnererersnce 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 a four-fur-three stock split effected July 16, 1985. 

At May 31, 

1585 19385 1934 1533 1992 

(Dollars in thousards) 
Balance Sheet Data 

Working capital ..........cccsssessevesseseccersrsseresssensee $ 79.145 § 92,852 $§ 55,481 $ 59.69 $30,934 

Total assets ........0 wu: 220,469 216,397 144,290 119,491 69,073 

Long-term debt eons 59,377 64,522 15,493 6,446 §,291 
Stockhoiders’ equity 132,180 123,745 119.910 100,489 53,561



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

The following table sets forth for the periods indicated (i) percentages which certain items reflected in 
the financial data bear to total revenues and (ii) the percentage increase of such items 45 compared to the 
indicated prior period: 

Relationship to Total Revenues Period-tc-Perlod {create 

Veurs Ended May 31, Years Ended May 31, 

1925 1935 1934 1985-95 1954-85 

Revenues: 

Operating ...... vase » 95.9% 96.6% 22.2% 41.8% 

Interest areseees eeneseeens cosneensane 2.5 29 3.8 (14.4) 

Other....... vuasaes seeeaes sateenstecervasesnent 6 5 27.5 144.8 

100.0 100.0 21.7 39.5 

Costs and Expenses: 

Operating ..rssccccsccsrsarsecssesseeressees 56.4 53.5 28.2 44.4 

General and administrative......u.cssssevrssee 2203 20.8 30.6 44.8 
Depreciation and amortization ........scscscccssssscsovere 3.0 2.7 36.2 §2.5 
TteTest «...ccssccssssecescssseuseessensscsessseeacnesceacsntatenssaveores 2.1 1.0 162.2 101.4 
Loss on write-down of aSS0tS....sssssscsesssessesssssees 3.0 ~~ — - 

Earnings before taxes on inCOme .....ssecssesseeees 13.2 22.0 (27.1) 22.1 
Taxes OM INCOME ...sscsssscssssesecsrrscessesesersscasesssscresstens 6.4 TEI (30.2) 21.7 fa
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Net farming sssssscerennns sssernensenare 6.8% 10.9% (23.9}% 22.5% sis : 
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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 its 
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 attributable 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 facilities. 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 [986 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 (984, 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. a 
while in fiscal 1986 they accounted for approximately 30%. A decline in average leagth of stay was a 
factor in moderating utilization gains. The increase in fiscal 1986 was also affected by the purchase or 

, exchange cf the Registrant's interest in certain 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 fiseal 1985 to 1986 were the write-down 
of the value of the Registrant's Brea. California psychiatric facility of $4.3 million and the wnte-off of the 
license agreement the Registrant has with SmokEnders, Inc. of $1.4 million. Without these two items costs 
and expenses would have increased approximately 31% from fiscal 1985 tw 1986. Media advertising 
expenditures rose fiom approximately $8.9 million in fiscal 1985 (6% of operating revenues) to $13.6 
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 general inflationary pressures, the Registrant added several new services including 
departments to provide in-housz legal services, to package the Registrant's services for national 
organizations, to provide construction management and other systems support. This vear also showed a 
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 plan in fiscal 1985. Nothing was accrued for fiscal 1986 as the Registrant did not meet its 
internal operating goals. 

Depreciation and amortization expenses increased in fiscal 1986 as a result of the Registrant's 
acquisition of interests in certain joint venture facilities, the opening of freestanding facilites 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 approximately $610,000. 

As a result of the above factors, pretax earnings for fiscal 1986 decreased by approximately $9.5 
million when compared to fiscal 1985. Earnings from operations, catculated by excluding write-downs, 
interest income and interest expense, decreased appreaimately $1.4 million or 4%. Operating margins 
declined from 21% to 16%. In addition to increased media costs, this decline in margins was also 
influenced by declining occupancy trends in the thini and fourth quarters that was noc offset by decreased | 
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 margins in newer freestanding 
facilities inhibited improved margin pe-formance. Margins were also 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 increass¢ 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 comparable 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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Hospital Utilization Contract Utilization 

A 
Patient Avg, Daily Patlent Occupied Bed 

Fourth Quarter Days Occugancy Days Per Contract 

Fiscal 1986 sueeeens . 15,917 75.8% 232,938 15.7 
Fiscal 1985 wocsssssesscsesassscscsesese 119,781 80.9% 198,137 16.8 
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Costs and experses 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 for the quarter. 

Liquidity and Capital Rescurces 

The Registrant's current ratio decreased from approximately 4.3:1 at May 31, 1985 to 3.7:1 at May 31. 
1986. Accounts receivable days outstanding decreased from 86 days at May 31, 1985 to 79 days at May 
31, 1986. This decrease is principaily a result of improved collection systems and procedures put in place 
throughout fiseal 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, linois; 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 difficulty in meeting its obligations during the coming 
fiscal year. The Registrant had 2 $10,000,000 bank 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 expenses, 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 increases have been adequate to offset the Registrant’s increases in costs. 



Item 8, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA. 

COMPREHENSIVE CARE CORPORATION 

index to Consolidated Finencial Statements 

Years Ended May 31, 1986, 1935 azd 1984 

Reports of Independent Certified Public Accountants....... 

Consolidated Baiznce Sheets at May 31. 1986 and 1985. 
Consolidated Statements of Earnings for years ended May 31, 1986, 1985 and 1984..........-.ecrcssee 

Consolidated Statements of Stockholder’s Equity for years ended May 31, 1986, 1985 and 1984. 

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

Notes to Consolidated Financial Statements 



REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 

To the Stockhelders and Eoard of Directors 
Comprehensive Care Corporation 

We have examined the consolidated balance sheets of Comprehensive Care Corporation and 
subsidiaries as of May 31, 1926 and 1985 and the related consolidated statements of earnings, 
stockholders’ equity and changes in financial position for the years then ended. Our examinations were 
made in accordance with generally accepted auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures 2s we considered necessary in the circumstances. 
The consolidated 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 £985 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 thea ended, in 
conformity with generally accepted accounting principles applied on a consistent basis. 

Orange County, California 
July 18, £986 



REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 

To the Stockholders and Yoard of Directors 
Comprekensive Care Corporation 

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

in our opinion, the accompanying consolidated financial statements present 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. 

ean bom Beach. California Pacty, Liosuae, Aehanry, df Geeta 



COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

ASSETS 

May 31, 

1985 £985 
(Doitars im thousands) 

Current assets: 

Cash, including short-term investments of $3£.332 and $58,197 .....:ccseccecasere § 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 
Other current asscts......... 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 (i711 

Total property and equipment... — 85,145 72,505 

Other assets: 

Intangible assets { Notes 2 and 9) 9,308 4,774 
Notes receivable ........ 1.312 1,158 
IAVeSEITIONES ...........:0-cessscsnseccveesessaserscecsenspsgecoceccospsensoosanorenenvansnonsssesensoveneateraetsees 4,863 4,548 
Deferred contract costs... . 3,284 3,218 
OMMEL ...csseccecseeees ses 8,500 9,212 

Total other assets ws 27.267 22,910 

$220.469 $216,397 

LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current fiab:lities: 

Note payabis, accounts payable and accrued Liabilities (Note 10) ...........-00.- $ 18,794 § (3.611 
Long-term debt payable within one year ( Note 4). 1.091 1,583 
Deferred income taxes (Note 8).. 8,628 7,001 
Income taxes payable ........c00 399 335 

Total current liabilities .......:.ccscssssssseecessenssseronssersesssarverasssscsesencesesuscssssers 28,912 28,130 

Long-term debt due after one year ( Note 4) . 55,711 59,233 
Other Hiabities veces oes cascessene ennses vest 3,666 2,076 
Deferred income caxes { Note 8)... ~ 3,213 
Commitments and contungencies (Notes 6 and 12) ....csssccsssccsseseessesceseee 
Stockholders’ equity ( Note 5): 

Common stock, $.10 par value: authorized 30,000,000 shares: 
issued and outstanding 15,178,668 and 15,169, 183 shares........sssccscsserses 1,518 1,138 

Additional paid-in capital .......sscsecsssserssccssesesersenseres 78 830 76.021 
Retained earnings.......s.cssesseoe vee 54,832 46,586 

Total stockholders’ equity ..........cssssscsrscsssssssesersesassnsensesesessssssensesveessesesoes 132,180 123,745 

$220,469 $216,397 

See notes to consolidated financial statements. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF EARNINGS 

Years Ended May 31, 

1986 1985 (984 
(Dollars in thousands, except per share ssyounts) 

Revenues: 

Operating ...... “ wee $187,022 $153,035 $107,943 
Interest saverseeseserserees 4,812 4,637 5,416 
OPH wn. seccssessessess i102 864 353 

192,936 158,536 113,682 

Costs and Expenses: 

Operating we. (108,894 84,912 58,817 
General and administrative. 43,012 32,926 22,742 
Depreciation and amortization ve 5,775 4,240 2,781 
Interest bs aevueseransasunsssasssavenseedsresseagereneteneseneseensers 4,135 1,577 783 
Loss on write-down of assets ( Note 13)......cscscsssssecenssssssse-sssee 5,701 ~~ _ 

167,517 123,655 85,123 

Earnings before taxes on income........... seve 25,419 34,831 28,559 
Taxes on income (Note 8) ...scssccscsecscsecsosesseses 12,317 17,655 14,501 

Net carnings . § 13,102 $3 17,226 $ (4,058 

Earnings per commen and co:amon equivalent share { Note 1): 
Primary amd fully diluted ....... § 87 $ 43 5 93 

Dividends per COMMON SHALE .......ssssssecssessssssseseescsecssncaseesssacsserasers $ 32 $ 30 s 24 

See notes to consolidated financial statements. 
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COMPREHENSIVE CARF, CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY 

Common Stock Additicaal 
Paid-la Retained 

Shares Amount Capira) Earnings 

(Amouats le thousands) 

Balances, May 31, 1983 15,160 $1,137 $75,862 $23,490 

Nev earnings - — — 14,058 
Dividends _ ——_ — (3,637) 

Balances, May 31, \%o¢ 15,160 1,137 75,862 33,914 
Net earnings _ - — 17,226 
Exercise of stock options ( Note § ).....ssssssssrees 9 if 159 _ 

Dividends — —_ _ (4.551) 

Balances, May 31, 1985 15,169 1.138 76,021 46,586 
Stock split effected July 16, 1985 .....0..cccesssses {t) 379 (379) _ 

Net earnings _ — —_ 13,102 
Exercise of stock options (Note 5).....csssscceees il | 188 —_ 

Dividends... : ~ _ = (4,856) 

Balances, May 31, 1986 15,179 $1,548 $75,830 $54,832 
———_—_— = 

S > notes to consolidaced financial statements. ~ 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Yeers Ended fay 31, 

1986 tas 1984 
(Dollacs la thousands) 

Financial resources provided by 
Operations: 
Net Caring ....s.ccsccsscsccesscscscensscaseresacssseneacacsessnsnetecvensnseneesessneceusausec $ 13,102 $17,226 $14,058 

Items not requiring outlay of working capital: 
Depreciation and amortization of property and equipment... 4,501 3,878 2,614 
Deferred income taxes .......scsssssssssssessessssessesecorseaserecsssesereeeseees (3,608) 2,378 45] 
Annuity income... sessaseostvensssense sens (315) (347) (362) 
Amortization of intangible and other assets .......ccecsesssssssecsseece 1,274 362 167 

Working capital provided by operations....... : 14,954 23,497 16.928 
Less on write-down of assets ... Mebseeanseestessenesaseaneenssnsesteates 5,701 — — 
Disposal of property and equipMennt.....c.ssssecssssesessecosssosessessesensezcere 2,050 299 4,109 
Additional long-term debt.....ccssssssssssssessosssersracsrasseserscsetoracseseseenss 3,152 48,076 10,129 
Decrease in notes receivable ......ccssssssssssersscsssesssosassecesecsetesseseseeeesers 361 3.518 882 
Issuance of common stock... 189 160 — 
Decrease in other assets .. tneens 1,732 _ . 183 

28,139 75,530 32,231 

Financial resources used for 
Acquisition of property and equipmentt.....c....cccescce, 23,492 21,095 25,179 
Reduction of long-term debt ves 6,674 1,425 1.533 
Increase in notes receivable ...... 515 84 3,570 
Dividends 4,856 4,551 3,637 
Deferred Contract COStS.....cccccsccscscscosereeceesesrsesseccesesseces 593 2,599 845 
Increase in intangible assets....i.ccsscorssssssserees 4,853 - 68 
IMVESEMENES........ssecesersssseassvcrsncsstssesssasvensssessserstarssuresesenanasaranssensensnsee — 1,250 Bi? 
Other applications oe vaas 863 7,074 792 

41,846 38,179 36.441 

Increase (decrease) in working capital ....rsssseseceese w. §(13,707) = $37,371 S( 4,210) 
Summary of changes in components of working capital 

Increase (decrease) in current assets: . 
CASH os ecesssscssssssscoveresssserscasssacssensosucsegescseaseeneaees seessnensesererseassssssoe $(19,394) $20,467 $( 6,987) 
Accounts and notes receivable ...ccccccscecsscsssseree 8,020 20,633 6,389 
Prepaid taxes ...sccsecssesessseees sasueseseocnensnsevsnsses sesnsstveneseesussecsteses sasnees (1,545) 4,531 _ 
Other Current ASSEES ........ssecsssoressassssesossesarsersteretesersssteusesssceczsenenees (6) 1.983 1.719 

(12,925) $7,614 Et21 

Increase (decrease) in current liabilities: 
Note payable, accounts payable and accrued liabilities .........0. (817) 7,286 2,590 
Long-term debt payable within one year (92) 20 684 
Deferred income taxes badsenseensstapeuceesounenss seeneesaneacens 1,627 3.751 1.731 
Income taxes payable........ 64 (764) 326 

782 10,243 5,331 

Increase (decrease) in working Capital ..ccscssescescessessecssesecssereesecseous §(13.707) $37.37) §(4,260) 

See notes 20 consolidated 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 consolidated financial statements include the accounts of the Registrant, its subsidiaries and the 
Registrant's interest in the accounts of joint venture partnerships (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 generally less than the established billing rates. Payments are subject to audit by 
intecmedianes 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 in the year finalized. 

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: buildings and improvements —5 to 40 
years; furniture and equipment—3 to 12 years: leasehold improvements—life of lease or life of asset. 
whichever is less, 

Intangible Assets 

Intangible assets include costs in excess of net assets of businesses purchased { goodwill), licenses, and 
similar rights. Costs in excess of net assets purchased are amortized over 2§ 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 amcnization of $703,000 and $384,000 at May 31. 1986 and 1985, respectively. 

Capitalized Interest 

Interest incurred dunng the construction of freestanding facilities is capitalized and subsequently 
charged to depreciation expense over the life of the related asset. The interest rate utilized is either the rate 
of the specific bocrowing associated with the project or the Registrant’s average interest rate on borrowings 
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 Reyistrant 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 wo year 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 :mprovements or as otherwise determined by the hospital. The 
Fegistrane is entitled to a pro rata refund in the event that the hospital terminates the contract before its 
scheduled termination date: accordingly, these amounts are 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 Accounting Pollcies (continued) 

Earnings Per Share 

Primarily and fully diluted earings per common and common equivalent share have been computed 
by dividing net earnings, after giving effect co the elimination of interest expense applicable to the 
converuble debentures less income tax effect, by the weighted average number of common and commen 
equivalent shares outstanding during the penod. The convertible debentures issued in April 1985 are 
considered to be commion stock equivalents from the time of issuance. The weighted average of the 
number of shares issuable on conversion of the convertible debentures 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 effected July 16, 1985, as have all 
share and per share information. The weighted average number of shares used co caiculate eamings per 
Share was 16,987,000, 15.315,000. and 15,160,000 in 1986, 1985 and 1984, respectively. 

Note 2—~Accounting for Interests in Joint Venture Partnerships 

In 1972, the Registrant entered into a joint venture partnership, Neuro Affiliates Company, with 
another corporation 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 otlier. Each of the 
partners in the joint venture receives a management fee for the hospital it manages, and they share equally 
in the profits or losses. 

Tn May 1981, the Registrant entered into nwo joint venture parnerships in Florida organized for the 
purpose of owning and operating 84-bed and 120-bed chemical dependency treatment facilities in 
Jacksonville Beach and Tampa on properties owned by the joint ventures. In Suly 1983, a third joint 
venture was formed to operate a 100-hed chemical dependency treatment facility in Coral Springs. The 
facility opened on October 1, 1985, On November 13, £985, the Registrant exchanged its interests in che 
CareUnit of Tampa joint venture for its partners’ interests in the CareUnit of Coral Springs and CareUnic 
of Jacksonville Beach ventures. As a result, the three Florida joint ventures in which the Registrant 
Participated were terminated. 

fn July 1981, the Registrant entered into a joint venture partnership in Ohio for the purpose of owning 
and operating an 84-bed chemical dependency hospital. The Registrant's partners loaned the joint venture 
54,000,000 (at [0% interest) which was used to purchase the building and equipment necessary for 
operation 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 included in intangible assets in the consolidated balance sheet. 

In May [984, the Registrant entered into a joint venture agreement 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 
parmer of the joint venture for which it eams a fee based on profitability. The Registrant has a 50% 
interest in the joint venture. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
. May 31, 1986, 1585 and 1984 

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

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

May 31, 

1585 1985 
(Dollars in chousands) 

Assets 

Current assets . $ 6,989 $ 8,144 
Property and equipment (Met) ...sssecsscescessecsscesees 9,863 18,367 
Other assets wee 153 233 

$16,965 $26,744 
———S—S= SS 

Liabilines and partners’ equity 
Currene liabilities S$ 1,699 § 1,991 
Note payable( t} -_ 1,753 
Long-term liabilities ............. — 5,365 
Partmers’ 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, 985 in the 
consolidated balance sheet. 

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

Yer: Ended May 31, 

135 1925 1984 
(Dollars ia thousands) 

Revenues ... $23,407 $25,354 $14,557 

Costs and expenses: 
Operating, general and administrative .........sessssssssessesesoeee 16,931 18,135 10,924 
Depreciation and amonization 743 84] 317 
Interest... ” 215 608 451 

17,889 19,584 _11,692 

Earnings befoze taxes on income saceaeaseacsen $§ 5,518 $ 5,770 § 2,365 

Note 3—Accounts and Notes Receivable 

Accounts aad actes receivable include current notes receivable of $8,062,000 and $5,590,000 at 
May 31, 1986 and 1985, respectively. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) ° 

May 31, 1986, 1985 and 1984 

Note 4—Long-Term Dedt 

Long-term debt consists of the following: 

Muy 31, 

1985 985 

(Dollars ia thousands) 
7% to 10% notes, payable in monthly installmencs with maturity dates through 

1996. Coliateralized by real and personal property having 2 net book value 
OFS7,025...sseressssccsessscesessesanecssossanessvsstnecesecsntsnssseserssnessussuscarsstvuesossuustucsaessessneeeeese $ 2,115 $ 2,360 

4,750 2,625 

$7,827. Retired in fiscal 1986 _ 4,315 
Note payable bearing interest at 10%, payable quarterly with level payments 

of princinal and interest based upon a twenty year amortization schedule, 
with unpaid principal and interest due in 1995, Collateralized by real and 
personal property having a net book value of $2,463, Retired in fiscal 1986.. _ (.881 

Note payable bearing interest at 65% of prime, payable monthly maturing in 
1994. Collatezalized by real property having 2 net book value of $2,$80....... t,619 859 

7%% convertible subordinated debentures due 2010 .ccc.ccsssccoescsscssserecessrssccseseeseee 46,000 46.000 
Capital lease obligations { Note 6) ” 1,890 1,980 
QURHe rn. esesessecesersssencssnsesssvecesonsesases 428 396 

56,802 60,416 
Less amounts due within ome year....ssscscesoscsssescessesosessesecsesorsecesesseseves see 1,091 1,183 

$55,711 $59,233 

As of May 31, 986, the annual maturities of long-term debt 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 payments in April and October at an 
interest rate of 74%. 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 redeemable, at the option of the Registrant, in certain 
circumstances. Mandatory annual sinking fund payments sufficient to retire 5% of the ageregate principal 
amount of the debentures are required to be made on each April 15 commencing in April 1996 w and 
including April 15, 2009. 

Note 5—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 outstanding. 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 stockholders 
annual meeting held in September, 1983. The total number of shares of common stock which may be 
granted under this plan cannot exceed 333.333 shares. The Plan is 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 mghts” 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 oe granted under the Plan subsequent to May 
31, 1993. 

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

Market Price 
Gptioa Price Whea Granted 

Number Per Per 
of Sharea Shara Aggregete Share Aggregate 

(Dollars in thousands, except per shore emounts) 

Options granted in fiscal 1985... 140,345 = $13.78-18.38 $1,959  $13.78-18.38 * $1,959 

Options forfeited in fiscal 1985... (5,802) 13.78 (80) 13.78 (80) 

Ootions granted im fiscal 1936 ......ce0s 74,000 18.00 1,352 18.00 1,332 

Options forfeited in fiscal 1986... (14,418) 13.78 (199) 13.78 (199) 

Options exercised in fiscal [986........000 (1,088) 13.78 (15) 13.78 (15) 

193,037 = $15.78-18.38 $2,997 $13.78-18.38 $2,997 

During fiscal 1984, the Registrant authorized t +2 issuince of non-statutory options for 33,333 common 
shares at $15.56-16.88 per share. The non-statutory options become exercisable at che rate of 25% per year 
following the date of grant and must be exercised within five years after the datz of grant. At May 31, 
1986, options for 16.666 shares were oxercisable. 

Note 6—Lease Commitments 

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

Total rental expenses for all operating leases were as follows: 

Years Ended May 31. 

150s S984 
(Deilers In thousands) 

Minimum rentals $ 935 $603 $637 

Contingent rentals 126 71 73 

Total rentals $1,061 $674 $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 1986, 1985 and 1984 were $129,000, $123,000 
and $122,000, respectively. The net book 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 STATEMENT'S (Continued) 

May 31, 1986, 1985 and 1984 

Note 6—Lease Commitments (continued) 

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

Capita! Leases 

Joint Operatieg 
Resistraat Venture Total Leases 

(Daltars in thousands} 

1987 $ 204 $122 $ 326 $1,180 
1988 204 100 304 1,168 
1989 204 89 293 95] 
1990 . 204 89 293 218 
1991... 204 89 293 222 
Later years 2.276 4d4 2.720 1.049 

Total minimum lease payments $3,296 $933 4.229 $4,788 
—— == _——r 

Less amounts representing imterest...ccsscsecocsecesses 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 ($1,374,000 and $901,000), have been accrued 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 $463,000, $136,000 and $146,000. 
respectively. 

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

Note 8--Taxes on Income 

Taxes on income consist of the following: 

Years Faded May 31. 

1986 i905 1904 
(Dollers ia thousands} 

Currently payable: 
Federal income taxes.. . ane on $12,303 $10,264 $10,336 
State income taxes . vers 2.584 1,974 1,984 

14,887 12,238 12.320 

Deferred: 

Federal income taxes.....sccorssscsssccccssescerecerers ww (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 (continved) 

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

Yeurs Faded May 31, 

1566 iss i964 
(Dotiors fa thousands) 

[Income taxes 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 

Investment tax credit (517) (303) (270) 
Loss from unconsolidated subsidiary. 144 342 118 
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 statement purposes. The sources of these differences and the 
tax effect of each are as follows: 

Years Faded Viay 31, 

ree «1985 L984 
(Dottars ia thousands ) 

Excess tax over book depreciation § 969 §$ 572 S$ 406 
Cash basis accounting and different reporting period for tax purposes 

by joint ventures entail P 272 2.312 481 
State income taxes not currently deductible 124 (462) (197) 
Deferred compensation expense not currently deductible ......csesserssecsose (768) (3$1) (403) 
Cash basis accounting by subsidiaries 1,173 1.363 1.378 
Employee benefit expenses not currently recorded for book purposes..... (1,509) 2,405 407 
Write-down of Brea Hosgital facility not currently deductible.............0000 (2307) = _ 
Partnership exchange recognized as income for tax PUMPOSES......000cecesee0 (863) - - 
Other. 339 (422) 109 

$(2,570) S$5.417 = $2.181 
—== —- 

Note 9~Acquisitions end Dispositious 

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 in intangible assets in the consolidated balance sheets. 

fo April 1986, the Registrant entered into a joint venture agreement tc operate a 160-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, 
RehabCare Corporation. The purchase price of $3.6 million exceeded the fair market value of net assets 
purchased by 53.1 million. This amount is included in intangible assets in the consolidated balance sheecs. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES ¥O 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 Szn Diego, California for $4.0 million which tne 
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, Accousts Payable and Accrued Liabilities 

Note payable, accounts payable and accrued liabilities consist of the following: 

At May 31, 

ing 1985 
(Dollars in thousands) 

Note payable....... §$— $ 1,410 
Accounts payable and accrued liabilities......cccccscsssessessres 12,311 10,690 
Accrued salaries and wages 4,435 5,930 
Payable to third-party intermediaries 2148 1,58! 

$18,794 $19,611 
SS 

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

Firat Second Third Fourth 
Quarter Quarter Quarter Quarter 

(Dotars ia thousands, except per share amounts) 
1986 
REVENUES... .cscsescsersessccnceserosssesasssarsscesesesears $44,207 $46,697 $48,914 $53,118 

Earnings before taxes OM income ..c..scecssosssscsseseessre § 9,304 $ 9.399 $6634 $§ 82 
Taxes ON INCOME .....scscscssccessesssosesverscnsnacacocssereesassscere 4,643 4,671 3,305 (302) 

Net C2 rmingS ......ccscccsscssesesscsnssssssvssscsenssersacresvenesseces S$ 4,661 § 4,728 $3,329 $ 384 

Per share: 

Earmings—primary and fully diluted...........::ssse-0 5 3 § Ww $ 22 $ 05 
Dividend declared ......c.scccsssssesessare » S&S 08 5 .08 5S 08 S$ .O8 

Stock Price: 
High. .ccsssessscessssrssrssscssessssevscsessscesenvesessesssenseseregeeeses S$ 25% S$ 18% $ 23% S$ 19% 
LOW ccsscotecstssesssscsecerssescasasners § 17% §S (4% $ I|7 § [3% 

1985 
Revenues... $33,882 $37,208 $39,736 $47,710 

—— 

Earnings before taxes on income $ 8.214 = §$ 8,797 $ 8.020 § 9,850 
TAXES OM INCOME ...scscecscssssssrensensssssonstsacscenees we 4,132 4,492 4,242 4.789 

Net camings sasees sone “ 4,082 § 4,305 S$ 3.778 § 5.061 
SE ——_ ———S—— 

Per share: 
Eamings—primary and fully diluted ......s.cccssse0e: $ 27 $  .28 S$ .25 $  .33 
Dividend declared /$ O75 $ O75 $ 075 $ 075 

Stock Price: 
Higih....sssssssscsssesscsecscessscsessesersssesscssssssasossseeeresensneve S$ 18 S$ [8% $ 22% § 22% 
LOW casssssessessescesesearonsensersneneess § 12% § 15% S 16 § 1% 



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 outcome of such lawsuits will not have a material 
adverse effect 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, California required 
physical plant replacement. The hospital, which was constructed in 1986, 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 deficiencies in the building's major systems. The report 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 
1966 a charge to earnings 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 
to 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 consideration of $1.4 million was charged to earnings in fiscal 1986, 

Note 14—Property and Equipment 

Property and equipment consists of the following: 

At May 31. 

1986 i985 
(Dollars in thouzands} 

Land and improvements............+. sresteetatieaeee 8 15,464 $14,267 
Buildings and improvements .............0. sanerenssscescesse 64,063 53,819 
Furniture and equipment....... saeuaqeaseneneees stasanacsanessaes 18,139 12,912 
Leasehold improvements .......sssssee. venteas 204 514 
Capitalized leases ........c.ccsccsossssssesceseseees serecenvenecacness 2,704 2.704 

$100,574 $84,216 



‘ 

- L 
9 

iten 9. DEISAGREEMENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE. 

None. 

PART HI 

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT. 

The information required by this item has been omitted (except certain 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 (4A, 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 fiscal year ended May 31, 1986. 

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

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 iater than 120 days after the close of the Registrant's fiscal year ended May 31, 1986. 

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 

This item has been omitted because the Registrant will file with the Securities and Exchange 
Commission a definitive proxy statement pursuant to Regulation i4A, involving the election of directors, 
not later than 120 days after the close of the Registrant's fiscal year ended May 31, 1986. 

PART IV 

Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K. 
(a) 1. FINANCIAL STATEMENTS 

Included in Part II of this report: 

Reports of Independeni Certified Public Accountants 

Consolidated Balance Sheets at May 31, 1986 and 1985 

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

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

Notes to Consolidated Financial Statements 

2 FINANCIAL STATEMENT SCHEDULES 

Vv. Property and Equipment 
Accumulated Depreciation and Amortization of Property and Equipment VL 

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

Exhibit 
Number 

3.1 
3.2 
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 
{0.14 

Description and Reference 

Restated Certificate of Incorporation{ 1) 
Amendment to Restated Certificate of Incorporation(7) 
Restated Bylaws of the Registrant as amended 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( t) 
Stock Bonus Plan of the Registrant, including pamphlet describing such Plan( 2) 
The Registrant’s Employee Savings Plan{ 10) 
Deferred Compensation Agzeement dated April 6, 1982, between the Registrant 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 Incentive Stock Option Plan(9) 
Form of Individuc] Benefit Agreement( 7) 
Deferred Compensction Plan for executive management( 9) 
Form of Non-Statutory Stack Option Agreement 9) 
Form of Incentive Stovk Option Agreement ( filed herewith) 
Description of Executiv: Bonus Plan(9) 
Agreement for Exchangy of Ownership Interests dated November i3, 1985, between 
the Registrant and Alio23 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 tor the fiscal year ended May 31, 1981. 

(4) Filed as an exhibit to the Registrant’s Form (0- for the ‘fiscal year ended May 31, 1982. 

(5) Filed as an exhibit to the Registrant’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! year 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 fiscal year ended May 31, 1985. 

(10) Filed as an exhibit to che Registrant’s Form S-8 Registration No. 33-6520. 

(b) Reports on Form &-K 

No reports on. Form 8-K weie filed during the last quamer of the perioa covered by this report. 
Howeve:, in June 1986, the Registrant filed a report on Form 8-K relating 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 II of this report. 
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SIGNATURES 

Pursuact 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 

. authonzed, August 19, 1986. 

COMPREHENSIVE CARE CORPORATION 

winrw 

B. Let Karns 

Chairman 

By 

Pursuant to the requirementr o° 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 cn the dates so 
indicated. 

Stgeataro Tide Date 
Director, Chairman of the 

5 Maa Board, and Fresident 
MY, (Chief Executive Officer) August 19, 1986. 

Senior Vice President and 
. Chief Financial Officer 

(Chief Financia! Officer) August 19, 1986 
“" Stephen R. Munroe 

Vier President and Controller 
ae a (Chief Accounting Officer) August 19, 1986 

Mark A. Edwards 

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

; Director August 19, 1986 
Jack A. McLeod 

Director 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 to be signed on its behalf by the undersigned, thereunto duly 
authorized, August £9, 1986. 

COMPREHENSIVE CARE CORPORATION 

By 

B. Lee Karns 

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 the Registrant and in the capacities and on the dates so 
indicated. 

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

Director August 19, [986 
Jack A. McLeod 

Director August 19, £986 
William J. Nicol 
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SIGNATURES 

Pursuant to the requirements of Sections 13 or (5(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 Karns 

Chairman 

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

Signatere Title Date 
Director, Chairman of the 

Board, and President 
(Chief Executive Officer) August 19, 1986. 

B. Lee Karns 

Senior Vice President and 
Chief Financial Oficer 

(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, 1986 
William J. Nicol 
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COMPREHENSIVE CARE CORPORATION 

SCHEDULE V—PROPERTY AND EQUIPMENT 

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

Year ended May 31, 1986 

Land and improvements ....,....cssssvsseroes 

Buildings and improveMeNts....cscscesees 

Furniture and equipment .........sccscsseres 

Leasehold improvement ........csscccsr: 
Capitalized building leases .........cssssssse0 

Y.arended May 31, 1985 

Land and improvements .......sccssceserereeee 

Buildings and improvemients.....csssesses 

Furniture and equipment ......cscsssssessees 

Leuschold improvements .....:ssssssesssenes 

Capitalized building leases..........sssese 

Year ended May 31, 1984 

Land and improvements ....:s.sscsssccersesens 
Buildings and improvements............s000 
Furniture and equipment ......cessesesseoee 

Leasehold improvements .........sscsssssee 
Capitalized building leases.....csscsecseus 

{a) Reclassification. 

Balance at Balance at 
begicaing of Additions Other emi of 

period at cost Retirements changes(a) striod 

(Dollars in thousands) 

314,267 5 1,348 $ {51 $ — S 15,464 

$3,819 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 $7,134 s— $100,574 

$ 7,476 $ 6,957 $ 147 $3 (19) $ !4,267 
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 

$113,432 $21,196 $ 412 5 — $ 84.216 

$ -7,253 $ 1,725 $1,008 5( 494) $ 7,476 
25,315 20,121 3,146 317 42,607 
7,071 3,220 324 (77 10,144 

491 Hd 503 —_ 501 
2,704 —_ _ _ 2,704 

$43,234 $25,179 $4,981 = S— $63,432 
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COMPREHENSIVE CARE CORPORATION 

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

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

Year ended May 31, 1986 

Buildings and improvements .........-s000s:00 

Furniture and equipmente......sssccseeccsseeres 

Leasehold improve ments.......ccscscscsessesees 
Capitalized building leases ......ssesssesee os 

Year ended May 31, 1985 

Buildings and improvement ...scssseassseers 

Furniture and sqQuipment.....ccssssssesssesssees 

Leasehold improvemants...cccccersssccsseerseeers 

Capitalized building leases ....scccssssessrease 

Year ended May 31, 1984 

Buildings and improveents ...sssecsscsees 

Fumiture and equipment.....cccssssesseees peste 

Leasehold improve mient,,....sscssssessesstens 

Capitalized building leases ....... cscs 

(a) Reclassification, 

Balance at Additions Balance at 
vegiaring of charged Other end of 

peise toexpenss  Retirestents changes(a) period 

(Dallats in thousands) 

3 5,027 $2,570 $118 $ 22 $ 7,501 

4,959 1,798 286 (22) 6,455 
436 17 384 - 69 

1,289 £16 I _ 1,404 

$i i711 54,501 $783 $ — $15,429 

§ 3,147 $2,882 $ 2 $ — $ 5,027 

3,345 1,703 Ml 22 4,959 

281 177 _ (22) 436 

1,173 116 - _ 1.289 

$7,946 $3,878 $113 s — $11,711 

$ 2,255 $1,154 $277 $ 15 $ 3,147 

2,503 1,095 238 (15) 3,345 

389 249 357 — 231 

1,057 11S _ _ 1.173 

£6,204 $2,614 $872 .$ — § 7,946 
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COMPREHENSIVE CARE CORPORATION 

SCHEDULE VifI~VALUATION AND QUALIFYING ACCOUNTS 

For the Years Ended May 31, 1986 and 1985 

Additions Deductioas 

Batsace Charged Charged Weite-of Balsance 
tt beginniog to to other of atend 

Description of period rerense - accounts secounts cf period 

(Dollars in thoesands) 
Allowanzs for doubtful accounts 

Year ended May 31, 1986.0... ccssresccee $6,674 $14,959 $4,057(a)} $18.137 $7,553 

Year ended May 31, 1985 ..u.ccscssssrcesens $3,513 $12,398 $1,930(a)} $11,167 $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 iI, 

. 1906 isas 1924 
(Dollers in thousands) 

Advertising costs ssesesnertennsvevente . nesses $15,232 $10,075 $8,797 

ta
t 
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COMPREHENSIVE CARE CORPORATION 

FORM 10-K 

For the fiscal year ended May 31, 1986 
Commisston File No. 0-5751 

EXHIBIT INDEX 

Sequeath: 

Exhibit 

Number 

Nuntber 
Description 

Page 

3.3 Restated Bylaws of the Registrant as amended July 14, 1986 41 

10.7 Amendment No. 2 to Deferred Compensation Agreement between the Registrant Coty 

and B. Lee Karns 

10.12 Form of Incentive Stock Option Agreement 
LA 

10.14 Agreement for Exchange of Ownership Interests dated November 13, 1985, between 4 

the Registrant and Allow, Inc., Worlar Inc., Trallow Inc. and Carter LaPrade and 

James C. Gibbons. (te: Florida joint ventures ) 

10.15 Agreement for Sale and Purchase of Joint Venture Interests dated November 15. \l } 

1985, between the Registrant and FLA Realty Corp. and FKLA Realty Corp. (re: 

CareUnit of Cincinnati project) 

I Computation of Earnings per Share 
| Zhe 

15 Acknowledgement of Peat, Marwick, Mitchell & Co. regarding use of unaudited (2 7T 

interim financial information 

22 List of the Registrant’s subsidiaries 
12.8 

24.1 Consent of Peat, Marwick, Mitchell & Co. 
130 

24.2 Consent of Lesley, Thomas, Schwarz & Postma 
13k 
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COMPREHENSIVE CARE CORPORATION 
SCHEDULE OF SUBSIDIARIES 

STATE OF 
SUBSIDIARY NAME INCORPORATION 

COMPREHENSIVE CARE CORPORATION Delaware 
(PARENT) 

N.P.H.S. INC. California 
CAREMANOR HOSPITAL OF WASHINGTON, INC. Washington 
TRINITY OAKS HOSPITAL, INC. Texas 
CAREMANOR HOSPITAL OF VIRGINIA, INC. California 
TERRACINA CONVALESCENT HOSPITAL & HOME, INC. California 
CAREUNIT, INC, California 

CAREUNIT HOSPITAL OF ST. LOUIS, INC. Missouri 
STARTING POINT, INC. California 
CAREUNIT HOSPITAL OF ALBUQUERQUE, INC. New Mexico 
CAREUNIT HOSPITAL OF NEVADA, ZNC. Nevada 
CAREINSTITUTE california 

= CAREUNIT CLINIC OF WASHINGTON, INC. Washington 
; CAREUNIT REDEVELOPMENT CORP. Missouri 
: CAREUNIT HOSPITAL OF OHIO, INC. Ohio 
‘ CAREUNIT OF FLORIDA, INC. Florida 
: COMPREHENSIVE CARE CORPORATION 
: (CANADA) LIMITED Canada 
: REHABCARE CORPORATION Delaware 
: TWELVE POINT RIDGE, INC. Oklahoma 

| 
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COMPREHENSIVE CARE CORPORATION 
SCHEDULE OF JOINT VENTURES 

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

NEUROAFFILZATES 
(N.PLH.S., INC. IS THE PARTHER? 

BEHAVIORAL MEDICAL CARE ("BMC") 

SUTTER-BMC JOINT VENTURE 
(BMC IS THE PARTNER) 

GOIDEN 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 statement schedules as of May 31, 1986 and for each 
of tne years in the tworyear period ended May 32, 1986 included in Form 
10-K. In 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 ferth 
; therein, 

3 
iy We consent to the incorporation by reference in the Registration Statements 
ay (No's. 2-62410, 2+75129, 33-6520 and 33-3091) on Form S-8 of Comprehenzive 
i? Care Corporation of our report dated July 18, 1986, rélating to the 

consoxidated balance sheets of Comprehensive Care Corporation and 
subsidiaries as of May 31, 1930 and 1985 and the related consolidated 
Statements cr 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 
August 19, 1986 
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Consent of Certified Public Accountants 

Wo hereby consent to the {ncorporation by reference in tha Frospectuses constituting part of the Registration . 
Statements on Form S-8 (Ho's. 2-75129, 2°62410, 33-6520 and 33-3091) of Comprohenstve Care Corporation of our - 
vapert dated July 20, 1884 appearing in the Céoprahensive Care Corporation Annual Report on Form 10-K for the 
yoar ended Hsy 31, 1996. 

LESLEY, THOMAS, SCHVARZ & FOSTHA 

Newport Beach, Calffornfa 

August 19, 1986 

EXHIB 24.2 

iS 



“This microfiche, inciudi ng ti 

bi 
bi = 

oa 

aes a 

WLS 

tle information and format is 
© 1986 Bechtel Information Services. All rights reserved.’’ 




