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Item: 1. BUSINESS. 

The Registrant, Comprshensive Care Corporation, is a Delaware corporation which was organized in senuary 1969. The Registrant is primarily engaged in the development, marketing and management of Programs for the treatment of chemical dependency, including alcoho! and dmigs, and psychiatric disorders (the “Programs”). The Programs are provided under contractual agreements ( “Contracts”) With independent general hospitals or at freestanding facilities owned and/or operated by the Registrant. It is the largest private Provider of hospital-based alcoholism treatment programs in the United States. Duting fiscal 1987, chemicat dependency and psychiatric treatment Programs accounted for approximately OF of the Registrant’s total revenues. 4 wholly owned subsidiary, RehabCare Corporation (“Rehab- Care”), develops, markets and manages programs for the delivery of comprenensive medical rehabilita- tion services to functionally disabled persons in dedicated units of acute care hospitals. The following table sets forth for the five years ended May 31, 1987, the contribution to Op. ating revenues and other income of the Registrant’s freestanding and Contract Operations, RehabCare programs, and its other activities. 
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Years Ended May 31, 

a oC 
Freestanding operations....... vo 58% 61% 63% 60% 57% Contract operations... tee 32 33 34 37 38 RehabCare programs .......s........... eonsseseeserseesenns 5 | _ ~ ~ Other activities .........0....... seaneesseerases 5 § 3 3 5 

100% 100% 100% 100% 100% 

Freestanding Operations 

The Registrant currently operates or Participates in the operation of 20 facilities representing 1,858 available beds. Since 1983, the Registrant has expanded its freestanding operations through the construction of five freestanding chemical dependency facilities and the Acquisition of six chemical . dependency or psychiatric facilities, representing approximately 1,059 beds. Freestanding facilities are ‘ eithe~ owned or leased by the Registrant or by joint ventures in which the Registrant and its partners share in the profits or losses, Two psychiatric hospitals (290 available beds) managed by the Registrant are owned or leased by such joint ventures, and one psychiatric hospital (100 available beds) is managed by 

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 information concerning the nature of the Registrant’s interest in the facilities, see Item 2. “PROPERTIES.” 

Patleat Days Year Licensed 
Acquires) Beds 1987 19861985998 Chemical Dependency Fecilitles 

CareUnit Hospital of Dallas/Ft. Worth...... 1971 83 24,139 26.696 24.278 14,593 12,878 CareUnit Hospital of OrANZE essscersssonsonnsaree 1976 03 29,697 33,763 33,677 31,696 30,426 CareUnit Behavioral Center of 
Los Angeles, 

1978 104 16,029 19.629 23,156 20,655 WALZ 
CareUnit Hospital of Kirktand stetersausseesserece 1981 83 18,640 24,336 27,099 25,530 25,818 CareUnit of Jacksonville Beach...... sores 1982 R4 21,065 22,818 16,539 19,355 12,416 CarcUnit Hospital of Cincinnati saoneenassenestan 1982 é4 25,955 29,065 29.18] 26,880 27,598 CareUnit Hospital of St. LOUIS cssssessseeeoece 1983 144 21,278 43,822 39,953 31.293 9,784 
Starting Point, Oak AVERY. sare vase 1983 68 21,593 22.705 21,235 13,492 1.491 
Starting Point, Orange County... 1983 39 19,326 17,421 15,332 4,515 - Starting Point, Grand Avenue 1983 25 7.249 7.264 6.158 1.294 - 

(Table cantinued on following page) 
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Acquired(1) 

° Carella Hospital of Albuquerque... 1984. 70 
CareUnie Hospitss of Nevad ecescsmsnene 1984 30 
CareUnic of Coral 0111) ne 1985 loo 
CareVait of Grand RGpids een 1985 16 
CareUnit of DuPage 1986 120 
Care Usit of Ortando 1987 Loo 
Closed Facilities, 2). ssscosee sssssesesseueu 

Psychiatric Facilities 

Bres Hospital Neuropsychiatric Center....... _ 1969 142 
- Crossroads Hospital 1972 43 

Woedview-Calabasas Hogitall eenessmmen 1970 117 
Golden Valley Health , 1 1984 377 

Patient days served dusing BOtlod ceeneseseses 

Admissions 

Available beds at end of POTIOd £5). eescesssseee 
Average oocupsncy rate for period(4).....u 

(1) Calendar year sequired oc leased. 

foases since the facility opened. 

Pernod. 

Contract Operations 

The Registrant also develops, markers and manages behavioral medicine with independent general hospitals. Under these Contracts, facilities and services necessary for their generalized medical care housekeeping services. The Registrant provides support in the areas management, staf recruiting, continuing education, nurse and hos education, public relations and on-going Program quality assurance. Patients are admitted to the 

Year Licensed 

Beds 

a Sind iss ae 

Patient Days 

1967 1936S 184 

16,738 16.080 9,597 205 
11,613 8,748 7,640 _ 
21,735 12,398 _ — 

8,595 3,386 - - 
3,916 _ _ — 

106 = —- _ 
17,873 10,764 {4,771 3,080 

39,237 43,270 46,271 44,472 
14,148 {3,637 14,503 13,266 
22,473 23,104 25,531 24,375 
54,970 56,453 64,007 155 

40,100 

11551 

25,554 

(2) On July 31, 1987 CarcUnit Hospital of Portland was closed. The Facility, . and 2,161 patient days in fiscal 1987 and 1986, respectively. The facili reirabursemenc environment for the delivery of chemictt dependency ¢ 

416,369 435,979 418,823 274,856 

17,902 7.954 16,754 10,585 
1,927 1,687 1,609 1,538 
64.8% 73.1% ROE 67.1% 

214,728 

8,074 

LOIS 

70.1% 

ticensed for 160 beds (69 available), generated 17,873 
ty was closed because of an unfavorable regulatory and 

Teatment services in the Sexes of Oregon which tesulted in 

programs under Contracts 
the hospital furnishes patients with ail hospital 

, including nursing, dietary and 
of Program implementation and 

pital employee training, community 
Programs under the hospital's standard admission policies and procedures. The hospital submits to the Paticnt, the patient’s insurance company, or other responsible party a bill whi ch covers the services of the hospital. The hospital pays the Registrant a fixed monthly management fee Plus 2 fee for each patient day 
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thereafter, either Party May terminate the Contract by giving 90 da Registrant’s existing Contracts are terminible on 90 days notice, 

ne Year. The 

in contractual 
for a minimum period of two years; 
YS notice. A significant number of the 

Sar ore cary 



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

Years Ended May 31, 

1987 1985 A oC 
Number of Contracts at end ot period(1): 

Adult CareUnits(2).... “ 86 95 84 81 73 Adolescent CazeUnits(2} 28 28 20 16 Hi Adult CarePsychCenters(2) sssesansssteseessisngesensee 20 22 17 12 9 Adolescent CarePsychCenters(2).eseccccssscscseseoe 
9 8 5 3 | Eating disorders units ............. sees 8 {1 7 4 _ 

Total ... 
151¢3) 164 133 116 94 

Available beds at end of DETION wos cccsessssssscerseee 3,860 3,981 3,145 2,648 2,168 Patient days served GUTINg Period ...ccccsssessssesseses 845,853 803,255 697,509 588,321 494,740 Admissions......... 48,100 44,136 38,443 32,834 28,158 Average occupied beds per Contract srotsnerapersneare 14,5 15.1 15.8 15.4 14,5 Average occupancy rate for POTION (4) .c.sscussessors 58.5% 62.2% 66,5% 66.9% 64.6% 
(1) Excludes Contracts which have been executed but are not operational as of the end of the period, 
(2) CareUnit is the service mark under which the Registrant markets chemical dependency treatment Programs. CarePsychCenter is the service mark under which the Registrant markets mental health treatment Programs, (3) During the fiscal year ended May 31, 1987, the Registrant opened 27 new Contracts and closed 40 Contracts. Behavioral Medical Care, a 70% owned joint venture, opened nine and closed 12 of these Contracts. Of the 40 closed Contracts, 21 Contracts were terminated by the Registrant and 19 were terminated by the contracting hospitals. Twenty-eight of these hospitals have continued treatment Programs, by either operating their own independent program or associating with another concract provider, 

(4) Average occupancy rate is calculated by dividing tora! Patient days by the number of available bed-days during the relevant period. 

Program Descriptions 

CHEMICAL DEPENDENCY. The Registrant developed and first introduced chentical dependency freatment Programs in 1973. Originally, these Programs, delivered under the name CareUnit, were directed toward the adult alcoholic but have been adapted and expanded to treat both adults and adolescents suffering from substance abuse, 

to a full medical and secial 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 2 period averaging four days prior to entry to the rehabilitation phase of treatment. The rehabilitation phase of featment begins as soon as detoxification is completed. This phase of treatment includes lectures; individual, family and Group counseling sessions; and such Mecical, 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 approximately 17 days, which includes detoxification, The average length of stay for arm adolescent patient is approximately 31 days. After discharge from the hospital, the patient’s recovery is momtored for a 10-week period during which the patient and family members return to the hospital once a week for outpatient counseling sessions. 
For individuals who do not require the structure and intensity of inpatient hospital services, the Registrant has developed outpatient Programs which generally operate in conjunction with existing 
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The length of stay varies in accordance with che severity of the Patient’s condition but rérely exceeds $9 days. A comprehensive discharge plan is Prepared for each patient which mzy include outpatient psychiatric or psychological treatment, or referral to an alternate treaiment facilicy. 
EATING DISORDERS. The Registrant offers 2 hospital-based, comprehensive eating disorders Program. The Registrant began operation of this Program in fiscal {983. The rogram treats those suffering from anorexia nervosa, bulimia and gress obesity. Each patient entering the Program is subject to @ physical examination and nutritional assessment. Additional diagnostic aud psychiatric evaluation are undertaken when necessary. Each Patient's creatment is directed by a physician experienced in the treatment of eating disorders. 

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

RehabCare Programs 

The Registrant has own 
Previously held by Basic A 
matrketin 

present programs under management cont 
patients with all hospital facilities and se 
Provides a multi-disciplinary treatn: 
training, staff recruiting, ce, community education, advertising, therapy equipment, public relations and on-going quality assurance. 

When a patient is referred to one of RehabCare’s programs, he or she undergoes an initial evaluation ard assessment process by the entire treatment team that results in the development of a rehabilitation care plan designed Specifically for the short- and long-term objectives of that Patient up to the date of discharge, Depending upon the patient’s disability, this evajuation process may involve the services of at least two disciplines, such as physical therapy and oscupational therapy for an injury to an extremity, or of all of the disciplines, as in the case of a severe stroke patient. The following services are typically made available to patients in RehabCare’s rehabilitation programs: 

Inpatient rehabilitation NUrsing Services Nutritional counseling services Physical therapy services Psychological services Speech/language pathology services Social work services Audiological services Respiratory therapy services Orthotic/ prosthetic services Occupational therapy services 
In addition, educational and psychological services are provided to the families of Patients as part ot the program. 
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As of May 31, 1987 RehabCare Programs were offered solely in independent general hospitals under contract. RehabCare opened its first contract Program in February 1984. The following table sets forth Selected operating data regarding RehabCare programs: 

Years Exded May 31, 

1987 986 8S se 
Number of contracts at end of PETION( 1 )..sssscseese 21(2) 15 8 I Available beds at end of POTION w.scsescsccssscrecssrvees 405 310 201 26 Patient days served Muring Period ......scecsosssssessese 73,027 33,036 5,680 1,035 Admissions....,. “ 2,426 1,394 292 69 Average occupied beds POP CONETAST .csccsssseesere 11.9 7.6 5.4 8.1 Average occupancy rare for BIO (3) vsccsecnss 59.5% 32.9% 27.3% 28.3% 

(1) Excludes contracts which have been executed but are nor operational as of the end of the Period. 
(2) During the fiscal year enced May 31, 1987, RehabCare opened eight new contracts znd closed two contracts, 
(3) Average Occupancy vais is calculated by dividing total patient days by the number of available bed-days during the relevant perion 

In April 1987, the Registrant announord its intention to make a public offering of the equity securities of RehabCare. A r- ustration statement anc amendments thereto relating to these securities has been filect with the Securities and Exchange Commission but has Hot yet become effective. On June 5, 1987 the sGisttant announced it had elected to delay the offering as a result of unfavorable market conditions, 

Other Activities 

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, 1987, the intermediate care facility accounted for less than 1% of the Registrant's total revenues. 
PUBLISHING ACTIVITIES. Since 1976, the Registrant (under the name CompCare Publishers) has been engaged in the publication, distribution and sale of books, pamphlets and brochures relating to the Registrant’s health care activities, The primary Purpose of these activities is to support the Registrant's featment, 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 its literature. Publishing activities accounted for approximately 2% of the Registrant's total revenues in fiscal 1987. 
SMOKING CFSSATION. In fiscal 1985, the Registrant entered into a license agreement with SmokEnders, Inc. The license igrcement 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 jife, requires the Registrant to pay a royalty to SmokEnder-, tnc. based upon revenues derived from Operation of the seminars. In fiscal 1986, the Registrant determined that there had been a Permanent impairment ir. the value of the lice: ¢ agreement. Accord’ sly, the unamortized balance of license consideration of $1.4 million was charged to camings in .scal 1986, Smoking cessation Erograms accounted for fess than 2% of the Registrant's total revenues in -scal 1987 and were marginally profitable. 
WEIGHT CONTROL. In fiscal 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 CareFast 
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The Registrant charges Participants in CareFast a monthly fee. In addition, Participants purchase 2 protein supplement which contains vitamins and minerals necessary to maintain health. Insurance coverage varies but generally excludes the cost of the protein supplement. Weight control programs accounted for less than 1% of the Registrant's total revenues in fiscal 1987. 

Competition 

Factors to be considered in the development of successful programs include population base and demographic characteristics, community pricing standards, state licensure and rate control issues and Certificate of Need (“CON”) requirements (See “Governmental! Regulation"). The Registrant either markets Contract Programs or develop; freestanding Programs accordingly. The Registrant has a 1S Person business development staff which identifies potential sites and develops Programs, RehabCare has a Full time murketing staff of four Persons. 

The Rezistrant competes first for the deveiopment and implementation of fieestanding or Contract Programs and suvecquently for patients who utilize these Programs. With respecy to both of these areas of competition, the Regisirant’s Primary competitors are hospitals and hospital management comp inies (both not-for-profit and investor owned) which offer programs similar to that of the Registrant The Registrant also faces competition from health maintenance Organizations (“HMOs”) and prifecred provider organizations (“PPOs”), The Registrant has faced generally increasing competition in the last few years as a result of the increasing development of competitive Programs and the growth of HMOs and PPOs. 

Both HMOs and PPOs attempt to control the cost of health care se participating physicians and institutions. Careful utilization review an specialists are used to further limit the cost of service delivery. developed on a regional basis where an appropriate 

Organizatiots 
in certain markets, The Registrant is urable to 
izations. In certain instances the: Registrant has 
ase the Registrant may discount its charges for 

reputation for quality 
factors in a hospital’s 

T contract programs at 

The primary competitive factors in attracting referral sources, reputation, success record, quality of care and location and Scope Registrant has an active Promotional program, described below, other factors necessary for patient attraction. So either owned or supported bs i tporations supported by endowments and charita ibuti i hospitals to provide a wider Tange of services regardless 
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Promotion 

The Registrant has an active Public relations program designed to incr ise public awareness of the Programs offered by the Registrant. During fiscal 1987, te Registrant spent $16,107,000 for all forms of advertising. Media advertising (television, radio and Print) was $13,73C,000 in fisca. 1987 (7% of Operating revenues). The Registrant's advertising program includes a series of television commercials advertising the Registrant's Programs. The forms of media used are specifica ly tailored to the geographic area in which the marketing efforts are directed. Accordingly, the focal poiat in the Registrant’s public telations 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 on-going basis by the Registrant’s various SUPpOrt services, 

Joint Ventures 

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

In June 1983, the Registrant entered into a joint venture with a subsidiary of Voluntary Hospitals of America, ine. (“VHA"), 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. The Registrant manages the BMC joint venture. As of May 3i, 1987, BMC was operating 47 Contracts consisting of 1,178 beds. 
In May 1984, the Registrant entered into a Joint venture with a subsidiary of HealthOne Corp, (formerly 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 50% interest in it. As of May 31, 1987, the joint venture owned and operated a 248-bed behavioral medicine hospital. 

. In April 1986, the Registrant ent2red into a joint venture with HealthLink Be (“HealthLink”), an Oregon corporation headquartered in Portland, Oregon. managed by the Registrant, was established to operate a 69-bed be The joint venture leases the hospital premises from an affiliate of H interest in the joint venture. On July 31, 1987, che join could not operate Profitably in light of an unfavorabl State of Oregon. The Registrant is currently negotiati venture. The Registrant believes that the imp adverse impact on its financial condition. 

Source of Revenues 

During fiscal 1987, approximately 94% of the Registrant’s Operating revenue was received from Private sources (private health insurers or directly from patients or hospitals in which the Registrant has Contracts} and the balance from Medicare, Medicaid and other govemmmental programs. 
Private health insurers offer plans which typically inctude coverage for chemical dependency a psychiatric treatment. In some instances, the level of covetage for chemical dependency or psychiatric benefits is tess than that provided for medical-surgical services. Lower coverage levels result in higher co- 
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~—~—~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 facilities these factors tend to increase bad debts and days outstanding in receivables, 

Private insurance plans vary significantly in their methods of payment, including: cost, cost plus, Prospective rate, negotiated rate, Percentage of charges, and billed charges. Blue Cross and other . commercial insurance plans have adopted a number of Payment mechanisms for the primary purpose of decreasing the amounts paid to hospitals (including the Registran~’s) for services rendered. ‘Lhese mechanisms include various forms of utilization review, preferred provider arrangements where use o1' Participating hospitals is encouraged in exchange for a discount, and payment limitations or negotiated rates Which are based on community standards. The Registrant is unable to predict the impact of changing Payment mechanisms in the future years, 

Employers, union trusts and other major purchasers of health Care services have become increasingly aggressive in pursuing cost containment, To the extent that major purchasers are self-insured, they have begun actively to negotiate with hospitals, HMOs and PPOs for lower rates. Those major purchasers thai are insured or use a third party administrator expect the insurer o¢ administrator to control claims costs, The Registrant has established a nine person National Ciient Services division to Negotiate with such ‘ major purchasers. 

The Medicare program Provides hospitaiization, physicians, diagnostic and certain other services to eligible persons 65 years of age and over and others considered disabled. Providers of service are paid by the federal government in accordance with regulations Promulgated by the United States Department of Health and Human Services (“HHS”) and accept said payment, with nominal co-insurance amounts required of the service recipient, as payment in full. 

furnished by hospitals to patients, plus a specified return on equity for proprietary hospitals, As a result of the Social Security Amendments Act of 1983, Congress adopted a Prospective payment system ( “PPS"’) to cover routine and ancillary Operating costs of most Medicare inpatient hospital services. Under this 
groups (“DRG”). In general, 2 hospital’s payment for Medicare inpatients is limited to the DRG rate, regardless of the amount of services Ptovided to the patient or the length of the patient's hospital stay, Under PPS, a hospital may keep any difference between its Prospective payment rate and its operating costs incurred in furnishing inpatient services, but is at risk for any operating costs that exceed its payment fate. Psychiatrie hospitals, freestanding inpatient rehabilitation facilities and outpatient rehabilitation 
eligible to obtain an exemption froin PPS upon satisfaction of specified federal criteria. Qualified Providers of alcohol and drug treatment services are excluded from PPS until October t, 1987. 

Exempt hospitals and exempt units within acute cure hospitals are subject to limitations on the level of r the permissible increase in cost subject to reimbursement under the Medicare program, including thase limitations imposed under the Tax Equity and Fiscal Responsibility Act of 1982 (“TEFRA”). No assurance can be given that psychiatric or rehabilitation services will in the future continue to be eligible for eremption from PPS or that other cegulatory or legistative changes will not adversely affect the Registrant’s business. 

Ten of the Registrant's hospitals participate in the Medicare program. OF these, nine are currently excluded from PPS (TEFRA limits are applicable to these facilities). Medicare utilization at those 

Registrant’s business. Substantially alt of the hospitals contracting with the Registrant for programs Participate in the Medicare program. The Registrant is unable to predict the impact of PPS, TEFRA, or other reimbursement changes on its Contract operations. 
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The Medicaid program is a combined federal and state program providing coverage for low income Persons. The specific services offered and reimbursement methods vary from state to siate. In the majority of states Medicaid reimbursemeat is patterned after che Medicare program. Less than 2% of the Registrant's operating revenues is derived from the Medicaid Program. Accoidingly, changes in reimbursement are not expected to have a material adverse impact on the Registrant. 

Gorernmenta! Regulation 

The development and operation of health care facilities is subject to compliance with various federal, State and local statutes and regulations. Hospitals and other health care facilities operated by the Registrant as well as hospitals under contract for Programs must comply with the licensing requirements of the federal, state and local health agencies, with state mandated rate control 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 requisements of federa! law, most states have enacted CON laws to curtail the Froliferation of unnecessary health care services. Thus, prior to the construction of new facilities, the expansion of oid facilities or the introduction of major new services (such as the Registrant’s Contract Programs) in existing facilities, the Registrant {in the case of its own facilities), or the contracting hospital for a Contract Program, must demonstrate to either state or local authorities, or both, that it is in compliance with the plan adopted by such agencies. The Registrant, because of its exptrience in the processing of the CON documentation required for such Programs, usually prepares such documentation on behalf of the contracting hospital, with the assistance of the hospital. The CON application process ordinarily takes From six to 18 months, and may in some instances take two yeais or more, depending upon the state involved and whether the application is contested by a competitor or the health agency. As of May 3!, 1987, the Registrant had entered into, but not yet opened five CareUnit Contracts, rvo CarePsychCenter Contracts, and five RehabCare Contracts with general hospitals, four of which are awaiting governmental approval. Certain states, including Califomia and Texas, have enacted legislation repealing CON requirements for the construction of new health care facilities or the expansion of existing facilities. CON legislation is also being challenged as anti-competitive in certain states as it protects existing providers from new competition, and has been repealed in certain siates. The Registrant is unable to predict the outcome of these deliberations. 

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 
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The laws of various states in which the Registrant operates generally prevent corporations from engaging in the practice of medicine or other professions. Although the Registrant believes thas its operations do not violate these Prohibitions, recent legal precedents in this afea aré unclear and there can be no assurance that state authorities or cours will not determine that the Regisirant is engaged in unauthorized professional practice. In the event of an unfavorable determination, the Registrant could be required to modify its method of operation or could be restrained from the continuation of certain of its operations, the result of which could be materially adverse to the Registrant, 
Insurance codes of certain states Specify the extent of cove.age required on group insurance contracts with respect to chemical depen The impact of these requirements varies from state to state. 

cal dependency or psychiatric sefvices iss 
uch requirements have a negative impact 
nable to measure the impact of insurance 

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

Adininistration and Employees 

The Registrant’s executive and administrative offices are located in Irvine, Califormia, where management controls operations, business development, accounting, medical insurance claims, govern- mental and statistical reporting, advertising and public relations, research and treatment program evaluation. 

At May 31, 1987, the Registrant employed approximate] administrative offices, 3,180 persoas in the hospital and lonp- Persons assigned to its Contract units and 200 persons Physicians and psychiatrists who are the medical dire psychologists serving on treatment teams, an 
are not employed by the Registrant. 

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



Item 2, PROPERTIES, 

The following table sets forth certain informatioa regarding the Properties owned or leased by the Registrant at May 31, 1987: 
. 

Owned or Lease thiy Mon Name and Locatior, 
Leased Expires (1) Rental (2) 

ERO 
ae 

Chemical Dependency Treatment Facllities 
CareUnit Hospital...... “ “ Owned(3) Fort Worth, Texas 

CareUnit Hospital... teeteaeraernierasessssstonesnsenuee Owned (3) Orange, California 

CareUnit Behavioral COMET. ssssssesssassessssneetessesszssenscssess Owned{3) Los Angeles, California 

CareUnit Hospitzt..........0.... . Leased Kirkland, Washington 

CareUnit Ficilityovsssousssssessesssesessesnsssststenssngsesenseeosss Ovmed(3) Jacksonville Beach, Florida 

Care Unit Hospital................ shneseacoenseusassnsssetscsuseusenecansanes Owned Cincinnati, Ohio 

CareUnit Hospital ... " wesedteoenatstenseensaresentace Owned St. Louis, Missouri 

Starting Point, Oak Avenue......., . Owned Orangevale, California 

Starting Point, Orange County senaeaeursensasssacentensescstentesenes Owned(3) Costa Mesa, California 

Starting Point, Grand AVETUE vessssscsssescsansenstessssarseneseesesss Owned(3) Sacramento, California 

Care Unit Hospital ....cccccscceeocee... essnenesesenenases Leased(6) Ibuquerque, New Mexico 

Care Unit Hospital........ : osu pasdessenees Owned Las Vegas, Nevada 

CareUnir a) 
Owned{3) Coral Springs, Florida 

CareUnit FAC tYssssssssensessssseessenenssstessiserttseniasssosusese Leased Grand Rapids, Michigan 

CareUnit Hospital(4)(11) sdsebctentsneoesessossesteeneenerensscttnrass Leased Portiand, Oregon 

CareUnit Facility... sescsssssnsssesscrsssessesoce stessasenenteseneteneans Owned DuPage County, Minois 

CareUnit FaCilitY...sssssecersssssssseusrsssetnstststestesessesossss Owned Orlando, Florida 



Owned or Lease Monthly Name and Location Lessed Expires (1) Rental (2) 
— een 

aeeeths Baba Sal Psychiatric Tres:ment Facilities 
Brea Hospital Neuropsychiatric COMES ws eccsssetsseecessssecss Owned — —_ Brea, California 

Crossroads Hospital( 4) wiesaes Mesegeanesaecane Leased 1997 5,577 Van Nuys, California 

Woodview-Calahasas Hospital( 7} tans Leased 1996 19,227(8) Caladasas, California 

Golden Vailey Health Center(9} sad ssanessneaseteresssazansstecaseas Owned — - Golden Valley, Minnesota 
Other Operating Facilities 

. Tustin MDOT vssssssseorresssssesessesnssstsssessussstsseneasnsoniescs Leased 1995 7,754(8) Tustin, California . 
(Intermediate Care Facility) 

CompCare Publishers.......... sseavasdenenssensasassssssensusscscerscans Leased 1990 7,092 Minneapolis, Minnesota 
. Administrative Facilities 

Corporate Headquarters( 10) terecanseansatssusesesscssenacanssoenvense Owned — _ Irvine, California 

RehabCare Headquarters....sesssssssssrerssssusssssesstesssesonescs Leased 1994 11,030 Chesterfield, Missouri 

Regional Headquartess ssossnessensorsssssesnencacesesessesnssseseesesease Leased 1989 8,623 Tanna, Florida 

(1) Assuines all options to renew will be exercised. 
(2) All leases, other than those relating to the Registrane’s administ ative facilities, are triple net leases under which the Registrant bears ail costs of operations, including insurance, taxes and utilities. The Registrant is responsible for specifiea increases in taxes, assessments and operating costs relating to its administrative Facilities, (3) Subject co encumbrances. For information concerning the Registrant's long-term debt, see Note 6 to the Registrant’s Consolidated Financial Statements contained in this report. 
(4) Leased by a joint venture and managed by the Registrane, 
(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 land lease for the facility which includes 182,200 square feet of land. (7) Leaseo by the Registrant and ‘managed by the Registrant's Patiner in a joint venture, 
(8) Subject to increase every five vears based upon increases in the Consumer Price Index. (9) Owned by a joint venture and managed by the Registrant, 

(10) Purchased by the Regitirant in May 1985, 

the lease. 



‘tem 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 law uits wil! z.ot have a material adverse impact on the Registrant’s business. 

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS, 
Inapplicable, , 

EXECUTIVE OFFICERS OF THE REGISTRANT 
Executive 

B. LEE KARNS, age $7. Mr. Karns has been a director of the Registrant since 1972 and Served as President of the Registrant from 1972 until 1985. Mr. Karns presently serves as Chairman of the Beard and Chief Executive Officer of the Registrant and in July 1986 he was reappointed President. 
Operations 

ROBERT L. KASSELMANN, age 51. Mr. Kasselmann has been employed by the Repistrant Sitice 1974, He was President of RehabCare Corporation, a wholly owned subsidiary of the Registrant, from 1984 until 1985. He became Executive Vice President—Special Services of the Registrant in 1985, and Executive Vice President—Operations in July 1986. 
JAMES P. CARMANY, age 48. Mr. Carntany has been employed by the Registrant since 1978 and Was 2 Vice President of the Registrant trem 1932 until 1985. He was Senior Vice Presicient—National Client Services from 1985 until July 1986 when he became Senior Vice President—Operations, DAVID G. COMERZAN, age 43. Mr Comerzan has been employed by the Registrant since {975 and was a Vice President--Operations of the Registrant from 1984 until 1985 when he became Senior Vice President—Operations. 

LAURENCE J. STEUDLE, age 40. Mr. Steudle has been employed by the Registrant since 970. He was Vice President--BMC Operations of the Regisirant from 1984 until he became Senior Vice President—Operaticns in 1985, 

EARL E. WILLIAMS, age 52, Mr. Williams has been employed by the Registrant since 984. He was Vice Presiden’ —Marketing from June 1985 until November 1985 wien he became Senior Vice President—Op-rations, Prior to his employment with the Registrant, Mr. Williams was a health care consultant from 1982 to 1984, 

Professivnal Services 

MARY LEE POTTER, age 61. Ms. Potter has been employed by the Registrant since 1977, She was Director, Human Resources from 1979 until 1984. She was Vice Presiaent-—Profestional Services from 1984 until 1985 when she became Vice President—Operations. She was Vice President—Operations from 1985 until October 1986 when she became Vice President—-Professional Services. She became Senior Vice President-—Professional Services on June 16, 1987, 

Business Development 

JAMES E, PARKHURST, age 47, Mr. Parkhurst has been employed by the Registrant Since 1985, 
He was Vice President—Marketing until he became Senior Vice President— Business Development in 

13 

e
a
 

ev
n 

SR
E 

ge
es
 
E
C
a
n
 

a 
aS
 

he
n 

P
a



1985. Prior to lis employment wich the Registrant, Mr. Parkhurst was Vice President—Acquisitions for Medical Care International (a health care management company) fr om 1983 to 1985. He served as Vice President—Corporate Development for LifeMark Corporation (a health care management company) from £978 to 1983. 

National Client Services 

EDWARD A. CARELS, Ph.D., age 44. Dr. Carels has been em He was a Vice President of the Registrant from 1980 until he b Communications in 1983. He became Senior Vice President—Na 

ployed by the Registrant since 1979. 
ecame an Executive Vice President— 
tional Client Services in July 1986. 

Finance 

STEPHEN R. MUNROE, age 42. Mr. Munroe has been em was a Vice President from 1983 until 1984 when he became Chie Vice President in 1985, 

MARK A. EDWARDS, age 33, Mr. Edwards has been employed b has been Corporate Controller of the Registrant since 1982), 
in 1985, 

BRUCE K. NELSON, age 33. Mr. Nelson has been em Finance Manager from 1985 until June 1986 when he became Assistant Treasurer. He was appointed Treasurer of the Registrant on March 19, 1987, Prior to his employment with the Registrant he was a Corpo-ais Banking Officer with California First Bank from 1982 to 1985, 
Lay 

MARILYN U. MacNIVEN-YOUNG, age 36. Ms, Registrant in 1985 as Vice President, General Counsel and Corporate Secretary of the Registrant on March 19, 1987. Prior to her employmenr with the Registrant, Ms. MacNiven-Young served cs Senior Couasel for Fluor Co and natural resources company from 1978 through 1985, 
All executive officers serve at the discretion of the Board of Directors of the Regis 

ployed by the Registrant since [977 and 
f Financial Officer, He became 2 Senior 

y the Registrant since 1977. He 
He became a Vice President of the Registrant 

ployed by the Registrant since 1985. He was 

rant. 
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PART II 

Item 5. MARKET FOR REGISTRANTS COMMON EQUITY AND RELATED STOCKHOLDER MATTERS, 

(a) Ths Registrant's Common Stock is traded on the national over-the-counter market and is quoted on the NASDAQ National 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 Prices have veen adjusted to give effect to a 3315% stock dividend (which had the 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, markdewn or commission and do rot necessarily represent actual transactions. 

Bid Prise 

Fiseol Year High Lon 
1987: 

First Quarter... sete syenvacsessseanersenacnsaseseans SEGVA $12 Second Quarter sessssenns sense severe 1698 10% Third Qarterseescsssssessssssesasssesecessessrsesetssensesessnenescccccoss 
13h 10% Fourth Quarter. . vs vsssesenne 14% 11% 

$254 SIT’ 
. 18% 14% Third Quarter seneene ws te . 23% 17 Fourth Quarter... tsessnerssasesesss L9G 13% 

(b) As of July 31, 1987, the Registrant had 3,130 stockholders of record. 
(¢) The Registrant paid §.09 and $.08 per share cash dividends on a quarterly basis during the fiscal years ended May 31, !987 and May 31, 1986, respectively, or an aggregate of $.36 and $.32 per share for those years. The Registrant intends to continue to pay regular cash dividends in the future, although the payment of such dividends will be dependent upon the carings, financial position and cash requirements existing at the time. See Item 7, “MANAGEMENT'S 

ANCIAL CONDITICN AND RESULTS OF OPER- OURCES” fora description of restrictions on the payment 

IS 



Itent 6 SELECTER FINANCIAL DATA 

The followiag tables summarize selected consolidated financial data and should be read in conjunction with the consolidated dnancial statements and notes thereto anpeariag elsewhere in chis report. 

Years Ended May 31, 

wer ees 
(Amounts im thousands, except per share data) Statement of Earnings Dats 

Revenues: ; 
Pern ung overecsssssssersesssiatenssagersscecenee § 190,675 $187,022 $153,035 § {07,913 $86,126 TIMCCL SSE ssrosssasarssncosovesseersnssecsascestevetstaranuaysers 2,458 4,812 4,637 5,416 2,845 QUE Ee.ssstssessccsconenssevescanesecssessssssesesssenosesasses 1.757 1,102 $64 353 412 

$194,890 $193.936 $158,536 $113,682 $89,383 
Cests and Expenses: 

Operating. usersststssserssseensssssanmee — | 16,255 102,894 84,912 58,817 46,619 General and administrative wessssesersscee 43,896 43,012 32,928 22,742 18,574 Depreciation and amortization... 6,628 5,778 4,240 2.781 1,982 
Tie et. .ssessssssssscssssersacenansssatstsarszngzessessesss $,433 4,135 1,377 783 660 Loss on writs-down of assets ...sscscsssssne —_ 3.701 = = = 

$172,212 $167,517 $123,655 $ 85,123 $67,805 
Earnings before taxes on incaM@.ecuun . $ 22,678 $25,419 $34,881 § 28,559 §21,578 
NEE GAIT RS secssssyscsonsvsesscsassontorsssasgvecesesseseses § 12,088 § 13, 102 § 17,226 ht 14,058 310,767 Earnings per common and common 

equivalent share( 1): 
Primary and fully dilutedrnesensnneee S .90 S$ 87 §$ LIS S$ 493 § «a1 

‘ Cash dividends per SHALE a sessersenserssonsearanceare 5 it $ 2 § 30 3 a4 § ' 13 Weighted average common and common 
equivatent shares OULSANGING vicrecersenress 15,360 16,987 £5,315 15,160 13,367 

(1) Amounss per share have been adjusted to effect a foursfor-three stack split efected July 16, 1935, 

May Ji, 

1987 19s 199s ia 1983 
(Doltars Int thousands) Balance Sheet Data 

Working capital wasssecsessssesnsstessvsssesennas § 40,232 § 79,145 § 92,852 $ $5,481 § 59,691 Total assets etsrsssvenersssecesernesssassensesesacssiseien 215,099 220,469 216,497 144,290 119,491 Long-term OEE secssrsssrtssessnescenesrersrisesveasesssses 100,828 39,377 64,522 15,493 6,446 Stockholders’ EQUItY.. scsssssrsrevenescarscssereseesenses 85,369 132,180 123,745 110,910 100,489 
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tem 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 change of such items as compared te the indicated prior period: 

Relationshiss to Total Revenues Period-to-Period Change 

Weara Fided May 31, Years Ended 

(985 1986-57 1585-85 
Revenues: 

Operating sesensneaes 96.6% 20% 22.2 % Tateresz . see "2.9 (48.9) 3.8 Other.. . ween sanees suupeacses seston 5 59.4 27.5 

109.0 1.0 2h7 
Costs and Expenses: 

Ovorating......... est reetessesecnsarnens 53.5 6.8 28.2 General and Administrative... srsccssssssssssscessorsseecs . 20.8 + 24 30.6 Depreciation and amortization eaesnesesceetennansaciasees . 2.7 14,8 362 Tite rest ....casssessesessessereens teeusessanatansssas ves 1.0 31.4 162.2 Loss on write-down OF ASSOtS.... sessosecseccsorcessesecsens _ _ _ 

22.0 (10.8) (27.1) 
(14.0) (30.2) 1.4 — 

Net earnings seausesecsnsausoussnssieseenenseeseny snsenatenes ; 10.9% (7.7)% (23.9)% 

Results of Operations 

have increased from approximately $159,000,000 in fiscal 1985 to gains are the result of changes in the utilization of the Registrant's 
and services, and price ‘icreases, Changes in utilization 
ndency or psychiatric facilities have a proportionately 
ization at Contract units, The difference ts attributable co ndered in freestanding facilities where a broader range of the Registrant's freestanding facilities include: (i) gross (ii) shifts in utilization of a facility’s Programs, for example ment; and (iii) changes in the patient's source of payment, i.e, Medicare, Medicaid, Blue Cross, HMO, commercial insurance or self-payment. With the exception of commercial insurance and self-pay accounts, 

discounts. Thus, 
typically result in a lower net revenue to the provider. increasingiy Pursuing discounts from providers of health of service often grant such discounts when incremental 

Fiscal 1987 

Operating and other revenues increased approximately 2% over fiscal 1986 as the Registrant incurred a decrease in utilization of its freestanding facilities and only a modest increase in utilization in its Contract units, 
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Patient days of service rendered in mature freestanding facilities declined by 11% in fiscal 1987 as a result of a decrease in both adntissions and average length of stay. Patient days of service rendered in facilities opened in fiscal 1987 and 1986 had the effect of teducing the overall decline in freestanding facility patient days of service to 4%, The majority of the decline in utilization and sesulting decline in pretax earings occurred at the Registrant’s mature feestanding facilities. In general, these declines in utilization occurred in the Registrant's higher margin facilities and, in particular, at the CareUnit Hospital of St. Louis. This facility suffered from ineffective administration, and in the first Quarter was subject to unfavorable publicity as 4 result of the loss of its Medicare certification. The facility lost ite Medicare certification due to poor documentation of szeetment and inadequate quality control. These factors, combined with increased competition in the St. Louis area resulted in a severe decline in census such that the facility was not profitable in fiscal 1987. Neariy one-half the decline in aggregate pretax earnings from freestanding facilities was attributable to this faciiizy Changes have been made which the Registrant believes will tead to improved utilization of this facility in fiscal 1988, In addition, the Registrant anticipates it will be recertified by Medicare in the second quarter of fiscal 1988. The CareUnit Hospital of Portland, which opened in April 1986, has not been Profitable since it opened. The reimbursement of chemical dependency services in the State of Oregon is highly regulated and very unfavorable and the CareUnit Hospital of Portland was closed on July 31, 1987, 
Revenues of freestanding facilities were also adversely affected by wn increase in deductions from revenues, which, as a percentage of Gross revenues, increased 5% in 1987. Approximately one-half of this increase arose from contractual allowances to third patty payors. The balance was attributable to increased bad debt allowances and other forms of uncompensated care. Although the Kegistrant believes it will face continuing rate Pressures from payors, it believes it has taken appreoriate measures to reduce its deductions for bad dabts and uncompensated care. Price increases in fiscal 1987 were sufficient to offset the increase in deductions from revenues. 

Contract revenues declined slightly even though patient days increased by approximately 5%. nges in program utilization accounted for Part of this decline. Utilization improved in the Contracts operated t+ the BMC joint venture and declined in Contracts operated by the Registrant. However, BMC Contracts have a discounted price structure which coniributed to the decline in Contract revenues. These discounts are based on volume by virtue of the contracting hospitai’s affiliation with the VHA. 
The decline in revenues from the Registrant’s chemical dependency and psychiatric Operations has been offset by an increase in revenues from the Registrant’s other operations including its RehabCare subsidiary, CompCare Publishers division, and outpatient Programs. ‘ 
Interest income declined from approximately $4.8 million in fiscal 1986 to $2.5 milGgr.in fiscal 1987 as the Registrant used its excess cash to fund a self tender offer in January 1987. The Registrant expects to have a negligible amount of interest income during fiscal £988. < 

Strative expenses rose approximately 5%. Expenses™s2+the.. 
in the increase, Expenses of freestanding 

ary increases offset expense decrease; 
d corporate overhead expenses declined »_ slightly, 

: 
Depreciation and amortization increased approximately 15% or $853,000 principally as a result of the additional freestanding facilities opened during fiscal 1987 and 1986, remodeling and refurbishment completed at certa‘n of the Registrant's other facilities, and occupancy of the Registrant’s new corporate headquarters building in December 1985, Amortization of goodwill incurred in the purchase of the Registrant’s RehabCare subsidiary in May '986 also contributed to the increase, 
The increase in interest expense of approximately $1.3 million resulted primarily from borrowings by the Registrant in 1987 under its revolving line of credit. The Registrant’s borrowings under the line of Credit were $41 milion at May 31, £987, 

The above factors, without considering the write-down of assets of $5.7 million in fiscal 1986, resulted in a decline in pretax camings of approximately $8.4 million. 
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The Registrant's effective tax rate declined from approximately 48.5% in fiscal 1986 to 46 7% in fiscal 7 as a result of a rehabilitation tax credit of approximately $900,000 related to the refurbishment of the Registrant’s CareUnit Hospital of St. Louis. As a result of the changes in the rates under the Tax Reform Act of 1986, the Registrant anticipates that its effective tax rate will be approximately 41% in fiscal 1988. Certain provisions of the Act, particularly the repeal of the cash basis method of accounting, will require the Registrant to reduce its deferred taxes for these items by the payment of higher taxes, These taxes will be payable over the tequired period provided for under the Act and should not have a materia! effect on the Registrant's cash flow. 

Fiscal 1986 

Operating and other revenues for fiscal 1986 increased by 23% over fis.al 1985. New freestanding facilities aid new Contracts net of units closed, accounted for approximately 15% of the increase. Other bCare, outpatient Programs and SmokEnders, 

stay was a factor moderating utilization Bains. A change in ownership { facilities accounted for the tremaining 10% of the increase. 
Cost and expenses increased approximately 35% over fiscal 1985. Major factors in the increase were the write-down of the value of the Registrant’s Brea, California psychiatric facility of $4.3 million and the write-off of the license agreement the Registrant has with SmokEnders, Inc. of $1.4 million. Without these two items costs and expenses would have increased approximately 31%. Media advertising expenditures rose approximately $4.7 million in fiscal 1986 (from 6% of operating revenues in fiscal 1985 to 7% in fiscal 

. general inflationary pressures, the services including departments to Provide in-house legal services, to package the Registrant’s services for national organizations, to provide construction management and other systems support. In fiscal 1986, there was also 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 expense. The Registrant acccued approximately this plan in fiscal 1985. Nothing was accrued in fiscal 1986 since the Registrant did not meet its intesnal 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 facilities and its new corporate headquarters, and additional amortization of deferred contract costs. 
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 of approximately $610,000, 

Liquidity and Capital Resources 

The Registrant's current ratio decreased from approximately 3.7: at May 31, 1986 to 2.4: at May 3i, 1987. Accounts receivable days outstanding increased from 79 days at May 31, 1986 to 80 days at May 31, 1987, 

In December 1986, the Registrant announced an offer to purchase up to 4 million shares of its Common Stock at $13 net per share in cash. Approximately 4,587,166 shares were tendered and the 
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Registrant accepted for payment 4,080,000 validly tendered shares, including 80,000 additional sares, the maximum amount permitted tc be purchased under the terms of the offer. The Registrant utilized existing cash balances of approximately $25 million and borrowed $28 million to provide funding for the repurchase of shares and related expenses. The Registrant has a loan agreement pursuant to which it may borrow up to $50 million. The terms of the loan agreement provide for a revolving lcan, a term loan and a revolving capital loan. Under the revolving loan, the Registrant may borrow, repay and reborrew an amount not to exceed $50 million. All borrowings under the revolving loan must be made before January 25, 1988, at which time all unpaid principal and accrued interest, if any, will be converted into the term lean. Commencing upon the inaturity of the revolving loan, the Registrant is entitled, under the capital loan, to borrow the lesser of (i) S10 million and (ii) the difference between $50 million and the original principal balance of the term loan. The Registrant may borrow, repay aud reborrow amounts available under the capital loan until January 25, 1989, at which time all unpaid principal and accrued interest under the capital loan will be due and Payable. For a period of 30 consecutive days during each 12-month period during the term of the capital loan (and any renewal term), there can be no outstanding baiance under the capital loan. As lony: 2s any amount is outstanding under the revolving ioan the Registrant is required to maintain cash flow equal to at least 156% of debt service: maintain a minimum tangible net worth of at least $58,828,000 until May 31, 1987; maintain a minimum tangible net worth thereafter equal to the prior years minimum tangible net worth plus the cum of (i) 25% of net after tax profits and (ii) 50% of any equity infusion: and limit capital expenditures to an amount not to exceed certain planned expenditures plus $2 million. 

The Registrant will be subject to additional restrictive covenants under terms of the term loan and capital toan in the event that those loans are utilized, including a limitation on dividends, which may not exceed 40% of net earnings, during the peziod of the term loan. At May 38, 1987, $41 million was outstanding under the revolving loan. 

The Registrant has committed or plans to commit approximately $33 million for purchase or construction or refurbishment of new freestanding facilities in San Diego, California, Denver, Colorsuo and Tampa, Florida, replacement of the existing facility in Brea, California, and the expansion, and renovation of existing facilities, The Registrant intends to fulfill these commitments and is other obligations with present cash on hand, expected cash flow from operations and its unused line of credit. In addition, management believes it will be necessary to increase its line of credit in fiscrj 1988, The 

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 its freestanding facilities, The Registrant's Contracts Provide for annual price increases to reflect increases te Consumer Price index. To date, these Price increases have been adequate to offset the Registrant's increases in costs due to inflation, 
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Item 8. FINANCIAL STATEMENTS AN?) SUPPLEMENTARY DATA. 

COMPREHENSIVE CARE CORPORATION 
Index to Consolidated Financial Statements 

Years Ended May 31, 7987, 1785 and 1985 
‘ 

Report of Independent Certited Public ACCOUNIANES vo ccsssscees seasass saneucaansagnsancessntasenns Consolidated Balance Sheets as of May 31, 1987 and 1986...... tereseanes 4 veesacass vee Consolidated Statements of Earnings for years ended May 31, 1987, 1986 and 1985 soneonssonnecetsenteasa Consolidated Statements of Stockholders’ Equity for years ended May 31, 1987, 1986 and 19835..... Consolidated Statements of Changes in Financial Position for years ended May 31, 1987, 1986 
Notes to Consolidated Financial Statements............... 

stenneecessones 

Ty ouene PEt y ry 



REPORT OF INDEPENDENT CERTIFIED FUBLIC ACCOUNTANTS 

To the Stockholders and Board of Directors 
Comprehensive Care Corporation: 

We have examined the consolidated balance sheets of Comprehensive Care Corporation and subsidiaries as of May 31. [987 and 1986 and the related consolidated statements of earings, 
stockholders’ equity and changes in financial position for each of the years in the three-year period ended May 31, 1987. Our examinations were made in accordance ‘vith 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 financial 
position of Comprehensive Care Corporation and subsidiaries at May 31, 1987 and 1986 and the results of 
their operations and the changes in their financial position for each of the years in the three-year period ended May 31, 1987, in conformity with generally accepted accounting principles applied on a consistent basis. 

heats Plaustek, Wain a 

Orange County, California 
July 17, 1987 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
CONSOLIDATED BALANCE SHEETS 

ASSETS 

Nay 31, 

1987 1986 
(Dollar: in thousands) Current assets: 

Cash, including short-term investments OF $3,250 and $31,332 vrsccccccsssscoseseece $ 10,159 § 42,834 Accounts and notes receivable, less allowance for doubtful accounts of $10,791 and $7,553 (Note 3). v rnsesensecsnasseseat sussesnsssssesereassesicotetscaserene 50,157 55,923 Dicpaid income taxes (Note 7) ws . 2,845 2,986 UIREE CUMTENE ASSEtS as sertsarrerneetnsmetnenttnninnunrenenere 
6,713 6,314 Total current assets ....e.ccscccssess. . secnaseeaeesessansecicnes 69,874 108,057 Property and equipment, at cost ( Notes 4,6, 8 and 14): oo. escscsscssssesessscesesesssees 139,895 100,574 accumulated depreciation and AMOFTIZALION ossesscserssssscsonseerenssesteseseneeseonce, (20,904) (15,429) Total property and SQUID TIEME osssssssscsseeessssssnesererstesecsseseensersvzses stnsesececces 118,99] 85,145 Other assets, nec 

Intangible assets ( Note 2) seserersssssonensteesssssensoteceesersesenesvestentstssusstonssesscoses 
7,906 9,308 Notes tECEIVEBIE vnsnnnnnennntnnnininmnnnnnrnnneerer 

nt 2,084 1,312 INVEStMENES .aesserssesrssssnectsssseestuortvntnnnrrn, 
- ” ene 7,899 4,863 Deferred comtract COStS ssssnseesunnenutinnenerenccnrr 

. 3,061 3,284 Other... 1 *MHAG Seseauseenreaeesssnessaassenassensorssssesscensesaseceansssnene 
6,024 8,500 Total Other a$S€15 wrermreenermanntnnnninnnnennineatininintineeees..., 

26,974 27,267 

$215,839 £220,469 

LIABILITIES AND STOCKHOLDERS’ EQUITY 
Current liabilities: 

Accounts payable and accrued liabilities (Note 5) sscessassecessesrscsescnesetesctetetseseass $ 20,786 $ 18,794 Long-terin debt payable within one year (Note 6) ..ccceccesssnssassorsesssssteseesscsesecc, 1,129 1,091 Deferred income taxes (NOtE 7) sssensosstseressessssstnsettstonistonenrernre 
nee 7,710 8,628 Income taxes Payable (Note 7) .0u.ssrmssnunmnrenstnttunssnenenen 

_ 17 399 Total current lia bilities..........cc-.... 
avere eose 29,642 28,912 Long-term debt due after one year (Note 6)... sesedvesssussssenstoncensanes 95,609 55,711 Other liz bilities (Note D) ccssrsscesesseeoes “ sttaaseansoceasnestiscesconsntacensnes 5,219 3,666 

Commitments and contingencies ( Notes ED cc 

Stockholders’ equity (Notes 6, 10 and IT): 
Common stock, $.10 par value; authorized 30,000,000 shares; issued 15,187,295 and 15,178,668 Shares. .secessnsssssaessestotsierttsecsosesscstesesses, 

1,518 1,518 Ra itiowal paidsin capital sasmermmnnmnimunnnnnnnnerrc 
75,885 75,830 Retained Camings wmnmnmnnnenmmnnmnnnoonnannevee 

rr 62,190 $4,832 Less treasury stock: at COSt, 4,080,000 Shale ...essstersessrsnssnunniinecrnn 
($4,224) — Total stockholders’ CQUEY sessssrssssousoestsnsnunssesseesstiustseresetetitseuesecseses, 
83,369 132,180 

$2 15,839 $220,469 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF EARNINGS 

Years Eaded Moy 31, 

1987 1986 1985 
(Dollars in thousands, eXcept per share smounts) Revenues: 

Operating (Note 3) anes $190,675 $187,022 $153,035 interest wees sberaeeens sseses " 2,458 4,812 4,637 Other .ncscses wees pens ' erneens 1,757 1, 102 864 

194,890 192,936 158,536 
Costs and Expenses: 

Operating... setenenese stssnseveoressesersescosmssseese 116,255 108,394 84,912 General and administrative ae sensees tesa vavassseureosens 43,896 43,012 32,926 Depreciation and amortization stsenenuss teens sseses 6,628 5,775 4,240 Interest ...scsessssevee sestateeseretrons - peneaensestesanaenansas 5,433 4,135 1,577 Loss on write-down of assets (Note 14) tees seneaeee = 5,701 _ 

172,222, 167,587 £23,655 
Earnings before taxes on income servessesseernss ¢ seesaseens 22,678 25,419 34,881 Taxes on income (Note 7) ” vasener 10,590 12,317 17,655 
Net earmings.... “ tuscan 3 12,088 $ 13,102 § 17,226 Eamings per common and common equivalent share (Note 1). 

Primary and fully diluted... ” . vance § 90 § -87 $ 413 
Dividends per common share esas : ne B 36 §.  .32 5 30 

See notes to consolidated financial statements. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY 

Caramon Stock Addiilosa] Treasury Stock Cald-In Retained Sheres Amvugt Cagitat Earnings Shares Abiounr 
(Arounts tn thousands) Balances, May 31, 1984 15,165 $1,137 $75,862 $33,911 ~ $ — Net comings ‘ _ ~ - 17,226 ~ = Exercise of stock optious (Nove 10)... 9 t if9 ~ ~ ~ Cash dividends —_ —_ _ (4,551) ~ _ Balances, May 31, 1985 15,169 1,138 76,021 46,586 — — - Rtock spilt offected July 16, 1985... (3) 79 (379) _ ~~ - Net earnings _ - —- 13,102 oo _ Exercise of stock options (Note 10)... il 1 188 — _ _ Cash dividends .... oe _ _ (4,856) _ —_ Balances, May 31, 1986 15,179 S18 158200 sash Net earnings 

_ _ _ 12,088 _ - Exercise of stock options (Noes 10)... 3 —_ 355 ue _ ~ Cash dividends _ — _ (4,730) — _ Purchase of treasury stack (Noel. - ~~ (4,080 ) (54,224) Balances, May 31, 1987 rttisseetmteneereenene 15,182 $1,518 $75,885  $62,15u (4,080) $( $4,224) 

See notes to consolidated financial statements. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
CONSOLIDATE STATEMENTS OF CHANGES IN FINANCIAL POSITION 

set ive 
is 
Be 
F bs 

Be 

Years Ended May 31, 

1987 1986 1985 s 

(Doilars in thousands) Financial resources ‘provided by 
Operations: 
PEt CAITIIN GS... .coscssssesceresveoeecee siesdseaeassensseen renee $ 12,088 3S 13,102 $17,226 Ttems not requiring outlay of working <apital: 

Préciation and amortization o Property and equip- ULE I 
sssssvssssscssersnsssssorcectecorsscrstatsnnesscseessenessacntésestscsensccesucess 5,525 4,501 3,878 Deferred itcome taxes... 

—_— (3,608) 2,378 Interest income on annuity contracts..... _ _ (401) (315) (347) Amortization of intangible and Othe’ ASSES ..cssecsescessonenses 1,102 1,274 362 Locs on write-down Of asset ....sesisuninoneecrcrn _ 5,701 _ Working capitai provided By Op|rAtions .....,.sssscsscsessssesecesesese [8,314 20,655 23,497 
Disposal of property and CQUIDMENE 00... -saecssesnsesssarstnssesesssecossess [04 2,050 299 Additional iong-term debt........... ves 41,016 3,152 48,076 Decrease in notes receivable " 376 361 3,518 Issuance of common stock sess... ses 55 189 160 Decrease in other assets... . ‘ 2,743 1,732 — Other SOUlCES. ce cesescsesscooeseces .n ves 2,554 ~ —_ 

65,162 28,139 75,550 Financial resources used for 
Purchase of treasury stock.... atbuseeusenseneessasecenssensters 34,224 _ _ 

a Acquisition of property and CQUIDMEN ......rsscsssssssssesssserssseaeeess, 39,475 23,492 21,196 
a Reduction of long-term debt...... seaseaeeaterassessssssaenscasacsessnezecs 1,258 6,674 1,425 
a Increase in notes receivable.............. . 1,148 515 . 84 
by Cash dividends 

4,730 4,856 4,551 
3 Deferred contract costs 

145 $93 2,599 
a Increase in intangible 

_ 4,853 _ 
t TIVESUMIOMES ...cscccsesecsesccsssecsse 

2,635 a 1,250 
z Other applications 

600 £63 7,074 : 
204075 44,846 = 38,179 Increase (decrease) in WOrKIN COPital o......scscsssesssssssssasseseesseees $(38,913) — §; 13,707) $37,371 Summary of changes in components of working capital ° 

7 Increase ( decrease) in current assets: 
Cash..... 

» $(32,675)  $( 19,394) $20,467 
(5,764) 8,020 20,633 
(141) (1,545) 4,531 
399 (6) E,983 

33,183} (12,925) 47,614 Increase (decrease) in current liabilities; . Accounts payable and accrued Hiabilitios ........sssscsssssseeccesesseces 1,992 (817) 7,286 Long-term debt payable within ONE YOAL...sssssressssecsersssaseenene 32 (92) 20 Deferred income taxes wrssstensusunninnccccn (918) 1,627 3,701 Income taxes Payable wensmunmnnnnnnenen (382}°° - 64 (764) 
730 782 19,243 Increase (decrease) in Working capital ..sscsessssssecsscenssseeessesssss $(38,913) 3 13,707) $37,371 

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

‘ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

May 31, 1987, 1986 and 1985 

Nete 1—Summary of Significant Accounting Policies 
The consolidated financial statements include the accounts of Comprehensive Care Corporation (the “Registrant”, its subsidiaries and the Registrant's interest in the accounts of joint venture parmerships pics (see Note 2). All intercompany accounts and transactions have been eliminated in consolidation. Certain Puy reclassifications of prior year amounts have been mads to conform with current year classifications. ee 

Revenue Recognition 
6 Approximately 94% of the Registrant’s operating revenues is received from private sources; the if femainder from Medicare, Medicaid and other governmental programs. The latter ar programs which hi provide for payments at rates Senerally less then the established billing rates. Payments are Suuject to ead audit by intermediaries administering these programs. Reventies from these programs are recorded under te, S reimbursement principles applicable under the circumstances. Although management believes estimated Ley provisions currently recorded properly refiect these revenues, any differences between final settlement and eo ‘ these estimated provisions are reflecced in operating revenues in the year finalized. 9 

Property and Equipment 
iS 

: eos +s . : . Hi 

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

i Intangible Assets 
a : . . . . 
i Tatangible assets include costs in excess of the fair value of net assets of businesses purchased E (goodwill), licenses, and similar rights. Costs in excess of net assets purchased are amortized over 25 to 40 ¢ years, The costs of other intangible assets are amortized over the period of benefit. The amounts on the iu consolidated balance sheets are net of accumulated amortization of $1,016,000 and $703,000 at May 31. i 1987 and 1986, respectively, 
£ 

19 
‘ Capitalized Interest 
i Interest incurred during 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 aa ; 
i of the specific borrowing associated with the project or the Registrant’s average interest rate on borrowings see ae 

i 
. ‘ . ’ 4 - 

. . . 
igbeacer ge 

t where there is no specific borrowing associated with the Project. The amount of interest capitalized was som ay 
é $474,000, $654,000 and $161,000 in fiscal 1987, 1986 and 1985, respectively. 

ees ; 

Ree Deferred Contract Costs 
Me 

t . . . aa . eee 
; The Registrant has entered into a limited number of contracts with independent general hospitals oe i whereby it will provide services aver a period in excess of the standard two year agreement. In.recognition shit of the hospital’s long-term commitment, the Registrant has paid certain amounts to them. These amounts ae may be used by the hospital for capita! improvements or as otherwise determined by the hospital. The ue Registrant is entitled to a Pro rata refund in the event that the hospital terminates the contract before its Bea scheduled termination date; accordingly, these amounts are charged to expense over the life of the a contract. 

ES 
+ dnvestment Tax Credits 

. 
- Investment tax credits are accounted for under the “flow through” method. 
a 
ei 27 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
May 31, 1987, 1986 and 198¢ 

Note 1—~Summary of Significant Accounting Policies (continued) 
E£arnings Per Skare 

Primary and fully diluted carmings per common and common equivalent share have been computed by dividing net earnings, atter giving effect to the elimination of interest expense applicable to the convertible debentures less income tax effect, by the weighted average number of common and common 

The weighted average number of shares outstanding t'sed 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 has all share and per share information. The weighted average number of shares used to calculate earnings per Share was 15,360,000, 16,987,000, and 15,315,000, ia 1987, [986 and 1985, respectively, 

Nate 2—Accounting for Interests in Joint Venture Partnerships 
In 1972, the Registrant entered into a joirt venture partnership with another corporation for the Purpose of operating two hospitals. Under the terms of the joint venture agreement, the Registrant manages one of the hospitals and its partner manages the other, Each of the partners in the joint venture receives a management fee for the hospital it manages, and they share equally in the Profits or losses, 
In May 1984, the Registrant entered into a joint venture agreement with a subjiidiary of HealthOne Corp. (formerly The Heaith Central System). The joint venture owns and operates Galden Valley Health Center, 2 248-bed behavioral medicine hospital! located in a suburb of Minneapolis. The Registrant serves 

The Registrant consolidates its interest in the assets, liabilitizs, income and expenses of these joint ventures On a proportionate basis. The assets and liabilities of the joint ventures included in the consolidated balance sheets are as follows: 

May i, 

1987 1986 
Dollars in thousands) Assets 

Current assets “ston Termteneneenaguecanunnerencanaascaiscsctterietnensnetaenieirssnneniens 
3 6:730 § 6,589 Property and equipment (net) seatsenseccsvevesssesantesenestsecrssnsasesensnseusseesenseserensesscs 

9,721 9,863 Other assets resvereeevssessennonsecanssessanssenssessntssateassnustses sessssesessssssessssrectestssnesesenssecs i10 113 

$16,561 $16,965: Liabilities and parmers’ equity 
Current liabilities “ererrevenecarnneuntnanaeressanegrancccctsuaanasanatsssesonsearesrsecteesnnseerserssssesee 

$1,228 $ 1.699 Partners’ equity .0.....ccscesssos... eens tseneeteneeenusesesatsassecarsenss 15,333 15,266 

$16,561 316,965 
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COMPREHENSIVE CARE CORPORATION ANT) SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
May 31, 1987, 1986 and 1985 

Note 2—Accounting for Interests tn Joiut Venture Partnerships (continued) 
In fiscal 1986, the Registrant purchased its parmer’s interests in three Joint ventures and sold its interest in one joint venture. Results of operations below include results of the Joint ventures for the periods prior to the purchase and sale transactions, 

The Registrant's proportionate share of the operating results of the joint ventures included in the consolidated statements of earnings is 23 follows: 

Years Ended May 31, 

987 1986 1985 
(Dollars is thousands) Revenues, ssecenessnsene peatentece $19,187 $23,407 $25,354 

Costs and eapenses 
Operating, general and administrative sssvunesensacenessnsesessesesuaness 
Depreciation and amortization sassess . 
Interest basse was Seescatesuseatsanasens 

Earnings before taxes on income sseeeunsaseesassessnsossseareenacecaasese sestenane 

Note 3--Acceunts and Notes Recetraea 

Accounts and notes receivable ieciude current notes receivable of $90,000 and $8,062,000 at May 31, 1987 and 1986, respectively. 

The following table summarizes changes in the Registrant's allowance for doubtful accounts for the fiscal years ende.? May 31, £987, 1986 and 1985; 

Additions 

Balance at Charged Balance at to Beginning of 
Eatd of Period Revenre Kecoverles Accounts Pericd 

(Botlars ts dhevsends) Year ended May 31, L987 secs $7,553 $16,706 $3,773 $17,241 $10,791 Year ended May 31, § FBG os essearsscsnseres $6,674 $14,959 54.057 $18,137 $7,553 Year ended May 31, 1985 ue. easessescsseeee $3,513 $12,398 31,930 Sl E,167 $6,674 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
May 31, 1987, 1986 and 1985 

Note 4—Property and Equipment 

Property and equipment consis’s of the following: 

May 3k 

1987 1986 
{Dellars tn thousands) 

Land and improvements ... anesers « S$ 27,863 $ 15,464 Buildings and UM PLOVEMENES sessseserrssssrencosecees ecsesesse 87,292 64,063 Furniture and equipment vevess 21,823 18,139 Leasehold improvements... seo nane 213 204 
2,704 2,704 

$139,895 $100,574 

Note 5—Account_, Payable and Accrued Liabilities 
Accounts payable and accrued liabilities consist of the following: 

May 3t 

1987 t9as 
(Doilurs in thousands) Accounts payable and accrued liabilities.......ccccccsess $14,973 $12,311 Accrued salaries and WARES ssecsssesssssserencensesstsrsacensnecs 1,534 2,080 Accrued vacation .,.....cu. setaveceneatensaneceses 2,562 2,355 Payable to third party intermediaries ......ss--eseseceeess 1,717 2,048 

$20,786 $18,794 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu<d) 
May 31, 1987, 1986 and 1985 

Note 6—Long-Term Debt 

Long-term debt consists of the following: 

May 31, 

1987 1986 
(Dollars in thousands} 7% to [0% notes, payable in monthly installments with maturity dates through 1996; collateralized by real and personal property having a net book value of $8,042... wee S18 45 $2,115 Note payuble bearing interest at 72% of prime through 1988, and at 74% of prime for years 1989 through 1994, payable quarterly maturing in 1994; collateralized by real and personal property having 2 net book value of 56,628., tens 4,250 4,750 Revolving loan, unsecured, convertible into a term loath ....essssssesese 41,000 Note payable bearing interest at 65% of prime, Payable monthly maturing in 1994; collateralized by real property having a net book value of $2,649 sreesese see eetnas asace 1,487 1,619 744% convertible subordinated debentures due 2010 tesaestersienecnsee 46,000 46,000 Cayital lease obligations (Note B) sssscsssussoreasearsee on 1,766 E,890 

96,738 56,802 Less amounts due within one \ | s4eaesenneesnens sseeeessiornse 1,129 1,091 

$95,609 $85,711 

As of May 31, 1987, the annual maturities of long-term debt for the next five years amounted to $1,129 in 1988, $2,361 in 1989, $6,714 in 1990, $8,403 in i991, and $8,264 in 1992. 
In April 1985, the Registrant issued $46 million in convertible subordinated debertures. 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 

emabie, at the option of the Registrasit, in certain circumstances, Mandatory annual sinking fund payments sufficient to retire 5% of the aggregate principal 

The Registrant has a loan agreement with banks pursuant to which the banks have agreed to loan the Registrant up to $§0 million. The terms of the loan agreement provide for a revolving loan, and a revolving capital loan. Under the revolving loan the Registrant may borrow, repay and reborrow an amount not to exceed $50 million. Ajl borrowings under the revolving loan must be made within 12 months of the date of the first borrowings, at which time all unpaid principal and accrued interest, if any, will be converted into a term loan. At maturity of the revolving loan, the Registrant is entitled under the capital loan to borrow the lesser of (i) $10 million and (ii) the difference between $50 million and the original principai balance of the tecm loan. 

a term loan 

As long as any amount is outstanding under the revolving cash flow equal to at least 150% of debt service; 
$58,828,000 until May 31, 1987; maintain a minimy 

loan the Registrant is required to maintain maintain a minimum tangible net worth of at least m tangible net worth thereafter equal to the prior years 

31 



COMPREHENSIVE CARE CORPORA Zi0N AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
May 31, 1987, 1986 and 1985 

Note 6—Long-Term Debt (continued) 

minimum tangible net worth plus the sum of (i) 25% of net after tax profits and (ii) 50% of infusion; and limit capital expenditures te an amount not to exceed certain planned expenditures plus $2 million. The Registrant was in compliance with its loan covenants at May 31, 1987 
The Registrant will be subject to additional restrictive covena. capital loan in the event that those loana are utilized, includin exceed 40% of net earnings, during the period of the term loan. At May 31, 1987, $41 million was outstanding under the revolving loan. Interest payable under the revolving loan and the term loan are calculated on the basis of rates selected by the Registrant equal to either (i) the lending bank’s cost of funds CD rate, plus 1.5% or (ii) the lending bank’s cost of funds LIBOR rate, plus 1.5% or (iit) the lending bank’s reference rate announced from time-to-time, plus .375%. Interest payable for borrowings under the capital losn will be calculated at the lending bani’s reference rate. Interest is payable on the outstanding principal amount of any of the loans on a monthly basis, 

£ 2 limitation on dividends, which may not 

Note 7—Taxes on Income 

Taxes on income consist of the following: 
# 

Years Ended May 31, i 
1987 1986 t98s z 

{Dollars in thousands) 5 Currently payable: 
Federal income taxes ............ eaueeoassersssnseusseceunes $ 9,108 $§2,303 $10,264 State income taxes......... saves . 1,839 2,584 1,974 

10,947 14,887 12,238 
Deferred: 

Federal income taxes ....... io sesstacens (186) (1,946) 4,518 State income taxes........ sanoens asacen (i71) (624) 899 

(357) (2,570) 5,417 

$10,590 $12,317 $17,655 
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: 

Years Ended May 3t, 

1987 i986 193s 
(Dollars in thousands } Income taxes at the statutory zax rate serene $10,432 $11,692 $16,045 | State incoine taxes net of federal tax benefit ............. 895 1,058 1,540 Investment tax credit saashasennvenses tee (9C0) (517) (303) Loss from unconsolidated SUDSIATOTY 0. esccsceccssesseece _ 144 312 Amortization of intangible assets osunsensnocateasssanstsenarace 124 127 65 Other Saas sesdeeancacnaestaeassenaseesscsuasessarécnssecens 

39 ( 137 } (4) 

$12,317 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
May 31, 1987, 1986 and 1985 

Note 7-~Taxes on Income (continued) 

Total taxes on income differ from taxes currently payable as a result of differences in the recognition of revenue and expense for tax and financial statement purpo 
effect of each zre as follows: 

ses. The sources of these differences and the tax 

Years Ended May 31, 

1987 
——, 1986 1985 

Excess tax over book Aepreciation.......sscscsescersssseccsssseee 
Cash basis accounting and differert reporting period 

(Dollars in thousands) 

$1,268 $ 969 $ 572 

Note 8—Leaye Commitments 

CE 
Se 

et
 The Registrant and its joint venture Dartmerships lease certain facilities facility leases contain escalation clauses based on the Consumer Price Index real estate taxes, insurance, maintenance and repair expenses. 

for tax purposes by joint VELLIUIES .ssscessssecscesorssasesane 1219 272 2,312 State income taxes deductible on a cash basis w..recssecese 234 124 (462) Deferred compensation expense not currently deductible ‘ Wed soavsensecsensatseseecorasaes (632) (768) (351) Cash basis accounting by SUDSIdIarI*S «os sesescescseenesses (335) 1,173 1,363 Employee benefit expenses not currently recorded for k purposes . (1,373) (1,509) 2,405 Write-down of Brea Hospital facility not currently deductible sesenonsusn sanensesstseesarsisaceesssorseeverssiccresessesensess _ (2,307) _ Partnership exchange recognized as income for tax PUPPOSeS........ ases ean sussdsscrensnerene _ (863) _ Bad debt expense not currently deductible for tax BULDOSES ..secsesesssesesssrsesrstreensssteccnsssascsnsssenterssaveereseessess (685) 45 (633) Other. .csccccsssescsceseces castes states (75) (76) 211 

$ (357) $(2,570) $5,417 

furniture and equipment. The 
and provisions for payment of 

Total rental expenses for all operating leases were as follows: 

* Years Ended May 31, 

1987 1986 1988 
(Dollars in thousands) Minimum FOMLAIS.....csssseressvessesesscecersrerens $1,634 § 935 $603 Contingent rentals be sapeeaeseesatuedsonassnacsenses 144 126 71 

Total TEMAS ,.....ccssesssessessesesecsreoseess $1,778 

Assets under capital leases are capitalized usin lease; contingent rents associated with capital leases i and $123,000, respectively, 

$1,661 3574 
= —_ 

g interest rates appropniate at the inception of each 
n fiscal 1987, 1986 and 1985 were $148,000, $129,000 The net book value of capital leases at May 31, 1987 and’ 1986, was $1,181,000 and $1,300,000, respectively, 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

May 31, 1987, 1986 and 1985 

Note 8—Lease Commitments (continued) 

Future minimum payments, by year and in the aggregate, under capital leases and non-cancullable operating leases with initia! ar remaining terms of one year or more consisted of the following at May 31, 1987: 

Capital Leases 

I . 
Reglurat Venture = Tot eat 

(Dollars in thousands) 
1988 . ssssssseccossesssseecerssetseessnesstssesenee  § 204 $100 5 304 $1,983 1989... sesstese 204 89 293 1,655 | sesnesoenede on 204 89 293 784 LOOT rscscssnsnsssserssveessssussssevestecscasvesacaseees 204 89 293 408 1992, : 204 89 293 146 Later years se seananeas - 2,072 354 2,426 1,145 

Totai minimum lease payments........00. $3,092 $810 3,902 56,121 
Less amounts representing interest........ 

2,136 
Present value of net minimum lease 

PAYIMENLS oo. .csssssctsserssenssnnes sos : $1,766 

Note 9—Deferred Compensation Plans 

The Registrant has a deferred, compensation agreement for its Chairman and President. The vested unfunded benefits at May 31, 1987 and (986 ($1,386,000 and $1,374,000 ), have been accrued by the Registrant. The Registrant utilized an 8% discount rate in determining the present yalue of vested unfunded past service cost, The total chs-ges to earminss for fiscal 1987, 1986 and 1985 amounted to $12,000, $463,000 and $136,000, 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 18—Stock Options Plans 

In fiscal 1984, the Registrant adopted a stock option plan which is intended to qualify as an Incentive Stock Option Flan. The total number of shares of Common Stock which may be granted under this Plan cannot exceed 333,333 shares. At the time of granting an option under the Plan, “stock appreciation rights” and “cash appreciation rights” may be concurrently granted. Options granted under the Plan are granted at the market price at the date of the stant, The Plan provides that options must be exercised within 10 years of the date of grant and that no options may be granted under the Plan subsequeni to May 31, 1993, 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

May 31, 1987, 1986 and 1985 

Note 10—Stock Ontioas Plin3 (centinued) 
The following table sets forth the options granted under this Plan: 

Option Price 

Number 
of Shares Per Share Aggregate 

(Dollars {n thousands, except shure amounts) Options granted in fiscal 1985 140,345 $13.78-18.38 $1,959 
Options forfeited in fiscal 1985 (5,802) 13.78 (80) Balances, May 3 1, 1985... 134,543 13.78-18.38 1,879 Options granted in fisca! (986. 74,000 16.00 1,332 
Optioris forfeited in fiscal 1986 (14,418) 13.78 (199) 
Options exercised in fiscal 1836 (1,088) 13.78 

193,037 13.78-18.38 
(38,286) 13.78 
(3,627) _ 13.78 Balances, May 3!, LOOT oe sssesessecseessseessstesees cusses 151,124 $12, /3-18.38 

(15) 

During fiscal 1984, the Registrant authori i tatutory Gptions for 33,333 common 
Shares at $15.56~16.88 Per share. The non i exercisable at the rate of 25% per 
year following the date of grant and must be exercised within five years after the date of Stant. At May 31, 
1987, options for 25,000 shares are exercisable, 

In July 1986, the Registrant authorized the issuance of non-statutory opt’~ns for 30,908 common 
Shares at $12.94 per share. The hon-statutory options become exercisable One year after the date of grant. 
At May 31, 1987 none of these options were exercisable. 

? 

y tendered. shares inciudi 
s of the offer. The Registrant utili 
$28 million to provide funding for 
ption of the Registrant's loan agreement. Note 12— Acquisitions and Diszositions 

In May £986, the Registranz 
RehabCare Co 

In July 1986, the Registrant 
eration for purchase of the asse illion. Upon completion of tegulatory Proceedings and 
renovation, i i pital as a 92-bed chemical! depe. dency treatment 
center, 

In November 1986, the Registrant opened a 120-bed chemical dependency treatment center in 
DuPage County in the Chicago metropolitan area. Purchase of the facility, which was built to the 
Registrant’s specifications, was effected through the use of evailable cash of approximately $7.3 million. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
May 31, 1987, 1986 and 1985 

Note 12—Acquisitions and Dispositions (continued) 
In May 1987, the Registrant opened a 100-h2g chemical dependency treatment center in Orlando, Florida. The facility was constructed at ii cost of approximately $6.7 million. The cost of the construction was paid through intcrnally generated funds and proceeds cf the Registrant's revolving loan, 
The Registrany has acquired land in MianJ and Tampa, Florida and Denver, Colorado where it iatends to develap freestanding chemical dependency treatment centers of 100-bed capacity each. Behavioral Medical Care, a 70% owned joint venture ( managed by the Registrant) is a 49% owner ofa Joint venture -vhich, *-- acquired land in Sacramento, California where it intends to develep a 69-bed psychiatric facility. 

Note 13—-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 14—Loss on Write-Down of Assets 

In May 1986, the Registrant determined that its psychiatric hospital in Brea, California required Physical plant replacement. The Registrant has begun development of a replacement facility to be constructed at the same site, Upon completion of the new Structure, the existing facilities will be razed. The Registrant incurved in fiscal 1986 a charge to esrnings of $4.3 million related to the write-down of the facilities. 

In fiscal 1985, the Registrant entered into a license agreement wich SmokEnders, Inc. The license agreement graited the Registrant the right to operate smoking cessation seminars using the name and materials of SmokEnders, {nc. In fiscal £986, the Registrant rictermined that there had, been a permanent impairment in the value of the license agreement, and accordingly, the unamortized balance of license’ consideration of $i 4 million was charged to carnings in Ascal 1986. 
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued ) 
May 31, 1987, 1936 nnd 1985 

F 
- 

Note 15—Unandited Quarterly Results / 

7“ Firat Serond Third Fourth Quarter Quarter Quarter Quarter 

(Dollars in thousands, except per share emounts) 1987 

Revenues... weer — $50,615 $45,488 $52,152 
Earnings before taxes on income......... $9,701  § 4,743 $ 4,384 Taxes en income sta neesscsssscanteneuaavarangecstsessesenss 4,918 2,277 1,586 
Net earnings ......ssssescssssssessessecsescessersesessscose, 5 4,78 S 2,466 5 2,798 
Per share: 

- 
Eamings—primary and fully diluted... § 3! 5 417 § 25 Dividend Meclared.sissssssseeesseeseeees § 09 09 $ 09 

1986 

Revenues ......... saeeaesssasassoesreseensseas sesacesenees $48,914 
Earnings before taxes on TACOME...sscssscssnssene $ 6,634 Taxes on income treaneensussserssissarsasnteecaessarecsens 

Net earnings .....sssce. 

Per sitare: 

Eamings—primary and fully diluted ....... 
Dividend Declared... scccsssssssesserssssssse osssee 

(1) See Note 14 for information tegarding the loss on write-down of assets recorded in the fourth quarter of fiscal 1986. 



item 9. CHANGES IN AND DISAGR EEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE, 
None. 

PART Ill 

item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT. 
There is hereby incorporated by reference the information w “Election of Directors” in a proxy statement to be filed with the S relating to the Registrant's Annual Meeting of Stockholders to be h 

Item 11. EXECUTIVE COMPENSATION. 
There is hereby incorporated by reference the information which will appear under the caption “Executive Compensation and Other Information” in a Proxy stateinent to be filed with the Securities and Exchange Commission relating to the Registrant's Annua! Meeting of Stockholders to be held on October 8, £987, 

hich will appear under the caption 
ecurities and Exchange Commission 

eld on October 8, 1987, 

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT. There is hereby incorporated by reference the information which will appear under the captions “Principal Stockholders * and “Election of Directors” i In a proxy statemr + to be filed with che Securities and Exchange Commission relating to the Registrant’s Annual Meeting of Stockholders to be held on October 8, 1987. 

Iter 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 
There is hereby incorporated by reference the inform “Executive Compensation and Other Information” Exchange Commission relating to the Registcant’s 8, 1987, 

ation which will appear under the caption iN a proxy statement to be filed with the Securities and Annual Meeting of Stockholders to be held on October 

PART IV 

Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K, 
<a) 1. Financial Statements 

included in Part IE of this report: 
Report of Independent Cerufied Public Accountants Consolidated Balance Sheets as of May 31, 1987 and 1986 Consolidated Statements 

. 

of Earnings for years ended May 31, 1987, 1986 and 1985 Consolidated Statements of Stockholders’ Equity for years erded May 31, 1987, 1986 and 1985 
Consolidated Statements of Changes in Financial Position for years ended May 31, 1987, 1986 and 1985 
Notes to Consolidated Financial Statements 

2, Financial Statement Schedules 

VY. Property and Equipment 
VI. Accumulated Depreciation and Amortization of Property and Equipment X. Supplementary Statement of Earnings Information 

Other schedules are omitted, as the required information is inapplicable or the information is Presented in the consolidated financial statements or related notes, 
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3, Exhibits 

Exhibit 
Numer - 

3.1 

3.2 

4.t 

4.2 

10.1 

10.2 

10.3 

10.4 

10.5 

10.6 

10.7 

10.8 

10.9 

10.10 

i0.11 

10,12 

10.13 

10.14 

10.15 

10.16 

10.17 

10.18 

10.19 

F 

15 

22 

24.1 

Description and Reference 

Restated Certificate of Incorporation( 11) 
Restated Bylaws as amended July 14, 1986( 10) 
Indenture dated April 25, 1985, between the Registrant and Bank of America, NT&SA. relating to Convertible Subordinated Debentures( 7) 
Amended and Restated Loan Agreement among the Registrant, Union Bank, Centerze Bank, National Association and Southeast Bank, N.A. (filed herewith) 
Standard form of CareUnit Contract(1) 
Standard form of CarePsychCenter Contract( 1) 
The Registrant’s Employee Savings Plan(9) 
Deferred Compensation Agreement darad toi G, 1082, sar. en the Reé, strant and B. Lee Karns(3) 

Amendment No. t to Deferred Compeasation Agreement becween and B, Lee Karns(6) 

Amendment No. 2 to Deferred Com 
and B, Lee Karns(t0) 

the Registrant 

pensation Agreement beiween the Registrant 

The Registrant’s Amended and Restated 1983 Incentive Stock Option Plan(8) 
Form of Individual Death Benefit Agreement( G) 
Deferred Compensation Plan for executive management( 8) 
Form of Non-Statutory Stock Option Agreement(8)} 
Form of Incentive Stock Option Agreement( 10) 
Description of Executive Bonus Pian(3) 
Guarantee Agreement dated March 30, 1981, among the Registrant, Caremanor Hospital of Washington, Inc, Alcoholism Center Associates, Inc., James R. Milam and Doris M. Hutchinson(2} 

Guaranty Agreement dated June t, 1982, among CareManor of the Registrant, Womlar, Inc., Burch Williams, Arthur Lucas, Fr Algie Outlaw and Southeast Bank, N.A.(4)} 

Northeast Florida, 
ed Ahem, Sr, and 

Group Annuity Contract between the Registrant and Manuracturers Life Insurance Company dated April 12, 1$33(5) 
Annuity Contract between the Registrant and New York Life Insurance and Annuity Corporation dated November 2, 1982'S) 
Joint Venture Agreement dated June 17, Voluntary Health Enterprises, Inc.(6) 
Agreements between the Registrant and SmokEnders, Inc.(8 ) 
City of Coral Springs, Florida Industrial Development Revenue Bonds ( CareUnit of Coral Springs Project) dated September 19, 1983, in the amount of $6,000,000(6)} Computation of Earnings per Share (filed herewith ) 
Acknowledgement of Peat Marwick Main & Co financial intormation (filed herewith) 
List of the Registrant’s subsidiaries (filed herewith) . 
Report and conser:t of Peat Marwick Main & Co, (filed herewith ) 

1983, between the Registrant and 

. regarding use of unaudited interim 
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(1) Filed as an exhibit to the Registrant’s Form S-I Registration Statement No. 2-69263. 
(2) Filed a3 an exhibit to the Registrant’s Form 10-K for the fiscal year ended May 31, 1981, 
(3) Filed as an exhibis to the Registrant's Form 10-K for the fiscal year ended May 31, 1982. 
(4) Filed as an exhibit to the Registrant’s, Form 10-Q for the quarter ended February 28, 1923. 
(5) Fited as an exhibit to the Registrant’s Form t0-K for the fiscal year ended May 31, i983. 
(6) Filed as an exhibit to the Registrant’s Form 10-K fur the fiscal year ended May 3i, 1984, 
(7) Filed as an exhibit to the Registrant’s Form S-3 Registration. Statement No, 2-97160. 
(8) Filed as an exhibit to the Registrant's Form 10-K for the fiscal year ended May 31, 1985, 
(9) Filed as an exhibit to the Registrant’s Form S-% Registration Statement No. 3 33-6520, 

(10) Filed as an exhidit to the Registrant's Form {0-K. for the fiscal year ended May 3}, 1986. 
(11) Filed as an exhibit to the Registrant’s Form 10-Q for the quarter ended August 31, 1986. 

(h) Reports on Form 8-K 

No reports on Form 8-K were filed during the last quarter of the period covered by this report. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or i5(d) of the Securities Exchange Act of 934, the Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, August 2 1987. 

COMPREHENSIVE CARE CORPORATION 

»_ LOK apa 
B.‘Lee Karns 

Chairman of the Board and President 

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

Signature Title Date 

Director, Chairman of the 
Board, and President VA Gis / Satie (Chief Executive Officer) August 2571987 

B. ide Karns 

Senior Vice President and 
Chief Financial Officer 

(Principal Financial Officer) August 2 1987 
Stephen R. Munroe 

Vice President and Controller 
ad a LL (Principal Accounting Officer) August? ¢ 1987 

Mark A. Edwards 

VA ‘be Mob Mb FA Director August 297 1987 
Robert B. Hunter, M.D. Va 

4 J a e4ne Ln Director ‘ August 25°1987 ey, 7 : =a oe 

Robert L. Kasselmann 

Vict lech ool Director August 271987 
Jack A. McLeod 
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SCHEDULE V 

COMPREHENSIVE CARE CORPORATION 

Schedule V—Property and Equipment 
- For the Years Ended May 31, 1987, 1986 and 1995 

Balance ne 
Balance at Beginsing of Additions End of Period at Cost Retirements Reclassifications Period 

(Mollars in thousands) Year ended May 31, 1987 
Land and improvernents..,...... css... $ 15,464 $12,369 $ + $ - $ 27,263 Buildings and IMpProveMents .,...c.. 64,063 23,294 38 (27) 87,292 Furniture and equipment....... css. (8,135 3,773 116 27 21,823 Leasehold improves: ats... ssc. 204 9 - —_ 213 Capitalized building leases ooo... 2,704 = UL = 2,704 

$100,574 $39,475 4S 154 $ — $133,895 Year ended May 31, 1986 
_ Land and improvements ...........ccss. _ § 14267 $B £348 $ 151 $ — $§ 15,464 Buildings and improvements ............. 53,819 15,742 3,938 440 64,063 Fumiture and CQuIPMENE,. ssn tee 12,912 6,328 666 (435) 18,139 Leaschold improverments........ccssssses 514 74 379 (3) 204 Capitatized building leases ose 2,704 — _ _— 2,704 

$ 84.216 $23,492 $7,134 § — $100,574 ° Year ended May 31, 1985 os 
Land and improvement .........-ccsesuon S$ 7476 3 6,957 3 147 $ (19) $ 14,267 Buildings and improvements ............. 42,607 11,359 13 (129) 53,819 Furniture and SQUIPMERE.. cesses 10,144 2,850 237 [55 12,912 Leasehold improvements............--s. 501 30 10 (7) 514 Capitalized buitding teases oo ose 2,704 - -_ =- 2,704 

§ 63,432 $21,196 $ 412 $ — § 84,216 
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SCHEDULE VI 

COMPREHENSIVE CARE CORPORATION 

Schedule VI-~Accumulated Depreciation aed Amortization of Property and Equipment 
. For the Years Ended May 31, 1987, i936 and 1985 

Balsace at Additions Balance at Battening of Charged Reclazsifl- Exd of Period toExparso «= Retirements cations Pezlod 

(Botlers ty thousands} Year ended May 31, 1987 
Buildings and improvements .............  $§ 7,501 $2,932 3 um $({272) $10,161 Furniture and equipment.........ess-0..., 6,455 2,444 350 272 9,121 Leasehold improvement ...esscesenees.., 59 30 - _ $9 Capitalized building leases .....cccsesessscoss 1,404 119 _ _ 1,523 

$15,429 $5,525 $ 50 $ — 520,904 Year ended May 31, 1986 — — Buildings and improvement ......c0.... $ 5,027 $2,570 S118 $ 22 $ 7,501 Furniture and equip ment..cccecsse. ene 4,959 1,798 280 (22) 6,455 Leasehold improvements .....)....cssse., $36 17 384 _ 69 Capitalized building leases «ccc. ses 1,289 1{6 l _ 1,404 
SULT $4,501 $783 $ — $15,429 Year ended May 31, 1985 

Buildings and improvements ..sesses... $ 3,147 $1,882 $ 2 5 — § 5,027 Furniture and equipment... ...ccscesses., 3,345 1,703 Ii . 22 4,959 Leasehold improvement ......cees...0.... ten 281 i77 _ (22) 436 Capitalized building leases... «.. 1,173 116 =— _ 1,289 
$ 7,946 $3,878 3113 $ -- SIL701 = =—== = —_ 
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SCHEDULE X i 
COMPREHENSIVE CARE CORPORATION . b 

Schedule X—Suppiementary Statement of Earnings Information . : 
For the Years Ended May 31, 2987, 1985 and 1985 7 

aed May 31, te 

1987 1935 19s 

(Dotlars in thoussnds) 
stsusserenseseensnss a 516,107 $15,232 $10,075 

Advertising costs... . 

a
t
 

u
a
e
 

2 r
n
s
 

ty
 

oh
 

a
t
 

fe 

45 



REN Cie en Rae i SACNES YW 

RECD 3.2.6. 

AUG 2 7 9987 

Form 10-K 

EXHIBIT VOLUME 

For the fisesl year enued May 31, 1987 
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EXHIBIT INDEX 

Sequentially 
Numbered Deceription 

Page 

Amended and Restated Loan Agreement among the Registrant, Union Bank, uy? Centerre Bank, National Association and Southeast Bank, NA. 
Computation of Earnings per Share 
Acknowledgement of Peat Marwick Main & Co. regarding use of unaudited interim financial information 
List of the Registrant's subsidiaries 
Report and consent of Peat Marwick Main & Co. 



COMPREHENSIVE CARE CORPORATION AND SUBSIOLARFES 
CALCULATION OF EARNINGS PER SHARE 

YEAR ENDED MAY 31, 
1987 1986 1985 1984 138 PRIMARY AND FULLY DILUTED (AMOUNTS IN THOUSANDS, EXCEPT PER SHARE DATA) 

NET EARNINGS APPLICABLE TO COMMON S70CK{a) $13,888 314,817 $17,361 $14,058 $10,767 

AVERAGE NUMBER OF SHARES OF COMMON STOCK 
ANO COMMON STOCK EQUIVALENTS OUTSTANDING(c}: 

SHARES OF COMMON STOCK 13,583 15,173 15,169 TF 160 13,367 

AEDITIONAL AVERAGE NUMBER OF SHARES OUTSTANDING 
ASSUMING CONVERSION OF 7.5% CONVERTIBLE DEBENTURES 1,771 1,771 146 - - 

DILUTIVE EFFECT OF STOCK OPTIONS AFTER APPLICATION 
OF TREASURY STOCK METHOD(b) 6 &3 - . - 

AVERAGE NUMBER OF SHARES OF COMMON STOCK AND 
CuriMON STOCK EQUIVALENTS 15,360 16,957 15,315 15,160 13,367 

EARNINGS PER SHARE $0.90 $0.87 $1.13 $0,393 £0.81 

YEAR ENDED MAY 31, 
1987 1986 1985 1984 1963 

(DOLLARS IN THOUSANDS) 

NET EARNINGS PER SELECTED FINANCIAL DATA $12,088 $13.°92 $17,226 $74,058 $10,767 
ADD INTEREST EXPENSE ATTRIBUTABLE TO 745% 
CONVERTIBLE SUBORDINATED DEBENTURES 1,800 1,715 135 - - 

(a) NET EARNINGS APPLICABLE TO COMMON STOCK $13,898 $14,817 $17 ,361 $14,058 $10,767 

(b) STOCK OPTIONS GRANTED CID NOT HAVE A SIGNIFICANT DILUTIVE EFFECT AND WERE NOT INCLUDED IN THE COMPUTATION OF EARNINGS PER SHARE FOR THE YEARS 1983 THROUGH 1985, 

(¢} THE WEIGHTED AVERAGE NUMBER Of SHARES OUTSTANDING USED TO COMPUTE EARNINGS PER SHARE HAS BEEN ADJUSTED To REFLECT A FOUR-FUR-THREE STOCK SPLIT EFFECTED JULY 16, 1985, 

EXHIBIT 11 
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‘Peat Marwick 
Certified Public Accountants 

Paat Marwick Main & Co. Telephone 714 850 4300 Telecopisr 714 850 4488 . Orange County Office Telex 683481 
Center Tower 

650 Town Center Drive 

Cosla Mesa, CA 92625 

Comprehensive Care Corporation 

18551 Von Karman Avenue 
Irvine, California 92714 

Gentlewsen: 

Re: Registration Statements No. 2-62410, 2-75129, 33-6520 and 33-3091 

With respect to the subject Registration Statements, we acknowledge our 
awareness of the use therein of our SAS No. 36 reports dated September 
24, 1986, December 17, 1986 and April 8, 1987 related to our reviews of 
interim financial information. 

Pursuant to Rule 436(c) under the Securities Act, such reports dre not 
considered a part of a Registration Statement prepared or certified by 
an accountant or a report prepared or certified by an accountant within 
the meaning of Sections 7 and 11 of the Act. 

Very truly yours, 

Feat WMarwrek, Tain £0, 

Orange County, California 

August 21, 1987 
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COMPREHENSIVE CARE CORPORATION 
SCHEDULE OF SUBSIDIARIES 

SUBSIDIARY NAME 

COMPREHENSIVE CARE CORPORATION 
(PARENT) 

N.P.LH.S., INC, 

CAREMANOR HOSPITAL OF WASHINGTON, INC. 

TRINITY OAKS HOSPITAL, INC. 

CAREMANOR HOSPITAL OF VIRGINIA, INC. 

TERRACINA CONVALESCENT HOSPITAL 4 HOME, INC, 

CAREUNIT, INC. 

CAREUNIT HOSPITAL OF ST. LOUIS, INC. 

STARTING POINT, INC, 

CAREUNIT HOSPIYAL OF ALBUQUERQUE, INC. 

CAREUNIT HOSPITAL OF NEVADA, INC. 

CAREINSTITUTE 

CAREUNIT CLINIC OF WASHINGTON, INC. 

CAREUNIT REDEVELOPMENT CORP, 

CAREUNIT HOSPITAL OF OHIO, INC. 

CAREUNIT OF FLORIDA, INC. 

COMPREHENSIVE CARE CORPORATION 
(CANADA) LIMITED 

REHABCARE CORPORATION 

TWELVE POINT RIDGE, INC. 

CAREUNIT OF CHICAGO, INC. 

VIDEOHEALTH, INC. 

EXHIBIT 22 

STATE OF 
INCORPORATION 

Delaware 

California 

Washington 

Texas 

California 

California 

California 

Missourt 

California 

New Mexico 

Nevada 

California 

Washington 

Missouri 

Ohio 

Florida 

Canada 

Delaware 

Oklahoma 

Illineis 

California 



COMPREHENSIVE CARE CORPORATION 
SCHEDULE OF JOINT VENTURES 

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

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

BEHAVIORAL MEDICAL CARE ("BMC") 

SUTTER-BMC JOINT VENTURE 
(BMC IS THE PARTNER) 

GOLDEN VALLEY HEALTH CENTER 

CAREUNIT HEALTHLINK 

CARETECH 
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a Peat Marwick 
Certified Public Accountants 

Poat Marwick Main & Co. 

Orange County Office Telephone 714 850 4300 Telecopier 714 550 4488 
Center Tower Telex 683481 
650 Town Center Drive 

Costa Mesa, CA 92626 

To the Stockholders and Board of Directors 
Comprehensive Gare Corporation: 

The examinations referred to in our report dated July 17, 1987 included the related financial statement scheduies as of Mayv-31, 1987 and for each of the years in the three-year period ended May 31, 1987 included in Forn ° 10-K. In our opinion, such financial statement schedules, when considered in relation to the basic consolidated financial statements whole, present fairly in all 
therein. 

taken as a 
material respects the information set forth 

We consent to incorporation by reference in the Registration Statements (No. 2+62410a, 2-75129, 336520a and 33-3091) on Form S-8 of Comprehensive Care Corporation of our reports dated July 17, 1987, relating to the consolidated balance sheets of Comprehensive Care Corporation and subsidiaries as of May 31, 1987 and 1986 and the related consolidated Statements of earnings, stockholders' equity, and changes in financial position and related schedules for each of the years in the three-year period ended May 31, 1987 which report appears in the May 31, 1987 annual report on Form 10-K of Comprehensive Care Corporation. 

feat Varwiek Wain Lb, 

" Orange County, Galifornia 
August 21, 1987 

EXHIBIT 241, | 

Member Firm of 
Klynveld Peat Marwick Goardeler 
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