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PART I

Jtem 1. BUSINESS.

The Registrant, Comprehensive Care Corporation, is a Delaware corporation which was organized in January
1969. The Registrant is primarily engaged in the development, markeling and management of programs for the
treatment of chemical dependency, including alcohol and drugs, and psychiatric disorders. It is a national provider
of chemical dependency trcalrnCnt Programs. The programs arc provided under contractual agreements with
indcpendent general hospitals or at freestanding facilitics owned or leased and operated by the Registrant. A
wholly owned subsidiary, CareUnit, Inc., develops, markets and manages the Registrant’s chemical dependency
and psychiatric contract programs. During fiscal 1991, chemical dependency and psychiatric treatment Programs
accounted for approximately 48% of the Registrant operating revenues. A formerly wholly owned subsidiary of
the Registrant, RehabCare Corporation ("RehabCare”) develops, markets and manages programs for the delivery
of comprehensive medical rehabilitation services 1o functionally disabied persons. On July 3, 1991 the Registrant
sold 1.7 million of its 4 million shares of common stock of RehabCare in 2 public offering at $13 per share.
The Registrant still retains an approximate 48% interest in RehabCare. The following table sets forth for each
of the years in the five-year period cnded May 31, 1991, the contribution to operating revenues of the Registrant’s
freestanding operations, CareUnit, Inc. contracts, RehabCare programs, and its other activities,

Year Ended May 31,

1991 1990 1989 1988 1987
Freestanding Operalions . . .. ...« oo oo 345 33% 62% 58% 53%
CarcUnit, Inc. cOnUacts . . - ... oo v e mov - 14 19 21 28 35
RehabCare programs . . . . .« - o oo v v v oon = v 47 23 12 8 6
OHher aClVILIES . . v o v o e v e e e s 5 5 5 6 6

100% 100% 100% 100% 100%

FREESTANDING OPERATIONS

The Registrant currently operates or participates in the operation of 14 facilities representing 1,059 available
beds. Freestanding facilities are either owned or Jeased by the Registrant or by joint ventures in which the
Registrant and its partners share in th> profits or losscs. One psychiatric hospital (41 availablc beds) managed
by the Registrant is leascd by such a joint venture, and onc psychiatric hospital (100 available beds) is managed
by the Registrani’s partnct in the joini venture. In fiscal 1991, the Registrant had a 50% interest in this joint
venure. During fiscal 1991, the Registrant closed two chemical dependency facilitics, the 100-bed CareUnit of
Orlando and the 104-bed CarcUnit of Orange. Both faciliues are currently listed for sale, as is the 92-bed
CarcUnit of San Dicgo facility. In the first quarler of fiscal 1991, the Registrant sold the Brea Hospital
Neuropsychiatric Center in Brea, California to Community Psychiatric Centers of Laguna Hills, California for
approximately $12 million.  The Brea property included a newly constructed 151-bed acute psychiairic hospital
and the existing 142-bed hospital, which was closed upon completion of the replacement facility. In the fourth
quarter of fiscal 1991, the Registrant s0ld the 144-bed CareUnit Hospital of St. Louis to Bethesda Eyc Instifute
of St. Louis, Missouri, for approximc.cly $2 million. Early in the first quarter of fiscal 1992, the Registrant
sold the 25-bed Starting Point, Grand Avertue facility in Sacramento, California, to Volunteers of Amcrica of
Sacramento, Catifornia for approximately $0.5 million.
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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 conceming the nature of the Registrant’s interest in the facilities, see Item 2, "PROPERTIES".

Year Licensed Patient Days for Year Ended May 31,
Acquired(y Beds 1991 1990 19389 1988 1987

Chemical Dependency Facilities

CareUnit Hospital of Fort Worth ... 1971 83 10,591 15612 23414 22907 24,139
CareUnit Hospital of Kirkland . ... 1981 83 9682 12812 17,136 19,574 18,640
CareUnit of Jacksonville Beack . . .. 1982 84 6,119 12430 28,218 27613 21,065
CareUnit Hospital of Cincinnati . . .. 1982 128 12,131 20,608 30778 29446 25955
Starting Point, Oak Avenue ¢ .... 1983 136 14639 21,155 36,039 33,882 28,842
Starting Point, Orange County . . . . . 1983 70 10349 12,818 18913 19,109 19326
CareUnit Hospital of Albuquerque .. 1984 70 4522 7215 15543 17,187 16,730
CareUnit Hospital of Nevada . . ... 1984 50 8632 11644 13626 13,738 11615
CarcUnit of Coral Springs . ...... 1985 100 9611 13293 22399 23,639 21,735
CarcUnit of Grand Rapids . ...... 1985 76 7662 10,190 15212 13483 8,595
CareUnit of Colorade . . ........ 1988 100 8730 11,709 16014 4303 --
CareUnit of South Florida/Tampa .. 1988 100 6957 7813 14,653 - -—
Psychiatric Facilities
Crossroads Hospital . .. ........ 1972 41 5078 6747 10842 12281 14,148
Woodview-Calabasas Hospital . . . .. 1970 117 13,809 14318 15513 19,143 22473
Closed/Sold Facilities . .........
Brea Hospital Neuropsychiatric Center(3) 701 15,032 32240 33225 39237
CareUnit Hospital of Orange ) . . - . 5388 18,737 29579 32,652 29,697
CareUnit of Otlando & . .. ... ... 1,492 7486 18,115 15844 106
CareUnit of San Diego ........ — 2972 13329 2872 -
CareUnit Hospilal of St. Louis &) . . -- 10,117 2944% 24353 21278
Sotter Center for Psychiatry . . ... - 9516 16,761 - -
Golden Valley Health Center ... . - - 31,249 48877 54970
CarcUnit of DuPage . .......... - — 10833 11969 3916
CareUnit Behavioral Center
of Los Angeles . ........... -—- -— -- 16,31 16,029
Other closed facilities . . ..... ... o - - __ 2839 17.873
Patient days served during period . . .. 136,093 242224 459955 443277 416 69
Admissions ... ... ... 0 9312 14388 24,7115 20,783 17,835
Available beds at end of period ¢5) . . . 105 1513 1876 2,067 1,927
Average occupancy rate for period ¢ . 35% 36% 60% 61% 65%

{1) Calendar year acquired or leased.

(2) Includes Starting Point, Grand Avenue which was sold in July 1991.

(3) In June 1990, the old 142-bed and replacement 151-bed psychiatric facilities at Brea, California, were sold
to Community Psychiatric Centers. In April 1991, CareUnit Hospital of St. Louis, a 144-bed chemical
dependency facility, was sold to Bethesda Eye Institute.

(4) In October 1990, CareUnit of Orlando, a 100-bed chemical dependency facility, was closed. In Febrvary
1991, CareUnit Hospital of Orange, a 104-bed chemical dependency facility was also closed. Both facilities
were closed because of significant continuing operating losses.

(5) A facility may have appropriate licensure for more beds than are in use for a number of reasons, including
lack of demand, anticipation of future need, renovation and practical limitations in assigning patients to
multiple-bed rooms. Available beds is defined as the number of beds which are available for use at any
given time.

(6) Average occupancy rale is calculated by dividing total patient days by the number of available bed-days
during the relevant period.



Freestanding Facility Programs

The Registrant’s freestanding facilities offer a variety of behavioral medicine programs. The programs
offered at a given freestanding facility are determined by the licensure of the facility, the extent and nature of
compelitive programs, the population base and demographics, and reimbursement considerations. A program
within the facility represents a scparately staffed unit dedicated to the treatment of individuals whose primary
diagnosis suggests that their treatment needs will best be met within the unit. Patients whose diagnosis suggests
the need for supplendental services are accommodated throughout their stay as dictated by the individual treatment
plan developed for each patient.

Chemical Dependency. Chemical dependency programs, offered in all freestanding facilities except
Woodview-Calabasas, are delivered under the names CareUnit and Starting Point and include programs for adults
and adolescents. Facilities offer a comprehensive treatment program based on therapy and education. The
medically based programs utitize a team approach to treatment, with members of the teatment team including
a supervising physician, psychologists, counselors, therapists and specially trained nurses. This multi-disciplinary
team approach means that the medical, emotional, psychological, social and physical needs of the patient are all
addressed in treatment

Highly individualized care is based on the individual needs of each patient. Facilities offer a broad continuum
of care, and with levels of care that include detoxification, inpatient, residential, daytreatment and outpaticnt
programs which meet the evolving needs of patients and their families throughout treatment. Based on careful
assessment, each patient is placed into the level of care that is most appropriate for his or her needs. Following
assessment, each patient admitted into treatment receives a full medical and social history as well as a physical
examination which includes those diagnostic studies ordered by the patient’s attending physician. Throughout the
course of treatment, each plan is reviewed frequently to ensure that it continues to meet the changing needs of
the patient. The length of time spent in treatment is dependent on an individual’s need and can range from
several wecks to several months,

Psychiatric. Psychiatric programs are offered in certain of the Regisirant's freestanding facilities. The type
of program offered at a given freestanding facility is dependent upon the exient of community need, the
competitive environment, and the liceasure status of the facility. Admission to the programs offered by the
Registrant is typically voluntary although certain facilities provide emergency psychiatric services and accept
involuntary patients who are suffering an acute episodic psychiatric incident.

Each patient admitted 10 a psychiatric program undergoes a complete assessment including an inital evaluation
by a psychiatrist, a medical history, physical examination, a laboratory work-up, a nursing assessment, a
psychological evaluation, and social and family assessments. The assessments are utilized to develop an
individualized treatment plan for each patient.

The treatment programs are undertaken by an interdisciplinary feam of professionals experienced in the
treatment of psychiatric problems. Length of stay varies in accordance with the severity of the patient’s condition.
A comprehensive discharge plan is prepared for each patient which may include outpatient psychiatric or
psychological treatment, or refermal to an alternate treatment facility, Psychiatric programs also are available on
an inpatient, daytrcaiment and outpaticnt basis.

Eating Disorders. The Registrant began providing eating disorders services in 1983. This program weats
those individuals suffering from anorexia nervosa, bulimia and gross obesity. Each patient entering the program
is subject to a physical examination and nutritional assessment. Additional diagnostic and psychiatric evaluations
are underizken when necessary. Each patient’s treatment is direcied by a physician experienced in the treaiment
of eating disorders. Each freestanding facility offering said services is licensed as a psychiamic hospital. The
eating disorders program includes: individual and group therapy, nutritional guidance and management of attendant
medical or psychological problems. Eating disorder programs are available on an inpatient, daytreatment and
outpatient basis.

Development of Freestanding Facilities

The Registrant presently has no active or planned development projects with respect to freestanding facilities.
The development and operation of health care facilities is subject to compliance with various federal, state and
local statntes and regulations. Health care facilities operated by the Registrant must comply with the licensing
requirements of 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.
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Mazny states have enacted Cenrtificate of Need ("CON"} laws to curtail the proliferation of unnecessary health
care services. Thus, prior 10 the construction of new facilities, the expansion of old facilities or the introduction
of major new services in existing facilities, the Registrant must demonstraic to either staie or local authorities,
or both, that it is in compliance with the plan adopted by such agencies. The CON application process ordinarily
takes from six to 18 months, and may in some instances take (wo years or more, depending upon the state
involved and whether the application is contested by a competitor or the health agency. Certain states, including
California and Texas, have enacted legistation repealing CON requirements for the construction of new health care
facilities or the expansion of existing facilities. CON legisiation is also being challenged as anticompetitive in
certain other states as il protects existing providers from new competition, The Registrant is unable 0 predict
the outcome of these deliberations.

Factors to be considered in the development of freestanding facilities include population base and demographic
characteristics, community pricing standards, state licensure and rate control issues, and CON requirements.
During the past five years, the Registrant has focused its development efforts in states where the regulatory
environment is relatively less restrictive so that the Registrant has been able to develop sub-acute facilities without
obtaining a CON.

In general, sub-acute licensed facilities have lower operating costs than acute licensed facilities. State law
governing the operation of health-related facilities typically imposes a higher standard of construction, staffing
and operating oversight on facilities licensed for acute treatment. The Repistrant has, in some cases, incurred
the necessary construction cost 1o build its facilities 10 an acute psychiatric standard so that the facility may be
converted to an altemative use if necessary. Although the sub-acute modet facility has a lower level of operating
cost, such facilities are not currently eligible for participation in the Medicare or Medicaid programs.

Sources of Revenues

During fiscal 1991, approximately 90% of the Registrant’s operating revenues from freestanding operations
were received from private sources (private health insurers or directly from patients) and the balance from
Medicare, Medicaid and other governmental programs.

Privatc health insurers offer plans which typically include coverage for chemical dependency or psychiatric
treatment.” In some instances, the level of coverage for chemical dependency or psychiatric benefits is less than
that provided for medical/surgical sesvices. Lower coverage levels result in higher co-payments by the patient
who is often unable to meet his or her commitment in its entirety or is unable to pay as rapidly as the insurance
company. In freestanding facilities these factors tend 1o 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 2 number of payment mechanisms for the primary purpose of decreasing the amounts paid
to hospitals (including the Registrant's} for services rendered. These mechanisms include various forms of
utilization review, preferred provider arangements where use of participating hospitals is encouraged in exchange
for a discount, and payment limitations or negotiated rates which are based on community standards. The
Registrant belicves these changing payment mechanisms have had and will continue to have a negative impact
on the Regisirant’s revenues.

Health Maintenance Organizations ("HMOQOs") and Preferred Provider Qrganizations ("PPOs") attempt to
control the cost of health care services by directing their enrollees to participating physicians and institutions,
Aggressive utilization review, limitations on access to physician specialists and increased preadmission certification
are used to further limit the cost of service delivery. Such organizations have typically developed on a regional
basis where an appropriate enroliee population and mix of participating physicians and institations can be
developed. To the extent that these crganizations are successful in a given locale, the Registrant may be faced
with a decreased population base (o the extent of the enrolled population) 0 support its programs. The
Registrant believes participation in HMOs and PPOs is continuing 10 ¢xpand. The Registrant also believes that
the development of these organizations has had a negative impact on utilization of iis freestanding facilities in
certain markets. In cenain instances the Registrant has elected to participate with the HMO or PPO, in which
case the Registrant may discount its charges for service.

Employers, union trusts and other major purchasers of health care services have become increasingly
agpgressive in pursuing cost containment. To the extent that the major purchasers are self-insured, they have
begun actively 10 negotiate with hospitals, HMOs and PPOs for lower rates. Those major purchasers that are
insured or use a third-party administrator expect the insurer or administrator 10 conwrol claims costs. In addition,
many major purchasers of health care services are reconsidering the benefits that they provide and in many cases
reducing the level of coverage, therehy shifting more of the burden to their employees or members. Such
reductions in benefits have a negative impact on the Registrant’s business.
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The Medicare program provides hospitalization, physician, diagnostic and cenain 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.

Initially, Medicare provided for reimbursement of reasonable direct and indirect costs of the services furnished
by hospitals to patients, plus a specified retom on equity for proprietary hospitals. As a result of the Social
Security Amendments Act of 1983, Congress adopied & prospective payment system ("PPS™) to cover routine and
ancillary operating costs of most Medicare inpatient hospital services. Under this system, the Secretary of HHS
established fixed payment amounts per discharge based on diagnostic-related groups ("DRG™). In general, a
hospital’s payment for Medicare inpatients is limited to the DRG rate and capital costs on the basis of reasonable
cost, regardless of the amount of services provided to the patient or the length of the patient’s hospital stay.
Under PPS, a hospita! may keep any difference between its prospective payment rate and its operaling costs
incurred in furnishing inpatient services, but is at risk for any operating costs that exceed its payment raic.
Psychiatric hospitals, freestanding inpatient rehabilitation facilities and outpatient rehabilitation services are exempt
from PPS. Inpatient psychiatric and rehabilitation units within acute care hospitals are eligible 1w obtain an
exemption from PPS upon satisfaction of specified federal criteria. Qualified providers of alcohol and drug
treatment services were excluded from PPS until October 1, 1987. Such providers are no longer eligible for
exclusion from PPS effective with the beginning of their Medicare fiscal year on or after October 1, 1987 and
are paid under PPS.

Exempt hospitals and exempt units within acute care hospitals are subject to limitations on the level of cost
or the permissible increase in cost subject 10 reimbursement under the Medicare program, inchuding those
limitations imposed under the Tax Equity and Fiscal Responsibility Act of 1982 ("TEFRA"). No assurance can
be given that psychiatric or rehabilitation services will continue to be eligible for exemption from PPS or that
other regulatory or legistative changes will not adversely affect the Registrant’s business.

Seven of the Registrant’s facilities participate in the Medicare program. Of these, four are cumrently excluded
from PPS (TEFRA limits are applicable to these facilities). Medicare utilization at those facilities participating
in the Medicare program averaged approximately 12% in fiscal 1991. The Registrant does not believe that the
imposition of TEFRA limits or PPS have had a material adverse impact on its business at its freestanding
facilities or that loss of exclusion at freestanding facilities would materially impact the Registrant’s business.

Hospitals participating in the Medicare program are required to retain the services of a peer review
organization ("PRO"). The PRO is responsible for determining the medical necessity, appropriateness and quality
of care given Medicare program patienis. In instances where the medical necessity of an admission or procedure
is challenged by the PRO, payment may be delayed, reduced or denied in its entirety. Amounts denied because
of medical review may not be charged to the service recipient, they are absorbed by the hospital. In
nonemergency admissions (which encompass most of the Registrant’s admissions) review is performed prior to
the patient’s arrival at the hospital. In the event that the PRO does not approve the admission, the patient is
referred 1o an alternative treatment provider such as an outpatient program or sent home. The Registrant believes
that the existence of PROs has had a negative impact on census growth in certain facilities but is unable to
measure the magnitude because the primary impact is in lost admissions.

Onr Ociober 1, 1987, CHAMPUS adopted a PPS based on DRGs that is presently applicable to chemical
dependency services rendered in certain settings. CHAMPUS is a program administered by the U.S. Department
of Defense which provides hospital benefits to military retirees and dependents of active military duty personnel
unable 10 obtain treatment in federal hospitals. On September 6, 1988, the Department of Defense issued a final
rule adopting a per diem method of payment for mental health services rendered in certain seuings under the
CHAMPUS program. In addition, the Department of Defense has recently adopted a peer review system maodeicd
after the Medicare peer review system and modified CHAMPUS regulations accordingly. Approximately 3% of
the Registrant’s total operating revenues in freestanding facilities was derived from the CHAMPUS program for
the year ended May 31, 1991. Although not all of the changes made to the CHAMPUS program are presently
applicable 1o certain facilities, there can be no assurance that these changes or similar changes in the future will
not negatively impact the ability of the Registrant or its subsidiaries to render services profitably to CHAMPUS
beneficiaries.

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 state. Less than 2% of the
Registrant’s freestanding facility revenues are derived from the Medicaid program. Accordingly, changes in
Medicaid program reimbursement are not expected to have a malerial adverse impact on the Registrant’s business.



Competition and Promotion

The Registrant competes for patients who mtilize freestanding facilities. The Registrant’s primary competitors
are hospitals and hospital management companies (both not-for-profit and investor-owned) which offer programs
similar 1o those of the Registrant. The Registrant has faced generally increasing competition in the last few years
as a result of increased development of competitive programs. Some of the hospitals which compete with the
Registrant are cither owned or supported by governmental agencies or are owned by not-for-profit corporations
supported by endowments and charitsble contributions which enable some of these hospitals to provide a wider
range of services regardless of cost-effectivencss.

The Registrant and its competitors compete 0 attract patients to utilize their programs. In many instances
the patient may be directed to a specific facility by his or her empioyer (or their agent), by a physician, by a
social services agency, or by another health carc provider. The Registrant markels its services by aftracting
these referral sources to its programs. The primary competitive factors in attracting referral sources, patients
and physicians are marketing, reputation, success record, cost and quality of care, location and scope of services
offered by a facility. The Registrant has an active promotional program and believes it is competitive in factors
necessary for patient atraction. In addition, the Registrant and its competitors compete to auract qualified
physicians and psychiatrists.

The Registrant has a public relaticas program designed to increase public awareness of the programs offered
by the Registrant. During fiscal 1991, the Registrant spent approximately $1.3 million for all forms of advenising
in support of its freestanding operations. Media adventising (iclevision, radio and print) was approximately $1.1
million in fiscal 1991. The forms of media used are specifically tailored to the geographic area in which the
marketing efforts are directed.

Other aspects of the Registrant’s public awareness program include a nationwide telephone hot line which
is staffed by counselors who provide referral advice and help on a 24-hour basis and a crisis intervention program
which assists relatives of chemically dependent or emotionally disturbed individuals in motivating a potential
patient o seek professional help through an appropriate program.
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CONTRACT OPERATIONS

Behavioral! Medicine

As a result of the reorganization of the Registrant’s operations in fiscal 1988, CareUnit, Inc. is engaged in
the development, marketing, and management of programs for the delivery of behavioral medicine services 10
patients requiring such services in dedicated units of hospitals. The programs offered are similar t0 the behavioral
medicine programs offered in the Registrant’s freestanding facilities.

Under a coniract, the hospital furnishes patients with all hospital facilities and services necessary for their
generalized medical care, including nursing, dietary, and housekecping services. CareUnit, Inc. typically provides
sapport in the areas of program implementation and management, staff recruiting, continuing education, treatment
team (raining, community education, advertising, public relations, insurance, and on-going program guality
assurance. CareUnit, Inc. is obligated 1o provide a multi-disciplinary team generally consisting of a physician
(who serves as medical director for the Program), a Program manager, a social worker, a thesapist and other
appropriate supporting personnel. As a result of reimbursement changes and competilive pressures, the contractual
obligations of CareUnit, Inc. have been subject to more intense evaluation during the past years. In general, some
prospective client hospitals are expressing a desire for more control over the services provided by CareUnit, Inc.
and, in response, CareUnit, Inc. is providing 2 more flexible approach to contract management.

During fiscal 1991, CareUnit, Inc. continued 10 experience a decline in the number of contracts and beds in
operation, Thc Registrant believes that the decline in the number of contracts and beds under contract is a
result of increased competitive pressure and changes in reimbursement patterns, which have had the effect of
making CareUnit, Inc.’s contracis less profitable to hospitals. In addition, CareUnit, Inc. terminated certain
marginally profitable contracts during the fiscal year.

Responding to market demands, CareUnit, Inc. has implemented, in the majority of its coniracts, a program
of levels of care, offering a wide range of treatment options including detoxification, inpatient, residential, day-
treatment and outpatient. As a result, occupancy rates have declined as patients are moved 1o a more appropriate
level of care.

The following 1able sets forth selected operating data regarding behavioral medicine programs managed under
contract:

Year Ended May 31
1991 1990 1989 1988 1987

Number of contracts at end of period (1)
Adult CarctUnits (2} . .- ..o nens o 21 36 68 82 86

Adolescent CareUnits @ . . .. ..o oo v c v v vt 2 4 12 22 28
Adult CarePsychCenters ¢} .. ... .......: 4 6 17 21 20
Adolescent CarePsychCenters 2} .. ... .. .- 0 1 5 6 9
Eating disorders units . . .......... . 2 _2 _5 _4 _8
Total - .. o ee e _293) A9 107 135 151
Available beds atend of period . . .. ... ... .. 683 1,210 2,640 3.446 3,860
Patient days served during period . .. . .... ... 151219 358,185 616862 769255 845853
Admissions .. ..... ... ..o 11902 2399 38225 45171 48,100
Average occupied beds per contract .. .. ... .. 10.6 129 140 142 14.5
Average occuparcy rate for period @ . ... .. .. 45% 50% 57% 57% 58%

(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 markeis chemical dependency treatment programs.
CarePsychCenter is the service mark under which the Registrant markets psychiatric treatment programs.

(3) During fiscal 1991, CarelUnit, Inc. closed 20 contracts, 8 of which were terminated by CareUnit, Inc. and
12 by the contracting hospitals.

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

Sources of Revenues
Patients are admitted to a behavioral medicine program under the contracting hospital’s standard admission
policies and procedures. The hospital submits to the patient, the patient’s insurance company, of other responsible

party, a bill which covers the services of the hospital. Generally, CareUnit, Inc. receives a negotiated fee for each
patient day of service provided and in many cases also receives a fixed monthly management fee. Fees paid by
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the hospital are subject to annual adjustments to reflect changes in the Consumer Price Index. CareUnit, Inc. and
the hospital share the risk of nonpayment by ients based on a predetermined percentage paricipation by
CareUnit, Inc. in bad debts. CareUnit, Inc. may also participate with a contracting hospisal in charity care and
certain contractual allowances and discounts. Hospitals contracting for programs generally suffer from the same
reimbursement pressures as the Registrant’s freesianding facilitics. In some instances, contracting hospitals have
institated admissions policies which restrict the ability of CareUnit, Inc. to promote utilization of the programs.
Such policies have a negative impact on CORtract revenues.

Generally, management COntracts ar¢ entered into for a period of two to five years and thercafter are
automatically renewed for successive one-year periods unless either party gives notice of termination at least 90
days prior to the end of such periods. Contracts are also terminable for material defaults. A significant number
of contracts are terminable by either party on their anniversary dates.

Development, Competition and Promotion

CareUnit, Inc. directs its development activities toward increasing the number of management COMracts with
hospitals. The primary competitors of CareUnit, Inc. are hospitals and hospital management companics which
offer programs similar 1o those offered by CareUnit, Inc.

The significant factors in a hospital’s decision wtilize a contract manager include the degree of
sophistication of hospital management, financial resources of the hospital, and perceived value of the services to
be rendered under contract. Individual contract managers are selected based on experience, reputation for quality
programs, availability of program support services and price. While a number of competing companies offer
contract programs at prices lower than CareUnit, Inc., it believes that its experience and program support are
superior to that of its competiors. CareUnit, Inc. also believes that its experience with CON issues and program
implementation often results in a reduced start-up period. Risk to the hospital is also reduced because the fees
paid by the hospital to CarcUnit, Inc. are primarily based on bed occupancy.

Programs managed by CareUnit, Inc. must meet minimum occupancy levels to be profitable for both the
hospital and CareUnit, Inc. The program manager of each unit is responsible for identifying and contacting
referral sources, instituling promotional campaigns, obtaining local media coverage relating to behavioral medicine
problems and otherwise promoting the unit. The program manager is supported by media advertising including
television, radio, and print. CareUnit, Inc. spent approximately $1.1 million on media advertising for the year
ended May 31, 1991, Most of these expenditures were for the promotion of chemical dependency services rather
than psychiatric services which are driven more by professional referrals,

Comprehensive Medical Rehabilitation

RehabCare develops, markets and manages comprehensive physical medicine and rehabilitation programs for
the treatment of functionally disabled persons. Comprehensive medical rehabilitation is a health treatment program
offered to disabled or impaired persons with the objective of making such persons as functionally independent
and s¢lf sufficient as possible. Rehabilitation programs are used 1o treat disabilities or impainments resulting from
medical problems such as traumatic brain injuries, sirokes, spinal cord injuries, severe fractures, back disorders,
arthritis, neurological disorders and zmputations. Rehabilitative care emphasizes the treatment of functional
limitations and disability in order to maximize the patient’s ability to function independently. Although the
transition from acute to rehabilitative care is not always precisely demarcaied, patients do not enter a rehabilitation
program until they are medically stable. RehabCare’s responsibility under its contracts is to provide a multi-
disciplinary team generally consisting of a physician (who serves as the medical director for the rehabilitation
program), a program manager, a psychologist, physical and occupational therapists, a speech pathologist, & social
worker and other appropriate supporting personnel. In addition, RehabCare provides program implementation and
management, treatment team training, staff recruiting, continning education, insurance, community education,
promotion, marketing, therapy equipment, public relations, on-going quality assurance, and consultation.

As the demographics of America continues to shift toward an older population, the demand for rehabilitation
medical services increases. Elderly persons ar¢ the most common uscrs of rehabilitation programs although
those suffering from spinal cord injury, traumatic brain injury and industrial accidents are also major consumers
of this service.

When a patient is referred to one of RehabCare's programs, an initial evaluation and assessment is completed
by the entire treatment team that resuits in a rehabilitation care plan designed specifically for the short- and
long-term objectives of that patient through the date of discharge. This evaluation may involve the services of
several disciplines, such as physical therapy and occupational 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 the rehabilitation programs:
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Inpatient rehabilitation nursing Nuvitional counseling

Physical therapy Psychological counscling
Speech pathology Social work

Audiology Respiratory therapy
Orthotics/prosthetics Occupational therapy

In addition, educational and psychological services are provided to the families of patients as part of the
program,

RehabCare currently administers all of its inpatient rehabilitation programs, and several outpatient programs,
on the premises of host facilities under management contracts. Two outpatient programs are operated at separate
sites leased or owned by host hospitals.

As of May 31, 1991, RehabCare programs were offered solely in acute care hospitals and skilled nursing
facilities under contract. RehabCare opened its first contract program in February 1984. The following table
sets forth selected operating data regarding RehabCare's inpatient contract management operations:

Year Ended May 31
1991 199 989 1988 1987

Number of contracts at end of period 1y . ... 51 49 47 33 21
Available beds at end of period . . .. .. .... 1,022 983 980 682 405
Patient days served during period . ... ... .. 238,831 222357 170,385 109,940 73,027
Admissions . ...... ... e 10,677 9,015 6,907 3,932 2426
Average occupied beds per contract . ... ... 12.8 12.3 10.7 il.1 11.9
Average occupancy rate for period @) . ... .. 63% 61% 52% 54% 59%

(1)Excludes contracts which have been executed but are not operational as of the end of the period. Two
contracts had been executed but were not operational at May 31, 1991.

(2) During the fiscal year ended May 31, 1991, RehabCare opened 4 new contracts and closed 2 contracts. Both
of the closed contracts were terminated by the contracting hospital which continued t0 operaic treatment
programs, either by its own independent program or in association with another contract provider.

(3) Average occupancy rate is calculated by dividing ¢otal patient days by the number of available bed-days during
the relevant period.

Sources of Revenues

Generally, RehabCare receives a negotiated fee for each patient day of service and in some cases a monthly
management fee. Fees paid 10 RehabCare are subject 1o annual adjustments 1o reflect increases in various indices
of inflation. RehabCare and the hospital share the risk of nonpayment by patients and other payers based on
collection experience at the facility. RehabCare participates by allowing a predetermined contractual discoant
to the facility, which generally ranges from 3% 0 5%. RehabCare may also participate with a host facility in
charity care.

Both freestanding hospitals and dedicated hospital units performing rehabilitation services that meet ceriain
criteria are exempt from the Medicare program DRG payment system. Al of RehabCare programs become
exempt from DRGs after a stamtory onc-year period. The programs, however, are subject to TEFRA limits on
lengths of stay. The Registrant does not know whether rehabilitation units will continue to be exempt from
DRGs, and the loss of exemption would materially impact RehabCare’s business.

Generally, RehabCare’s contracts provide for initial terms of three to five years and are renewed for
successive one-year terms unless cither party gives notice of termination at least 90 days prior to the end of such
periods. In some cases, a notice of intent 10 continue the contract must be given at least 90 days in advance of
the end of the term. Contracts are also terminable for materiat defaulis, or in some cases, upon the occurence
of certain other designated events.

Development, Competition and Promotion

RehabCare’s development efforts are directed toward increasing the number of management contracts. Site
selection for such contract units emphasizes communities where there is a demonstrated need for inpatient
rehabilitation programs in quality community hospitals located in moderate to high growth population areas;
community pricing standards; and state licensure and CON requirements. RehabCare intends to expand the
scope of its activities in the field of rehabilitation services beyond its standard contractual relationship for inpatient
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programs. RehabCare intends 10 explore joint venture opportunities in selected markets with its acute care hospital
clients to acquire or develop freestanding inpatient and outpatient rehabilitation facilities and to develop sites for
delivery of subacute rehabilitation services.

RehabCare competes with other health care management companies for contracts and RehabCare’s programs
compete for patients with the programs of other hospitals and rehabilitation facilities. The success of RehabCare
is dependent on its ability to establish relstionships with sources of patient referrals. RehabCare believes that the
principal competitive factors in each case are reputation for quality of programs, the effectiveness of program
support services and price,

RehabCare believes that hospital discharge planners, physicians, other health care professionals, ingurance
claims adjusiers and case managers representing various other payors are its principal sources of patient referral.
Accordingly, RehabCare directs its marketing efforts toward these sources rather than directly w0 prospective
patients. RehabCare relies principally upon aggressive local public relations and marketing activities conducted
by its program managers followed by direct mail campaigns to deliver brochures, newsletters and other
promotional materials to referral sources. RehabCare also maintains active community relations programs designed
to increase local community awareness of the availability of RehabCare’s rehabilitation programs at its client
hospitals,

On July 3, 1991, RehabCare and the Registrant completed an initial public offering of 2,500,000 shares of
RehabCare common stock. Of the total shares sold to the public, 1,700,000 shares were previously owned by
the Registrant and 800,000 shares were new shares issued by RehabCare. Net proceeds to the Registrant totaled
approximately $20,553,000, of which approximately $11,286,000 was used to pay a portion of the Regisirant’s
senior secured debt. A gain of approximately $18 million on the sale of the RehabCare shares will be reflccted
in the Registrant’s consolidated statement of operations for the first quarier of fiscal 1992. The Registrant’s
remaining 48% interest (2,300,000 shares) in RehabCare will be accounted for on the equity method.

OTHER ACTIVITIES

LONG TERM CARE. The Registrant leases and operales a 99-bed intermediate care facility. This facility
provides nursing, rehabilitative and sustaining care over extended periods of time 1o persons who do not require
the extensive care provided in a general hospital. For the fiscal year ended May 31, 1991, the intermediate care
facility accounted for loss than 1% of the Registrant’s operating 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. Literature distributed by the Regisrant is sold 10 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 3% of the Registrant’s operating revenues in
fiscal 199},

GOVERNMENTAL REGULATION

The development and operation cf health care facilities is subject to compliance with various federal, state
and local stawies and regulations. Health care facilities operated by the Registrant as well as hospitals under
contract with CareUnit, Inc. or RehabCare must comply with the licensing requirements of federal, state and
Iocal healih agencics, with state mandated rate contro] initiatives and with the requirements of municipal building
codes, health codes and local fire departments. State licensing of facilities is a prerequisite to participation in
the Medicare and Medicaid programs.

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 that its operations do not
violate these prohibitions, recent legal precedents in this area are unciear and there can be no assurance that state
authorities or courts will not determins that the Registrant is engaged in unauthorized professional practice. In
the event of an unfavorable deiermination, the Registrant could be required o modify its method of operation
or could be resirained from the continuation of certain of its operations, the result of which could be malerially
adverse to the Registrant.

Under Section 1128A of the Social Security Act, HHS has the authority to impose civil monetary penalties
against any participant in the Medicare program that makes claims for payment for services which were not
rendered as claimed or were rendered by a person or entity not properly licensed under state law or other false
billing practices. Under this law the Secretary of HHS has the authority to impose a penatty of not more than
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$2,000 for each improperly claimed service and an assessment equal to not more than twice the amount claimed
for each service not rendered. The Registrant does not believe that any such claims exist.

Section 1128B of the Social Security Act makes it a felony for a hospital to make false statements relating
to claims for paymenis under the Medicare program, to engage in certain remumeration arrangements with
physicians and other health care providers relating to referrals or the purchase of services, or to make false
statements relating to compliance with the Medicare conditions of panicipation. In addition, the making of faise
claims for payment by providers participating in the Medicare program is subject to criminal penalty under
federal laws relating generally to claims for payment made to the federal government or any agency. Courts
have constreed broadly the provisions of Section 1128B concerning illegal remuneration arrangements and in 50
doing have created uncertainty as to the legality of numerous types of common business and financial relationships
between health care providers and practitioners. Such relationships often are created to respond to competitive
pressures.  Proposed regulations identifying business practices that do not constitute illega! remuneration do not
eliminate this uncertainty, and, if adopted in final form, may cause providers and practitioners alike to abandon
certain mutually beneficial relationships. The Registrant does not believe that any sach relationships exist.

Pursuant w0 the Medicare Catastrophic Coverage Act of 1988, the Inspector General of the Department of
HHS stodied and reported to Congress on physician ownership of hospitals, or compensation from any entity
providing items or services (o hospitals, to which the physician makes referrals and for which payment may be
made under the Medicare program; the ranges of such arrangements and the means by which they are marketed
to physicians; the potential of such owrership or compensation to influence the decisions of the physician; and
the practical difficulties involved in enforcement actions against such ownership and compensation arrangements
that violate current amu-kickback laws. In April 1989, the Inspector General issued a report on financial
arrangements between physicians and hzalth care businesses, The report contained a number of recommendations,
including a prohibition of physician referrals 10 any facility in which the physician has a financial interest. In
addition, legislation has been introduced in Congress to prohibit or restrict such physician referrals. Should such
legislation be enacted, ceriain of the Registrant’s relationships with physicians in its contract operations and the
Registrant’s development of relationships with physicians could be adversely affected.

Insurance codes of certain states specify the exient of coverage required in group insurance contracts with
respect to chemical dependency and psychiatric services. The impact of these requirements varies from state to
state. To the extent that coverage for chemical dependency or psychiatric services is expanded, the Registrant’s
business is positively impacted. Such requirements have a negative impact when coverage is reduced or restricted.
The Registrant is unable to measure the impact of insurance industry regulation on its business,

Various federal and state laws regulate the relationship between providers of health care services and
physicians. These laws include the "fraud and abuse” provisions of the Social Security Act, under which civil
and criminal penaliies can be imposed upon persons who pay or receive remuneration in return for referrals of
patents who are eligible for reimbursement under the Medicare or Medicaid programs. The provisions are
broadly written and the full extent of their application is not yet known. The Inspector General of the
Depariment of Health and Human Services is currently in the process of issning "safe harbor" regulations
specifying certain forms of relationships that will not be deemed violations of these provisions. These clarifying
regulations may also be followed by more aggressive enforcement of these provisions with respect to relationships
that do not fit within the specified safc harbor rules. The Registrant is unable to predict what effect, if any, such
regulalions will have upon its business.

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 the facilitics it owns or leases are in substantial compliance with the various Medicare
and Medicaid regulatory requirements applicable o them.

ACCREDITATION

The Joint Commission on Accreditation of Healthcare Organizations ("JCAHO") is an independent
commission which conducts voluntary accreditation programs with the goal of improving the quality of care
provided in health care facilities, Generally, hospitals including dedicated units, long-term care facilities and
certain other health care facilities may apply for JCAHO accreditation. If a hospital under contract with CareUnit,
Inc. requests a JCAHO survey of its entire facility, the contract program, if a chemical dependency program, will
be separately surveyed. After conducting on-site surveys, JCAHO awards accreditation for up 1o three years 1o
facilities found 1 be in substantial compliance with JCAHO standards. Accredited facilities are periodically
resurveyed. Loss of JCAHO accreditation could adversely affect the hospital’s reputation and its ability to obtain
third-party reimbursement. The Registrant believes that all of its freestanding facilities and the hospitals under
contract with CareUnit, Inc. have received or, in the case of new facilities, have applied for such accreditation,
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RehabCare’s programs are or will be reviewed by the Commission on Accreditation of Rehabilitation
Facilities ("CARF"), an independent commission which surveys and accredits rehabilitation programs. RehabCare
voluntarily seeks accreditation of each of its programs by CARF as soon as feasible (generally after two 10 three
years of operation). As of May 31, 1991, four of RehabCare’s programs had received CARF accreditation.

ADMINISTRATION AND EMPLOYEES

The Registrant's executive and administrative offices are located in Chesterficld, Missouri, where management
controls operations, business development, legal and accounting, governmental and statistical reporting, research
and treaiment program evaluation.

At July 31, 1991, the Registrant employed approximately 79 persons in its corporate and administrative
offices, 1,199 persons in the freestanding and long-term health care facilities operated by it, 166 persons assigned
10 CareUnit, Inc., and 22 persons in other operations. Not included are 860 persons employed by RehabCare
as a result of the July 3, 1991 public offering. The physicians and psychiatrists who are the medical directors
of the Registrant’s contract units, the psychologists serving on treatment teams, and the physicians utilizing the
facilities operated by the Registrant are not employed by the Registrant.

The Registrant has not encountered any work stoppages due to labor disputes with its employees.

SRR
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Item 2. PROPERTIES.

The following table sets forth certain information regarding the properties owned or leased by the Registrant

at May 31, 1991:

Name and Location

Chemical Dependency Treatment Facilities

CareUnit Hospital . ............
Fort Worth, Texas
CareUnit Hospital @ . ..........
Orange, California
CareUnit Hospital .............
Kirkland, Washingion
CareUnit Facility . . . ...........
Jacksonville Beach, Florida
CareUnit Hospital .............
Cincinnati, Ohio
Starting Point, Oak Avenue .......
Orangevale, California
Starting Point, Orange County . . ...
Costa Mesa, Califomnia
CareUnit Hospital . ............
Albuquerque, New Mexico
CareUnit Hospital . ............
Las Vegas, Nevada
Carelnit Facility . .. ... ........
Coral Springs, Florida
CareUnit Facility . .. ...........
Grand Rapids, Michigan
CareUnit Facility & . . ..........
Orlando, Florida
CareUnit Facility . .............
Aunrora, Colorado
CareUnit Facility ® . ...........
San Diego, California
CareUnit Facility .. ............
Tampa, Florida
Psychiatric Treatment Facilities
Crossroads Hospital ) ..........
Van Nuys, California
Woodview-Calabasas Hospital aoy . . .
Calabasas, California
Other Operating Facilities
Tustin Manor .. ..............
Tustin, California
{(Intermediate Care Facility)
CompCare Publishers .. .........
Minneapolis, Minnesota
Administrative Facilities
Corporate Headquarters . . .. ... ...
Chesterfield, Missouri

(1} Subject to encumbrances, For information concerning
Registrant’s consolidated financial staiements contained in this report.
(2) Assumes all options to renew will be exercised.

Owned or
Leasedq)
Owned
Owned
Leased

Owned
Owned
Owned
Owned(s)
Owned
Owned
Leased
Owned
Owned
Owned
Owned

Leased

Leased

Leased

Lease
ires

1991

1997
1996

1995

1993

1991

Monthly
Rentaly)

$15,942¢5)

5577
26476010

20,067a1)

7.347

20,977

the Registrant’s long-term debt, sec note 11 to the

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

facilities.

(4} Ciosed February 1991. The Registrant intends to sell this property.
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{3) Subject to increase every three years based upon increases in the Consumer Price Index, not to exceed 10%.
(6) Construcied on leased land.

(7) Closed October 1990. The Registrant intends to sell this property.

(8) Closed December 1989. The Registrant intends to self this property.

(9) Leased by a joint venture and managed by the Registrant.

(10)Leased by the Registrant and managed by the Registrant's partner in a joint venture.

(11)Subject to increase every five years based upon increases in the Consumer Price Index.

Item 3. LEGAL PROCEEDINGS.
Litigation Relating to the First Hospital Corporation Tramsaction

On October 31, 1989, a class action complaint was filed in the United States District Court, Central District
of California by Robert Gildon and Barash Goodfriend Friedman Accountancy Corp, Profit Sharing Trust ded
12/15/83 FBO Edward Friedman on behalf of themselves and all others similarly situated against the Registrant,
certain directors of the Registrant and Ronald 1. Dozoretz, M.D. (Case No. CV89-6355 (SVWXEX)). The
plaintiffs allege violations of the securities laws during the course of the Registrant’s proposed reorganization
with First Hospital Corporation and sought compensatory damages, costs and other relief.

On November 9, 1989, a class action complaint was filed in the United States District Court for the Eastern
District of Virginia, Norfolk Division, by George Himler on behalf of himself and all others similarly situated
against First Hospital Corporation, Dr. Ronald 1. Dozoreiz and the Registrant (Case No. 89-763-N). The plaintifes
allege violations of the securities laws during the course of the Registrant's proposed reorganization with First
Hospital Corporation and seek compensatory damages including interest, costs and other relief.

On December 4, 1989, a class action complaint was filed in the United States District Court for the Southern
District of New York by Suzanne McGrath, Philip Feldman, Alan Montrose and all others similarly situated
against Dr. Ronald 1. Dozoretz, First Hospital Corporation, and individually certain officers and directors of the
Registrant (Case No. 89 CIV. 8003(KTD)). The plaintiffs allege, among other things, violations of the securities
laws, common law fraud, breach of contract, intentional interference with prospective business and contractual
relations, breach of fiduciary duties, and violations of the Racketeer Influenced and Corrupt Organization Act and
seeck compensatory damages, punitive damages, cosis and other relief.

On March 23, 1990, the plaintiffs in the three above mentioned matters filed a consolidated class action
complaint in the United States District Court for the Eastern District of Virginia, Norfolk Division, against First
Hospital Corporation, the Registrant, Dr. Ronald 1. Dozoretz and the directors of the Registrant (Case No.
89-763-N). The plaintiffs allege violations of the federal securities laws, common law fraud, breach of fiduciary
duty, intentional interference with business and contractual relations and intentional interference with prospective
business and contracwal relations by L1. Dozoretz and the Registrant’s directors and breach of contract. In June
1990, the Registrant and the Registrant’s direciors entered into an agreement 10 settle the consolidated stockholder
class aclions. Under the terms of the agreement, the Registrant agreed to pay $150,000 in cash and to issue
687.500 shares of the Registrant’s Common Stock to the plaintiffs and the proposed class. The District Court,
which must approve the settlement, has expressed concerns regarding certain terms of the proposed settlement and,
to date, has not approved the proposed settlernent. On August 3, 1990, the District Court denied the plaintifls"
motion for class certification.

On July 2, 1990, the Registrant fil2d a complaint in the United States District Court for the Southern District
of New York against The Bank of Tokyo Trust Company, Sovran Bank, N.A. and First Hospital Corporation
(Case No.90 CIV 4387). The Registrant alleges, among other things, breaches of contract against all three
defendants relating to the reorganization agreement with First Hospital Corporation which the Registrant terminated
when Sovran Bank advised First Hospital Corporation that it would not proceed with the financing necessary to
fund the proposed reorganization. In accordance with the terms of the reorganization agreement with First Hospital
Corporation, the Registrant executed a subordinated promissory note pursuant to which First Hospital Corporation
advanced the Registrant $5 million in June 1989. The Registrant believes that the loan from First Hospital
Corporation was forgiven on termination of the reorganization agreement pursuant to the terms of the
reorganization agreement. However, First Hospital Corporation has advised the Registrant that it disagrees with
the Registrant and has demanded repayment of the loan. In September 1990, two of the defendants moved to
transfer the action to Virginia, which motion was granted as to all defendants in July 1991. No counter claims
have been alleged.

On August 15, 1991, a complaint was filed in the United States District Court for the District of Oregon,
by George B. Newman and JGN Corpcration against the Registrant, certain directors of the Registrant, Dr. Ronald
L. Dozoretz, First Hospital Corporation, and Prudential-Bache Securities, Inc. (Case No. 91-759-MA). The
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plaintiff alleges violations of Oregon and federal securities laws and negligence against all defendants, violations
of racketeering laws against Prudential-Bache, violations of common law fraud against all defendants except the
Registrant, breaches of fiduciary duty against the director defendants, conspiracy to and breach of fiduciary duty
against First Hospital Corporation and Dr, Dozoretz and seeks compensatory damages of $729,208, punitive
damages and costs of $2,000,000, disbursements and attomeys’ fees.

Other Litigation

On June 17, 1991, a complaint was filed in the United States District Court for the Central Diswrict of
California, by B. Lee Karns, the former Chairman of the Registrant, against the Registrant and the Registrant’s
directors (Case No. SACV91-302-AHS(RWRx)). The plaintiff alleges breach of contract and violations of certain
provisions of federal law relating to compensation and seeks compensatory damages in the amount of $2,000,000
and attorneys” fees.

The Registrant is currently undergoing a payroll tax audit by the Internal Revenue Service ("IRS™) for
calendar years 1983 through 1988. The IRS agent conducting the audit has asserted that certain physicians and
psychologists engaged as independent contractors by the Registrant should have been weated as employees for
payroll tax purposes. On April 8, 1991, the Registrant received an assessment related to this assertion claiming
additional taxes duwe totaling approximately $19.4 million. Management believes that its treatment of the
independent contractors is consistent with IRS guidelines and establiched industry practice. Management has filed
a protest with the IRS and intends 10 defend vigorously any claims made by the IRS related to this issue;
however, management is unable to predict the ultimate outcome of the IRS audit. The Registrant and RehabCare,
in May 1991, entered into a Tax Sharing Agreement under which the Registrant will indemnify RehabCare for
any claims of income or payroll taxes due for all periods through fiscal 1991.

In addition to the foregoing matters, the Registrant is routinely engaged in the defense of lawsuits arising out
of the ordinary course and conduct of its business and has insurance policies covering such potential insurable
losses where such coverage is cost-effective. Management believes that the outcome of such lawsuits will not
have a material adverse impact on the Registrant's business.

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

Inapplicable.

EXECUTIVE OFFICERS OF THE REGISTRANT

JAMES P. CARMANY, age 52. Mr. Carmany was elected a director, President and Chief Executive Officer
of the Registrant on August 27, 1990. Prior (0 his election, he was Executive Vice President, RxFast, Inc.,
Mission Viejo, California (weight cofitrol) from October 1989 and a management consultant since May 1989,
Mr. Carmany was employed by the Registrant from 1978 until May 1989. He was Executive Vice President,
Hospital Operations of the Registrant from 1987 until May 1989. He was Senior Vice President, National Client
Services from 1985 until 1986 when he became Senior Vice President, Operations. He was a Vice President of
the Repistrant from 1982 until 1985,

DONALD G. SIMPSON, age 39. Mr. Simpson was elected Executive Vice President and Chief Operating
Officer of the Registrant on August 27, 1990. Mr. Simpson was associated with Mr. Carmany in RxFast, Inc.
immediately prior to rejoining the Registrant. He was employed by the Registrant from 1980 until May 1989,
and was a Vice President, Operations of the Registrant from 1985 uniil 1986 when he became Senior Vice
President, Operations. In 1987, he became Senior Vice President, Contract Operations.

STEPHEN J. TOTH, age 42. Mr. Toth was elected Executive Vice President of the Registrant on September
11, 1990. He has been employed by the Registrant since 1974. He was Vice President, Employee Services from
1984 until 1986 when he became Vice President, Outpatient Services. In 1987, he became Senior Vice President,
Quality Assurance. In 1988, he beczme Senior Vice President, Professional Services. In 1990, he assumed
responsibility for communications, administration, human resources and, wntil his election as Executive Vice
President, all of the Registrant’s freescanding facilities (except Albuquerque and Kirkland).

RICHARD C. PETERS, age 51. Mr. Peters joined the Registrant as Executive Vice President on August
1, 1991. He continues o hold the position of President of St. Michael's Group of Florida. Prior to joining the
Registrant, he was self-employed as a management consultant from 1990 10 1991. He was Executive Vice
President of First Hospital Corporation and President of FHC Options, the managed care division of First Hospital
Corp., from 1986 to 1990.
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DENNIS C. DICKEY, age 38. Mr. Dickey has been employed by the Registrant since November 1990 as
Vice President and Corporate Controller. In July 1991, he was appointed Vice President - Finance. Prior to
his employment with the Registrant, Mr. Dickey held the position of Vice President, Controller and other positions
with Citicorp Acceptance Company (consumer finance) from 1985 1o 1990,
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PART 11

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

MATTERS.

(a) The Registrant’s Common Stock is traded on the New York Stock Exchange under the symbol CMP. The
following table sets forth the range of high and low sale prices for the Common Stock for the fiscal quarters

indicated:
Price
Fiscal Year High Low
1991:
Firsst Quarter .. ......... ..., .. ... $ 278 $1-3/4
Second Quarter ... ............. ... ... ... .. 2 1-1/8
Third Quarter . ... ............... 000, 1-7/8 /8
Fourth Quarter . .......... .................. 3-5/8 1-1/8
1990:
First Quarter .. ...... ........... ... . 0. ... . 11-3/4 7-38
Second Quarter . ... ........... ... ... ... ... .. 9-1/4 2-5/8
Third Quarter . . ... ............... .. .. ... 3-58 1-3/4
Fourth Quarter . ........................ ... 3.18 2-18

(®) As of July 31, 1991, the Registrant had 2,266 stockholders of record.

(c) As aresult of the Registrant’s operating losses and restrictions contained in the Registrant’s loan agreements,
no cash dividend was declared during any quarter of fiscal 1991 or fiscal 1990. The Registrant does not
expect to resume payment of cash dividends in the foreseeable future, See Item 7, “MANAGEMENT'S
DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS" and
note 11 to the consolidated financial statements contained in this report for a description of restrictions on
the payment of dividends contaired in the Registrant's loan agrcements.
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Item 6. SELECTED FINANCIAL DATA.

The following tables summarize selected consolidated financial data and should be read in conjunction with
the consolidated financial statements and notes thereto appearing elsewhere in this report. Effective June 1,
1990, the Registrant adopted the new accounting and reporting methods approved by the AICPA in its health
care industry audit guide (the AICPA guide) dated July 15, 1990. Accordingly, provision for losses on accounts
receivable is included as an expense rather than as a reduction of operating revenues for fiscal 1991,
Reclassifications of prior year amounts have been made to conform with the current year’s presentation, See Item
7, "MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS" for a discussion of recent results of operations and liquidity.

Year E May 31
1991 1990 1989 1988 1987
(Amounts In thousands, excepl per share data)

Statement of Operations Data:

Operaling TEVENUES . . . . .. oo v v v v e nann $ 84689 $163.235 $247,538 $216274 $189,951
Costs and expenses:

Operating, general and administrative .. ... 91,388 181,577 226,784 187,827 161,341

Depreciation and amortization . ......... 3,580 8440 8,694 7,157 6,527

Net loss(gain) on sale/write-down of assets . . 5,863 45,651 {1,363) - -

Other nonrecurring expenses . . .. . ..... . 2819 4407 1327 o -

103,650 240081 235442 195584 167,868

Operating eamings(loss) . . .. ... .. ... .. (18,961)  (76,846) 12006 20,690 22,083
Equity in earnings(loss) of unconsolidated

JOINt VENUIeS . ... ..o v o e (1,289) 231 25 2,137 4,340
Gain on reorganization agreement . . . . .. ... . - 5,000 - -—- ---
Minority imerest in (loss)earnings of

consolidated joint ventures . ........... - 508 989 (1,382) (770)
Interest income({expense), net . . ... .. ... 6,849 (8,495} 937 _(6,545 2,975
Eamings(loss) before income taxes . . ....... (27.099) (79,602) 1,761 14,900 22,678
Income tax expense(benefit) ............. 401 (20,294) 1259 5930 10,590
Eamings(loss) before extraordinary item . ... .. (27,500) {59,308) 502 8,970 12,088
Extraordinary item - gain on debenture

COMVEISION . . .. ..o oo vncerrononnan 11,465 - — - —
Net earnings(l0Ss) . . . . oo v o v i vi v innan $(16035) $(59308) S__502 S_8970 $ 12088

Eamnings(loss) per common and common
equivalent share:

Eamings(loss) before extraordinary item . ...  $(227) $(5.83) § 05 3 88 $ 90

Extraordinary item - gain on debenture

CONVEISION . . . v v v i v v we s s n s v mn s ﬂ - —_— —_ =

Net earnings(loss) . . .. .....oovveonon $Q.32 $(583) $_.05 $_sB8 $_ %N
Cash dividends per share . ......¢ ... —— — 3 -50 $ _-4§ 3 .56

Weighted average common and common . . ...
equivalent shares outstanding . . . ... ... .. 12,118 10,172 10,186 12,522 15360

As of May 31,
1991 1990 1989 1988 1987

(Dollars in thousands)

Balance Sheet Data:

Woking capital . ... ...... ..., $11221  $49832 $ 36448 § 30,047 $ 34,730
Total assets . . .. ... i it e 99,084 141,592 209,520 228,093 214,611
Lomg-termdebt . .................... 23,078 86,564 72232 102408 95,609
Stockholders’ equity . ... ... ... ... ... 28,976 20,214 79,194 81470 85.369
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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

As a result of the changing configuration of the mix of the Registrant’s business in fiscal 1991 within
freestanding facilities and behavioral medicine contracts, management believes that a presentation which compares
results of operations for those facilitics and contracts which were operational for the entirety of the past two fiscal
years provides a more meaningful analysis.

Results of Operations - Fiscal 1991 (compared with Fiscal 1990)

The Registrant incurred 2 loss of approximately $16.0 million or $1.32 per share for the fiscal year ended May
31, 1991, including fourth quarter eamings of approximaiely $0.3 million or $0.02 per share. Results were
impacted by an extraordinary gain of $11.5 million attributable io the conversion of $36.5 million of the
Registrant’s 7 1/2% convertible subordinated debentures due Aprit 15, 2010 into 11,667,200 shares of common
stock. The conversion resulted from the Registrant’s voluntary temporary reduction in the conversion price from
$25.97 per share to $3.125 per share for a limited period (March 8, 1991 through March 28, 1991) during the
fourth quarier. Net loss before the extrsordinary gain was $27.5 million or $2.27 per share for the year and $11.1
million or $0.62 for the fourth quarter. Included in the loss for fiscal 1991 were pretax charges of approximately
$5.9 million associated with the writedown of the carrying value of certain underperforming assets that the
Registrant has sold or designated for disposition, and $2.8 million of nonrecurring expenses primarily related to
the failed reorganization with First Hospital Corporation and the contest for the removal of the former Board of
Directors by the Shareholders Commitiee to Rejuvenate CompCare, During fiscal 1990, the Registrant incurred
charges of approximately $46 million associated primarily with the writedown of assets sold or designated for
disposition and $4.4 million of nonrecurring expenses relatcd 1o the failed reorganization and certain loan
restructuring costs.

As a result of continuing poor utilization of the Registrant’s freestanding facilities and behavioral medicine
contracts, and the designation of certain facilities as discontinued operations, operating revenues in fiscal 1991
declined by approximately 48%. In response to the decline in revenues, management implemented cost cutling
measures which reduced operating, general and administrative expense by approximately 49%. The Registrant
also experienced a decline in depreciation and amortization expense of approximately 58%, attributable to
designation of certain facilities as property and equipment held for sale. Interest expense was reduced by 23%
in fiscal 1991 due to the paydown of senior debt by approximately $8.2 million from the proceeds of the sale
of Brea Hospital Neuropsychiatric Center in July 1990; the conversion into equity of approximaiely $36.5 million
of convertible subordinated debentures in March 1991; a debt payment of approximately $0.7 million from the
proceeds of the sale of certain undeveloped land in Florida in June 1990; and scheduled debt payments of
approximately $1.1 million.

In December 1987, the Financial Accounting Standards Board issued Financial Accounting Standards No. 96,
"Accounting for Income Taxes™ ("SFAS 96"). This accounting standard significantly changes the methodology
used to calculate and report income taxes for financial statement purposes. The Registrant is required to adopt
SFAS 96 by no later than fiscal 1994, although earlier adoption is optional. The Registrant has not determined
when it will adopt SFAS 96.

Freestanding Operations

Admissions in fiscal 1991 declined overall by 5,076 to 9,312 from 14,388 in fiscal 1990, an overall decline
of 35%. Of this decline, 3,792 fewer admissions were attributable to facilities which were closed or under
contract to be sold as of May 31, 1991, which was a decline of 84% for those facilities. The remaining facilities
("same store™) experienced a 15% decline in admissions and an 18% decline in length of stay 10 14.5 days,

resulting in 15% fewer patient days than the prior fiscal year. The following table sets forth selected quarterly
utilization data on a "same store” basis:

Same Store Utilization

__Fiscal 1991 Fiscal 1990
4th 3rd 2nd Ist 4th 3rd 2nd Ist

Qr. Qv Qw Or Qv Qr Qr  Qu

Admissions .. .. ....... 1283 983 1,003 980 L138 1,127 1231 1,325

Average length of stay ... 134 127 14.1 144 174 16.3 173 174

Patient days .......... 17242 12573 14,144 14136 19835 18392 21243 23111

Average occupancy rate . ..  45%  34% 38% 37% 52% 9% 5% 61%
20
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Overall operating revenue per patient day decreased by 31% to $247 in fiscal 1991 from fiscal 1990 and
overall patient days declined 43% to 136,093, resulting in a decline of approximately $12 million, or 16%, in
operating revenues. The Registrant believes that the increasing role of HMOs, reduced benefits from employers
and indemnity companies, a greater number of competitive beds and a shifiing to outpatient programs are
responsible for this decline in utilization and revenues per patient day. In response (o these factors the Registrant
has accelerated the development of effective, lower cost outpatient and daycare programs in conjunction with its
freestanding facilities, and has shified its marketing activities toward developing relationships and contracts with
managed care and other organizations which pay for or broker such services.

The following table illustrates that revenues in outpatient and daycare programs offered by the freestanding
facilities on a "same store” basis have been increasing except for a slight decline during the third quarier of fiscal
1991:

Net Outpatient/Daycare Revenues
(Dollars in thoneands)
Fiscal 1991 Fiscal 1690
4th 3rd 2nd 1st 4th 3rd 2nd 1st

Qr. Qu. Qw Qw Qv  Qw  Qw Ot

Facilities offering .. ..... 6 6 6 6 6 6 6 6
Net outpatient/daycare

TEVEDNUES . . .. ... ... . $1480 $1,265 $1,276  $1,239 $1,139 $888 $731 $721
% of total "same store”

gross operating revenues . 17%  19% 19% 19% 12% 11% 8% 7%

Operaiing expenses at the Registrant’s freestanding facilities decreased $30 million, which more than offset
the related decline in revenues. Consequently, operating losses of facililies closed or sold were $4 million
compared to an operating loss of $13 million in fiscal 1990, and "same store” operating losses were $2 million
in fiscal 1991 versus operating loss of $8 million in the prior year.

In response to these continuing losses, the Registrant will continue to take steps to bring expenses in line
with revenues. If uulization at particular facilities continues to deteriorate such that anticipated reductions in
operating losses are not achieved, those facilities will be considered for closure and disposition, and one additional
facility was designated for disposition in fiscal 1991, The Registrant recorded approximately $5.9 million in asset
write-downs during fiscal 1991 in connection with the recognition of losses on facilities sold and revaluation of
facilities designated for disposition. This amount includes the estimated future operating losses and carrying costs
of such facilities until disposition at an assumed fuwre point in time. To the extent that actual costs and time
required to dispose of the facilities differ from these estimates, adjustments to the amount written-down may be
required. Future operating losses and carrying costs of such facilities will be treated as discontinued operations
and charged back directly to the carrying value of the respective assets held for sale. Because chemical
dependency treatment faciliies are special purpose structures, their resale value is negatively affected by the
oversupply of beds resulting from the diminished demand for inpatient treatment cumently being experienced
throughout the industry. In fiscal 1951, the Registrant closed two facilities which have been listed for sale. A
third facility which was closed in fiscel 1990 is also listed for sale. Additionally, two closed facilities were sold
during the year, and a third which had been leased 10 the buyer was sold in June 1991. The Registrant has also
designated another five of its remaining fourteen operating facilities for disposition. These facilities have been
designated for disposition because of their weak market positions relative to competitors and limited prospects
for generating an accepiabie return on investment as an operating property. Two other facilities previouosly
designated for disposition have been redesignated as continning operations due to improved operating performance.
The Registrant will continue 1o evaluate the performance of all of these facilities in their respective markets, and,
if circumstances warrant, may increase or reduce the number of facilities designated for disposition,

Behavioral Medicine Contracts

During fiscal 1991, patient days of service at CareUnit, Inc. contracts declined by approximately 58% from
358,185 patient days 10 151,219 patient days. Of this decline, 88,565 patient days related to units sold in fiscal
1990 as part of the Registrant’s divestiture of its 70% joint venture interest in Behavioral Medical Care ("BMC™,
An additional 92,989 patient days of the decline were associated with unit closures during fiscal years 1990 and
1991. Specifically, 20 units were closed in fiscal 1991. Of the units closed, 8 contracts were terminated by
CarelJnit, Inc. for either poor operating performance or failure on the part of the contracting hospital with respect
t0 certain contractual obligations. The remaining 12 closures were terminated by the contracting hospitals upon
expiration of their term. The Registrant believes that these non-renewals were influenced primarily by increased
competitive pressure of coniracted services and changes in reimbursement patterns by thind party payers.
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Units which were operational for both fiscal years experienced an 18% decline in ntilization to 114,580 patient
days. Since average net revenue per patient day at these units increased $7, net inpatient operating revenues only
declined by 15% to $8.9 million. An additional $2.4 million was generated by units closed during the fiscal year.
QOutpatiemt revenues increased 31% from $742,000 in fiscal 1990 to $970,000 in fiscal 1991,

For units operational both fiscal years, operating expenses decreased 1%, which, combined with the 12%
decline in inpatient and outpatient operating revenues, caused operating income at the unit level to decline 51%,
or $1.2 million, from fiscal 1990. Of the remaining decline in fiscal 1991 unit operating income, $1 million was
attributable to the divestiture of BMC units, and $1.1 million was associated with units closed during fiscal 1991.
Consequently, unit operating income overall declined to $.6 million in fiscal 1991 from $3.9 million in fiscal
1990.

RehabCare Contracts

Net operating revenue associated with RehabCare contracis during fiscal 1991 increased 19% to $40 million
from $34 million in the previous year. Thirty-seven established units accounted for $5 million of the increase.
The additional $1 million increase in fiscal 1991 net operating revenues was generated by the net effect of the
fourteen units opened and nine units closed during the fiscal years 1990 and 1991. The increase in revenue can
be attributed to an 11% increase in revenue per patient day and increased utilization of 8%. The increase in
operaling revenue per patient day is the result of both a proportionately smaller number of non-exempt uniis that
generate non-billable patient days and increases in underlying contract revenue rates. Operating expenses at the
unit level increased $5 million in response o the increased utilization and an increase in the number of full-
time equivalent employees.

In the third quarter of fiscal 1990, RehabCare suspended substantially all business development activities due
1o the cash flow requirements of the Registrant. As a consequence of reduced business development activities,
fewer new contract units were opened during fiscal 1990 and 1991, and therefore start-up costs were
proportionately lower in these years. Business development activities were curtailed untl the third quarter of
fiscal 1991. Since that time, RehabCare has increased its expenditures for business development to the prior level,
and believes that the resumption of these activities should result in accelerated unit openings in fiscal 1992,

Results of Operations - Fiscal 1990 (compared with Fiscal 1989)

The Registrant reported a loss of approximately $59 million, or $5.83 per share, for the fiscal year ended
May 31, 1990. Resulis were primarily impacted by pretax charges of approximately $46 million for fiscal 1990
associated with the write-down of the camrying value of certain underperforming assets that the Registrant has sold
or designated for disposition and by continuing poor utilization of the Registrant's freestanding facilities and
behavioral medicine contracts, The Registrant recorded a gain of $5 million relating to the termination of the
reorganization agreement with First Hospital Corporation. The Registrant also incurred approximately $4.4 million
of nonrecurring expenses in fiscal 1990, consisting of $2.8 million of reorganization costs and $1.6 million of
loan restructuring costs. In fiscal 1989, the Registrant incurred $1.3 million of reorganization costs.

Operating, general and administrative expenses decreased approximately 14% in fiscal 1990. Lower operating
levels at the freestanding facilities and the sale of BMC were the principal factors in the decrease.

Depreciation and amortization decreased by approximately 3% from the prior year principally as a result of
the sale or closure of two freestanding chemical dependency facilities in fiscal 1989, closure of two additional
facilities and sale of the former corporate headquarters in fiscal 1990, and the lack of any new openings of
operating facilities during fiscal 1990. Interest expense decreased by 5% principally as a result of an increase
in capitalized interest. Capitalized interest on construction projects, which offsets interest expense, increased from
approximately $158,000 in fiscal 1989 1o $1.1 million in fiscal 1990 due 1o construction of a 151-bed replacement
facility for the Brea Hospital Neuropsychiatric Center. The Registrant’s total borrowings were approximately $38
million at May 31, 1950 compared to approximately $96 million at May 31, 1989. During the year, the
Registrant utilized the proceeds from the sale of certain assets 1o reduce its outstanding indebiedness. _

The Registrant’s effective tax rate decreased from approximately 71% in fiscal 1989 to 25% in fiscal 1990
principally as a result of non-deductible costs associated with the terminated reorganization with First Hospital
Corporation in fiscal 1989 and in connection primarily with non-deductible costs associated with losses on
salefwrite-down of assets in fiscal 1990,
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iquidity and ital Resources

The Registrant’s current assets at May 31, 1991 amounted to approximately $46 million and current liabilities
were approximately $35 million, resulting in working capital of approximately $11 million and a current ratio of
1.32 10 1. ‘The Registrant’s primary us¢ of working capital is to fund operating losses while it seeks to reduce
overhead, restore profitability to certain of its freestanding facilities and dispose of the remainder. Proceeds from
any such dispositions will be used to repay the Registrant’s senior sccured debt, which totaled approximately
$30.1 million at May 31, 1991. The Registrant anticipates that, subject to the issues described below, with current
cash on hand, accounts receivable and income tax refunds it will be able to fund its expected operating losses
and capital needs through fiscal 1992.

Working capital at May 31, 1991 includes $4.6 million of income tax refunds. Under the terms of the
Registrant’s agreements with its senior secured lenders, these refunds are required to be delivered to and held as
cash collateral by such lenders until withdrawn by the Registrant to meet its obligations in the ordinary course
of business. In the event of a default under the agreements, the lenders have the right to terminate the
Registrant’s access to proceeds from the cash collateral accounts, to apply any balances in the accounts and any
future income tax refunds to repayment of the senior secured debt and to accelerate the maturity of outstanding
indebtedness. Such events of defaults include, as defined, a failure 10 maintain a current ratio of 1.25 to 1 until
December 31, 1991 and 2.0 to 1 thereafter. On July 3, 1991, the Registrant sold 1.7 million of its 4 million
shares of common stock of its formerly wholly owned subsidiary RehabCare, in a public offering at $13 per
share. Net proceeds from the sale totaled approximately $20.6 million. Approximately $11.3 million of these
net proceeds were used 1o pay a portion of the Registrant’s senior secured debt, $4.6 million of which was
applied to current maturities of long-term debt. The Registrant has continued to experience operating losses in
fiscal 1992. If such losses continue, the Registrant may not achieve a current ratio of 2.0 to 1 by December 31,
1991. If this or any other events of default should occur and not be waived by the senior secured lenders, the
Registrant’s working capital would be materially adversely affected.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
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INDEPENDENT AUDITORS' REPORT

To the Stockholders and Board of Directors
Comprehensive Care Corporation:

We have audited the accompanying consolidated financia! statements of Comprehensive Care Corporation and
subsidiarics (the Company) as listed in the accompanying index. In connection with our audits of the consolidated
financial staiements, we also have audited the financial statement schedules as listed in the accompanying index.
These consolidated financial statements and financial statement schedules are the responsibility of the Company’s
management. (humq:msibiﬁtyismexmssmophﬁmmmemcmsdidawdﬁmiﬂmmmdﬁmmial
sisement schedules based on our audits.

We conducted our audits in accordance with gencrally accepted auditing standards. Those standards require that
weplanmdpcrfomﬂwm:ditmohainmsomblcassmmoeahomwhﬂherﬂwﬁnumialmmmsmﬁeeof
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounis and
disclosures in the financial statemenis. An audit also includes assessing the accounting principks used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respecis, the
financial position of Comprehensive Care Corporation and subsidiaries at May 31, 1991 and 1990, and the resulis
ofmciropcralionsandmeircashﬂowsforcachoftheymrsintlwﬂuee-wperioduﬂedMaySl,l%l,m
conformity with generally accepted accounting principles. Also in our opinion, the related financial statement
schedules, when considered in relation to the basic consolidated financial statements taken as a whole, present
fairly, in all material respects, the information set forth therein.

As discussed in note 16 1o the consolidated financial statements, the Company is currently undergoing a payroll
tax audit by the Internal Revenue Service ("IRS") for calendar years 1983 through 1988. The IRS has asseried
that certain physicians and psychologists engaged as independent CONtraciors by the Company should have been
treated as employees for payroll tax purposes and has issued an assessment claiming additional taxes due on that
basis. Management believes that its treatment of the independent contractors is consistent with IRS guidelines
and established industry practice. Management has filed a protest to the assessment and intends w defend
vigorously the claims made by the IRS related (o this issue. Also, as discussed in note 16 to the consolidated
financial statements, on August 35, 1991 the Company, along with others, were named in a stockholder complaint
filed in District Court related 1o the terminated reorganization with First Hospital Corporation. Management
intends to defend vigorously the claims related to this issue. The ultimate outcome of these mafters cannol
presently be determined. Accordingly, mo provision for any hiability that may result upon resotution of these
maliers has been recognized in the accompanying consolidated financial statements.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue
as a going concem. As discussed in note 2 to the consolidated financial statements, the Company incurred
signiﬁcamlossesfromopmﬁominﬁmall%lmdhasambsmntialpmionofitsscnimsecureddebtmeon
May 31, 1992, mpotmﬂa}needfmaddiﬁonalﬁnmdngmrepaydcbtashcomesmmmmmm
Company’s anticipated working capial requirements during fiscal 1992 raises substantial doubt about the
Company's ability to continue as a going concern, Management's plans in regard to thesc matters are also
described in note 2. The consolida‘ed financial statements do not include any adjustments relating 1o the
recoverability and classification of reported asset amounts or the amounts and classification of liabilities that might
result from the outcome af this uncertainty.

KPImG Bar 7t

St. Louis, Missouri

July 31, 1991, except as
to note 16, which is as of
August 15, 1991



COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Consolidated Balance Sheets

May 31,
1951 1950
ASSETS (Dollary in thowsmmnds)

Current assets

o S $ 3,560 $ 3,884

Accounts and notes receivable, less allowance for

doubtful accounts of $8,714 and $10455 .. .. ........ .. 23,569 33,015

Refundable income taXes . . . .« .. o v n e m oo 4650 16,400

Property and equipment held forsale .................. 10,278 20,909

Other CUITENt BSSEIS . . . < v oo v v v oe v vosrrsonaaneas s _4.008 3,563
Total COITENt ASSEIS o o« v v o o =« a s v s mmcmmsa s e 46,065 71071
Property and equipment, 8t COSL . . . . . oo v v e i a e 45871 41901
Accumulated depreciation and amortization . . ............ . .- (11,383) (8,801)
Net property and eQuipment . .. ... . ..orcaocar oo 34 488 33,100
Investment in unconsolidated joint vertures . .. .. .. ... ol 3,048 4449
Property and equipment held for sale . ................... 11,218 16,248
- T R I 4 265 10,024
TOMAl ASSEIS . .« . v v v v e n et e e e b e e $99.084 $141.592

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:

Accounts payable and accrued hiabiliies . ............... $21,367 $ 26,598

Current maturities of long-term debt . ............ ... .. 13,106 1,089

Income taxes payable . . ... ..., .. ... ie n 252
Total current ligbilities . . . . . .. . - . oo v it r s 34844 27539
Long-term debt, excluding current maturiies . . ... ... ..o e ot 28,078 86,564
Other abilities . . . . oo v v vt eme e et s naacen e 7,186 6.875
Commitments and contingencies
Stockholders’ equily:

Common stock, $.10 par value; authorized 30,000,000 shares;

issued 21,920,863 and 15,253,633 shares . . . ........... 2,192 1,525

Additional paid-in capital .. ..... ... .. e 38,743 76,459

Retained earnings (accumulated deficit) . . . .............. (10,969) 5,066

Less treasury stock; at cost, 80,000 and 5,080,000 shares . .. .. (990) (62,836)
Total stockholders” equity . . . . - . . oo v vt m e ie e 28976 20214
Total liabitities and stockholders” equity . .. . ... ..o ov i ov $99.084 $141,592

See notes to consolidated financial stalements.

26



.

| NE—

COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

Consolidated Statements of Operations

Operating revenues . .. ... ... . ... oo eooo-

Costs and expenses:

Operaling . . ... ... cvvvr e
General and adminisirative . . . . ..o .. oot
Depreciation and amortization . . . . ... ... ..o
Net loss(gain) on salc/write-down of assets . .....
Other NONrECUrnng eXpenses . . . . .. o oo v - - v e s

Operating eammings(loss) . ... ... ... ..o
Equity in eamings(loss) of unconsolidated joint ventures
Gain on reorganizalion agreement . . . .. .. ... - oot
Minority interest in loss(eamings) of

consolidated joint ventures . . . ... ...
Iterest INCOME . . . . . - o vt v i e e e e e e e
INIEIESL EXPENSE . . o v v o v ov v m s e e

Earnings(loss) before income taxes . ... ... ... .- .-

Provision(benefit) for income w@xes . . .. ... ...

Earnings(loss) before extraordinary mtem . . .........

Extraordinary item - gain on debenture
COMVETSION . . .o v v v vt e oo esmam e e e

Net earmings(loss) . . .. .o o oo i i v c e

Eamings(loss) per common and common equivalent share:
Earnings(loss) before extraordinary item . .......

Extracrdinary item - pain on debenture
CONVETSION . . . .. v v o i v ivmmvan e s

Net earnings(loss) . ... .. oo oo

Year Ended May 31,

1991

1990

1989

{Diclars in thousands, except per share amounts)

$ 84689 $163.235  $247.538
70,121 118978 164,652
21,267 61,599 62,132
3,580 8,440 8,694
5.863 45,657 (1363)
2819 4,407 1.327
103650 240,081 735447
(18961)  (76,846) 12,096
(1,289) 231 25
508 (989)

531 1,093 747
(1,380) ©.588)  (10,118)
(27.099)  (79.602) 1,761
401 (20294 1259
(27.500)  (59,308) 502
11,465
$Q16035)  $(59308)  S___502
$(2.27) $(5.83) $0.05
95 -
$(1.32) $(5.83) $0.05

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

Consolidated Statements of Stockholders’ Equity

Balance, May 31, 1988 . ...
Net camings . .. ... ...
Exercise of stock options .
Cash dividends . ......

Balance, May 31, 1989 . ...
Netloss ...........
Exercise of stock options .

Balance, May 31, 1990 . . ..
Net loss

Retirement of treasury stock

Shares issued upon
debenture conversion
Balance, May 31, 1991

Retained
Common Stock Additional Earnings Treasury Stock Total
Paid-In (Accumulated Stockholders’
Shares Amount Capital Deficit) Shares Amount Equity
(Amounis in thousands)

15,182  $1,518 $75,885  $66,903 (5,080) $(62.836) $81470
- -- 502 - - 502

31 3 250 --- --- --- 253
— o === {3,031) --- === (3,031)
15,213 1,521 76,135 64374  (5,080) (62,836) 79,194
--- - — (59,308) - - 59,308)

41 4 324 328
15254 1,525 76,459 5066 (50800 (62,836) 20,214
-— -— (16,035) - ——- {16,035)
(5,000) 500y  (61,346) - 5,000 61,846
11,667 1,167 23,630 - - 24.797
21921  $2,192 538743 $(10.969) 80y % 990y  $28976

See notes 10 consolidated financial statements.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Year Ended May 31,

1991 1990 1989
(Dotlars in thoosands)

Cash flows from operating activitics:
Net earnings(l08s) - . .o oo vvm v n s o $(16,035)  $(59,308) $ 502
Adjustments to reconcile net eamings(loss) to net
cash provided by(used in) operating activities:

Depreciation and amorlization . . .. ... ..o - 3,580 8.440 8,694
Provision for losses on accounts receivable . ... .. ... .. 8,587 19,541 37,627
Loss(gain) on sale/write-down of assets .. ............ 5,863 45,657 (1,363)
Gain on debenture cOnNversion . . . ... ... {11,465} - ---
Decrease{increase) in refundable income taxes . ... ... ... 11,750 (16,400) ---
Decrease(increase) in accounts and notes receivable . ... .. 860 2,847 {41,944)
Increase(decrease) in accounts payable and accrued liabilibes (5,231) 2,996 2,698
Decrease(increase) in prepaid anc deferred income taxes . . . 119 1,336 (10,163)
Equity in loss(earnings) of unconsolidated joint ventures . . . 1,289 (231} (25)
(071315 U 11 S I I 3,616 {1,064} 302
Net cash provided by(used in} ’
operating activities . .. ... ... .o 2933 33814 (3,582}
Cash flows from investing activities:
Proceeds from sale of property and equipment . . . . ... ... .. 10,787 13,064 23,661
Additions 1o property and equipment . . .. ... ..o (995) {13,565) (53,351)
Increasc in camrying value of property and equipment held for sale (3,152) --- ---
Sale of annuity and insurance polictes . . .. ... ... ... - 3,706
Procceds from notes receivable . ... ... L o - 808
Long-term loans made . . . . ... .. .. oo -— {953)
Distributions from joint vemures . ... ... ... 112 1,368 2,089
(8717 011 AN -— — (3,235
Net cash provided by investing activities . . ......... ... 6,752 867 20,725
Cash flows from financing activities:
Repaymentof debt . . .. ... .. ... ... (10,009)  (13,766) {41,280)
Bank and other borrowings . . . . .. .. ... oo --- 5,000 27,000
Dividends paid . . . . .. . oo oo e e --- -—- (3,031
(0111 7= g 17+ S T 328 142
Net cash uwsed in financing activities . ... ............. 10,009 (B438) (17,169
Netdecrease incash ... ... ... .. i innn o (324) (3,757) (26)
Cash at beginning of year . ... ........ ... ..., 3,884 7.641 7,667
Cashatendof year ... ... ... .. ...t ornn $_3,560 $_3.884 $ 7,64}

Supplemental disclosures of cash flow information:
Cash paid during the year for:

IMIETESE & v v v v e e e e e e e e e b e e e e ey 5 6925 $ 9,343 $ 9,658
INCOME BAXES . « o v v o o e e et v v e e mmam e e m e &73 1,087 9259
See notes to consolidated financial statements. oo T
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements
May 31, 1991, 1990 and 1989

Note 1-- Summary of Significant Accounting Policies

The consolidated financial statements include the accounts of Comprehensive Care Corporation (the
"Registrant™), and its subsidiaries. All intercompany accounts and transactions have been eliminated in
consolidation.

The Registrant’s consolidated financial statcments are presented on the basis that it is a going concern, which
contemplates the realization of assets and the satisfaction of liabilites in the normal course of business. The
continuation of the Registrant’s business is dependent upon the resolution of operating and short-term liquidity
problems (see note 2--"Operating Losses and Liquidity”).

Revenue Recognition

Approximately 90% of the Regisirant’s operating revenues are received from private sources; the remainder
from Medicare, Medicaid and other govemmental programs. The latter are programs which provide for payments
at rates generally less than established billing rates. Payments are subject to audil by intermediaries administering
these programs. Revenues from these programs are recorded under reimbursement principles applicable under
the circumstances. Although management believes estimated provisions currently recorded properly reflect thesc
revenues, any differences between final settlement and these estimated provisions are reflected in operating

revenues in the year finalized.
Property and Equipment

Depreciation and amortization of property and equipment are computed on the straight-line method over the
estimated useful lives of the related assets, principally: buildings and improvements -- 5 to 40 years; furniture
and equipment -- 3 10 12 years; leasehold improvements -- life of lease or life of asset, whichever is less.

Property and Equipment Held for Sale

Property and equipment held for sale represents net assets of certain freestanding facilities and other assets that
the Registrant intends to sell and is carried at estimated net realizable value. Net realizable value has been
reduced by the estimated operaling and selling costs of these facilities through their expected disposal dates.
Property and equipment held for sale “which are expected to be sold in the next fiscal year are shown as current
assets on the consolidatcd balance sheets.

Intangible Assets

Intangible assets include costs in excess of fair value of net assets of businesses purchased (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 in the consolidated balance sheets are
net of accumulated amortization of $1,890,000 and $1,758,000 at May 31, 1991 and 1990, respectively.

Capitalizcd Interest

Interest incurred during the construction of freestanding facilities is capitalized and subsequently charged 1o
depreciation expense over the life of the related asset. The interest rate utilized is either the rate of the specific
borrowing associated with the project or the Registrant’s average interest rate on borrowing when there is no

specific borrowing associated with the project. The amount of interest capitalized was $175,000, $1,087,000 and
$158,000 for the years ended May 31, 1991, 1990 and 1989, respectively.

P ~
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May M, 1991, 1990 and 1989

Note 1-- Summary of Significant Accounting Policies (continued)
Deferred Contract Costs

The Registrant has entered into a limited number of contracts with independent general hospitals whereby it
will provide services over a period in excess of the standard agreement. In recognition of the hospitals’ long-
term commitment, the Registrant has paid certain amounts to them. These amounts may be used by the hospital
for capital improvements or as otherwise determined by the hospital. The Regisirant is entifled (o a pro rata
refund in the event that the hospital terminates the contract before its scheduled termination date; accordingly,
these amounts are charged to expense over the life of the contract.

Cash and Cash Equivalents

Cash in excess of daily requirements is invested in short-term investments with original maturities of three
months or less. Such investments are deemed to be cash equivalents for purposes of the consolidated statements
of cash flows. Included in cash are short-term investments of $398,000 and $1,966,000 at May 31, 1991 and
1990, respectively.

Income Taxes

Deferred income taxes are recognized for differences in the recognition of revenue and expense items that are
reported in different years for financial reporting purposes and income tax purposes using the tax rate applicable
io the year of calculation. Under the deferred method, deferred taxes are not adjusted for subsequent changes
in tax rawes.

In December 1987, the Financial Accounting Standards Board issued Statement No. 96, "Accounting for
Income Taxes" ("SFAS 96"). This statcment requircs the use of the asset and liability method, whereby deferred
income taxes are recognized for the tax consequences of "temporary differences” by applying the enacted statutory
tax rates applicable to future years to differences between the financial statement carying amounts and the (ax
bases of existing assets and liabilities. Under SFAS 96, the effect on deferred taxes of a change in tax rates is
recognized in income in the period that includes the enactment date. SFAS 96 may be implemented prospectively
or retroactively. The Financial Accounting Standards Board has delayed the required implementation of SFAS
96 until not later than fiscal 1994. The Registrant has not determined when it wiil adopt SFAS 96.

Earmings Per Share

Primary and fully diluted eamings per common and common equivalent share have been computed by dividing
net earnings(loss) by the weighted average number of common and common equivalent shares outstanding during
the period. During fiscal 1991, 1990 and 1989, the convertible subordinated debentures had an antidilutive impact
on earnings per share and accordingly were excluded from the computation.

The weighted average number of shares used to calculate earnings{loss) per share was 12,118,000, 10,172,000
and 10,186,000 for the years ended May 31, 1991, 1990 and 1989, respectively.

Reclassifications

Effective June 1, 1990, the Registrant adopted the new accounting and reporting methods approved by the
AICPA in its health care industry audit guide (the AICPA guide) dated July 15, 1990. Accordingly, provision
for losses on accounts receivable is included as an expense rather than as a reduction of operating revenues.
Reclassifications of prior year amounts have been made to conform with the current year’s presentation.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continned)
May 31, 1991, 1990 and 1989

Note 2-- Operating Losses and Liguidity

The Registrant incurred losses before income taxes totaling approximately $27.1 million for the year ended
May 31, 1991. Of these losses, approximately $2.8 million represents nonrecurring expenses primarily related
to the failed reorganization with First Hospital Corporation and the contest for the removal of the former Board
of Directors by the Shareholders Committee to Rejovenate CompCare. The Registrant’s loss on operations for
the year ended May 31, 1991 was principally a result of poor utilization of its freestanding facilities and
behavioral medicing contracts,

In response to these continuing losses, the Registrant has taken steps to bring expenses in line with revenues
by reducing staff and other cost cutting measures. If utilization at particular facilities continues to deteriorate
such that anticipated reductions in operating losses are not achieved, those facilities will be considered for closure
and disposition. The Registrant recorded approximately $40.8 million in asset write-downs during fiscal 1990 and
an additional $5.9 million in asset write-downs during fiscal 1991 in connection with the recognition of losses
on facilities sold and revaluation of facilities designated for disposition. These amounts include the estimated
future operating losses and carrying costs of such facilities until disposition at an assumed future point in time.
To the extent that actual costs and time required to dispose of the facilities differ from these estimates,
adjustments to the amount written-down may be required. Future operating losses and carrying costs of such
facilities will be treated as discontinued operations and charged back directly to the carrying value of the
respective assets held for sale. Because chemical dependency treatment facilities are special purpose structures,
their resale value is negatively affected by the oversupply of beds resulting from the diminished demand for
inpatient treatment currently being experienced throughout the industry. In fiscal 1991, the Registrant closed two
facilities, both of which have been listed for sale. Additionally, a facility which was closed in fiscal 1990 is also
listed for sale. The Registrant has designated another five of its remaining fourteen operating facilities for
disposition. These facilities have been designated for disposition because of their weak market positions relative
to competitors and Iimiled prospects for generating an acceptable return on investment as an operating property.
In May 1991, as a result of the Registrant’s continuing evaluation of the performance of all facilities in their
respective markets, an additional facilizy was designated for dispositiorn. Two facilities previously designated for
disposition were redesignated as contiawing operations due to their improved operating performance.

The Registrant’s cument assets at May 31, 1991 amounted to approximately $46 million and its cument
liabililies were approximately $35 miltion, resulting in working capital of approximately $11 million and a current
ratio of 1.32 to 1. Working capital at May 31, 1991 includes $4.6 million of income tax refunds. Under the
terms of the agrecments with its senicr secured lenders, these refunds are required to be delivered to and held
as cash collateral by such lenders until withdrawn by the Registrant to meet its obligations in the ordinary course
of business. In the event of a default under the agreements, the lenders have the right to terminate the
Registrant’s right to withdraw proceeds from the cash collateral accounts and to apply any balances in the
accounts and any future income tax refunds to repayment of the senior secured debt. The Registrant’s primary
use of working capital is to fund operating losses while it seeks to reduce overhead, restore profitability to certain
of its freestanding facilities and disposc of the remainder. Proceeds from any such dispositions will be used 10
repay the Registrant’s senior secured debt. See note 11-- Long-Term Debt.

Note 3-- Acquisitions and Dispositions

In June 1988, the Sutter Center for Psychiatry, a §9-bed psychiatric hospital, opened in Sacramento, California,
The facility was owned by a joint venture between BMC and Sutter Community Hospitals. BMC owned a 49%
interest in the joint venture. The Registrant owned a 70% interest in BMC. In December 1989, BMC sold its

interest in the Sutter-BMC joint ventuce, and in January 1990, a subsidiary of the Registrant sold its interest in
BMC.

In September 1988, the Registrant sold its CareUnit Behavioral Center of Los Angeles facility which it had
closed in May 1988. In December 1988, Golden Valley Health Center, a behavioral medicine facility located
in Minneapolis, Minnesoia was sold to a group of investors led by facility management. This facility was owned
by a joint venture in which the Registrant has a 50% interest. In January 1989, a subsidiary of the Registrant
sold CareUnit of DuPage, a chemical dependency treatment facility located in a suburb of Chicago. The Registrant
utilized the net proceeds of sale of these facilities to reduce its senior secured debt.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 3-- Acquisitions and Dispositions (continued)

In fiscal 1990, the Registrant sold its former corporate headquariers building in Irvine, California and certain
unimproved land in Miami, Florida. These assets were recorded at their net realizable value at May 31, 1989
of approximately $13 million. The aggregate losses recorded in connection with the write-down and subsequent
sale of thesc assets were approximately $3.8 million in fiscal 1990 and $2.4 million in fiscal 1989 and are
included in net loss(gain} on sale/write-down of assets in the consolidated statements of operations for those
years respectively. The Registrant wiilized the net proceeds of sale of these assets 1o reduce its senior secured
debt.

During fiscal 1991, the Registrant sold two of its freestanding facilities, a psychiatric hospital in Brea,
California, and a chemical dependency hospital in St Louis, Missouri. Additionally, in June 1991, the Registrant
sold a chemical dependency facility in Sacramento, California. The loss on sale of these facilities totaled $0.4
million and is included in loss(gain) on sale/writedown of assets in the consolidated financial statement for the
year ended May 31, 1991. The Regisirant utilized the net proceeds of sale of these facilities to reduce its senior
secured debt

Note 4-- Proposed Reorganization

In fiscal 1989, the Registrant entered into a proposed reorganization with First Hospital Corporation ("First
Hospital") whereby the Registrant’s business and operations were to be reorganized and combined with those of
First Hospital into a combined business enterprise. In fiscal 1990, the proposed reorganization with First Hospital
was terminated. The Registrant incurred approximately $2.8 million for the year ended May 31, 1990 in costs
associated with the tcrminated reorganization, In connection with the proposed reorganization, First Hospital
advanced the Registrant 35 million to be used for working capital. In accordance with the terms of the
reorganization agreement, upon lermination of the agreement the $5 million was no longer repayable io First
Hospital. Accordingly, the Registrant recorded a $5 million gain on reorganization which is reflected in the
consolidated statement of operations for the year ended May 31, 1990.

Note 5-- Accounts and Notes Receivable
Accounts and notes receivable include current notes receivable of $3,015,000 and $933,000 at May 31, 1991

and 1990, respectively. The following table summarizes changes in the Registrant’s allowance for doubtful
accounts for the years ended May 31, 1991, 1990 and 1989:

Additions Deductions

Balance at Charged Write-off Balance at

Beginning to of End of

of Period Expense  Recoveries  Accounts Period

(Dollurs in thousands)

Year ended May 31, 1991 ......... $10,455 $ 8,587 54,021 $14,349 $ 8,714
Year ended May 31, 1990 .......... 16,355 19,541 4,149 29,590 10455
Year ended May 31, 1989 ......... 14416 37,627 3,620 39,308 16,355

Note 6-- Property and Equipment Held for Sale

The Registrant has decided to dispose of certain freestanding facilities and other assets (see note 2--Operating
Losses and Liquidity). Properly and equipment held for sale consisting of land, building, equipment and other
fixed assets with a historical net book value of approximately $37.3 million and $71.1 million at May 31, 1991
and 1990, respectively, is carried at estimated net realizable valve of approximately $21.5 million and $37.2
million at May 31, 1991 and 1990, respectively. In fiscal 1991 and 1990, aggregate losses were recorded totaling
approximately $5.9 million and $40.1 million, respectively, to reflect these assets at estimated net realizable value
and are included in net loss(gain) on salefwrite-down of assets in the consolidated statements of operations,
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES

Nofes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 7-- Property and Egunipment

Property and equipment consists of the following:

May 31,
991 1990
(Dollars in thousands)

Land and improvements . ... ...... $ 7,525 $ 6,671
Buildings and improvements . .. .... 25309 19,872
Fumiture and equipment . . . . . .., .. 11,463 12,581
Leaschold improvemenis . .. ... .. .. 829 883
Capitalized leases .. ............ 745 1.894
$45871 $41.901

Note 8-- Joint Venture Partnerships

The Regisirant has a joint 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. The Registrant has a 50% interest in the joint venture.

The Registrant has a joint venture agreement with a subsidiary of HealthOne Corp. (formerly The Health
Central Sysiem). The joint venture owned and operated Golden Valley Health Center, a behavioral medicine
facility located in a suburb of Minneapolis, Minnesota, which was sold in fiscal 1989. The Registrant serves as
managing partner of the joint venture, which holds a promissory note from the purchaser of the facility in the
amount of $2.5 million. The Registrant has a 50% interest in the joint venture.

The Registrant reports ils interest in these joint ventures on the equity method. The condensed combined
assets and labilities of these joint vertures are set forth in the following table:

May 31,
1991 1990
(Dollars in thousands)
Assets:

CUITENt ASSBIS . . . . .. i e e $5,320 $ 5772
Property and equipment, net . ... ............... 2429 2,813
Otherassets . . .. ... ... . . ..., 48 2,545
$7,797 311,130

Liabilities and parmers’ equity:
Total liabilities . . . ... ..., .................. $1,702 $2232
Parmmers’ equity . ... ..., . ... ... ... .. ..., .. 6,005 8,898
$71.797 311,130

"
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)

May 31, 1991, 1990 and 1989

Note 8-- Joint Venture Partnerships {continued)

Condensed combined operating resulis of these joint venture parinerships are as follows:

Revenues . . ............
Costs and expenses:

Operating, general and administrative
Depreciation and amortization

Earnings(loss) before income taxes

Note 9-- Other Assets

Other assets consist of the following:

Intangible assets, net . . ..
Deferred income tax benefits
Notes receivable . . .. ...
Delerred contract cosis, net
Cther

Note 10-- Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilitics consist of the following:

Accounts payable and accrued liabilitics

Accrued salaries and wages
Accrued vacation

Payable to third-party intermediaries

Deferred compensation

35

Year Ended May 31,

1991 1990 1989
(Dollars in thousands)
$12,798 $17,032 $27.663
14918 16,145 26,625
__458 425 088
15,376 16,570 27613
$(2.578 $ 462 $ 50
May 31,
1991 1950
(Dollars in thousands)
$2,541 $ 2672
--- 3,798
286 117
462 582
976 2.855
$4263 $10.024
May 31,
1991 1990
(Dollars in thousands)
$12,124 $15,834
4,843 5,174
2,235 2,849
890 1,466
1,275 1,275
$21 367 $26,S98

R



COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989
Note 11-- Long-Term Debt

Long-term debt consists of the following:

May 31,
%1 1990
Senior Secured Debi: (Dollars in thoussnds)
Term loan, bearing interest at a variable rate, payable
monthly, mawmring in 1992 (bXe) . ... .. ...... . ..... ... .. . § 9,168 $13,152
Revolving loan, bearing interest at a variable rate,
payable monthly, maturing in 1992 (b)}e) ................. . 3,000 3.000
Revenue bonds, bearing interest at 65% of prime, payable
monthly, matwring in 1994 (d)(e) . ............ .. ... . ... . 823 1,023
Revenue bonds, bearing interest at 90% of prime, payable
quarterly, maturing in 1995 (de) ............ ... ... .. 1,540 2,822
Senior secured notes, bearing interest at 11.4%, payable
semi-annually, maturing in 1995 (c)e) . ................. .. 15,568 19,731
30,099 39,728
7% 10 12% notes, payable in monthly installments with
maturity dates through 1995, collateralized by real and
personal property having a net book value of $5418 . ... ... .. . 407 679
7.5% convertible subordinated debentures due 2010 @ ... .. 9,538 46,000
Capital lease obligations . . ...... . ... . . . . [ ittt 1,011 1,070
Other . ... ... . ... L 129 176
Total long-term debt . . ... ... ... . . . . .t 41,184 87,653
Less current maturities of long-term debt . ... ......... .. ... ... . 13,106 1,089
Long-term debt, excluding current maturities . ... ... ...... ... . . . $28,078 $86,564

As of May 31, 1991, the annual maturities of long-term debt for the next five years are approximately
$13,106 in 1992, $4.551 in 1993, $4.£87 in 1994, $4,281 in 1995, and $4,070 in 1996.

$25 million and $13 million during the years ended May 31, 1991, 1990 and 1989, respectively. The average
amount outstanding of such borrowings, based upon an average of month-end balances for periods when the
Registrant had such debt outstanding, was $2.8 million, $21.5 million and $11.6 million during the years ended
May 31, 1991, 1990 and 1989, respectively,

(@ In April 1985, the Registant issued $46 million in convertible subordinated debentures. These
debentures require that the Registrant make semiannual interest payments in April and October al an interest
rale of 7.5%. The debenturcs are due in 2010 but may be converted o0 common stock of the Registrant at the
option of the holder at a conversion price of $25.97 per share, subject to adjusiment in certain events. The

period, pursuant to the indenture under which the debentures were issued. The reduced conversion price was in
effect from March 8, 1991, through March 28, 1991. On March 29, 1991, the conversion price reverted 1o the
previous $25.97 per share. Holders of approximately $36.5 million debentures converied their debentures into
11,667,200 shares of common stock. Accordingly, in March 1991 the Registrant recorded an extraordinary gain
of approximately $11.5 million, which is the difference between the fair value of the stock issued and the
principal amount of the debentures coaverted net of appropriatc costs and taxes.

e LF
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 11-- Long-Term Debt (continued)

(b) At May 31, 1991 and 1990, the Registram had a term loan and revolving loans outstanding with banks.
In fiscal 1990, the maturity dates of these loans were extended under several extension agreements with the banks.
Since October 1989, these loans have been collateralized by four facilities and the former corporale headquarters
building in Irvine, California. See also note (e) below. On May 3, 1990, the Registrant entered into an amended
and restated loan apgreement with the banks ("New Bank Agreement”) which, among other things, substantially
revised the reswrictive covenants of the previous bank loan agrecments, granted additional security interests in
certain of the Registrant’s assets to further collateralize these borrowings, and revised the maturity dates and
repayment provisions of the Registrant’s outstanding bank indebiedness. On July 27, 1990, further amendments
to the New Bank Agreement were made with respect to certain restrictive covenants, ceriain collateralization
provisions relative to certain income tax refunds and further extended the maturity of such debt to May 31, 1992,
Fees and other costs associated with the extensions and the New Bank Agreement totaling $1.3 million were
expensed in the year ended May 31, 1990. Outstanding bank borowings bear interest, payable monthly, at prime
plus 1% (prime rate was 8.5% at May 31, 1991 and 10% at May 31, 1990). The New Bank Agreement includes
various restrictive covenanis related to the maintenance of minimum net worth, capital expenditures, payment of
dividends, and distribution of proceeds of sale of the Registrant’s assets,

{c} In July 1988, the Registrant and two subsidiaries of the Registrant issved $20 million in senior secured
nows 10 a group of insurance companies. The notes were originally secured by three of the Regismant's
freestanding facilities. See also note () below. Performance of the subsidiaries’ obligations under the notes is
guaranteed by the Registrant. The notes originally provided for the payment of interest at a fixed rate of 10.5%
per annum. The notes require principal payment in five equal annual installments beginning on August 1, 1991,
the first of which was prepaid in July 1990. Interest on the unpaid balance is payable semi-annuzlly commencing
February 1, 1989. On May 3, 1990, the Registrant entered into an amended trust indenture which amended
cenain restrictive covenants and colialeral provisions 1o be consistent with the New Bank Agreement and increased
the interest rate on the senior secured notes 10 11.4%. Fees and costs associated with the amendment to the trust
indenture totaling $380,000 were expensed in the year ended May 31, 1990. Unamortized origination costs of
$365,000 were expensed in [iscal 1991, On July 27, 1990, the trust indenture was further amended w0 be
consisieni with the New Bank Agreement, as amended.

(d) The Registrant has guarantezd the performance of a wholly owned subsidiary under terms of a trust
indenture pursuant to which revenue bonds were issued in principal amounts of $6 million and $2 million. The
terms of the Registrant’s guaranice recuire that the Registrant comply with certain financial covenants including
minimum net worth, debt to equity ratios, current ratio, and other financial covenanls all as defined in the
agreements. On May 3, 1990, the Registrant and its wholly owned subsidiary entered into amendments o the
guarantee and relaled agreements which amended the restrictive covenants and collatcral provisions of the trust
indenture 10 be consistent with the New Bank Agreement. On July 27, 1990, the guarantee and related
agreements were further amended 10 be consistent with the New Bank Agreement, as amended. In connection
with the May and July restructuring of the senior indebledness the holder of the revenue bonds entered into
forbearance agreements pursuant 10 wi_ich the holder agreed nol (o exercise its rights to cause the Registrant to
repurchase the revenue bonds, absent an event of default, until the earlier of May 31, 1992 or the date on which
the bank indebtedness is repaid.

(¢} On May 3, 1990, the Registram entered into a Collateral Trust Agreement (CTA) for the benefit of the
holders of the Registrant’s senior secured debt, that is, the banks, the insurance companies and the revenue
bondholder. Under terms of the CTA, substantially all the Registrant’s assets not previously pledged were pledged
as additional collateral to secure the scnior indebtedness. Substaniially all the proceeds resulting from a sale of
any of the pledged assets will be used to repay senior indebtedness,

Substantially all of the Registrant's senior indebtedness has been issued pursuant to agreements which include
cross-default provisions. Accordingly, a default under terms of any senior debt instrument may result in defaplt
under agreements goveming substantially all of the Registrant’s senior debt. In addition, during periods when
the Registrant is in default under its senior debt, the Registrant could be precluded from paying interest to the
holders of its 7.5% convertible subordinated debentures. If such a payment default occurs and is not cured
within the 30-day period provided iz the wrust indenture, the holders of the 7.5% convertible subordinated
debentures may declare a default and the $9.5 million in principal amount of the 7.5% convertible subordinated
debentures could also be accelerated,

37 P

[ R



COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 12-- Lease Commitments

The Registrant leases certain facilities, furniture and equipment. The facility leases contain escalation clauses
based on the Consumer Price Index and provisions for payment of real estate taxes, insurance, maintenance and
repair expenses,

Total rental expenses for all operating leases are as follows:

Year Ended May 31,

91 1990 1989

(Dollars in thousands)
Minimom rentals . ..._...... ... . ... .. ... . $ 1,554 $ 2,143 $ 1,865
Contingent remtals . . ... ... ... ... ... . .. . | 183 152 186
Towl rentals .. ... ... . ..., ...... .. . . $ 1,737 3 2,295 $ 2051

Assets under capital leases are capitalized using interest rates appropriate at the inception of each lease:
contingent rents associated with capital leases in fiscal 1991, 1990 and 1989 were $195,000, $163,000 and
$203,000, respectively. The net book value of capital leascs at May 31, 1991 and 1990 was $647.000 and
$674,000, respectively.

Future minimum payments, by year and in the aggregate, under capital leases and noncancellable operating
leases with initial or remaining terms of one year or more consist of the following at May 31, 1991:

Capital Operating
Fiscal Year Leases Leases
(Dollars in thousands)

1992 F 24 $630
1993 . 204 465
1994 . 204 327
1995 204 166
1996 ... 162 166
Lateryears .. ... ... ... ... .. ... .. ... . . .. 1,298 2.515
Total minimum lease payments .. .. ... ... ... 2,276 34,269
Less amounts represenling merest , . ... .., ... ... 1,265

Present value of net minimum lease payments . ... ... . $1.011

Note 13-- Income Taxes

Provision (benefit) for income taxes consist of the following:

Year Ended May 31,

1991 1990 1989

Current: (Dolfars in thousands)
IS-“-ederal ................................. $ - $(15,785) $4,928
e . .. 401 336 1,363
401 (15.449) 6,291

Deferred:

Ig‘cderal ................................. - {4,845) (3,924)
e . ... —- -— {1,108)
—- {(4.845) (5.032)
$ 401 $(201294) $1.259

. R
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989
Note 13-- Income Taxes (continued)

A reconciliation between provision(bencfit) for income taxes and the amount computed by applying the
statutory federal income tax rate (34%) to earnings(loss) before income taxes is as follows:

Year Ended May 31,

1991 1990 1989
(Doliars in thousands)

Provision(benefit) for income taxes at the statutory tax rate . . . . $(9.214) $(27065) $ 599
State income taxes, net of federal tax benefit .. ........... 136 21 168
Amortization of intangible assets . . .............. ... .. 41 95 112
Reorganization expenses . . .. ..................... .. - 41 410
Tax effect of net operating loss in excess of amount required

to recover prior years’ taxes available for carryback ... ... .. 9410 9,311 -—
Additional tax refund duc to difference resulting from

net operating loss carryback . ... ... ... ... ... ... .. - (2,493) -
Other,met . . ... ... ... ... .. 28 (30

47
$_401  $(202M) $1,259

Total provision(benefit) for income taxes differs from taxes currently payable (refundable) as a result of
differences in the recognition of revenues and expenses for tax and financial reporting purposes. The sources of
these differences and the tax effect of each are as follows:

Year Ended May 31,
1991 1990 1989
(Dollars in thousands)

Excess tax over book depreciation . . ... ... ........ . $ 857 $ 435 § 400
Cash basis accounting and different reporting

period by joint ventures . ... ... ... ... ..., ... . .. (142) (302)  (1,606)
State income taxes . .......... ... ... ... - - 353
Deferred compensation expense deduciible on a

cashbasis . ........ ... ... . ... . ... ... ... . (637) (B8 104
Cash basis accounting by subsidiaries . ............... .. (692) (561) (732)
Employee benefit expenses not currently deductible . ... ... . 467 (126) (235)
Write-down of assets held for sale not currently

deductible . ... ... .. .. . .. ... (1,993) (15,533) (840)
Bad debt expense for financial reporting purpeses less than

(greater than) deductible for income tax purposes .. ....... 398 1,562 (1,634)
Debt resiructuring expenses not currertly deductible . . . ... . . 177 (683) -
Net deferred tax not cumently availabie for

valuation ... ... 0L (4,499 11,196 -
Deductible operating losses from discontinued Operations . ... .. 2,098 -- -
Excess tax over book losses from sale of assefs . . . ....... . 4,657 - -
Other,met . ....... ... ... .......... . ... (691) 36

36 {842)
= S@EY G

At May 31, 1991, the Registrant had net operating loss carryforwards of approximately $43 million for financial
reporting purposes. At May 31, 1991, operating loss carryforwards for income tax purposes totaling
approximately $12 million expire in 2006. Ali benefits from recoverable Federal income taxes paid in prior years
(tax carrybacks) were recognized as of May 31, 1990. No further tax carrybacks are availabie.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 14-- Deferred Compensation Plans

The Registrant has a deferred compensation agrcement with its former Chairman. The vested unfunded
benefits at May 31, 1991 and 1990 of $1,594,000 and $1,609,000, respectively, have been accrued by the
Registrant. The Registrant utilized an 8% discount rate in determining the present value of vested unfunded
past service cost. The Registrant’s former Chairman commenced receiving payouts in accordance with his
agreement on February 1, 1990. Effective January 1, 1991, the Registrant ceased making payments under this
agreement and the former Chairman has brought an action against the Registrant under this agreement.

The Registrant has deferred compensation plans for its key executives and medical directors. Under provisions
of these plans, participants have elected to defer receipt of a portion of their compensation to future periods. In
most cases, upon separation from the Registrant, participants receive payouts of their deferred compensation
balances over five years. Effective January 1, 1989, participants were not offered the opportunity to defer
compensation to future periods.

Note 15-- Stockholders’ Equity

The Registrant is authorized to issue 60,000 shares of preferred stock with a par value of $50 per sharc.
No preferred shares have been issued.

In fiscal 1988, the Registrant’s Board of Directors adopted the 1988 Incentive Stock Option Pian and 1988
Nonstatutory Stock Option Plan. Options granted under the 1988 Incentive Stock Option Plan are intended to
qualify as incentive stock options ("ISOs"} under Section 422 of the Internal Revenue Code. Options granted
under the 1988 Nonstatutory Stock Option Plan do not gualify as 150s. The maximum number of shares subject
10 option are 750,000 and 200,000 for the 1SOs and nonstatutory options, respectively. During fiscal 1990, certain
options were granted at $3.00 per share in consideration for cancellation of options previously granted in fiscal
1988 at $8.125 per share. During fiscal 1991, certain options were granted at $1.25 per share, some of which
were in consideration for canceliation of options previously granted in fiscal 1990 at $3.00 per share. The
following table sets forth the ISOs granted under the 1988 plan:

Number of Option Price

Shares Per Share Agpregate

(In thousands)
Balance May 31, 1988 . . . . ... .. ... ..t 654,728 $8.125 $5,320
Options forfeited in fiscal 1989 . . ... ... .. ... ... .. (167,367} 8.125 (1,360)
Options exercised in fiscal 1989 .. ... ............ (31.172) B.125 (253)
Balance May 31, 1989 _ . . . . . ... ... ..o 456,189 8.125 3,707
Options exercised in fiscal 1990 ... .............. (40,196) 8.125 (328
Options canceled in fiscal 1990 .. ............... (278,962) 8.125 (2,265)
Options issued or regranted in fiscal 1990 . ... .. ... .. 377,500 3.00 1,133
Options forfeited in fiscal 1990 . . ... ............. {182,929) $3.00-8.125 (1,230
Balance May 31, 1990 . . . . .. . ... ... ... 331,602 $3.00-8.125 1,017
Options cancelled in fiscal 1991 .. ............... {10,000) $3.00 (30)
Options issued or regranted in fiscal 1991 . . ......... 285,000 $1.25 356
Options forfeited in fiscal 1991 . .. ... ............ (174,102) $3.00-8.125 543
Balance May 31, 1991 . . . . .. ... ... 432,500 $1.25-$3.00 $ 800

The per share exercise price of options issued under the plans is determined by the Board of Directors, but
in no event is the option exercise price so determined less than the then fair market value (as defined in the
plans) of the shares. In the case of an ISO, if, on the date of the grant of such option, the optionee is a
restricted stockholder (as defined in the plans), the option exercise price cannot be less than 110% of the fair
market value of the shares on the date of the grant.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 15-- Stockholders’ Equity (continued)

Options vest and become exercisable at such times and in such installments as the Board of Directors provides
for in the individual option agreement, except that an option granted to a director may not be exercised until the
expiration of one year from the date such option is granted. Subject to the limitation with respect to the vesting
of options granted to directors, the Board of Directors may in its sole discretion accelerate the time at which an
option or installment thereof may be exercised.

During fiscal 1988, the Registrant grantcd nonstatutory options for 28,316 common shares at an exercise
price of $14.13 per share. All outstanding nonstatutory options were canceled during fiscal 1988. During fiscal
1988, nonstatutory options for 92,557 shares were granted under the 1988 plan at exercise prices ranging from
$8.125 to $14.13 per share in replacement of the cancelled options. The nonstatutory options became exercisable
one year after the date of grant. In fiscal 1989, nonstatutory options for 14,806 shares weze cancelled. In fiscal
1990, nonstatutory options for 12,500 shares were granted at an exercise price of $2.56 per share. During fiscal
1991, nonstatutory options for 90,251 shares expired and nonstatutory options for 200,000 shares were granted
at an exercise price of $1.25 per share. The nonstatutory options become exercisable one year after the grant
date. In February and August 1991, the Registrant adopted cenain amendments to the Registrant’s 1988
Nonstatutory Stock Option Plan, subject 1o shareholder approval, which included an increase in the number of
shares under the plan from 200,000 to 400,000 sharcs. Subject to such shareholder approval, the Registrant
granied options (o purchase 200,000 shares at $1.25 per share (0 the outside directors, 1o vest 100% on the date
of the 1992 annual shareholders’ meeting. At May 31, 1991 nonstattory options for 200,000 shares were
outstanding at an exercise price of $1.25 per share.

In fiscal 1991, options not under any plan were issued to the Registrant’s President and Chief Executive
Officer as an inducement esscntial o his entering an employment contract with the Registrant. Options for
230,000 shares were granted at an exercise price of $1.25 per share. These options become exercisable one year
after the grant date.

On April 19, 1988, the Registrant declared a dividend of one common share purchase right ("Right") for
each share of common stock outstanding at May 6, 1988, Each Right entitles the holder to purchase one share
of common stock at a price of $30 per share, subject to certain anti-dilution adjestments. The Rights are not
exercisable and are transferable only with the common stock until the eadier of ten days following a public
anoouncement that a person has acquired ownership of 25% or more of the Registrant’s common stock or the
commencement or anncuncement of a tender or exchange offer, the consummation of which would result in the
ownership by a person of 30% or more of the Registrant's common stock. In the event that a person acquires
25% or more of the Registrant’s common stock or if the Registrant is the surviving corporation in a merger and
its common stock is not changed or exchanged, each holder of a Right, other than the 25% stockholder (whose
Rights will be void), will thereafier have the right 10 receive on exercise that number of shares of common stock
having a market value of two times the exercise price of the Right. If the Registrant is acquired in a merger
or more than 50% of its assets are sold, proper provision shall be made so that each Right hoider shall have the
right 1 receive or exercise, ar the then-current exercise price of the Right, that number of shares of common
stock of the acgniring company that at the time of the transacuon would have a market value of two times the
exercise price of the Right. The Rights are redeemable at a price of $.02 per Right at any time prior to ten days
after a person has acquired 25% or more of the Registrant’s common stock.

Note 16-» Commitments and Contingencies

In fiscal 1990 three stockholder class action complaints were filed (and subsequently consolidated) against
the Registrant and others in connection with the terminated reorganization with First Hospital Corporation. In
June 1990, the Registram and the Registrant’s directors entered into an agreement to settle the consolidated
stockholder class actions. Under the terms of the agreement, the Registrant agreed to pay $150,000 in cash and
to issue 687,500 shares of the Registrant’s common stock to the plaintiffs and the proposed class. The District
Court, which must approve the settlement, has expressed concemns regarding certain terms of the proposed
settlement. On August 3, 1990, the District Court denied the plaintiffs’ motion for class certification.

On Augnst 15, 1991, a stockholder complaint was filed in District Court against the Registrant and others
in connection with the terminated reorganization with First Hospital Corporation. The complaint secks
compensatory damages of approximatcly $700,000, plus $2,000,000 in punitive damages along with other costs
and attorney’s fees. Management is unable to predict its effect on the Registrant’s business.
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COMPREHENSIVE CARE CORPORATION AND SUBSIDIARIES
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 16-- Commitments and Contingencies {continued)

In addition to the foregoing mauters, the Registrant is routinely engaged in the defense of lawsnits arising out
of the ordinary course and conduct of its business and has insurance policies covering such potential insurable
losses where such coverage is cost-effective. Management believes that the outcome of such lawsuits will not
have a material adverse impact on the Registrant’s business.

The Registrant is cuerrently undergoing a payroll tax audit by the Internal Revenue Service {("IRS™) for
calendar years 1983 through 1988. The IRS agent conducting the audit has asserted that certain physicians and
psychologists engaged as independent contractors by the Registrant should have been treated as employees for
payroll tax purposes. On April 8, 1991, the Registrant received an assessment related to this assertion claiming
additional taxes due tolaling approximately $19.4 million. Management believes that its treatment of the
independent contractors is consistent with IRS guidelines and established industry practice. Management has filed
a protest with the IRS and intends to defend vigorously any claims made by the IRS related to this issue;
however, management is unable to predict the ultimate outcome of the IRS audit. The Registrant and RehabCare,
in May 1991, entered into a Tax Sharing Agreement under which the Registranl will indemnify RehabCare for
any claims of income or payroll taxes due for all periods through fiscal 1991.

Note 17-- Unaudited Quarterly Rerults
First  Second Third Fourth

Quarter Quarter Quarter Quarter

(Dollars in thousands, except per share amounts)

1991

Operating Tevenues . . ... ............ .. ....... .. $21,079 $20,524 $20213 $22873
Costsand expenses . . .......................... 26,691 23136 21,310 32513
Operating loss .. .. ........... ... 0. . (5612) (2612) (1,09 (9.640)
Equity in earnings(loss) of unconsolidated joint ventures . . . . 39y (1.325) 49 26
Interest expense, net of interest income . .. ........ ... . (837 (1879 (1.868) (1,265
Loss before income taxes . . ... ... ........... .. ... (7488) (5816) (2916) (10.879)
Provision for income taxes . . .. ... ... ............ . --- — 141 260
Loss before extraordinary gain . . .. ... .............. (7488) (5816) (3,057 (11,139
Extraordinary item - gain on debenture

CONVEISION . . . . .. ... ..... ...\, .. — — — 11,465
Neteammings(loss) . ... ... .........._ ...... .... . 32488y $3816) $(3,057y $_ 326
Per share:

Loss before extraordinary item ... ............... 30.74) 3057 $(030) 5062

Exmaordinary item - gain on debenture

CONVETSION . . ... .. .............00...... - e — 064
Net eamings{loss} .. ........................ $C74 5037 %030  $002
1990

Operating revenues . - . ......................... $50,787 $41971 $35982  $34.495
Costsandexpenses . .. .................. .. ... .. 35245 53628 59267 71,941
Operating loss . . ........ ... ...... ... ..... ... (4,458) (11,657) (23,285) (37.446)
Equity in eamnings(loss) of unconsolidated joint ventures . . . ., 215 23 99 92
Gain on reorganization agreement . . .. .. ._........... --- 5,000 - -
Minority interest in loss(earnings) of consolidated

joint vemtures .. ............... ..., .. ... .. {100 495 113 —
Interest expense, net of interest income . ... ... ........ (2103) (2,139 (21021 {2,132)
Eamings(loss) before income taxes . . .. ... .. ... . ... .. (6446)  (8278) (25392) (39.486)
Income tax benefit . ... ... ... ... . ... ... ... ... a.774y (4263 (4,79 9.464)
Netloss . ....... ... ... ... .. . . $(4.672) $(4,015) $(20.599) $(30,022)
Netlosspershare . ....... .. .. .. .. .......... .. 5046) 3039 3$2.02)  $(2.96)

Certain fiscal 1990 amounis have been reclassified 10 conform 1o the fiscal 1991 presentation,
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COMPREHENSIVE CARE CORPORATION
Notes to Consolidated Financial Statements (continued)
May 31, 1991, 1990 and 1989

Note 18-- Subsequent Event

On July 3, 1991, RehabCare Corporation ("RehabCare™), a wholly owned subsidiary of the Registrant as
of May 31, 1991, and the Registrant completed an initial public offering of 2,500,000 shares of RehabCare
common stock. Of the total shares sold to the public, 1,700,000 shares were previously owned by the Registrant
and 800,000 shares were new shares issued by RehabCare. Net proceeds to the Registrant totaled approximately
$20,553,000, of which approximately $11,286,000 was used to pay a portion of the Registrant’s senior secured
debt. A gain of approximatcly $18 million on the sale of the RehabCare shares will be reflected in the
Registrant’s consolidated statement of operations for the first quarter of fiscal 1992. The Regisirant’s remaining
48% interest (2,300,000 shares) in RehabCare will be accounted for on the equity method.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None
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PART I

Item 10 and 11. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT AND
EXECUTIVE COMPENSATION.

A definitive proxy statement of Comprehensive Care Corporation will be filed not later than 120 days
after the end of the fiscal year with the Securitics and Exchange Commission. The information set forth therein
under "Election of Directors” and "Executive Compensation” 1is incorporated herein by reference. Executive

Officers of Comprehensive Care Corporation and principal subsidiaries are listed on pages 16-17 of this Form
10-K.

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

Information required is set forth under the capiion "Principal Shareholders™ and "Election of Directors”
in the proxy statemment for the 1991 annual meeting of sharcholders and is incorporated herein by reference.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Information required is sct forth under the caption "Election of Directors™ in the proxy statcment for the
1991 annual meeting of sharcholders and is incorporated herein by reference.
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PART 1V
Item 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.

(a) 1. Financial Statements
Included in Part II of this report:
Independent auditors’ report
Consolidaied balance shects, May 33, 1991 and 1990
Consolidated statements of operations, years ended May 31, 1991, 1990 and 1989
Consolidated statements of stockholders’ equity, years ended May 31, 1991, 1990 and 1989
Consolidated statements of cash flows, years ended May 31, 1991, 1990 and 1989
Notes to consolidated financial statements

2, Financial Statement Schedules

V. Property and Equipment
VI. Accumulated Depreciation and Amortization of Property and Equipment
X. Supplementary Statements of Operations Information

Other schedules are omitted, as the required information is inapplicable or the information is presented in
the consolidated financial statements or related notes.

3. Exhibits

Exhibit
Number Description and Reference

.1 Restated Certificate of Incorporation (4)

.2 Restaled Bylaws as amended Oclober 9, 1990 (filed herewith)

.1 Indenwre dated April 25, 1985 between the Registrant and Bank of America, NT&SA, relating
to Convertible Subordinated Debentures (1)

b W

42 Trust Indenture dated as of July 1, 1988 among the Registrant, Starting Point Incorperated,
CareUnit Hospital of Ohio, Inc., and Security Pacific National Bank, relating to Senior Secured
Notes ()

43 Rights Agreement dated as of April 19, 1988 between the Registrant and Security Pacific National
Bank (5)

44 First Amendment to Trust Indenture dated as of April 30, 1990 among the Registrant, Starting
Point Incorporated, CareUnit Hospital of Ohio, Inc. and Security Pacific National Bank, relating
to Senior Secured Notes (10)

45 Sccond Amendment to Trust Indenture dated as of July 27, 1990 among the Registrant, Starting
Point Incorporaled, Carelinit Hospital of Ohio, Inc. and Security Pacific National Bank, relating
to Senior Secured Notes (10)

10.1 Standard form of CareUnit Contract (7)

10.2 Standard form of CarePsychCenter Contract (7)

10.3 The Registrant’s Employee Savings Plan, as amended and restated (6)

104 Deferred Compensation Agrecment daied April 6, 1982 between the Registrant and B. Lee Karns
)

10.5 Amendment No. 1 to Deferred Compensation Agreement dated September 20, 1983 between the
Registrant and B. Lee Karns (10)

10.6 Amendment No. 2 tw Deferred Compensation Agrcement dated April 21, 1986 between the
Registrant and B. Lee Karns (3)

10.7 Form of Individual Death Benefit Agreement {10)

10.8 Financial Security Plan for executive management and medical direciors (10)

10.9 The Repistrant’s 1988 Incentive Stock Option and 1988 Nonstatutory Stock Option Plans (7)

10.10 Form of Stock Option Agreement (7)

10.11 Form of Indemnity Agreement (7)

10.12 Description of Executive Bonus Plan (2)

10.13 Executive Employment Agreement dated as of March 22, 1989 between the Registrant and Marilyn
U. MacNiven-Young (8)

10.14 Executive Employment Agreement dated as of March 22, 1989 betwceen the Registrant and Stephen
R. Munroe (8)

10.15 Amendment No. 2 to the Registrant’s Employee Savings Plan dated as of December 14, 1989 (9)

10.16 Executive Employmen: Agreement dated as of October 31, 1989 between the Registrant and W.
James Nicol (9)
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Exhibits {continued)

Exhibit
Number Description and Reference

10.17 Execntive Employment Agreement dated as of February 26, 1990 between the Registrant and Alan
C. Henderson (9)

10.18 Executive Employce Agreement dated as of April 23, 1990 between RehabCare Corporation and
James M. Usdan {10)

10.19 Second Amended and Restated Loan Agreement dated as of May 3, 1990 among the Registrant,
certain of its subsidiaries, Union Bank, Southeast Bank, N.A,, and The Boatmen's National Bank
of St. Louis (10)

10.20 First Amendment to Guaranty Agreement dated as of May 3, 1990 between the Registrant and
Southeast Bank, N.A., relating to the Coral Springs Bonds (10)

10.21 Collateral Trust Agreement dated as of May 3, 1990 among the Registrant, certain of its
subsidiaries, Seattle-First National Bank, Union Bank, Security Pacific National Bank and Southeast
Bank, N.A. (10)

10.22 First Amendment (o Guaranty Agreement dated as of May 3, 1990 among the Registrant, CareUnit
of Florida, Inc. and Southeast Bank, N.A. relating to the Jacksonville Beach Bonds (10)

10.23 Forbearance Agreement dated as of May 3, 1990 between CareUnit of Florida, Inc. and Southeast
Bank, N.A., relating to the Coral Springs Bonds (10)

10.24 Forbearance Agreement dated as of May 3, 1990 between CareUnit of Florida, Inc. and Southeast
Bank, N.A., relating to the Jacksonville Beach Bonds (10)

10.25 First Amendment to Contingent Purchase Agreement dated as of May 3, 1990 between CareUnit
of Florda, Inc. and Southeast Bank, N A., relating to the Coral Springs Bonds (10)

10.26 Amendment No. 3 to the Registrant’s Employee Savings Plan dated as of May 24, 1990 (10)

10.27 Executive Employment Agrecment dated as of June 1, 1990 between the Regisirant and Laurence
1. Steudle (10)

10.28 Executive Employment Agreement dated as of June 1, 1990 between the Registrant and Stephen
J. Toth (10)

10.29 Cash Collateral Agrcement dated as of July 27, 1990 among the Registrant, certain of its
subsidiaries and Union Bank (10)

10.30 Amendment No. 1 to Second Amended and Restated Loan Agrecment dated as of Tuly 27, 1990
among the Registrant, certain of its subsidiaries, Union Bank, Southeast Bank, N.A. and The
Boatmen’s National Bank of St. Louis {10)

10.31 Amendment No. 1 to Collateral Trust Agreement dated as of July 27, 1990 among the Registrant,
certain of its subsidiarics, Seattle-First National Bank, Union Bank, Security Pacific National Bank
and Southeast Bank, N.A, (10)

10.32 Cash Collateral Agreement dated as of July 27, 1990 among the Registrant, CarcUnit of Florida,
Inc. and Southeast Bank, N.A., relating to the Coral Springs and Jacksonville Beach Bonds (10)

10.33 Second Amendment to Guaranty Agreement dated as of July 27, 1990 between the Registrant and
Southeast Bank, N.A., relating 10 the Coral Springs Bonds (10)

10.34 Second Amendment to Guaranty Agreement dated as of July 27, 1990 among the Registrant,
CarelUnit of Florida, Inc. and Southeasit Bank, N.A., relating to the Jacksonville Beach Bonds (10)

1035 Cash Collateral Agreement dated as of July 27, 1990 among the Registrant, Starting Point
Incorporated, CarcUnit Hospital of Ohio, Inc., certain of the Registrant’s subsidiaries and Security
Pacific National Bank (10)

10.36 First Amendment 10 Forbearance Agreement dated as of July 27, 1990 between CareUnit of
Florida, Inc. and Southeast Bank, N.A., relating to the Coral Springs Bonds (10)

10.37 First Amendment to Forbearance Agreement dated as of July 27, 1990 between CareUnit of
Florida, Inc. and Southeast Bank, N.A_, relating to the Jacksonville Beach Bonds (10)

10.38 Second Amendment to Contingent Purchase Agreement dated as of July 27, 1990 between
CareUnit of Florida, Inc. and Southeast Bank, N.A., relating to the Corat Springs Bonds (10}

10.39 Amendment to Exccutive Employment Agreement dated as of August 17, 1990 between RehabCare
Corporation and James M, Usdan (10)

1040 Amendment to Executive Employment Agreement dated as of August 17, 1990 beiween the
Registrant and Laurence I, Steudle (10)

1041 Amendment to Exccutive Employment Agreement dated as of August 17, 1990 between the
Registrant and Stephen J. Toth (10)

1042 Amendment to Executive Employment Agreement dated as of Auguest 17, 1990 between the
Registrant and Alan C. Henderson (10)

1043 Amendment to Executive Employment Agreement dated as of August 17, 1990 between the
Registrant and W. James Nicol (10)
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Exhibits (continued)

Exhibit
Number Description and Reference

10.44 Executive Employees’ Trust Agreement dated as of August 17, 1990 between the Registrant and
Mark Twain Bank (10)

10.45 Contingent Transition Agreement dated as of August 20, 1990 among the Registrant and certain
individual stockholders and certain other entities (10)

10.46 The Registrant’s Employees Savings Plan as amended and restated as of June 1, 1991 (filed
herewith)

1047 Employment Agreement dated as of September 1, 1990 between the Registrant and James P.
Carmany (filed herewith)

10.48 Employment Agreement dated as of Sepiember 1, 1990 between the Registrant and Donald G.
Simpson (filed herewith)

10.49 Agreement between the Registrant and Livingston & Company dated April 1, 1991 (filed herewith)

10.50 Shareholder agreement dated as of May 8, 1991 between the Registrant and RehabCare Corporation
(11)

10.51 Tax Sharing agreement dated as of May 8, 1991 between the Registrant and RehabCare
Corporation (11)

10.52 Employment Agreement dated August 1, 1991 betwecn the Registrant and Richard C. Peters (filed
herewith)

11 Computation of Earnings Per Share (filed herewith)

22 List of the Registrant’s subsidiaries {filed herewith)

24.1 Consent of KPMG Peat Marwick (filed herewith)

(1) Filed as an exhibit to the Registrant’s Form S$-3 Registration Statement No. 2-97160.

(2) Filed as an exhibit to the Registrant’s Form 10-K for the fiscal year ended May 31, 1985.
(3) Filed as an exhibit to the Registrant’s Form 10-K for the fiscal year ended May 31, 1986.
(4) Filed as an exhibit to the Registrznt’s Form 10-Q for the quarter ended August 31, 1986.
(5) Filed as an exhibit to the Registrant’s Form 8-K dated May 4, 1988.

(6) Filed as an exhibit to the Registrant’s Post-Effective Amendment No. 1 to Form S-8 Registration Statement
No. 33-6520.

(7) Filed as an exhibil to the Registrant’s Form 10-K for the fiscal year ended May 31, 1988.
(8) Filed as an exhibit to the Registrant's Form 10-K for the fiscal year ended May 31, 1989.
(9) Filed as an exhibit to the Registrant’s Form 10-Q for the quarter ended February 28, 1990.
(10)Filed as an exhibit to the Registrant’s Form 10-K for the fiscal year ended May 31, 199(.

(11)Filed as an exhibit to RehabCare Corporation’s Form S-1 Regisiration Statement No. 33-40467.

(b) Reports on Form 8-K

A teport on Form 8-K was filed by the Registrant on April 3, 1991, reporting a voluntary iemporary
reduction in the conversion price for converting its 7 1/2% convertible subordinaied debentures due April 15,
2010 and a report of debentures converted into common stock of the Registrant during the reduced conversion
price period.
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereonto duly authorized,

- August 28, 1991,

COMPREHENSIVE CARE CORPORATION

By %.57

James P. Carmany
President
and Chief Executive Officer

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 capacilies and on the dates so indicated.
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rd
ﬂafncs P. Carmany

Howard §. Groth

Robert 1. Miller

Charles Moore

W. James Nicol

Michael K. O’Toole

Norman L. Perry

Title

President
(Chief Executive Officer)

Vice President Finance

and Corperate Controller

(Principal Financial Officer)

(Principal Accounting Officer)

Director

Director

Director

Director

Director

Director

Director
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the
ﬁ;glm% h;sggdluly caused this report to be signed on its behalf by the undersigned, thereamto duly suthorized,
Eust '] .

COMPREHENSIVE CARE CORPORATION

By

James P. Carmany
Pregident
#ndd Chief Executive Officer

Purguant 1o the requirements of the Securitics Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates so indicated.

Signatyre Tigle Date
President
{Chief Executive Officer) August 28, 1991

James P. Carmany

Vice President Finance
and Corpotate Controller

- : (Principal Financlal Officer) Angust 28, 1991
Dennis C, Dickey (Principal Acconnting Officer)
Director August 28, 1991
Harvey Q. Felsen
i i cesad 4, g;ﬁ T Director August 28, 1991
Howard S. Groth
Divector August 28, 1991
Robert T, Miller
Director August 28, 1991
Charles Moore
Director Augost 28, 1991
W. James Nical _
Director August 28, 1991
Michael X, O"'Toole
Director August 28, 1991

Norman L, Pery ~
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SIGNATURES

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchangs Act of 1934, the

has duly caused this report to be signed on its behalf by the undemigned, thercunto duly authorized,
August 28, 1991,

COMPREHENSIVE CARE CORPORATION

By

Jurmes P, Carmany
President
and Chief Executive Offic ey

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 end on the dates so indicated.

Stnature Tifle Dats
President
{Chief Executve Officer) August 28, 1991

Jamas P. Carmany

Vice Prosident Finance
and Corporate Controlier

{Principal Financial Officer) August 28, 1991
Dennis C. Dickey {Prircipal Accounting Officer)
—n Director August 28, 1991
Harvey @, Felsen
Director Angust 28, 1991
Howard S. Groth
W Z //?%'" Director August 28, 1991
Robert 1. Miller
Director August 28, 1991
Charles Modre
Director August 28, 1991
W. James Nicol
Director August 28, 1991
Michael K, O'Toole
Director August 28, 1991

Norman L. Perry
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Pursuant to the requirements of Sections 13 or 15(d) of the Secwritiesa Exchange Act of 1934, the

Registrant has duly cansed this report to be signed on its behalf by the undessigned, theconneo duly authorized,
August 28, 1991,

COMPREHENSIVE CARE CORPORATION

By

James P, Carmany
President
and Chief Execirive Offices

PuuuauttothomuiremnuuftheSecuritlelEmhng:ActofwM.thtlupmhnbemsigmdbeLow
by the following persons on behalf of the Registrant and in the capacities end on the dates so indicated.

Sisnatgre Title Date

President

— (Chief Executive Officer) August 28, 1991

James P, Carmany

Vice President Finance

and Corporate Controller

—— (Principal Financia] Officer) Angust 28, 1991

Deannis C. Dickey (Principal Accounting Officer)

Director August 28, 1991
Harvey G, Felson

Director Aungust 28, 1991
Howard §8. Groth

Director August 28, 1991
Robert L Miller
/ ' ’ Director August 28, 1991

Moore

Diractor August 28, 1991
W. James Nicol

Director Angust 28, 1991
Michael K. O*Tocle

Direcior August 28, 1991

Norman L. Perry
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SIGNATURES

Purseant 10 the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the
Regiscrant has duly caused this report to bs signed on its hehslf by the undersigned, thersunto duly authorized,

August 28, 1991,

COMPREHENSIVE CARE CORPORATION

By

James P. Cammany
President

and Chief Executive Officer

Pursuant o0 the requirements of the Securities Exchange Act of 1934, this report has been signad below
by the following persons on behaglf of the Registrant and in the capacities and on tho datos so indicated.

Slanature Tids
President
— {Chief Bxecutive Officer)
James P, Carmany
Vice Pregident Finance
and Corporate Conproller
— (Principal Finsncigl Officer)
Dennig C, Dickey (Principal Accounting Officer)
— — Director
Harvey G. Relsen
- Director
Howard S. Groth
- Director
Robert 1, Miller
Director
Charles Moore
Director
W. James Nicol
f
Mt be -
© Michael K. O'Toole
Direcue
Norman L, Perry
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SIGNATURES

. Purguant to the requiremeats of Sections 13 or 15(d} of the Securities Exchango Act of 1934, the
Roguuag; hliaggdluly caused this report to be signed on it behalf by the undersigned, thereunto duly authorized,

COMPREHENSIVE CARE CORPORATION

By

James P. Carmany
President

aoid Chief Executive Officer

Pursuant to the requirements of the Securitiea Exchange Act of 1934, this report has been signed below
by the following perscns on behaif of the Registrant and in the capacities and on the dates so indicated.

Signature Title Date
President
(Chief Executive Qfficer) August 28, 1991

James P, Carmany

Vice President Finance
and Corporate Coniroller

. — (Principal Financial Officer) August 28, 1951
Dennig C, Dickey (Principal Accounting Officer)
—_— Direcior Aungust 28, 1991
Harvey G, Felsen
Direcior August 28, 1991
Howard S, Groth
Director August 28, 1991
Robert 1, Miller
Director August 28, 1991
Charles Mogre
- Director August 28, 1991
W. Jamea Nicol
— Director August 28, 1991
Michael K, O'Toole
Director August 28, 1991
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Year ended May 31, 1991
Land and improvements

Buildings and improvements .. ......

Fumiture and equipment
Leasehold improvements
Capital leases

Year ended May 31, 1990
Land and improvements

Buildings and improvements . ... ....

Furniture and equipment
Leaschold improvements
Capital leases

Year ended May 31, 1989
Land and improvements

Buildings and improvements . .. ... ..

Furniture and equipment
Leaschold improvements
Capital leases

COMPREHENSIVE CARE CORPORATION

Schedule V - Property and Equipment
Years Ended May 31, 1991, 1990 and 1989

Balance at Sales Balance at
Beginning of  Additions and Reclassi- End of
Period at Cost Retirements ficationsa) Period

(Dollars in thozsands)

........... $ 6,671 $ - $ - $ B854 $ 7,525
19,872 478 20 4979 25,300
........... 12,581 456 2,153 579 11,463
.......... 883 61 52 (63) 829
........... 1,894 —- 1,149 — 745
$.41.901 $ 995 $3374 $_6349 $ 45871
........... $ 14,841 $ - $ - $(8170) § 6,671
82435 11,747 2 {74,308) 19872
........... 22,409 1.813 1,965 (9,676) 12,581
.......... 1,765 5 108 {779) 883
........... 2,704 --= — (810) 1,894
$124,154 $13,565 $.2075 $(93,743) $_ 41,901
........... $ 2407 5 - $ 1334 5 (7.896) § 14,841
95,187 5526 8,709 (9,569) 82435
........... 24 470 2,989 4374 (676} 22409
.......... 174 238 198 1,551 1,765
........... 2,704 o —-- — 2704
$146.606 5_8,753 314,615 $(16,590) $124.154

(1) Includes amounts which have becn reclassified to property and equipment held for sale.
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COMPREHENSIVE CARE CORPORATION

Schedule VI - Accumulated Depreciation and Amortization of Property and Equipment

Year ended May 31, 1991
Buildings and improvements
Furniture and equipment
Leasehold improvements
Capital leases

Year ended May 31, 1990
Buildings and improvements
Furniture and equipment
Leasehold improvemenis
Capital leases

Year ended May 31, 1989
Buildings and improvements
Furniture and equipment
Leaschold improvements
Capital leases

Years Ended May 31, 1991, 1990 and 1989

Balance at Additions
Beginning of Charged to
Period Expense

{Dellars in thousands)

Sales
and

Balance at

Reclassi-

End of

Retirements fications(y Period

........ $ 223 $1,230 $ 2 8 213§ 1664
........ 7,569 1,190 568 388 8579
........ 424 172 50 (18) 528
........ 585 27 — -— 612

5 8,801 $2,619 $ 620 % 583 $11.383
........ $13,359 $3,482 $1,205 $(15.413) § 223
........ 11,258 2,401 1,053 (5,037 7.569
........ 738 175 71 418) 424
........ 1,726 92 937 {296} 585

$27.081 $6,150 $3.266 $21164) $ 8,801
........ $12,406 $3.682 $1.328 $ (1.401) $13,359
........ 10,832 2,955 2,139 (390 11,258
........ 93 159 6 492 738
........ 1,620 106 - o 1,726

$24.951 $6,902 $3473 $_(1,299) $27081

(1) Includes amounis which have been reclassified to property and equipment held for sale.
50
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Advertising costs

COMPREHENSIVE CARE CORPORATION

Schedule X - Supplementary Statements of Operations Information

Years Ended May 31, 1991, 1990 and 1989

51

1991

$3.255

1990 1989
{Dollars in thousarnds)

$7694 $14.994




COMPREHENSIVE CARE CORPORATION

Exhibit 11 - Calculation of Earnings(Loss} Per Share

Year ended May 31,
1991 1990 1989 1988 1987
{A ts in th ds, pt per share data)

Primary and Fully Diluted:

Net earnings(loss) applicable to commeon stock:

Net earnings(loss) before extraordinary item (a) . . . ($27,500) $(59,308) $502 $11,040 $13.888
Extraordinary item - gain on debenture
CONVEISION . . .. . ..t ittt it i vee e 11,465 - - - o
Net camings{loss) . ........._ ... ......... (16,035) --- - - -
Average number of shares of common stock
and common stock equivalents outstanding: . . .. . . 12,118 10,172 10,106 10,733 13,583

Additional average number of shares outstanding
assuming conversion of 7.5% convertible
debentures (¢) ... .... ... ... .. . ... ..., -—- --- - 1,771 1,771

Ditutive effect of stock options afier
application of treasury stock method (b) . .. ... .. -— - 80 18

=g

Average number of shares of common stock and
common stock equivalents . . .. .. ... ..., 12,118

:
;
I
|
|

Earnings(loss) per common and common equivalent share;

Net camnings(loss) before extraordinary item . ... .. $(227)  $(5.83) $0.05 $0.88 3090
Extraordinary item - gain on debenture

COMVEISION . . . . . . . . . i in s 95 — - - -
Net eamnings(loss) . .. ... ... ... .. uunn. $(132) $(5.83) $0.05 $0.88  $0.90

(a) Net eamings(loss) before extraordinary

item per selected financial data . ... ........ $(27.500) $(59,308) $502 $ 8970 $12,088
Add interest expense attributable o 7.5%

convertible subordinated debentures {¢) . . ... ... -—- - - 2070 1,800
Net carnings{loss) applicable to common stock

before extraordinary item . ... ............ B27,500) $(59,308) $302 $11,040 $13.888

(b) Stock options granted did not have a dilutive effect and were not included in the computation of earnings
per share for fiscal 1991 and 1990.

(¢} During fiscal 1991, 1990 and 1989, the convertible debentures had an antidilutive impact on earnings per
share and accordingly were excluded from the computation.
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COMPREHENSIVE CARE CORPORATION
SCHEDULE OF SUBSIDIARIES

STATE OF

SUBSIDIARY NAME INCORPORATION
NPHS, INC. California
CAREMANOR HOSPITAI OF WASHINGTON, INC. Washington
TRINITY OAKS HOSPITAL, INC. Texas
TERRACINA CONVALESCENT HOSPITAL & HOME, INC. California
CAREUNIT, INC. California
CAREUNIT HOSPITAL OF ST. LOUIS, INC. Missouri
STARTING POINT INCORPORATED California
CAREUNIT HOSPITAL OF ALBUQUERQUE, INC. New Mexico
COMPREHENSIVE CARE CORPORATION Nevada
CAREUNIT CLINIC OF WASHINGTON, INC. Washington
CAREUNIT HOSPITAL OF OHIO, INC. Ohio
COMPREHENSIVE CARE CORPORATION

(CANADA) LTD. Canada
REHABCARE CORPORATION Delaware
CAREUNIT OF CHICAGO, INC. Illinois
VIDEOHEALTH, INC. California
CAREUNIT, INC. Delaware
COMPCARE DELAWARE, INC.

(FORMERLY CAREFAST, INC.) Delaware

EXHIBIT 22 14155/73987(43795)08270
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CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Stockholders and Board of Directors
Comprehensive Care Corporation;

We consent to the incorporation by reference in the Post-Effective Amendment No. 3 1o the Registration
Statement (No. 33-6520) on Form S-8 and in the Registration Statement (No. 33-27213) on Form S-8 of
Comprehensive Care Corporation of our report dated July 31, 1991, except as to note 16, which is as of August
15, 1991, relating to the consolidated balance sheets of Comprehensive Care Corporation and subsidiaries as of
May 31, 1991 and 1990 and the related consolidated statements of operations, stockholders’ equity and cash flows
and related schedules for each of the years in the three-year period ended May 31, 1991, which report appears
in the May 31, 1991 annual report on Form 10-K of Comprehensive Care Corporation,

Our report dated July 31, 1991, except as to notc 16, which is as of August 15, 1991, contains two separate
explanatory paragraphs which state:

As discussed in note 16 © the consolidated financial statements, the Company is currently undergoing a
payroll tax audit by the Intemal Revenue Service ("IRS") for calendar years 1983 thwough 1988. The IRS
has asserted that certain physicians and psychologists engaged as independent contraciors by the Company
should have been treated as employees for payroll tax purposes and has issued an assessment claiming
additional taxes due on that basis. Management believes that its wreatment of the independent contractors is
consistent with IRS guidelines and established industry practice. Management has filed a protest to the
asscssment and intends to defend vigorously the claims made by the IRS related to the issue. Also, as
discussed in note 16 1o the consolidated financial statements, on August 15, 1991 the Company, along with
others, were named in a stockholder complaint filed in District Court related to the terminated reorganization
with First Hospital Corporation. Management intends to defend vigorously the claims related to this issue.
The ultimate outcome of these matiers cannot presently be determined. Accordingly, no provision for any
liability that may result upon resolution of these matiwers has been recognized in the accompanying
consolidated financial statements,

The accompanying consolidated financial statements have been prepared assuming that the Company will
continue as a going concem. As discussed in note 2 to the consolidated financial statements, the Company
incurred significant losses from operations in fiscal 1991 and has a substantial portion of its senior secured
debt due on May 31, 1992. The potential need for additional financing to repay debt as it comes due and
finance the Company's anticipated warking capital requirements during fiscal 1992 raises substantial doubt
about the Company’s ability to continue as a going concern. Management’s plans in regard to these matters
are also described in note 2. The consolidated financial statements do not include any adjustments relating
1o the recoverability and classification of reported asset amounts or the amounts and classification of Labilities
that might result from the outcome of this uncertainty.

KRG /24) 7 M
KOG Dut it

St. Louis, Missouri
August 28, 1991
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