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Regulatory Agreement
'Nursmg Homes

v

U.S. Department of Housing
and Urban Development
Office of Housing

Federal Housing Commissioner

Prujact Numb‘er W

Mortgagee
. 7 127-22014 Capital Funding Group, Inc., a Maryland corporation
Amaurt 01 Mortgage Note Date
<86, 865 300 00 February 1, 2002
Mortgage Reoorded (State) County . : Date
Washlngton Skagit February ___, 2002

Book Page

This Agreement entercd into tlns 1st day of February AN 2002

between Mt Vernon Medical !nvestors Limited Partnership, a Tennessee limited partnership

whose address is 3570 Keith Street, N.W_., Cleveland, Tennessee 37312

(jointly and severally, hercinafier referred to as tgésé_c) and the undersigned Federal Housing Commissioner, (hereinafter called Commissioner).

In consideration of the consent of the Commissioner to the 'l_éa.s,in'g of the aforesaid project by Mt Vernon Medical Investors, LLC,

a Tennessee limited fiability company dba Mt. Vernon Medical Investors of Tennessee, LLC

, Mortgagor,

and in order to comply with ihe requirements of the National Housing Act and the Regulations adopted by the Commissioner pursuant thereto,
Lessees agree for themselves, their successors, heirs and assigns, that in connection with the mortgaged property and the project operated thereon
and so long as the Contract of Mortgage Insurance continues in-effect, and during such further period of time as the Commissioner shall be the
owner, holder or reinsurer of the mortgage, or during any time the. Commissioner is obligated to insure a mortgage on the mortgaged property:

(1)

@
3

4

&)

The lease shall be subject and subordinate to the mortgage:
securing the note or other obligation endorsed for insurance by
the commissioner; See Lease attached as Exhibit "A"

Lessee shall make payments under lease when due;

Payments by the lessee to the lessor shall be sufficient to pay all
morttgage payments including payments to reserves for taxes,
insurance, etc., payments to the Reserve for Replacements, and
to take care of necessary maintenance. If at the end of any
calendar year, or any fiscal year if the project operates on the
basis of a fiscal year, payments under the lease have not been
sufficient to take care of the above items, the lessor and lessee
upon request in writing from the Commissioner shall renegotiate
the amounts due under the lgase so that such amounts shall be
sufficient to take care of such items; the Commissioner shall be
furnished by the lessee, within thirty days after being calledupon
to do so, with a financial report in form satisfactory to the
Commissioner covering the operations of the mortgaged prop-
erty and of the project; *

The lessee shall not sublease the project or any part thereof
without the consent of the Commissioner;

The lessee shall at all times maintain in full force and effect a
license from the State or other licensing authority to operate the
project as a nursing home, but the owner shall not be required to
maintain such a license;

0]
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(10)

(11)

L§c=’ss¢e shall maintain in good repair and condition any parts of
.-the project for the maintenance of which lessee is responsible
: under the terms of the lease;

Lessee shall not remodel, reconstruct, add to, or demolish any
part of the mortgaged property or subtract from any real or
personal property of the project;

Lessee shall not use the project for any purpose except the
operation of a nursing home;

Ifadefaultis declared by the Commissioner under the provisions
of Paragraph 10 of the Regulatory Agreement entered into by the
lessor-mortgagor.and the Commissioner on the

day of February - | M 2002, a copy of
notice of default having been given to the lessee, the lessee will
thereafter make all future payments under the lease to the
Commissioner; . .

The lease may be cancelledupon th'irty days‘ Wﬁttg:n notice by the
Commissioner given to the lessor-and the lessee for a violation
of any of the above provisions unless:the violationis corrected
to the satisfaction of the Comm1ssmner wrthm sald thu'ty day
period.

The Commissioner must approve any change in-or, transfer of
ownership of the lessee entity, and any change in‘or transfer of _
the management operation, or control of the pro;ect
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(12) The lessee shall not reduce or expand, allow to be reduced or
_-expanded, or cause the expansion or reduction of the bed
“capacity of the project without the consent ofthe Commissioner.
. Any change in the bed capacity shall violate this Regulatory

. Agreement.

(13}

The lessee shall not enter into any management contract invoiv-
ing the project; tinléss such shall contain a provision that, in the
event of default under the Regulatory Agreement as recited in
paragraph 9 (above)of this Agreement, the management agree-
ment shall be'sibject totermination without penaity upon written
request of the Commnssmncr Upon such request the lessee shall
immediately arrange to terminate the contract within a period of
not more than thirty (30) days “and shall make arrangements
satisfactory to the Comm1sswner for contmumg proper manage-
ment of the project. :

The mortgaged property, equipmcn't buildings, plans, offices,

apparatus, devices, books, contracts, records, documents, and
other papers relating thereto shall at aI} tifiies be maintained in
reasonable condition for proper audx:_t and subject to examination
and inspection at any reasonable time by the'Commissioner or
hisduly authorized agents, Lessee shall keep copiesofall written
contracts or other instruments which affect the mortgaged
property, all or any of which may be subject to ins'p'éi:tion and
examination by the Commissioner or his/her. duly authonzed
agents. :

(14)

There shall be full compliance with the provisions of (1) any
State or local laws prohibiting discrimination in housing on the
basis of race, color, creed, or national origin; and (2) with the
Regulations of the Federal Housing Administration providing
for non-discrimination and equal opportunity in housing. 1t is
understood and agreed that failure or refusal to comply with any
such provisions shall be a proper basis for the Commissioner to
take any corrective action he may deem necessary including, but
not limited to, the refusal to consent to a further renewal of the
lease between the mortgagor-lessor and the lessee, the rejection
of applications for FHA mortgage insurance and the refusal to
enter into future contracts of any kind with which the lessee is
identified; and further, if the lessee is a corporation or any other
type of business association or organization which may fail or
refuse to comply with the aforementioned provisions, the Com-
missioner shall have a similar nght of corrective action (1) with
respect to any individuals who are officers, directors, trustees,
managers, partners, associates or principal stockholders of the
lessee; and (2) with respect to any other type of business
association, or organization with which the officers, directors,
trustees, managers, partners, associates or principal stockholders
of the lessee may be identified.

(13)

See attached Signature Page.

* essee must submit annual financial statements, Facility
QOperating Statements (Revenuse & Expenses) and Medicare Cost
Reports and Medicaid Cost Reports (if applicable) to the
Commissioner or its designee within sixty (60) days of the close of
the Project's fiscal year.

**All future Lessees must execute a Regulatory Agreement.

Instructions to Closing Attorney

Regulatory Agreement—form HUD-92466-NHL

Nursing Homes—Section 232

This Regulatory Agreement must be executed by the Lessee and the
Commnissioner and recorded before the Note is endorsed for insurance.

Note that there is space left on the back of the printed form for proper
execution of the instrument.

The execution by the Commissioner and by the Lessee must be in
accordance with the requirements of the jurisdiction where the project
is located and must permit the instrument to be recorded.

The Agreement is to be executed in the name of the Commissioner, It
will be signed for the Commissioner by the Field Office Manager or
authorized agent who endorses the Note for insurance.

Recording must be at the expense of the mortgagor-owner or lessee.

Sufficient space is left on the back for the insertion of any necessary
additional provisions. Any chariges in the Agréement and any substan-
tial additions shall receive the pI‘lOI‘ approval of the Assnstant Secretary
for Housing. .

A copy of the Commissioner-approved l_cas_f:.shall Be_ attached to this
Regulatory Agreement. If the lease has already been filed or recorded,
re-recording will be unnecessary, and a copy of the recorded lease (with
recording data) wili be attached following rccordmg of the form HUD-
92466-NHI...

The Agreement must be executed by the T acean meins e —oei o

Page 2of2
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IN WITNESS WHEREOF, the Lessee and Secretary have executed this

S ‘Regulatory Agreement as of the day and the vear first above written.

.+ WITNESS: Mt. Vernon Medical Investors
e Limited Partnership, a Tennessee
limited partnership
By Developers Investment
Company, Inc., its corporate general
partner

Secretary of Housing and Urban
Development

By%{,&/ y%»am/

Té_annessec.
STATE OF WASHINGTON ) ss

COUNTY OF Badley )

On this | 8 day of February, 2002, before me appeared Cj ﬂdq 5. C/ross ,
to me pegsonally known, who, being by me duly sworn, did say thét he is the
ViCe 'P s iclent of the Lessee, a limited partnershlp organized under the

laws of the State of Tennessee, and he did sign and acknowledge the foregomg
instrument in the name and on behalf of said limited liability company

IN TESTIMONY WHEREOF, I have hereunto set my hand and afﬁxed my notanal seal

on the day and year last above written. R
E%ibaik&: LK§L%% fw_”r

Notary Public Y

. . M
My commission expires: ) l 24 ] OS \\\\\;& ' ,ri’fi ",

N NOWVN'

PUBLIC
AT :

LARGE .

(5 “‘éﬂv
4 -

"fl " "cl?l‘lj\‘““ \

My Commission Expires

May 29, 2005

Qb

\\‘“\\mmm,,
e
\\ Q AL LY
Ly \\\
”immn\\“\ ;
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- STATE OF WASHINGTON) ss
- _COUNTY OF a9, )

_.On Thl@:\i day of February, 2002, before me appeared Yeee D. (yeernwan ,
~who, being by me duly sworn, did say tha is the duly appointed Authorized Agent
and the person who executed the foregoing instrument by virtue of the authority vested in
her/hlm 2k 2 L8&be9 and acknowledged the same to be her/his free and

voluntary act and deed as Authonzed Agent for and on behalf of the Secretary of
Housing and: Urban Deve}opment

IN TESTIMONY WHEREOF I have hereunto set my hand and affixed my notarial seal

on the MWmen
SO WUGATA TR
| NOTARY PUBLIC J @ i

STATE OF WASHINGTON
GOMMISSION EXPIRES:[ - MC AL A I’{DLDQQ

THIS INSTRUMENT PREPARED BY: S. Jack Fenigstein, Esq.
L Fenigstein & Kaufman
A Professional Corporation
1900 Avenue of the Stars, Suite 2300
- Los Angeles, CA 90067-4314

UPON RECORDATION RETURN TO: U.S Department of Housing and Urban
Development.*
Steven M. ngo]d Esq
909 First Avenue, Suite 260
Seattle, WA 98104-1000

TR
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LEASE

THIS LEASE AGREEMENT is made as of February 25, 2002, between Mt. Vernon Medical lovestors,
LLC a. Tennessee limited liability company, located at 3570 Keith Street, N.W.,, Cleveland, Tennessee 37312
- Less_or“), and Mt. Vernon Medical Investors Limited Partnership, a Tennessee llmlted partnership (“Lessee™).

WITNESSETH:

1. ~ Pro pgx_-l_.x 10 be Leased. In consideration of the rents and covenants herein stipulated to be paid
and performed, Lessor _hereby: leases to Lessee, and Lessee hereby hires from Lessor, certain property associated
with a 105-bed nursing home facility and a 45-bed assisted living facility, located in the City of Mt. Vernon,
County of Skagit, State"of Washingtor, described on attached Exhibit A, together with all bulldings and
appurtenances, fixtures, furnishings, furniture and equipment located thereon, easements or other ri ights which may

now exist or may be hereafter created for the benefit of such property (the “Project™).

2. Term.

(2) The term of this Lease shall be for a period of thirty-five (35) years, commencing on the
date of this Lease (hereinafter referred to as the “Initial Term™). The term of this Lease shall automatically renew
for successive periods of one (1) year aach unless, upon at least sixty (60) days prior written notice, Lessor or
Lessee notifies the other and HUD (defined below) that it will not so renew the term of this Lease. As used in the
Lease, the phrase “term of this lease” shall mclude the Initial Term and each such renewal, unless the context
clearly requires otherwise. :

(b This Lease may be canceled upon thirty (3 0) days written notice given to the Lessor and
Lessee by the Federal Housing Commissioner (the “Commissioner™), in cornection with the Cantract of Mortgage
Insurance with the U.S. Department of Housing and Urban' Development (“HUD™) for a violation of any of the
provisions of the Regulatory Agreement-Nursing Homes entered into by Lessor and Lessee, unless the violation Is
corrected to the satisfaction of the Commissioner within said thirty (3_0) :day period.

3. Use of Project. Lessee shall, during the conhnuance of this Lease, occupy and use the Project for
the operation of a nursing home famhty and assisted living faclhty and ancillary uses (the “Existing Uses”) and for
no other purpose without Lessor's prior consent, which consent may. be withtield or conditioned unless the consent
of HUD is obtained to a modification of the Existing Uses, Lessee shall, at its cost, maintain in full force and
effect, and observe and promptly comply with all present and future laws regulatmns, and rules applicable to the
following: :

(a) the license from the State of Washington to operate the Pl'OjECt 5 2 nursmg home facility
and assisted living faeility (the “License™); A

®) all Medicaid and Medicare provider agreements associalaed- w1th thé_iject (“Provider
Agreements”); and A e

{c) all certificates of need with respect to the Project (“Certificates ofNeéd‘.’): JE
4, Rent. |

(a) Lessee agrees to pay Lessor as Base Rent for the Project at such place or places as Dessor
may designate from time to time, payable monthly in arrears on or before the last day of each calendar munth

@ the mortgage payment;

—— ] mu
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(iii) replacement reserves;
(iv) real estate taxes; and
V) property insurance.

Further, Lessee shall pay Lessor as additional rent hereunder, within ten (10) days after receipt of an
invoice therefore from Lessor, the amount of any accounting or audit fees incwred by Lessor in connection with
the Mortgage Loan, the amount of any franchise, excise, income, sales or other taxes incurred by Lessor in
connection with the Project, and an amount equal to the overhead, office and general administrative expense
incurred by Lessor in connection with the Project.

(b) Amounts due under this Lease shall be sufficient to pay all payments under the note or
other obligation endorsed. for insurance by the Commissioner, including payments to reserves for taxes, insurance,
payments to the reserve for replacemenits'and to take care of necessary maintenance. If at the end of any calendar
year, (or any fiscal year if the Lessee operates on a fiscal year basis), payments under this Lease have not been
sufficient to take care of the above items, Lessor and Lessee upon request in writing from the Commissioner shall
renegotiate the amounts due under 'th'is-Lea's'e so that such amounts shall be sufficient to take care of such items.

(c) Ifa de:fault is declared hy the Commissioner under the provisions of the Regulatory
Agreement entered into by Lessor and Conimissioner; a copy of notice of defanlt having been given to Lessee,
Lessee shall thereafter make ail future payments L__1_=nd_er this Lease to the Commissioner.

5. Title and Conditions. The Project {s leased subject to any state of facts which an accurate survey
or physical inspection thereof might show, to all zoning regulations, restrictions, rules and ordinances, building
testrictions and other laws and regulations now in effect or hereafter adopted by an governmental authority having
jurisdiction, and without représentation or warranty of s.ny kind by Lessor, except title.

B. Taxes and Assessments. Lessee agreas 1o pay or cause to be paid, (or, at Lessor’s clection, Lessor
shall pay, and Lessee shall promptly reimburse Lessor) as the same become due and payable, any increases in taxes
and special assessments and municipal or governmental charges, general or special, ordinary and extraordinary, of
every kind and nature whatsoever, including interest and penalties which may from time to time be levied, imposed
or assessed on the Project in excess of the allowance therefore included in the Bése Rent and comespondingly shall
be entitled to a decrease in Base Rent if there is any decrease in such taxes, charges and spemal assessments from
the amounts included in the Base Rent. Lessee (by its officers, agents or representatives) may, in good faith and at
its own expense, contest the imposition and collection of any tax or assessment of any kind, in the Lessor’s name if
necessary and, during the period of such contest, the Lessee shall not be deemed to be in default hereunder for
failure to pay such contested amount. Copies of receipted tax bills will be delivered to Lessor within sixty (60)
days after the due date hereof. In the event the Commissioner requires reserves o be established for any such
taxes, Lessee shall make payments to Lessot sufficient to establish and maintain euch reserves, which payments
shall constitute reserves for such taxes and not additional rent. _

7. Repairs and Maintenance. Lessee covenants to keep the Project in good cbnd_iﬁenend repair and
shall deliver the Project to Lessor upon the termination of this Lease in as good condition as when taken,
reasonable wear and tear excepted. In the event the Commissioner requires reserves to be ‘established for
maintenance or replacements, Lessee shall make payroents to Lessor sufficient to establish and maw.tam such
reserves, which payments shall constitute additional rent. L .

8. Allerations and Additions.

(a) Lessee shall not re:model reconeuuct, add to or demolish any part of the Pm}ect or'

e R
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1o the ‘extent required by any mortgage or other security instrument issued by HUD, theé Commissioner. All
""fepa'ir_s---dnd' 'aclditions made by Lessee to the Project shall be and remain the property of Lessor.

— () Upon termination of the Lease in any manner, Lessor, by its agents, is hereby authorized
to enter the Pm_}ect and to take possession of the same.

gabﬂm: Ingurance; Indemnitv. Unless otherwise permitted by T.essor, Lessee, at all timas during
the term of ﬂus Lease, and at its expense, will procurs, maintain and keep in foree, commercial general liability
insurance for claims for personal injury, death or property damage, occurring in or about the Project, with single
limit coverage of not less than $1,000,000.00. Certificates of such insurance will be delivered to Lessor, upon
tequest The pohcy or policies of insurance will be issued by a company or companies licensed In the state in
which the Project is located and will provide that such policy or policies will not be canceled without the msurance
company first giving Lessor wntten nomce thereof at least ten (10) days before such cancellation shall become
effective. e,

Lessee agrees to pmtect defend, indemnify and hold harmless Lessor from and against any and all
liabilities, losses, damages, ciaims, dema.nds oF Judgments of any nature whatsoever arising from any injury to or
the death of any person, or damage to_property, in any manner growing out of ot in connection with the use,
nonuse, condition or occupation of the Project or.any part thereof, or the ownership, occupancy or use thereof,
whether by Lessor, Lessee or any other person, from and after the commencement of the Term hereof until the
Project is redelivered to Lessor upon the termmatmn of this Lease, or any extensions thereof.

10, Risk of Loss. During the term uf thls Lease, the risk of Loss with respect to all risks insurable
under a fire and extended coverage insurance policy, together with the risk of loss with respect to all uninsurable
losses to the Project which are subject to the control-of prevention by Lessee, shall rest upon Lessor.

11, Property Insurance. The Lessor will at all times during the term hereof keep the Project insured
against loss or damage by fire, or other reasonably insurable casuaity, under policies of insurance with companies
of recognized responsibility and credit, in an amount equal to the replacement cost thereof, which policy shall
name Lessor’s lender as an additional insured. In the event of any loss or damage by fire or other casualty for
which any building or improvements on the Project may beinsured, all amounts payable upon any policy or
policies of insurance shall be paid to the Lessor. Lessor shall a5 promptly-as possible thereafter, except for deiays
due to acts of God, strikes or other conditions beyond Lessor’s reasonable control, proceed to repair, replace and
rebuild the same to a value not less than the value existing immediately prior to the occurmence. Rent shall abate
for any period that Lessee is unable to occupy the Project to the extent that such occupancy is impaired. Tn the
event the Commissioner requires reserves to be established for nsurance, Lessee shall make payments to Lessor
sufficient to establish and maintain such reserves, which payments shall constitute réserves and not additional rent.
In the event there is any increase or decrease in the cost of property msurnnce from mc amount meluded in the
Base Rent, the Base Rent shall be correspondingly adjusted. A

12, Sigms. Lessee shall have the right to erect and maintain, at its own éxbénsé signs necessary or
appropriate to the conduct of its business. Installation of signs outside the building shail be subjeut to the prior
written approval of Lessor, which approval shall not unreasonably be withheld.

13. Additional Covenants of I essee.

(a) Lessee agrees fo execute a Lessee’s Regulatory Agreement (Lhe “Régulatory
Agreement™) with the Commissioner in form and content acceptable to the Commissioner, and 1o compiy at a}I
times with its terms. _ e

(b) Upon reguest, Lessee shall provide Lessor with copies of all gx]t mtewews lﬂspecnou' :
repotts, surveys, administrative hearings and/or court actions, and otb~- -

e 1111111 1117
2002031730117
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.wit'hin‘_-'tw_enty-four (24) hours after its receipt of any notice from a governmental agency tetminating or
-.suspending, ‘or threatening to terminate or suspend, the License, any of the Provide Agreements, or any of the
Certificates of Need.

.(6} Lessee shall not reduce or expmﬂ, allow to be reduced or expanded, or cause the
expansion or reduetion of the bed capacity of the Project without the consent of Lessor and, to the extent required
by any Mortgags orother security instrument insured by HUD, the Commissioner.

" “(d) "~ Lessor and the Commissioner shall be furnished by Lessce, witliin thirty (30) days of
being called upon to do 50,2 financial report in form satisfactory to Lessor and the Commissioner covering the
operations of the Project_ .

(e) The Pro;ecr, equipment, buildings, plans, offices, apparatus, devices, books, contracts,
records, documents and other papers relating thereto shall at all times be maintained by Lessee in reasonable
condition for proper audit and subject to examination and mspectlon at any reasonable time by the Commissioner
or his/her duly authorized agemts in accordance with the provisions of applicable law. Lessee shall keep copies of
all written contracts or other instruments which affect the Project, all or any of which may be subject to inspection
and examination by the Commxssmner or his!htr duly authorized agents in accordance with the provisions of
applicable law. . _ .

() Lessee shall not enter into any management contract involving the Project, unless such
shall contain a provision that, in the event of default under the Regulatory Agreement entered into between Lessor
and the Commissiorer, the management agreement shall be subject to termination without penalty upon written
request of the Commissioner. Upon such request Lessee shall immediately arrange to terminate the contract within
a period of not more than thirty (30) days and shall make arrangements satisfactory to the Commissioner for
continuing proper management of the Projecl.

€3] There shall be full compliance with the prowsions of (1) any State or local laws
prohibiting discrimination in housing on the basis of race, color, creed, or national origin; and (2) the Regulaimns
of the Federal Housing Administration providing for non-discrimination and equal opportunity in housing. It js
understood and agreed that failure or refusal to comply with any such provisians shall be a proper basis for the
Commissioner to take any corrective action he may deem necessary including, but not limited to, the refusal to
consent to a further renewal of the Lease between Lessor and Lesses, the rejection of applications for FHA
mortgage insurance and the refusals to enter into future contracts of any kind with which Lessee is identified, and
further, the Commissioner shall have a similar right of corrective action (1) with respect to any individuals who are
officers, directors, trustees, managers, partners, associates or principal stockholders of Lessee; and (2} with respect
to any other type of business association or organization with which the oﬁ'eers dtrectors, trustees, managers,
partners, associates or principal stockholders of Lessee may be identified. " .

14. Condemnation. I any building located on the Project shall be "appmpmt‘ed or condernned under
power of eminent domain or by any coimpetent authority for any public or quasi--public use or purpose during the
term of this Lease, this Lease shall terminate when Lessee can no longer use the Project in the manner herein
intended or when possessmn thereof shall be required by the appropriating or condemning authonty, or-when legal
title to the Project shall vest in the appropriating or condemning authonty, whichever shall first oecur: In the event
of any such condemnation or taking, Lessor shall be entitled to receive the entire award, without deduction
therefrom for any estate or interest vested in this Lease in Lessee; provided, however, that Lessor shall not be
entitled to any portion of an award made 1o Lessee for loss or interruption of business or for relocanbn costs 1f
such an award is provided for by law or is fixed in the proceedings in which such taking shall oceur, . S

In the event that a part of the Project, other than the building, shall be appropriated or condenme'd and the :
part 50 taken shall substantially interfere with Lessee’s business operations, then in such event, Lassee, at | any tu:ne'
gither prior 10 or within a period of sixty {60) days after the date when nnecaceinn Afdln ook —e

shall be required by the appropriating or condemning authority, may m l‘ J Im M
T

Skagit County Auditor
-4- 3/13/2002 Page 10 of 19 3:56PM




03/12/02 14:51 FAX 770 850 §223 FIDELITY NATIONAL o043

_L‘eés‘ce_-sha.l_l fail to exercise such option to terminate this Lease, rent shall abate only as and in proportion to that
.part'of the Project so taken and if the taking does not affect the licensed capacity of the aursing home / assisted
living facilities located on the Project, there shall be nio abatement of rent.

13, A§ signment and Subietting.

.. _-7(8)" . Lessee shafl not have the right to assign this Lease or to sublet the Project in whole or in
part, without the prior written approval of the Lessor, to the extent required by any mortgage or security instrument
insured by HUD, and the Commissioner. Lessee shall not permit any change in or transfer of ownership of Lessee
or any change in or transfer of the management operation or control of the Project, without the ptior written
approval of the Lessot and, to the extent required by any mortgage or security instrument insured by HUD, the
Commissioner. B

(b) An_}; p’éﬁn‘iﬁ@d.,__assigmnent of this Lease or the subletting of the Project by Lessee ghall
not relieve Lessee from liability for rental for the full term or any extension of this Lease, or from any other of
Lessee’s obligations hereunder, except to the extent specifically provided in the assignment agreement or sublease.

16. Curing of Leé'see’s"fDe_ﬁ_ ult If Lesses shall fail to perform any of its obligations hereunder,
Lessor may, if it so elects, cure such default-at Lesses’s expense, and Lessee agrees to reimburse Lessor (as
additional rent) for all costs and expenses incurred as a result thereof upon demand.

17. Default. Upon the failure of Lessee to pay the monthly rental specified above and such violation
continues for ten (10) days after notice to Lgssee that the same is due and payable, or in the event that Lessee
violates any other term, covenant or condition of this Lease or if Lesses violates any tettn, covenant or condition of
the Regulatory Agreement, and if such violation continues for thirty (30) days after written notice to Lessee of if
such event is not subject to cure within thirty (30) days, then if Lessee shall fajl to commence such cure within
thirty (30) days and thereafter diligently pucsue the remedy of such violation until completion, or in the event any
case is commenced by or against Lessee under the provisions of the Federal Bankruptcy Code, and in the event
such proceeding is involuntary the same is not stayed or dismissed within ninety (90) days, then and in such case,
Lessee’s right to possession of the above-described Project and all of its rights under this Lease shall terminate at
the option of Lessor, and Lessor shall be afforded any remedies provided at law, in equity, or under this Lease for
breach of this Lease by Lessee, Notwithstanding the foregoing,: Lessor may immediately pursue its rights and
remedies: et

{a) if Lessee’s default jeopardizes the viahility or éﬁforcea:b_i.lity of the license, any of the
Provider Agteements, or any of the Certificates of Need: or e

by upon the conclusion by final order adversely to Le.ssefes of any _prdéeedings against Lessee
by any governmental authority to revoke the License or any of the Certificates ‘of Need or to-decertify the Project
from participation in the Medicaid and Medicare reimbursement programs. e g

Lessor and Lessee agree that upon thirty (30) days’ written notice by Capital Funding Group, Inc., its successors
and assign (“Mortgagee™), which holds a mortgage from Lessor of even date ("Mortgage™) on the Project, or by
HUD that Lessor is in default under the Mortgage, Lessee shall pay rent to Mottgage and/or HUD), a5 directed in
the notice from Mortgagee or HUD. ST

18. Lessor’s Right to Mortgage, The Lessor reserves the right to subject and subordinate this Lease at
all times to the lien of any mortgage or morigages now or hereafter placed upon Lessor's interest in said Project or-
any lease pursuant to which Lessor is leasing the Project (and Lessee agrees to execute any instrument necessary.to .-
gvidence such subordination), provided in each instance that such Mortgagee agrees not tw disturb Lessee’s
possession of the Project unless and until an event of default by Lessee. This Lease shall be subject and-
subordinate to the mottgage securing the note or other obligation endorsed for insurance bv the Commissioriep.”

provided n each nsanee that such Mogages agros ot o diu LI T '
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u:mlau event of default by Lessee. Lessee shail attorn to any assignee of or suceessor to Lessor's interest in this
~Leage, including, without limitation, the Commissioner upon foreclosure or other enforcement of the morigage
securing the note or other obligation endorsed for insurance by the Commissioner.

19, '_Cut_wenant of Lessor; Owite Enjoyment. Lessor herety covenants and agrees:

“-..-"(8)" . . Inthe event that the principal or interest upon any morigage on the Project or any other
payments required by such mortgage to be made by Lessor shall at any time be overdue and unpaid Legsee shall
have the right, at its-option, to pay such principal and interest to the mortgagee and to make all such other
payments so in default, together with the Interest or penalty, if any, by reason of such default; and in any such case
Lessee will be subrogated to and be entitled to enforce all rights of the mortgagee against Lessor, and in addition
will be entitled to deduct the amount of any and all such payments from the rent or any other amounts due, or
which may become due, under this Lease until the full amount of any and all such payments and interest shall have
been deducted and repaid to Lessee: ™ .

(b Lessee, upon performing the covenants herein on Lessee’s part to be performed, shall and
may peaceably and quietly have; hold and enjoy the Project during the term hereof: and Lessor warrants that
Lessor has the full right to lease the Project for the term and in the manner herein provided. Lessor agrees to put
Lessee in possession of the Project af thé conunencement of the Initial Term of this Lease.

20. Holding Over, It is agfeed fhéf_iih)r holding over by the Lessee upon expiration of the term of this
Lease shall operate as an extension of the Lease from manth to month only.

21. Suggessor and Assigns. All Wa:réhties, covenants and agreements herein shall invre to the benefit
of, and be binding upon, the parties hereto and their respective successors and permitted assigns,

22.  Notices. All notices and communications.-héféuﬁder shall be served personally or by certified
mail. Notice by mail shall be deemed to be given three (3) business days after being deposited in the United States
mail with postage fully paid, certified, return receipt requested,____add;essed to the other party at its last know

addrass.

23. Memorandum of Lease. At the request of either Lessor or-Lessee, the parties hereto shall execute
4 Memorandum of Lease for recording purposes. Said Memorandum of Iease shall contain a legal description of
the Project and a statement of the rights of Lessee under this Lease, and sich other provisions as Lessee shall deem
it advisable to include. . .

24 Laws of Tennessee to Govern, This Lease shall be interpreted under the laws of the State of
Tennessee. This Lease is intended to comply with the requirements of the National Housing Act and Section 232
thereunder and all regulations promulgated pursuant thereto. If any provision -in. this. Lease is invalid or
unenforceable, such invalidity or unenforceability shall not affect the remaining provisions of this Lease, which
shall be enforceable to the fullest extent permiited by law. T e

25. ubordination of Lease to First Mortzage and Regulatory A ts and Regulation by HUD.
The Lease and all estates, rights, optlons, liens and charges therein contained or created under the Lease are and
shall be subject and subordinate to the lien of (i) that certain trust deed (the “Mortgage™) on the Landlord’s interest
in the Real Property in favor of Mortgagee in the original principal amount of $6,865,300 insofar as 1t-affects the
real and personal property on which the Premises form a part, and to all renewals, modifications; consolidations,
replacements and extensions thereof, and to all advances made or to be made thereunder, to the fill extent of -
amounts secured thereby and interest thereon, (if) that certain Regulatory Agreement for Multifamily Housing - -
Projects between Landlord and the U.S. Department of Housing and Utban Development of even date herewith
which has been recorded against the Real Property, and (iif) that certain gulatory Agreement Nursing Homes
between Tenant and the U.S. Department of Housing and Utban Development af suan dms- 1o <

also been recorded against the Real Property. The parties to the Leas lmwW\N@l\jﬂlﬂmmﬂ\“\\lﬂl\ﬂ

2002 130 "l_‘l k4
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- and/or HUD such other instrument or instruments as Mortgagee and/or HUD, or their respective successors or
- Bssigns, shall request to effect and/or confirm the subordination of the Lease to the lien of the Mortgage and the
above-described Regulatory Agreements. To the extent that any provision of the Lease shall be in conflict with the
provisions of the Mortgage, the Regulatory Agreements or any applicable sections of Section 232 of the National
Housing Act (as it presently exists) and/or the MAP Guidelines applicable to Section 232 (as they presently exist),
the provisions of the Mortgage, the Regulatory Agreements, such sections of Section 232 of the National Housing

Act (as they presently exist) and/or the MAP Guidelines applicable to Section 232 (as they presently exist), as the

case may be, shall be controlling.

26.  Transfer of Operations. Upon the expiration or earlier termination of this Lease for any reason
whatscever (such date being referred to as the “Closing Date™), this Lease shall become and be construed as an
absolute assignment for purposes of vesting in Lessor (or Lessor’s designee) all of Lessee’s right, title, and interest
in and 1o the following, to the extent assigmable by law:

@ theLioms
()  each of ﬂ;a__Préﬁde;:_Agreements;
() each of me__-d_érﬁﬁqates of Need;

(d) all docutnents; chéi-t-s,’ persomel records, patient records, and other documents relating to
the Project or operations at the Project; S

(&) all existing agreementsmth residents of the Project and any guarantors of such
agreements and any and all patient trust fund accounts;

D all other assignable intangible property not enumerated above that is now or in the future
used in connection with the operation of a nursing home and/or assisted living facility at the Project; provided that
this section shall in no way operate to transfer or athorize the use of the name “Life Care,” “Life Care Center,”
“American Lifestyles,” “The Bridge”, or any varant thereof .or_any symbols or marks used in connection
therewith, after the Closing Date.; and Lo

at Lessor’s option, the business of Lessee. 43 conducted at the Project as a going concern
(e.g. the telephone number(s) and name of the business); provided that this section shall in no way operate to
transfer or authorize the use of the name “Life Care,” “Life Care Center,” “American Lifestyles,” “The Bridge”, or
any variant thereof, or any symbols or marks used in connection therewith, after the Closing Date.

Lessee shall sign and deliver to Lessor any docnrnents that may be reasonably nie¢essary to transfer the
foregoing to Lessor. If necessary for Lessor to operate the Project, for the period commencing on the Closing Date
and ending on the date that Lessor or its designee obtains ail approptiate licenses and certifications required to
operate the Project as 2 Medicaid and Medicare certified nursing home, Lessor shall aperate the Project under a
management agreement with Lessee, with Lessor responsible for all eosts of such operation (e.g., taxes, insurance,
and maintenance). The assignments contained in this paragraph 26 shall not include any Accounts Receivable of
Lessee as defined in paragraph 27 below. LT

27. Secyrity Interest.

(a} Lessee hersby grants Lessor, its successors and assigns, a continuing, first ‘priority -
security interest in the following assets of Lessee: (i) the License; (i) the Provider Agreements and the
Certificates of Need; and (iii) the Accounts Receivable relating to the Project (as defined below; collectively, with
the License, the Provider Agreements and Certificates of Need, the “Movable Collateral”) to secure Lessse’s
abligations and Lessor’s rights under this Lease. Lessee shall sign g~ ***% = <= 7 ----- -7 oo — o ool

e My
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-avaifable to.a secured party under the Uniform Commercial Code, as amended from time to time. Throughout the
. term of this. Lease, Lessee shall not pledge or otherwise grant a security interest in any of the Movable Collateral to
a third party without Lessor’s and, to the extent required by any mortgage or other security instrument endorsed for
insurance by HUD, the Commissioner’s prior written consent. As used hereln, the term “Accounts Receivable”
shall mean any accounts receivable of Lesses relating to the Project or payments due to or to be made 10 Lessee
relating to the Project under or relating to (i) any Provider Agreements relating to the Project, (i) sgreements with
or on behalf of patients. or residents of the Project, (iii) other similar contracts relating to the Project (or any
proceeds thereof), (iv) other rights to receive payment of any kind of Lessee with respect to the Project. Lessor and
Lessee acknowledge that Lessor's rights under this Lease, including, but not limited to, this paragraph 27 have
been assigned to Mortgagee as security for that certain Mortgage Note dated February 1, 2002 payable by Lessor to
the order of Mortgagee.. -~ "

() Notwithstanding anything to the contrary contained above in paragraph (a) or elsewhere
In this Lease, Lessee is expressly permitted, from time to time, directly or indirectly, to create or otherwise cause to
exist a lien, encumbrance, security interést, or pledge upon the Accounts Receivable, or any portion or interest
therein (a “First Priority Lien”); whether o secure any borrowing or other means of financing or refinancing (the
“Accounts Receivable Loan™).. (The Lender making the Accounts Receivable loan shall be called the “First
Priority Lender.”) Lessee agrees that,-as 4 condition precedent to the granting of the First Priority Lien, Lessee
shall; LT e

i deliver an opinion of counsel to Mortgagee and HUD stating that the
loan documents . evidencing the Accounts Receivable Loan do not
confliet with the Regulatory Agreement or the Regulatory Agreement
with the Mortgagor, the Note or the Security Agreement or the
applicable HUD rules and regulations and that the loan documents
evidencing the Accounts Receivable Loan contain a provision which
states that, in the event of any conflict between the provisions of such
loan documents and the Note, or the Regulatory Agreements or the
Security Agreement, the provisions of the Note, the Regulatory
Agreements and the Security Agreement shall control.

()  The Subordination Agreement contemplated by paragraph 27(c) below
shall have been delivered to and approved by HUD.

) Upon the creation of such First Priority Lien, the security interest of Lessor in such
Accounts Receivable (the “Lessor’s Lien”) shall be subject to and subordinated in lien and in right of payment and
junior to the First Priority Lien until all obligations giving rise to such First. Priority Lien (including any
modifications, extensions, restructurings or refinancings of such obligations) have been satisfied in full. The
Lessor authorizes the filing and the tetmination and refiling of any financing stateinent o refléct the subordination
contained in this paragraph 27. Notwithstanding the foregoing, Lessee and Lessor acknowledge and agree that it
will be necessary, in connection with the granting of the First Priority Lien, to either; « .-+ = .

(I}  execute a Subordination Agreement by and a’ﬁioﬁg L_essge,__
Lessor, Mortgagee and First Priority Lender, or ~ -~ - =~

(2) file termination statements terminating the Lessor’s Lien; aliow .
the First Priority Lender to file financing statements on the - .
Accounts Receivable and then refile financing statements . =~
secunng the Lessor's Lien, or :

3) both of the actions contemptatad b (i and AN st

AL
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_Lessor, Lessee, Morigagee and HUD all acknowledge and agree that ons or all of the above three options shall be

~taken in-connection with any Accounts Receivable Loan and that Lessee, Lessor, Mortgagee and HUD shall
cooperate with each other in connection with the taking of such actions. Lessee agrees that the Subordination
Agreemen: speclﬁed in subparagraph 27(b) shall be subject to the approval of HUD.

: (d) . Tt is agreed and understood that the subordination set forth in paragraphs (2), (b) and (c)
above apphes onl}r tothe Accounts Receivable and none of the other Movable Collateral, except to the limited
extent same are. necessary to collect on such First Priority Lien.

[signatures on following page]

T
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© IN WITNESS WHEREOQF, the parties hereto have caused this Lease to be executed as of the

" ~day and year first above written.

LESSOR:
MT. VERNON MEDICAL INVESTORS, LLC

@@40&@

Cmdy Cross e President/Assistant Secretary

LESSEE:

MT. VERNON MEDICAL INVESTORS LIMITED
PARTNERSHIP, by its corporate general partner,
= Developers Investment Company, Inc.

A

Cmdy Crogé, Vice Pre51denth531stant Secretary

T
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EXHIBIT 4

Legal Description
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LEGAL DESCRIPTION
LC-058

LOT 3 OF CITY OF MOUNT VERNON SHORT PLAT NO. MV-7-95, AS APPROVED
JANUARY 24, 1996 AND RECORDED JANUARY 26, 1996, IN VOLUME 12 OF SHORT
PLATS, PAGE 69, UNDER AUDITOR'S FILE NO. 9601260017, RECORDS OF SKAGIT
COUNTY, WASHINGTON BEING A PORTION OF THE NORTHEAST QUARTER OF
THE SOUTHEAST QUARTER OF SECTION 20, TOWNSHIP 34 NORTH, RANGE 4 EAST
OF THE WILLAMETTE MERIDIAN.

SITUATED IN SKAGIT COUNTY, WASHINGTON.

mz“”ﬂ“!ﬂ'“LWIMIUM!\I)JWm Yo
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LEGAL DESCRIPTION

LC-059

LOT 2 OF CITY OF MOUNT VERNON SHORT PLAT NO. MV-7-95, AS APPROVED
JANUARY 24, 1996, AND RECORDED JANUARY 26, 1996, IN VOLUME 12 OF SHORT
PLATS, PAGE 69,"'UNDER AUDITOR’S FILE NO. 9601260017, RECORDS OF SKAGIT
COUNTY, WASHINGTON; BEING A PORTION OF THE NORTHEAST QUARTER OF
THE SOUTHEAST QUARTER OF SECTION 20, TOWNSHIP 34 NORTH, RANGE 4 EAST
OF THE WILLAMETTE MERIDIAN.

 STTUATED IN SKAGIT COUNTY, WASHINGTON.
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