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Public Health Licensing Services
7 Bureau of Long Term Care Licensing
150 North 18th Avenue, Suite 440 DOUGLAS A, DUCEY, GOVERNOR
DEPmEﬂt Gf Phoenix, Arizona 85007-3242 CARA M. CHRIST, MD, DIRECTOR
Health Services (602 364-2690 Office
"R (602) 324-0993 Fax

December 29, 2015

Brian Balliet, Administrator
Avalon Southwest Health & Rehab
2900 East Milber Street

Tucson, AZ 85714

Dear Mr. Balliet:
Enclosed is Nursing Care Institution license number Nci-2643, which authorizes your facility to operate 240

beds. In accordance with A.R.S. § 36-407(C), this license is only valid for the location indicated on the license.
Please note the expiration date on your license,

Please be advised that A.R.S. § 36-425(A) requires this license to be conspicuously posted in the reception area
of your facility. In addition, A.R.S. § 36-422(D) requires the Department to be notified of a change of
ownership at least thirty (30) days prior to the effective date.

The Department has also completed an administrative completeness review of the renewal application and
documents you submitted and determined that the application and documents are administratively complete and
in compliance with licensing requirements.

Should you have any questions or concerns, please contact the Bureau of Long Term Care at (602) 364-2690,

Sincerely, ..

Joel Bunis, MBA
Bureau Chief

JB\bh

Enclosure

Health and Wellness for all Arizonans
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RENEWAL LICENSE APPLICATION FOR A HEALTH CARE INSTITUTION

ARIZONADEPARTMENT OF HEALTH SERVICES
i PUBLIC HEALTH LICENSING SERVICES —~BUREAU OF LONG TERM CARE FACILITIES LICENSING

in accordance with A.R.S. §41-1030

B. An agency shall not base a licensing decision in whole or in part on alicensing requirement or condition that is not specificatly
authorized by statute, rule or state tribal gaming compact. A general grant of authority in statute does not constitute a basis for
imposing a licensing requirement or condition urless a rule is made pursuant to that general grant of authority that specifically
authorizes the reguirement or condition.

D. This section may be enforced in a private civil action and relief may be awarded against the state. The court may award reasonable
attorney fees, damages and all fees associated with the license application te a party that prevails in an action against the state for a
violation of this section.

E. A state employee may not intentionally or knowingly violate this sectton A violation of this section is cause for d|5c1pllnary action or
dismissal pursuant to the Agency's adopted personnel policy, . .

F. This section does not abrogate the immunity provided by section 12 820.01 or 12 820.02,

1. HEALTH CARE INSTITUTION INFORMATION

Name of Health Care Institution: Avalon Southwest Health & Rehabilitation - Llcense No. NCI-2643

Maﬂing Address: 2800 E. Milber Street

City: Tucson State; Arizona Zip Code: 85714

Phone No. (520_294-0005 Fax No. (520) 294-4417 E-mail:

Class: Nursing Care Institution

What is the health care institution’s scope of practice:

Skilled Nursing

Health care institution’s days and hours of operation: (24 hours/day, 7 days/week)
SunX Mon X Tues X Wed X Thurs X Frix Sat X

Is health care institution accredited? OJ YES HNO
Name of accrediting organization {must be from a nationally recognized organization);

SUBMIT, if applicable, a copy of the full accreditation report and cover letter.

Is health care institution requesting certification under Title XIX of the Social Security Act? [ YES HNO
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RENEWAL LICENSE APPLICATION FOR A HEALTH CARE INSTITUTION
ARTZONA DEPARTMENT OF HEALTH SERVICES
PUBLIC HEALTH LICENSING SERVICES ~BUREAU OF LONG TERM CARE FACILITIES LICENSING

. OWNER INFORMATION

Owrner’s Name: Avalon Care Center - Tucson, LLC

Street Address: 200 North 2100 West
City: Salt Lake City State; Utah Zip Code: 84116

Phone No. (801) 594-8844 Fax No. (801) 596-9001

The owner is a (select one):
[0 Sole proprietorship O Corporation {7 Partnership
Limited Hability partnership [T Limited liability company LI Governmental agency

If the owner is a partnership or a limited liability partnership, the name of each partner;

If the owner is a limited liability company, the name of the designated manager or, if no manager is designated, the names
of any two members of the limited liability company;

If the owner is a corporation, the name and title of each corporate officer; or

If the owner is a governmental agency, the name and title of the individual in charge of the governmental agency or the
name of an individual in charge of the health cate institution designated in writing by the individual in charge of the
governmental agency:

Name: Avalon Care Center - Tucson, LLC Title: ©0l€ Member and Manager
Name: Scott Carpenter Title: S€NiOr Vice President
Name: Faye Lincoln Tite: Senior Vice President

Has the owner or any person with 10% or more business interest in the health care institution had a license to operate

a health care institution denied, revoked, or suspended since the previous license application was submitted?
OYES mMNO

If yes, indicate:

The reason for denial, revocation, or suspension;

The date of the denial, revocation, or suspension:

The name and address of the licensing agency that denied, revoked, or suspended the license :

Page 2 of 4



RENEWAL LICENSE APPLICATION FOR A HEALTH CARE INSTITUTION
ARIZONA DEPARTMENT OF HEALTH SERVICES
PUBLICHEALTH LICENSING SERVICES — BUREAU OF LONG TERM CARE FACILITIES LICENSING

Has the owner or any person with 10% or more business interest in the health care institution had a health care
professional license or certificate denied, revoked, or suspended since the previous license application was submitted?

OYES HENO

If yes, indicate:
The reason for denial, revocation, or suspension;

The date of the denial, revocation, or suspension:

The name and address of the licensing agency that denied, revoked, or suspended the license or certification:

Does the applicant agree to allow the Department to submit supplemental requests for information under A.A.C. R9-10-
108(C)2)? M YES [INO

SUBMIT applicable fees required by R9-10-106. All fees are non-refundable except as provided in A.R.S. § 41-1077.

1. STATUTORY AGENT OR INDIVIDUAL WHO ACCEPTS SERVICE OF PROCESS AND SUBPOENAS

Name: Corporation Service Company Title:

Street Address: 2338 W, Royal Palm Road, Suite J

City: Phoenix State: Arizona Zip Code: 85021

Phone No, {602} 234-9600

IV. GOVERNING AUTHORITY

Name: Avalon Care Center - Tucson, LLC

Street Address: 206 North 2100 West

City: Salt Lake City State: Ytah Zip Code: 84116

Page 3 of 4



RENEWAL LICENSE APPLICATION FOR A HEALTH CARE INSTITUTION
ARIZONA DEPARTMENT OF HEALTH SERVICES
| PUBLIC HEALTH LICENSING SERVICES - BUREAU OF LONG TERM CARE FACILITIES LICENSING

V. CHIEF ADMINISTRATIVE OFFICER

Name: Brian D. Balliet Title: Administrator

Highest Educational Degree: Bachelor of Arts Safety Management

Work experience related to the health care institution class or subclass related to licensing requested:

(Please see attached resume).

V1. SIGNATURES

1. If the applicant is an individual, the owner of the health care institution.
2. 1fthe applicant is a partmership or corporation, two of the partnership’s or corporationt’s officers.
3. Ifthe applicant is a govermmental agency, the head of the governmental agency.

Senior Vice President Avalon Health Care, Inc.
Title

Senior Vice President, Avalon Health Care, inc.

S | Title
N

VII.  ADDITIONAL DOCUMENTATION

If the health care institution is located in a leased facility, submit a copy of the lease showing the rights and
responsibilities of the parties and exclusive rights of possession of the leased facility,

Does the licensee have an accreditation report from a nationally recognized accrediting organization? QYES [NO

[f yes, SUBMIT a copy of the health care institution’s current accreditation report from a nationally recognized

accrediting organization

Page 4 of 4




BOARD OF DIRECTORS of AVALON HOLDING, Inc.
On behalf of Avalon Care Center — Tucson, L.L.C.

& Avalon of Arizona, L.L.C.
November, 2015

Charles R. Kirton Owner/Chairman
David E. Dangerfield Board Director
James O. Mason Board Director
Brian C. Swinton Board Director
Carl R. Tippets Board Director
Charles H. Gonzales Board Director
Lawrence Deans Board Director
Anne H. Stuart Board Director
Robert D. Woltil Board Director
Harold D. Burton Board Director

OFFICERS of AVALON HOLDING, Inc.
On behalf of Avalon Care Center — Tucson, L.L.C.
& Avalon of Arizona, L.L.C.

Charles R. Kirton Chairman/CEQ
Lawrence Deans President/CEQO-Skilled Nursing Division
Anne H. Stuart Senior Vice President/Chief Financial Officer
Scott R. Carpenter Senior Vice President/Secretary & Chief Legal Counsel
Faye Lincoln Senior Vice President/Policy and Government Relations
Rita M. Hess Senior Vice President/Clinical Services
Ken S. Knapton Senior Vice President/Chief Information Officer
Christie L. Franklin Executive Vice President

MANAGING INDIVIDUAL

Brian Balliet, Administrator



APPLICATION SUPPLEMENT
Long Term Care

NAME OF INSTITUTION: Avalon Southwest Health & Rehabilitation

L. Does this facility provide:
Yes A secured area for residents with Alzheimer's disease or other dementia?
Yes A secured behavioral health services area?
No An area for residents on ventilators?

1I. Name and license classification of institution(s) operated in conjunction with the nursing

care institution:

N/A

Signdfture of Administrator

f’//é/z»o/f

Sighature Date

applsupl.doc
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AMENDED AND RESTATED LEASE AGREEMENT
BETWEERN
LA COLINA INVESTORS, LLC,
An Arizona Limited Liability Company

ARD

AVALDN CARE CENTERmTUCSON, L.L.C.,
A Utah Limited Liability Company

September 1, 2005
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AMENDED AND RESTATED LEASE AGREEMENT

This Agreement has been amended and restated as of September 1,
2005. The original Lease Agreement ("Lease") entered into as of January 5, 2005, was
made effective as of Closing (the *Commencement Date”} of January 13, 2005, when
the Landiord completed the purchase of La Colina Health Care, 2500 East Milber Way,
Tucson, AZ 85714 between La Colina Investors, LLC, a fimited liabillty company
crganized and existing under the laws of the State of Arizona, (herelinafter “Landlord”)
and Avalon Care Center — Tucson, LAL.C., a Utah limited liability company, dha L
Colina Health Care Center (“Tenant”). Landlord hereby leases the Leased Property to

Tenant.

RECITALS

A, Tenant previously Leased the Property from TOG 11 L, 3
Delaware limited liability company and the previous owner of record Leased the
Property pursuant to that certain Master Lesse between TOG II LLC, as Landlord, and
Avalon Health Care Centers, L.L.C., as tenant, dated December 1, 2003 {the “Master
Lease”) and that certain Sublease between Avalon Health Care Centers, L.LC, as
Sublessor, and Avalon Cate Center — Tucson, L.L.C, as Sublessee, dated as of
December 1, 2003 (the “Sublease");

B. Whereas, Landlord has purchased the property from TOG II LLC;

C. Whereas, as of the closing of the Landlord’s purchase of the Leased
Property, on January 13, 2005, said property was severed fram the Master Lease and
no longer subject to the Master Lease, and the Sublease also terminated;

0. Whereas, as of the Commencement Date (defined herein) Landiord
was the owner of the Leased Property;

E. Whereas, Avalon Health Care Inc., a Utah corporation, has paid to
Landlord in the form of cash and letters of credit the sum of four hundred and forty
thousand dollars, as further set forth herein;

F. Whereas, Landiord desires to lease the Leased Property to Tenant
and Tenant desires to lease the Leased Property from Landiord tpon the tarms set forth

in this Lease.

G. Tenant acknowledges that Landlord has obtained a loan from
Capital Lending and Mortgage Group, LLC, {("Mortgagee™ in the sum of approximately
$11,921,600 (hereinafter, the “Mortgage Loan”), secured by a Mortgage/Deed of Tryst
and Security Agreement (hereinafter together with the mortgage referenced below 1o
be insured by HUD called the "Mortgage™ covering the Leased Property.  The
Mortgagee intends to refinance the Mertgage toan with a new Mortgage Loan from jts
afffiiate, Capital Funding Group, Inc. (also, the "Mortgagee”) to be insured by the US.

4348/35107-006  NYAWWORD/I26K58v1
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1.3.1 Renewal Options. Tenant has the option to renew
("Renewal Option”) this Lease for one 4 year renewal term (“Renewat Term™), Tenant
Can exercise the Renewal Option only upon satisfaction of the following conditions:

1.3.1.3 Tenant shall give Landlord irrevocable written Notice
of renewal no later than the date which |s 180 days prior to the expiration date of the
then current Term,

1.3.15 The following terms and conditions will be applicable
if Tenant renews the Lease: i

(1)  The effective date of any Renewal Term will be the
first day after the expiration date of the then current Term,

(2> Rent Adjustment. The Rent, after exercise of the
Option fo Renew, shall be computed in accordance with Article 2 of this Lease, and shall
include the annual escalations referenced in Section 2.2 hereof,

(3) Al other terms and conditions of the Lease wijf
remain the same for the Renewal Term. ‘

1.4 Definitions. Except as otherwise expressly provided, [i] the terms
defined in this section have the meanings assigned to them in this section and include
the plural as well as the singular; [if] all accounting terms not otherwise defined herein
have the meanings assigned to them in accordance with generally accepted accounting
principles as of the time applicable; and [Hi] the words “herein,” “herapf” ang
“hereunder” and similar words refer to this Lease as 2 whole and not to any particular

section,

1.4.1 General Definitions (Excluding Financial Term definitions ang
Accounting definitions)"ADA” means the federal statute entitied Americans with

Disabilities Act, 42 U.S.C. §12101, et Seq.
"Additional Rent”: See Financial Terms below,

“Affiliate” means any persen,  corporation, partnership, tenancy-in-
common group, timited liability tompany, trust, or other legal entity that, directly or
indirectly, controls, or is controlled by, or is under common control with a party to this
Lease or with any Corporate Guarantor of this Lease, “Control” (and the correlative
meanings of the terms “controlled by" and “under common contral with”) means the
possession, directly or indirectly, of the power to dirett or cause the direction of the

Lt
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enacting rules, regulations, required Regulatory Agreements and similar requirements
for Section 232 HUD loans, and/or for such other federally-insured loan programs
available for nursing care institutions that may be in effect during the term of this

“Corporate Guarantor” means Avalon Health Care, Ine.

"Default Rent” means Additional Rent which Tenant shall pay at any time
when Tenant has committed an Event of Default as defined in Article g,

"EBITDARM": See Financial Term definitions balow.
"Commencement Date”: See Time Definitions below,

"Environmental Laws” means all federal, state, and local laws, ordinances
and policles the purpose of which is to protect human heaith and the environment, as
amended from time to time, including, but not fimited to, [i] CERCLA; [ii] the Resource
Conservation and Recovery Act: {Iil] the Hazardous Materials Transportation Act;
[iv] the Clean Air Act; [v] Clean Water Act; [vi] the Toxic Substances Control Act;
[vii] the Occupational Safety and Mealth Act; [viil] the Safe Drinking Water Act; and
fix] analogous state laws and reguations.

"Event of Default” has the meaning set forth in Section 8.1,
“Expiration Data”; See Time Definitions below.

“Facility” means the nursing home on the Leased Property, known as 15
Colina Health Care, 2900 East Milber St., Tucson, Arizona 85714,

“Fallity State” means the State of Arizona.

“Facility Uses” means the uses relating to the operation of the Facllity as 2
nursing care institution with a Capacity for 240 licensed beds as the Same may he
modified from time to time, subject to the limitations set forth in Article 13 hereof,

“Financial Statements™: See Financial Terms below.

“Fixtures” means all permanently affixed, equipment, machinery, fixtyras
and other items of real and/or personal property (excluding Landlord's Personal
Property and Tenant’s computers, software, printers and time clocks), including ay
components thereof, now and hereafter located in, on ot used in connection with, anc
permanently affixed to or incorporated into the Improvements, including, without
limitation, all furnaces, boilers, heaters, electrical eguipment, heating, plumbing,
fighting, ventilating, refrigersting, incineration, air and water pollution control, wagte
disposal, air-cooling and atr-conditioning systems and apparatus, sprinkler systemns and
fire and theft protection equipment, built-in uxygen and vacuum Systems, towers and

N
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"Impound Amounts,” also known as “Impound Rent: See Financial Terms
definitions below,

“Improvements” means all buildings, structures, Fixtures and other
improvements of every kind on any portion of the Land, including, but not limited to,
alieys, sidewalks, utility pipes, canduits and lines (pn-site ang off-site), parking areas
and roadways appurtenant to such buildings and structures, now of hereafter slitusted
Lporn any portion of the Land.

"Individual Guarantor” means all shareholders owning more than five
percent of the shares in Avaion Heaith Care, Inc, Individually and tollectively, except
that John Morris, who is such a shareholder, shall not be an Individual Guarantor, The
Individual Guarantors consist of the Individual Shareholder Guarantors, who are Charles
R. Kirton and Lewis E. Garrett, and of the Individual Employee Guarantors, who, at the
date of signing of this Lease, Is Corey G. Bell. in addition, although not a shareholder,
Robert W. Pommerville shall be guarantor by virtue of his empioyment as President
and Chief Executive Officer of Avalon Health Care, Inc,, and his guaranty shall
terminate in the event that hig employment with Avalon Health Care, Inc. terminates,

“Initfal Impound Deposit”; See Financial Terms definitions below,
“Initial Tenant Deposit”: See Financial Terms definitions below,

"Intercreditor Agreement” means that contract between CapitalSource
Finance LLC, Capital Lending and Mortgage Group, individually and as agent for General
Electric Capital Corporation and Avalon Health Care Centers, L.L.C., dated December

10, 2003.
"Investment Base”: See Financial Terms definitions below,

"Issuer” means a financial institution satisfactory to Landlord Issuing the
Letter of Credit and such Issuer's successors and assigns. “Land” means the reg|
property on which the Facility is built,

“Landlord” has the meaning set forth in the Reditals, and includeg
successors and assigns of Landlord and of its Individual owners.

“Landiord Affillate” means any persen, corporation, tenancy in common
groug, partnership, limited liability company, trust, or other legal entity that, directly or
indirectly, controls, or is controlled by, or is under common control with Larndiord,
“Control” {and the correlative meanings of the terms “controlled by" and “under
common control with”) means the possession, directly or indirectly, of the power to
direct or cause the direction of the management and policies of such entity.

“lLandiord's Manager” means the individual or entity authorized to act on
behalf of Landlord and identified by Landlord as its Manager on the Commencement

8
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[i] indebtedness of Tenant secured by a security interest in or a lien on
any of the Leased Property (or any part thereof, including any Personal Property) that
has an outstanding principal balance in the aggreqate of $50,000 or more angd any
agreement relating thereto;

[ii] any obligation or agreement of Tenant that is materal o the
construction or operation of the Facility or that is material to Tenant’s business or

financial condition and where a breach thereunder, if not cured within any applicable
cure period, would have a material adverse affect on the financlal condition of Tenant
or the results of operations at the Facility;

[ii] any indebtedness or capital lease of Tenant that has an aggregate
outstanding principal balance or obligation of $50,000.00 or more and any agreement
relating thereto;

[iv] any Indebtedness or Jease of Guarantor or of any other patty that has
been guaranteed by Guarantor that has an aggregate outstanding principal bafance or
oblfigation of at least $250,000.00; and

fv] any obligation to or agreement with the Issuer refating to the Letter of
Credit.

"MIP" means the Landlord’s payments for Mortgage Insurance Premiums,

"Monthly Payments for Impound Amounts”  See Financial Term
definitions below.

"Net Worth” has the meaning set forth in the definitions of Financial
Terms below.

"Option Price” has the meaning set forth in Section 12.2 CONCEring
Tenant's Purchase Option,

“Optiors to Purchase” has the meaning set forth in Section 12.1 cancerning
Tenant’s Option to Purchase,

“Organization State” means the State in which an entity is organized.

"Organizational Documents” means [ilfor a corporation, its Articles of
Incorporation certified by the Secretary of State of the Organization State, as amended
to date, and its Bylaws certified by such entity, as amended to date; i} for a
partnership, Its Partnership Agreement certified by such entity, as amended ko date,
and the Partnership Certificate, if any, certified by the appropriate authority, as
amended to date; [iii] for a fimited liabifity company, its Articles of Organization
certified by the Secretary of State of the Organization State, a5 amended to date, and
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"Renewal Option” means the Tenant’s right to obtain one additional four-
year extension of the Lease Term by following the procedures described in Section
1,2.2 hereof.

"Renewal Term” means the additional four vears that Mmay be added to
the Lease Term descﬁbeq in Section 1.2 if the Tenant foliows the procedures described
in Section 1.2.2 hereof.

“Rent": See Financial Terms below,

provide the Tenant with written Notice of the amount of rent due on each month during
which the Leased Property is encumbered with the Bridge Loan. Landlord anticipates
that the HUD Loan will be a fixed rate loan, A new Rent Schedule for Initial Base Rent
During HUD Loan will be prepared to show the new Base Rent to be paid by Tenant
upon the closing of the HUD Loan.

“Replacement Operator” has the meaning set forth in Section 14.8.1.
“Secured Party” has the meaning set forth in Section 22.3.

“Seller” means each person or entity that conveyed title to the Facility to
Landlord.

“Tenant” has the meaning set forth in the introductory paragraph of this
Lease and its permitted successors and assigns, If any.

"Tenant’s Affiliate” is Avalon Health Care, Inc., a Utah corporation ang its
subsidiary companies, partnerships and limited liability companies,

“Tenant’s Assignor” is Avalon Health Care, Inc., a Utah corporgtion,
“Tenant’s Property” has the meaning set forth in §11.1 on Tenant's Property,

Financial Terms used in Article 2 to calculate Base Rent and in Article 14
on Affirmative Covenants to define the requirements of such Financial Covenants gre

sat forth as follows:

“Additional Rent” means all consideration peid by Tenant to Landlord in
excess of Base Rent, all as more particularly set forth in Article Two hereof. Additional
Rent includes, but is not limited to, Impound Amounts, fate charges and Default Rent.

“Annual Company Budget” means Avalon Health Care Inc’s projection of
its financial statement for the next fiscal year (or the 12-month rolling forwarg period,

i2
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fairly and consistently allocated among all propertles to which the expense category
appiles,

“Impound Amaunts,” also known as “Impound Rent,” has the meaning sat
forth in Article 2.3 below.

“Imputed EBITDAR” means the Facility's EBITDAR adjusted as set forth in
Article 14 hereof by imputing a capita) replacement reserve of $300.00 per bed per
year, and by imputing management fees as follows: Three Percent (3%) of gross
revetiues for 2004 and 2005; Four Percent (4%) of gross revenues in 2006, and Five
Percent (5%) of gross revenues commencing January 1, 2007 and thereafter. See
Section 1.4 below for an example of the Calculation of Imputed EBITDAR

"Initial Base Rent During HUD Loan” has the meaning set forth in Section
2.1.2.

“Initial Tenant Deposit” has the meaning set forth in the Recitals,

“Investment Base” means the difference between Total Costs invested by
Landlord and funds provided by lenders. Investment Rase is on line 8 on in the Example
Calcs included in Sectlon 1.4 below, Another way to calcujate Investment Base is the
" difference between Total Costs, line 7 on Example Calcs included in Section 1.4 below
and Funds provided by Lenders on Line 12 of Example Calcs included in Section 1.4

below.

Exampies of iters to be included in the Investment Base include, but are
not limited to, the down payment, all costs incurred in acquiring the Leaseqd Premises,
the “Assignment Fee,” all finders’ fees, real estate commissions, inspection reports,
appraisals, title, escrow- and iegal fees; taxes paid by the Landlord at Closing, repairs,
capital improvements made by Landiord, and all expenses incurred for obtaining, paying
the interest rate “jock” deposit if the deposit is not refunded to Landlord by the lender,
and, if necessary, for extending the Bridge Loan and al| expenses incurred for obtaining
2 HUD Loan or other long-term ioan to replace the Bridge Loan, Including any interest
rate “lock” fee if the fee is not refunded to Landlord.

“Landlord’s Overhead” means Three Percent (3%) of the sum of gl the
monthly Initial Base Rent During Bridge Loan or Initial Base Rent During HUD Loan, as

the case may be.

"Lease Coverage Ratio” means the ratio of [f] Imputed EBITDARM divided
by Base Rent during Bridge Loan or Base Rent during HUD Loan, as the case may be,
The Imputed EBITDARM is the Facility's EBITDARM with adjustments for imputed
management fee set forth in Article 14 below and for imputed replacement reserve of
$300 per yesr per bed; A sample showing the calculation of Lease Coverage Ratio is
shown in the Example Included in Section 1.2 below; the calculation is made by dividing
the number at fine 32 by the number at jine 16,

14
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1.5 Sample Calculations for Base Rent and For Financial
Cavenants. Following are sample calculations to be used to calculate the Base Rent,
as more particularly described in Article 2 below: This Is an example only, since the
actual numbers will not be known until the Closing.  Landiord will provide the Tenant
with the final calculation of the Base Rent During Bridge Loan period zt or about the

Clasing.
[THE REMAIMNDER OF THIS PAGE IS INTENTIONALLY LEFT BLANK]

45348/35107-008  NYWORD/32)858v1



NOV-D6-2008 11:37 P.oar

ARTICLE 2: RENT,

2.1 Base Rent. Upon the Commencement Date, and until the Closing
of the HUD Loan, the monthly Base Rent will be calculated according to Section 2.1.1,
Upon recardation of the mortgage or deed of trust securing the HUD Laoan, the Base
Rent will be calculated in accordance with Section 2.2, The Bridge Loan payment will
fluctuate depending on the interest rate and ths number of days in a given month, The
purpose of the Base Rent during the first year beginning with the Commencement Date
is to provide for Landlord an initial twelve percent return on its Investment Base asg
defined herein and to provide funds to meet the Landiord's Principal and Interest
Payments, MIP and Landlord’s Operating Expenses,

The Base Rent shall also be adjusted each vear in accordance with
Paragraph 2.2 below. The terms used in this paragraph are defined in Article 1, the
Definitions Section of this Lease, Sample calculations of Base Rent are shown In Article
1.4, "Sample Calculations” above. To find Initial Base Rent, See Schedule 1 attached,

2.1.1 Base Rent and Impound Rent During Bridge Loap,
The Initial Base Rent at the time the “Bridge Loan" is in place shall be calculated as
follows: Initial Base Rent due from the Tenant will be calculated to provide the
Landlord with an initial 12,07965 Percent {12.07965%) cash on cash return on the
Landiord’s Investment Base. In addition to the return to be paid on the Landlord’s
Investment Base, the Base Rent shall also include Landlord’s entire monthly loan
payment owed for the Bridge Loan. If all or any part of the Bridge Loan is adjustable,
the Tenant shall pay the full amount of the monthly payment for the Bridge Loan as it
may be adjusted from time to time, In addition, the Inftial Base Rent shall include
reimbursement of the Landlord’s Overhead. If the Bridge Loan becomes due before the
HUD Loan is funded then any refinance or extension fees or costs for the Bridge Loan
or a new replacement Bridge Loan will be paid for by the Tenant. See Article 1.4 above

for sample calcuiations.

All calculations of Base Rent During Bridge Loan are based upon a thirty
day month and then adjusted for the number of days In a given month at the time of
any interest rate adjustment,

On each Anniversary Date of the Lease, during the term of this Lease
when the Leased Property is encumbered by the Bridge Loan, the monthly Base Rent
will be compounded by Two and a Half Parcent (2.5%), based on a 30 day month, The
new Base Rent will then be adjusted to reflect the costs of any changes in the interest
rate and the number of days in the month.

If the Leased Property is encumbered by the Bridae Loan for more than
one iease Year, then the Base Rent due upon recordation of the HUD Loan shall be

1%
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2.3  Payment of Impound Rent. Tenant shall Pay Landlord or Lengder
all amounts necessary to create Impound accounts to timely pay all amounts for which
impounds are reduired by the Lender, including but not limited to Impounds for real ang

required to be paid by Tenant hereunder. Said payments are hereinafter collectively
referred fo as “Impound Amounts” or as “Impound Rent.” Impound Amounts shal|
constitute Additional Rent hereunder,

such other dates as shall be estabiished by written Notice to the Tenant, each of which
dates is refemed to herein as the Monthly Deposit Date, Payments for Impound
Amounts shall be made according to the schedule established by the Landlord, Lender
or by HUD. If the Impound Amount is insufficlent to timely pay all of said expenses,
payable by Tenant, Tenant shall immediately pay the deficlency to Landiord, or to
Landlord's Lender if requested by the Lender,

Landiord shall also have the option of declaring any such failure to pay
Impound Amourts within ten (10) days of the due date of any such Impound Amount
to be a default in Tenant's obligations hereunder, giving Landlord all rights to which it is
entitied it the event of a default, as further described in Article 8 hereof.

The Landlord, the Lender, or HUD may require both an Initial Deposit for
such Impound Amounts, and Monthly Payments for Impound Amounts. Tenant st
pay any deficiency in any Impound Amount within ten days of written notice from the
Landford or Lender demanding such payment.

2.3.1 Use of Impound Amounts, Impound Amounts held by
Landlord, or Landlord's Lender, shall be used for payment of the real and personal
property taxes, assessments, and tax and Insurance premiums payable by Tenant undar
this Lease. If Tenant has committed an Event of Default under Article 8 of this Lease,
such Impound Amounts may, in Landlord’s sole discretion and if permitted by the
Lender and, during the time the HUD Loan is in effect, by HUD, also he used by
Landlord as an offset against the default.

2.3.2 Return of Impeund Amounts, At the Expiration Date of
the Lease, If the Tenant is not then in default, Tenant shall be entitled to refund of )
unused funds in the Impound Accounts with any interest earned thereon, and Landiord
shall be entitled to return of all maney paid for MIP and for Initial replacement reserves,
together with Interest earned thereon. If Tenant is in default under this Lease on the
Expiration Date, Landiord may apply any sums that would otherwise be due ta Tenant
hereunder to curing the default, to the extent allowed by the Lender and by HUD,

2.4 Payment of Rent. All Rent shall be paid monthly in advance on
the first day of each and every calendar month during the term hereof. The Rent for

20
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3.2  Due bate for Payment of Impositions, Tenant shall pay all
Impositions in full before any fine, penalty, interest, or cost is incurred. If the State of
Arizona allows real property taxes to be pald in arrears, Tenant shal nevertheless pay
the property taxes by the end of the period for which they are assessed, even though
no lien would attach to the Leased Property for such taxes until a later date. Tenant
shall pay for all personal property taxes within 30 days after receipt of billings:
accompanied by copies of a hill therefore ang Payments thereof which identify the
personal property with respact to which such payments are made.

3.3 Prorations During Year of Lease Expiration. Impositions
imposed in respect to the tax fiscal period during which the Term terminates shall be
adjusted and prorated between Landiord and Tenant, whether or not such Imposition Is
imposed before or after such termination, and Tenant's obligation to pay its prorated
share thereof shall survive such termination.

3.4 1Invoices and Evidence of Payment to be Delivered to
Landlord. With respect to any Impostion for which no impound account is established
and used, Tenant shall pay the applicable invoice directly to the taxing authority and
thereafter, Tenant shall promptly deliver to Landiord {17 not more than five days after
the due date of each Imposition, as defined herein, copies of the invoice for such

3.5 Tenant to Prepare and File All Tax Retuins for Impositions.
Tenant, at its expense, shall prepare and file alf tax returns and repoits Ih respect of
any Imposition as may be required by governrnental authorities. Landlord and Tenant
shall, upon request of the other, provide such data as is maintained by the party to
whom the request is made with respect to the Leased Property, including any
appurtenant fixtures or personal property as may be necessary to prepare any reguired
returns and reports. In the event Landlord, Tenant or any governmental authority
classifies any property covered by this Lease as personal property, Tenant shall file all
personal property tax returns in such jurisdiction.

3.6 Entitlement to Tax Refunds. Tenant shall be entitled to any
refund due from any taxing authority if no Event of Defaylt shall have occurred
hereundsr and be continuing and If Tenant shall have paid alf Impaositions due ang
payable as of the date of the refund. Landlord shall he entitied tc any refund from arny
faxing authority If an Event of Default has occurred and is continuing. Any refunds
retained by Landlord due to an Event of Defaylt shall be applied as provided in 88.8 on

Events of Default,

3.7 Tenant's Right to Protest, Tenant may, upon notice to
Landlord, at Tenant's option and at Tenant's sole Cost and expense, protest, appeal, or
institute such other proceedings as Tenant may deem appropriate to effect g reduction

b
[
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Landlord, at Tenant’s expense, shall execute and deliver to Tenant such
autharizations and other documents as may be reasanably regulred in any such Conkest,
and, if reasonably requested by Tenant or If Landlord so desires, Landlord shalf join as

a party therein,

Tenant hereby agrees to indemnify and save Landiord harmiess from and
against any liability, cost or expense of any kind that may be imposed upon Landlord in
connection with any such contest and any Joss resulting therefrom,

3.8 Utilities. From and after the Commencement Date, Tenant shail
pay all taxes, assessments, charges, deposits, and bills for utilities, including, withoyt
limitation, charges for water, gas, oil, sanitary and storm sewer, electricity, telephone
service, and trash collection, which may be charged against the occupant of the
Improvements during the Term. Tenant shall comply with any Lender requirements
concerning payment for utilitles. Tenant shall, on demand, pay to Landiord any
additional amount needed to pay such utilities. Landlord's receipt of such payments
shall only be an accommodation to Tenant and the utility companies and shall not
constitute rent or income to Landiord. Tenant may, upon notice to Landlord, at
Tenant’s option and at Tenant's sole cost and expense, protest, appeal, or institute such
other proceedings as Tenant may deem appropriate to contest a utility bil], provided,
however, that Tenant shall be solely responsible for any financial penalties or other
adverse consequences of such contest, If any utility bill is unpaid and becomes 3 lien
on the Leased Property, the utility bill and associated lien shall bacome Additional Rent.

3.2 Discontinuance of Utilities. Landiord will not be liabie for
damages to person or property or for injury to, or interruption of, business for any
discantinuance of utilities nor will such discontinuance in any way be construed as an
eviction of Tenant or cause an abaternent of rent or operate to release Tenant from any
of Tenant’s obligations under this Lease.Business Expenses. Tenant shall promptiy
pay all expenses and costs incurred in connecton with the operation of the Facility on
the Leased Property, including, without fimitation, employee benefits, employes
vacationt and sick pay, consulting fees, and expenses for inventory and supplies.

ARTICLE 4: INSURAMNCE

Throughout the term of the Lease, Tenant shall maintain with respect to
the Leased Property the insurance described in this Article,  On or before the
Commencement Date, Tenant shall pay any insurance premiums required by the Bridge
Lender. On or before the date the Leased Property is encumbered by the HUD loan,
the Tenant shall pay any insurance premiums or impounds required by the Lender or by
HUD. In addition, as set forth in section 2.3, Tenant shall pay all Impound Amounts for
insurance that may be required by Landlorg, the Lender, or HUD,

4.1 Property Insurance. At Tenant's expense, Tenant shall maintain
in full force and effect & property insurance policy or poficies meeting all applicable
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4.2.1.1 Claims for personal injury or  property damage
cormmonly covered by comprehensive general liability insurance with endorsements for
incidental malpractice, contractual, personal injury, owner's protective tability, voluntary
medical payments, products and completed operations, broad form property damage,
and extended bodily injury, with commercially reasonable amounts for bodily injury,
property damage, and voluntary medical payments acceptable to Landlord, but with a
combined single imit of not less than $1,000,000.00 per accurrence and $3,000,000

annual aggregate,

4.2.1.2 Claims for personal injury and property damage
commonly covered by comprehensive automobile liability Insurance, covering all owned
and non owned automobiles, with commercially reasonable amounts for bodily injury,
property damage, and for automobile medical payments acceptable to Landlord, byt
with a combined single fimit of not less than $1,000,000.00 per occurmrence and
$3,000,000 annual aggregate.

4,2.1.3 Claims for personal injury  commonly covered by
medical malpractice and professional liability insurance with a combined single limit of
not less than $1,000,000 per occurrence and $3,000,000 annual agoregate.

4.2.1.4 Claims commonly covered by workers' compensation
insurance for all persons employed by Tenant on the Leased Property. Such workers’
compensation insurance shall be in accordance with the requirements of all appiicable
local, state, and federal law.

4.3 Builder's Risk Insurance. In connection with any construction,
Tenant shall maintain In full force and effect a builder's completed value risk policy
("Builder’s Risk Policy™} of insurance In a nonreporting form insuring against afl “Special
Form” risk of physical loss or damage to the Improvements, inciuding, but not limited
to, sk of loss from fire and other hazards, collapse, transit coverage, vandalism,
malicious mischief, theft, earthquake, and sinkholes (If ustally recommended in the
area of the Leased Property). The Builder's Risk Policy shall include endorsements
providing coverage for building materials and supplies and temporary premises. The
Builder's Risk Policy shall be in the amount of the full replacement value of the
Improvements and shall contain a deductible amount acceptabie to Landlord, Landiord
shall be named as an additional insured. The Builder's Risk Policy shall include an

endorsernent permitting initial occupancy.

4.4 Business Interruption Insurance, Business Interruption
Insurance In an amount equal to six (6) months advance Base Rent and Additional
Rent, including Impound Amounts, due under this Lease, covering Tenant's operation of
its business at the Leased Property. Landiord shall be a named beneficiary of sych
insurance in an amount equal to six (6) months advance Base Rent and Additional Rent,

including Impound Amounts, due under this Lease,
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. based coverage is unavailable to Tenant, or is unavailable at a commercially reasonable
price. If the Landiord permits the Tenant to purchase Claims Made coverage, the
Tenant shall be obligated to da all of the following:

4.7.8.1 Purchase a policy of "prior acts” coverage with an
inception date coincidental with the Jast date on which “occurrence” coverage was in

force;

4.7.8.2 If the general Kability insurance refererced herein Jg
In "claims made” form on the expiration of the Lease, purchase a “tail” policy with the

who issued the expiring policy; no gap in toverage may be permitted to exist by
Tenant.

4.7.8.3 If required by Landlord, Tenant shall pay for any
report, investigation, or recommendation which may be issued by a risk management
consultant selected by Landiord for the purpose of evaluating Tenant's proposed risk
management and insurance coverage program;

4.7.8.5 The Tenant must provide evidence that its insurance
advisor or broker carries errors and omissions insurance with a Coverage amount of at
least $1,000,000, issved by an insurer acceptable to Landiord, and must provide
Landlord with a letter from the Tenants insurance’ advisor or broker to Landlorg,
affirmatively representing that the Tenant's coverage meets the requirements of thi

Lease,

4.7.8.6 Coverage must be uninterrupted from the inception
date of each policy, and the Tenant shall place the correct inception date on any

renewal policies,

4.8 Replacement Value. The term “fuil replacement value” meang
the actual replacement cost thereof from time to time, including increased cost of
construction endorsement, with no reductions or deductions,  Tenant shall, in
connection with each annual policy renewal, deliver to Landiord a redetermination of
the full replacement value by the insurer or an endarsement indicating that the Leasad
Property is insured for its Full replacement value. If Tenant makes any Permitted
Altergtions (as hereinafter defined In Aricle 15 on  Alterstions and Capity|
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premiums in accordance with Landlord’s requirements after recelpt of Notice thereof
from Landlord.

4.14 Tenant to Strictly Comply With Reporting Requirements in
Policies. The Tenant shall strictly comply with all reporting requirements in each of its
insurance policies. Fallure to do so shall be a breach of the Lease for which Landiord
shall have the remedies spelled out in Article 8 hereor,

ARTICLE 5: INDEMNITY

5.1 Tenants Indemnification. Tenant hereby indemnifies and
agrees to hold harmiess Landlord, any successors or assigns of Landlord, and Landlord’s
and such successor's and assign’s directors, officers, managing members, employees
and agents from and agalnst any and all demands, claims, causes of action, fines,
penalties, damages (including consequential damages), losses, liablilities (including strict
fiability}, judgments, and expenses (including, without imitation, reasonable attorneys’
fees, court costs, and the costs set forth in §8.7) incurred In connection with ar arising
from: [i] the use or otcupancy of the Leased Property by Tenant under this Lease or
under any Lease or Sublease to which Tenant was a party that was in effect prior to the
Commencement Date or any persons claiming under Tenant; [ii] any activity, work, or
thing done, or permitted or suffered by Tenant in or about the Leased Property; fiif}
any acts, omissions, or negligence of Tenant Or any person claiming under Tenant, or
the contractors, agents, employees, invitees, or visitors of Tenant or any such person;
[Iv] any breach, violation, or nonperformance by Tenant or any person claiming under
Tenant or the employess, agents, contractors, invitees, or visitors of Tenant or of any
such person, of any term, covenant, or provision of this Lease or any law, ordinance, or
governmental requirement of any kind, including, without imitation, any faifure tp
comply with any applicable requirements under the ADA; [V any injury or damage to
the person, property or business of Tenant, its employees, agents, contractors, invitees,
visitors, or any other person entering upon the Leased Property; [vi] any construction,
alterations, changes or demolition of the Facliity performed by or contracted for by
Tenant or its employees, agents or contractors; and [vif] any obligations, costs or
expenses arising under any Permitted Exceptions, If any action or proceeding is
brought against Landlord, its employees, or agents by reason of any such claim,
Tenant, upon Notice from Landlord, will defend the dlaim at Tenant's EXpense with
cotnsel reasonably satisfactory to Landlord. Al amounts payable to Landlord under this
section shall be payable on written demand and any such amounts which are not paid
within 10 days after demand therefor by Landiord shall bear interest at Twelve Percant
Per Annum. In case any action, suit or proceeding is brought against Tenant by reason
of any such occurrence, Tenant shall use its best efforts to defend such action, suit or
proceading. Notwithstanding the foregoing, Tenant shall have no indemnity obligation
with respect to matters, ilabilities, obligations, claims, damages, penalties, causes of
action, costs and expenses caused by the gross negligence or wiliful misconduct of
Landlord or Landiord’s representatives, agents, employees or contractors or their

SUCCESSOYrs Or assigns,
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reimburse Landiord for all reasonable costs and €xpenses Incurred in reviewing any
environmental audit, including, without limitation, reasonable attorneys’ fees and ¢osts,

5.6 Limitation of Landlord’s Liability. Landlord, its agents, and
employees, will not be fiable for any loss, injury, death, or damage (including
consequentlial damages) to persons, property, or Tenant’s business occasioned by theft,
act of God, public enemy, injunction, riot, strike, insurrection, war, court order,
requisition, order of governmental body or authority, fire, expiosion, falling objects,
steam, water, rain or snow, leak or flow of water (including water from any elevator or
sprinkler system), rain or snow from the Leased Property or into the Leased Property or
from the roof, street, subsurface or from any other place, or hy dampness or from the
breakage, leakage, obstruction, or other defects of the pipes, sprinklers, wires,
appliances, plumbing, air ronditioning, or lighting fixtures of the Leased Property, or
from construction, repair, or alteration of the Leased Property or from any acks or
omissions of any other occupant or visitor of the Leased Property, or from any other
cause beyond Landiord's control. Landlord will not be llable to Tenant for any
conseguential damages suffered by Tenant, whatever the couse,

ARTICLE 6: USE AND ACCEPTANCE OF PREMISES

6.1 Use of Leased Property. Tenant shall use and occupy the

consents neaded to use and operate the Leased Property as herein permitted. Tenant
shall deliver to Landlord complete copies of surveys, examinations, certification and
licensure inspections, compliance certificates, and other similar reports Issued to Tenant
by any governmental agency within ten (10) days after Tenant's receipt of each item.

in possession of the Leased Property well before the Commencement Date and Tenant
and its agents have had an opportunity to inspect the Leased Property; [ii] Tenant has
found the Leased Property fit for Tenants use; [iii} At the Commencement Date, Tenant
will remain in possession of the Leased Property and Tenant has accepted the Leased
Property in its “as is” condition; [iv] Landlord is not obligated to make any
Improvements or repairs to the Leased Property; provided, however, that Landlord shajl
fund the inltial deposits to replacement Feserves required by any Bridge Lender or by

AS TO ITS FITNESS FOR USE, DESIGN OR CONDITION FOR ANY F’AR‘[’ICULARr USE OR
PURPOSE OR GTHERWISE, OR AS TO QUALITY OF THE MATERIAL OR WORKMANSHIP
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reasonable detail, Tenant shall deljver to Landlord a plan of correction within 10
Business Days after receipt of the notice. Tenant shall diligently pursue correction of al|
problem areas within the time frame required by Landlord, the Lender or HUD, Tenant
shall promptly deliver evidence of completion to Landlord or an interim report
evidencing Tenant's diligent pragress towards completion. Lipon compietion, Landiord
shall have the right to re inspect the Fadility and Tenant shall Pay a re Inspection fee of
$750.00 pius Landlord’s reasonable out of pocket expenses within 30 days after receipt
of Lendford’s invoice. At each inspection of the Leased Property by Landiord, the
Facility employee in charge of maintenance shall be avallable to tour the Facility with
Landlord and answer questions,

7.2 Landlord’s Construction Consultant. At all times during the
term of the Lease, Landlord shalt have the right to employ a construction consultant to
examine and analyze Tenant's repair and maintenance pragram for the Leased Property
and to make recommendations to the Landlord concerning such program. Landlord’s

program, to obtaln written and verbal information from the Tenant's employees and
independent contractors with respect to the pregram, and to represent the Landlord in
any dealings with the building department, planning department, and other
governmental agencles. Tenant shall direct Tenant's employees and consultants to
reasonably cooperate with Landlord's consultant. The cost of Landiord's consultant(s)
shall be paid either (i} from Replacement Reserves if approved by the Lender and, if
applicable, by HUD, or if not so approved (i) by the Tenant as Additional Rent.

7.3 Required Alterations. Tenant shall, at Tenant’s sole cost and
expense, make any additions, changes, improvements or alterations to the Leased
Property, including structural alterations, which may be required by HUD, by the
Lender, or by any governmental authorities, including those required for the Landlord to
obtain @ HUD-guaranteed lcan to refinance the Bridge Loan and any additions, changes,
improvements or alterations of the Leased Property that are required to maintaln
licensure or certification under the Medicare and Medicaid programs, whether such
changes are required by Tenant's use, changes in the law, ordinances, or governments|
regulations, defects existing as of the date of this Lease, or any other caugce
whatsoever. All such additions, changes, improvements or alterations shail be deemer
to be Permitted Alterations and shall comply with all laws requiring such alterations and
with the provisions of Section 15.4 on Alterations and Capital Improvements,

Tenant shall pay for all critical and non-critical repairs identified in the
Property Condition Reports prepared in connection with Landlord’s application for the
Bridge Loan and for the HUD Loan,

Tenant shall pay for any repairs identified in any pest controt report
obtained by Landlord. Tenant shall pay for any repairs necessitated by any
encroachment involving the Leased Property,

[F 5]
da.
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Landlord’s Personal Property and replacements therefor. Tenmant may finance
replacements for the Fixtures and Landlord’s Personal Property in an aggregate amount
of up to Twenty Thousand Dollars ($20,000) by eguipment lease or by & security
agreement and financing statement if [i] Landiord has consented in writing to the terms
and conditions of the equipment lease or security agreement: [ii] the equipment essor
or lender has entered into a nondisturbance agreement with Landlord upon terms and
conditions reasonably acceptable to Landlord, including, without limitation, the
following: [a] Landlord shall have the right (but not the obligation} to assume such
security agreement or equipment lease upon the occurrence of an Event of Default
under this Lease; [b] the equipment lessor or fender shall notify Landiord of any default
by Tenant under the equipment lease or security agreement and give Landlord a
reasonable opportunity to cure such default; and [c] Landlord shall have the right to
assign its rights under the equipment lease, security agreement, or nondisturbance
agreement; [d] any such financing shall comply with all requirements of the
Intercreditor Agreement. Tenant shall, within 30 days after receipt of an invoice from
Landlord, reimburse Landiord for all costs and expenses incurred in reviewing and
approving the equipment lease, security agreement, and nondisturbance agreement,
including, without limitation, reasonable attorneys’ fees and costs,

ARTICLE 8: DEFAULTS AND REMEDIES

8.1 Events of Default. The occurrence of any one or more of the
following shall be an event of default (“Event of Default”) hereunder without any
advance notice to Tenant unless specified herein:

8.1.1 Tenant fails to pay in fulf any instaliment of Base Rent, any
Impound Amounts, any Additional Rent or any other menetary obligation payable by
Tenant under this Lease (including the Option Price), within 10 days after such payment

is due,

8.1.2 Tenant or any Guarantor (where applicable) fails to comply
with any covenant set forth in Article 13 on Negative Covenants, Artice 14 on
Affirmattve Covenants, Article 15.6 on Minirmum Required Capital Expenditures or Article
18 on the Security Deposit or Letter of Credit of this Leasa or with any term, covenant
or condition of the Tenant Regulatory Agreement which violation is not cured within
thirty (30) days of written notice to Tenant.

8.1.3 Tenant fails to observe and perform any other covenant,
conditior or agreement under this Lease to be performed by Tenant and [i] such failure
continues for a period of thirty (30) days after written Notice thereof is given to Tenant
by Landiord; or [ii] if, by reason of the nature of such default it cannst be remedied
within thirty (30) days, Tenant fails to proceed with diligence reasonably satisfactory to
Landlord after receipt of the notice to cure the default or, in any event, falls to cure
such default within sixty (60) days after receipt of the notice, The foregoing notice and
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any guaranty of or other security for thig Lease, or any report, certificate, application
financial statement or other instrument prepared by or at the direction of, ang furnished
by Tenant or by any Guarantor pursuant hereto shall prove to be false, misleading or
incorrect in any material respect as of the date made or, In the case of Financial
Statements prepared by Seller, Tenant or Guarantor knew that the same were fajse
misleading or incorrect, i

8.1.8 Tenant, any Corporate Guarantor, or any Affillate defaults on
any indebtedness or obligation to Landiord, Including, without imitation, any lease with
Landiord or any successor or assign of Landlord, or the occurrence of a default under
any Material Obligation, including, but not fimited to any default in Tenant's obligations
tc CapitalSource Finance LLC, any other accounts receivable lender or any other party
under the Intercreditor Agreement to which Tenant is a party, and any applicable grace
Or cure period with respect to defautt under such indebtedness or obligation expires
without such default having been cured. This  provision applies to all sych
indebtedness, obligations and agreements as they may be amended, modified
extended, or renewed from time to time. It shall be an Event of Default for Tenant tf_;
exceed the amount of jts CapitalSource Finance LLC line of credit, which hag been
approved by CapitalSource Finance LLC,

8.1.8 The Corporate Guarantor dissolves or terminates,

8.1.10 The Corporate Guarantor files a petition  in
bankruptcy or is adjudicated insolvent,

8.1.11 The Tenant or any Guarantor fails to comply with
any covenant in the Lease or in the Guaranty Agreement.

8.1.12 The ficense for the Facility or any other Government
Authorization is canceled, suspended, reduced to provisional or temporary, or otherwise
invalidated, or license revocation or decertification proceedings are commenced against
Tenant and Tenant fails to diligently contest such proceeding, or any reduction occyrg
in the number of licensed beds or units at the Facitity (except for a voluntary reduction
permitted under §13.11), or an admissions ban is issued for the Facility,

8.1.13 Any malpractice judgment or award g entered
against Tenant exceeding by $50,000 or more any applicable General and Professional
Liability insurance palicy issued to Tenant and Tenant fails to salisfy the judgment or
post an appeal bond and file an appeal within the time allowed by applicable law, and
such malpractice judgment shatl, in the opinion of Landlord, have a material adverse
effect on the ability of Tenant to operate the Facility ;

8.1.14 Any malpractice judgment or award referenced
above is appealed by Tenant and the Tenant loses the appeal and fails to satisfy the
judgment within sixty days of the issuance of the court opinion holding that the

I8
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8.2.3 landlord may re enter the Leased Property and have,
repossess and enjoy the Leaseq Property as If this Lease had not been made, and in
such event, Tenant and Its successors and assigns shail remain liable for any contingent
or unfiquidated obligations or sums owing at the time of such FEpossession,

8.2.4 Landiord may have access to and inspect, examine ang
make copies of the books and records, including records that are electronically stored,
and including all computer hardware and software, and any and afl accounts, data angd
income tax and other returns of Tenant insofar as they pertain to the Leased Property.

P.048

8.2.5 Landiord may accelerate ali of the unpald Rent hereunder

based on the then current Rent Schedule so that the aggregate Rent for the Unexpirad
term of this Lease becomes immediately due and payabie,

8.2.6 Landlord may take whatever action at law or in equity as
M3y appear necessary or desirable to coliect the Rent and other amounts payable
under this Lease then due and thereafter to become due, or to enforce performance
and observance of any obligations, agreements or covenants of Tenant under this

Lease,

8.2.7 With respect to the Collateral, including but rot limited to
inventory and supplies, or any portion thereaf and Landlord's security interest therein,
Landiord may exercise afl of jts rights as secured party under Article 9 of the Unifarm
Commerdal Code. Landiord Party may sell the Coliateral by public or private sale pon
giving notice tv Tenant as required by law. Tenant agrees that a commercially
reasonable manner of disposition of the Coliateral shall include, without limitation and
at the option of Landlord, a sale of the Collateral, in whole or in part, concurrently with
the sale of the Leased Property. Subject to requirements in this Lease, Landlard may
seize the collateral, indluding the vehicles, and use it for the continued operation of the

Facliity.
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during the pendency of the receivership and all other powers which may be necessary
or are usual in such cases for the protection, possession, control, management and
operation of the Leased Property during the whole of said proceeding.  All sums of
money received by the Receiver from such rents and income, after deducting therefrom
the reasonable charges and expenses paid or Incurred In connection with the collection
and disbursement thereof, shall be applied to the costs of operating the Facility and to
payment of the Base Rent, Additional Rent including Impound Amounts, or any other
monetary obligation of Tenant under this Lease, including, without limitation, any losses
or damages incurred by Landiord under this Lease. Tenant, if requested to do 50, will
consent to the appointment of any such Receiver as aforesaid,

8.2.13 With  appropriate approvals  from regulatory
authorities, Landiord may terminate any management agreement with respect to any of

&3 Right of Setoff. Landlord may, and is hereby authorized by
Tenant to, at any time and from time 1o time without advance notice to Tenant (any
such notice being expressly waived by Tenant), setoff or recoup and apply any and ali
sums held by Landlord, any indebtedness of Landiord to Tenant, and any claims by

claims by Landlord against Tenant, whether or not such obligations or claims of Tenant
are matured and whether or not Landiord has exercised any other remedies hereunder,
The rights of Landlord under this section are in addition to any other rights and
remedies Landlord may have against Tenant,

8.4 Performance of Tenant's Covenants. Landlord may perform
any obligation of Tenant which Tenant has failed to perform within five (5) days after
Landlord has sent a written notice to Tenant informing I of its spedific failure, In the
event of an emergency threatening the safaty of persons or property, the five (5) day
period Is walved and Landiord may act within such period of time as is reasonabie
under the circumstances. Tenant shall reimburse Landlord on demand, as Additional
Rent, for any expenditures thus incurred by Landiord and shall Pay interest thereon at
Landlord’s twelve parcent per year rate of return,

Base Rent payable under this [_ease shall be Increased to include Default Rent. The first
default shall cause the Base Rent to be increased by One Percent (1%); the second
default shall cause the Base Rent to be increased by Two Percent (2%), the third
default shall cause the Base Rent to be increased by Three Percent, and any
subsequent default shall cause the Base Rent to be Increased by Four Percent (4%)
("Defautt Rent”); provided, however, that if a count of competent urisdiction
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Property, an amount equal to ali Rent due pursuant to this Lease. Included within and
in addition to any other conditions or obligations imposed upon Tenant or fs stceessor

agreed fo he a NEecessary and appropriate deposit to adequately assure the future
performance under this Lease of the Tenant or its assignee; and [ili] the continued use
of the Leased Property for the Facllity Use, Nothing herein shail he construed as an

ARTICLE 9: DAMAGE AND DESTRUCTION

8.1 Notice of Casualty. If the Leased Property shall be destroyed, in
whole or in part, or damaged by fire, flood, windstorm or other casualty in excess of
$50,000.00 (a “Casualty™), Tenant shall give written notice thereof to Landlord within
two (2) Business Days after the occurrence of the Casualty. Within fifteen {15) days
after the occurrence of the Casualty or as soon thereafter as such information is
reasonably available to Tenant, Tenant shall provide the following information o
Landiord: fi] the date of the Casualty; [ii] the nature of the Casualty; [iii} a description
of the damage or destruction caused by the Casualty, including the type of Leased
Property damaged and the area of the Improvements damaged; [iv] a preliming
estimate of the cost to repair, rebuild, restore or replace the Leased Property; [v] a
preliminary estimate of the schedule to complete the repair, rebuilding, restaration or
replacement of the Leased Property; [vi] a description of the anticipated property
insurance claim, inciuding the name of the insurer, the insurance Coverage [imits, the
deductible amount, the expected settlement amount, and the expected settlement date;

resulting in the loss of use of 50% or more of the licensed beds at tha Facllity or that
renders the Facilty unsuitable for the purposes of this Lease.

44
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specifications  meeting the requirements of §15.2 on Alterations and Capital
Improvements for such repairs or rebuilding.

subject, however, io strikes, lockouts, acts of God, embargoes, gavernmental
restrictions, and other causes beyond Tenant's reasonable control,

Landiord will make available to Tenant the net proceeds of any fire or
other casualty insurance paid to Landlord for such repair or rebuilding as the same
progresses, after deduction of any costs of collection, including reasonable attoreys’
fees. Payments will be made against properly certified vouchers of a competent

Prior to commencing the repairing or rebuilding, Tenant shall deliver i
Landlord for Landlord's approval a schedule setting forth the estimated monthly draws
far such work. Landlord will contribuite to such payments out of the insurance procesds
an amount equal to the proportion that the total net amount received by Landlord from
insurers bears to the total estimated cost of the rebuilding or yepairing, multiplied by
the payment by Tenant on account of such work,

Landiord may, however, withhold 10% from each payment untij the work
Is completed and proof has been furnished to Landlord that na lien or liability hag
attached or will attach to the Leased Property or to Landlord in conhection with such
repairing or rebuilding. Tenant shall not issue any progress Payment to any contractor
without first obtaining a conditional fien waiver for any payment that has not Cleared
the bank, and an unconditional lien waiver for any Payment that has cleareq, Upon the
completion of rebuilding and the furnishing of such proof, the balance of the net
proceeds of such insurance payable to0 Tenant on account of such repairing or
rebuilding will be paid to Tenant.

Tenant will obtain and deliver to Landiord a temporary or final certificate
of occupancy and any other permit required by any governmental entity in charge of
nursing care Institutions in the Jurisdiction where the Leased Property is located, before
the damaged Leased Property is reoccupied for any purpose,

Tenant shall complete such repairs or rebuilding free ang clear of
mechanic's or other liens, and in accordance with the bullding codes angd af] applicable
laws, ordinances, regulations, or orders of any state, municipal, or other pubic
authority affecting the repairs or rebuilding, and also in accordance with a))
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ARTECLE 10: CONDEMNATION

10.1 Total Taking. If, by exercise of the right of eminent domain or by
conveyance made in response to the threat of the exercise of such right ("Taking"), the
Leased Property is taken, or 5o much of the Leased Property Is taken that the Leased
Property cannot be used by Tenant for the purposes for which it was useg immediately
before the Taking, then this Lease will terminate with respect to the Leased Property
only on the earlier of the vesting of title to the Leased Property in the condemning
authority or the taking of possession of the Leased Property by the condemning
authority.  All damages awarded for such Taking under the power of eminent domain
shall be the property of Landlord, whether such damages shall be awarded as }
compensation for diminution in value of the Jeasehold or the fee of the Leased Property.

10.1.1 If the Leased Property is taken during the final 18
rmonths of the Term, Landlord shall have the option to terminate this Lease with respect
to the Leased Property. If Landlord elects to terminate this Lease with respect to the
Leased Property, Tenant shall have the Dption to purchase the Leased Property. Tenant
shall give Landlord notice of Tenant’s election to purchase within thirty (30) days afer
delivery of the notice of Landiord's intent to terminate, If Tenant elects to purthase aff
of the Leased Property, the Option Price will be determined Tn accordance with Article
12. All other terms of the option to purchase shall be in accordance with Article 12,

i0.2 Partal Taking. If, after a Taking, so much of the Leased
Property remains that the Leased Property can be used for substantially the same
purposes for which It was used immediately before the Taking, then [1] this Lease wil
terminate as to the part taken on the earlier of the vesting of title to such Leased
Property in the condemning authority or the taking of possession of such Leased
Property by the condemning authority and the Rent will be adjusted accordingly; [ii] at
its cost, Tenant shall restore so much of the Leased Property as remains to a sOUnd
architectural unit substantiafly suitable for the purposes for which it was used
immediately before the Taking, using good workmanship and new, first class material;
[iii} upon completion of the restoration, Landlord will pay Tenant the lesser of the pet
award made to Landlord on the account of the Taking (after deducting from the toty)
award, attorneys’, appraisers’, and other fees and costs incurred in connection with the
obtaining of the award and amounts paid to the holders of mortgages secured by the
Leased Property), or Tenant's actual out of pocket costs of restoring the Leased
Property; and [Iv] Landiord shall be entitied to the balance of the net award. The
restoration shall be completed in accordance with Sections 9.4, 9.5, 8.7, 5.8 and 9.9
with such provisions deermed to apply to condemnation instead of casualty,

10.3 Cendemnation Proceeds Not Trust Funds, Notwithstanding
anything in this Lease or at law or equity to the contrary, none of the condemnation
award paid to Landlord shal be deemed trust funds, and Landlord shall be entitled to
dispose of such proceeds as provided in this Article 10, Tenant expressly assumes all
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occurred and Is continuing, Tenant may remove Tenant's Property from the Lessed
Property from time to time provided that [1] the items removed are not required to
operate the Leased Property for the Fadility Use (unless such items are being replaced
by Tenant); and [ii] Tenant repairs any damage to the Leased Property resulting from
the removal of Tenant's Property.

11.2.6 Tenant shall not, during the term of the Lease,
without the prior written consent of Landlord or as otherwise provided in this Lease,
remove any Tenant’s Property or Leased Property, Tenant shall, at Landlord’s option,
remove Tenant's Property consisting of computers and time cdocks upon the termination
or expiration of this Lease and shall repair any damage to the Leased Property restlting
from the remaval of Tenant's Property. If upon expiration or earlier termination of this
Lease, Tenant falls to remove Tenants Property consisting of computers and time
clocks within thirty (30) days after request by Landlord, then Terant shall be deemed to
have abandoned such Tenants Property, such Tenants Property shall become the
property of Landiord, and Landiord may remove, store and dispose of Tenants
Property. In such event, Tenant shall have no claim or right against Landiord for sych
property or the value thereof regardiess of the disposition thereof by Landlord. Tenant
shall pay Landlord, upon demand, ail expenses incutred by Landiord in removing,
storing, and dispasing of Tenants Froperty and repalring any damage caused by such
removal. Tenant’s obligations hereunder shall survive the termination or expiration of

this Lease.

1i.2.7 Tenant shafl perform its obligations under any
equipment lease or security agreement for Tenant’s Property, For equipment loans or
leases for equipment having an original cost, in the aggregate, in excess of $20,000.00,
Tenant shall comply with Section 7.5 of this Lease, as such Section applies to
nondisturbance agreements.

ARTICLE 12: OPTION TO PURCHASE

12.1 Option to Purchase. Landiord hereby grants to Tenant an option
to purchase {“Option to Purchase™) all of the Leased Property (but not any part thereof)
from Landlord and Landiord's successors and assigns in accordance with the terms and
conditions of this Article 12. Tenant may exercise its Option to Purchase only by giving
an irrevocable Notice of Tenant's election to purchase the Leased Property to Landiord
at its address for Notice as set forth in Article 22 or at the revised Notice Address
subsequently provided in writing by Landlord or by Landlord’s successor in interest, if
any ("Purchase Netice”) in accordance with the foliowing:

12.1.1 If Tenant elects to purchase the Leased Property,
then Tenant must give a written Purchase Notice no eatlier than the date which is Ten
(10) Years, and no later than the date which is Fourteen (14) years six (6) months after
the Commencement Date of this Lease. The Purchase Notice must be sent by certified
mell, return receipt requested.
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the Reguiatory Agreements then encumbering the Leased Property which Tenant has
signed; (4) those liens and encumbrances which were in effect on the Commencement
Date or caused by Tenant after the Commencement Date; and (5) such other matters
as Tenant’s title nsurer shall be willing to omit as exceptions to coverage or to except
with insurance against collection gut of or enforcement against the Leased Property,

12.4 Closing. If Tenant exercises the Option to Purchase, the closing
of the purchase shall occur on a date agreed to by Landlord and Tenant which shalf be
not fess than One Hundred Eighty (180) days after Landlord’s receipt of the Purchase
Notice. At the closing, Tenant shali pay the Option Price and ajj closing costs in
immediately available funds and Landiord shall convey title to the Leased Property to

of sale, Notwlthstanding anything in this Article 11 to the contrary, any transfer of the
Leased Property involving assumption of the HUD Loan shall be subject to HUD's
approval under the Transfer of Physical Assets process required by HUD,

12.5 Failure to Close Option. If Tenant for any reason falls o
purchase the Leased Property after Tenant has given the Purchase Notice, then Tenant
shall pay Landlord all costs and expenses incurred by Landlord as a result of the failure
to dose, including costs of unwinding swap transactions, 1031 exchanges, or ather
interest rate or tax avoidance devices and preparing for the closing. Tenant shal|
continue to be obligated as lessee hereunder for the remainder of the Term.

12.6 Assignability of Purchase Option; Failure to Exercise Option
to Purchase and Renewal Cption. Tenant may assign this Purchase Option to
Avalon Health Care, Inc. or to any wholly owned subsidiary of Tenant or of Avalon
Heaith Care, Inc. No other assignments of the Purchase Option shall be permitted, If
Tenant for any reason does not exercise Jts Option to Purchase In accordance with the

ARTICLE 13: NEGATIVE COVENANTS

Tenant and Guarantors covenant and agree that Tenant {(and Guarantor
where the term “Guarantor” appears below) shall not do any of the following withoyt
the prior written consent of Landlord:

13.1 No Debt. Tenant shall not create, incur, assume, or permit o

exist any indebtedness other than (i) trade debt incurred in the ordinary course of
business; {ii) indebtedness relating to the Letter of Credit; (iil) indebtedness that js
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13.9 Subordination of Payments to Affiliates, After the occurrence
of an Event of Default and untj] such Event of Default is cured, Tenant either directly or
through any agent, such as jtg management company, is prohibited from making arny
payments or distributions to employees or o Tenant’s Affiliates or to Guarantors except
for those in the ordinary course of business, Prohibitad distributions nciude, but are
not limited to, bonuses, optional preferred return payments, dividends, liquidating
distributions, or cash flow distributions for other than regular salary and management

feas.

reorganize or otherwise change its respective Organization State,

13.11 Change in Number/Type of Beds and Units. Tenant shal)
not permit [i} t!'ae number of licensed beds in the Facility to be less than 240; or () any

bed capacity of the Facility from the capaclty set forth in this Section without the prior
written consent of Landiord and of the Commissioner, Tenant shal indemnify and
defend Landiord from any loss of value of the Leased Praperty which may ocaur by
reason of any defauit in this covenant.

13.12 Management Contract Subject to Termination if Tenant
Defaults on HUD Reguiatory Agreement. Tenant shali not enter into any
management contract Involving the Facility, unless such contract shall contain a

to termination withiout penalty upon request of the Commissioner, Upon such requést,
Tenant shall immediately amange 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 Facility,

13.13 No Default on Obligations Under CapitalSource Finance
LLC Agreement. Tenant shall, at all times, comply fully and completely with all of it
obligations under its agreements with CapitalSource Finance LLC. Any increase in the
amount of Tenant's line of credit set forth in the agreements with CapitalSource Finance
LLC must be approved in writing by Landiord, and such consent may be given gr
withheld in Landlord’s sole discretion. Tenant may not obtain any other financing
secured by Temant’s Property, Including tangible and intangible personal property,
without Landlord’s prior written consent, which may be given or withheld in Landlorg's
sole discretion, as described in Section 7.5 hereof,
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One Hundred Twenty (120) days after Fiscal Year End. Audlted financial statements of
Tenant will be provided if and as required by lender,

14.3.1.4 Unaudited financial statements of Tenant and
Corporate Guarantor are due within Forty-Five (45) days of the end of each quarter,

14.3.1.5  Monthly unaudited financial reports for the Facility are
due within thirty (30) days after Month End,

14.3.1.6  Annual Facility budget and annual Tenant budget are
due not later than thirty (30) days prior to Fiscal Year End,

14.3.1.,7 A monthly and guarterly variance report for the
Facility is due within forty-five (45) days after the end of the quarter,

14.3.1.8  To the extent that Tenant updates its budgets on a
monthly or quarterly basis, a monthly and quarterly update to the Tenant's budget is
due within forty-five (45) days after the guarter end.

14.3.1.8  Additional annual and quartery  financial reports
required by Landlord and/or Lender are due according to the schedule to be adopted by
Landlord or Lender,

14.3.1.10 Copies of federal and state tax returns of Tenant and |
Avalon Health Care Inc., must be provided to Landiord within fifteen days of filing,
During any time when an Event of Default has occurred under this Lease, the Individual
Guarantors must also provide Landiord with federal and state tax returns within fikeen

days of filing.

14.3.1.1% With each delivery of Annual Financial Statements
and Periodic Financial Statements (other than the monthly Facifity Financial Statement)
to Landlord, Tenant shall also defiver to Landlord a3 certificate signed by the Chief
Financial Officer, general partner or managing member (as applicable) of Tenant,
Whenever possible, the reports enumerated in Exhiblt E shall be delivered to Landlorgd
electronically.  In the event that Landiord fequests in writing that Tenant provide
finandial information, including Financial Statements, in a format not substantiafly
different from that shown in Exhibit E, then Tenant shall provide the information In the
altered format reasonably requested by the Landlord,

14.3.1.12 Tenant shall, on a monthly basis, provide Lendlprd
with written information concerning its requests to  borrow any funds fiom
CapitatSource Finance LLC or from any other lender and the proposed uses of such

borrowed funds.
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schedule and coples of any equipment leases and financings, including vendor,
equipment descriptions, monthly payment, rate and maturity, with a monthly update of
any changes and the required nondisturbance agreement if the original cost of the
equipment exceeds $20,000.00; [iv] a schedule of alf utility providers and utflity
deposits; [v] a list of all rent concessions, including, but nat limited to, free rent, rent
reduction, community fee waivers, rate Iocks, rate guaranties and waivers of secirity
deposlts; [vi] a copy of each private pay resident's occupancy agreement and each
Facility’s form of agreement; [vii] a schedule of ali employee varation and sick days:

and [vill] employee policies and procedures handbook, including employee benefits —

i4.3.4 Material Communications, Tenant shall transmit
to Landiord, within five (5) Business Days after receipt thereof, any materlzi
communication affecting the Facility, this Lease, the Legal Reguirements or the
Government Authorizations, and Tenant will promptly respond to Landlord’s inguiry with
respect to such information. Tenant shalj notfy Landiord in writing within five (5)

14.3.5 Requirements for Financial Statements,
Tenant shall meet the foliowing requirements in connection with the preparation of the
financial statements: [i] all audited financial statements shall be prepared in
accordance with general accepted accounting principles consistently applied; [ii} afj
unaudited financial statements shail be prepared In a manner substantialiy consistent
with prior audited and unaudited financial statements submitted to Landlord; [ii] ait
financial statements shall fairly present the financial condition angd performance for the

liabilities and transactions with Affiliates; and [v] the audited finarclal statements shail
tontain an unqualified opinion.  Any expenses paid by Avalon Health Care, Inc. or any
other Affiliate of Tenant shall be fairly and consistently allocated among the properties
for which the expense was incurred,

14.4 Compliance With Laws. Tenant shall comply with ail Legal
Requirements applicable to it and keep all Government Authorizations reguired to be
maintained by Tenant in full force and effect. Subject to the right to contest the same
in accordance with the terms hereof, Tepant shall pay when due all taxes ang
governmental charges of every kind and nature that are assessed or imposed upon
Tenant at any time during the term of the Lease, including, without limitation, aj
incume, franchise, capital stock, property, sales and use, business, Intangihle, employea
withholding, and all takes and charges relating to Tenant’s business and operations,
Tenant shall be solely responsible for compliance with alt Legal Reguirements, including
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of {a] the date required by the regulatory authority, or [b] 30 days after receipt of such
notice and shall deliver evidence of same to Landiord.

14.8 Transfer of License and Facility Operations. If this Lease is
terminated due to expiration of the Term, pursuant to an Event of Default or for any
reason other than Tenant's purchase of the Leased Property, or if Tenant vacates the
Leased Property (or any part thereof) without termination of this Lease other than

14.8.1 Licensure. Tenant shall execute, deliver and file ay
documents and statements requested by Landlord 10 effect the transfer of the Facility
license and Government Authorizations heid by Tenant to a replacement operator
designated by Landiord (“Replacement Operator), to the extent such ficense and
Government Authorizations are assignable under applicable law, subject to any requirad
approval of govemmental regulatory authorities, and Tenant shali provide to Landiorg
all Information and records required by Landlord in connection with the transfer of the
license and Government Authorizations,

14.8.2 Facility Operations, In order to facilltate a
responsible and efficient transfer of the operations of the Facility, Tenant shall, If and tp
the extent requested by Landlord, [i] deliver to Landlord the most recent Updated
reports, notices, schedules and documents listed n Article 14.3; [l continue ang
maintain the operation of the Facility in the ordinary course of businass, including
retention of all residents at the Facility to the fullest extent practicable and consistent
with applicable laws and regulations, untfl transfer of the Facllity operations to the
Replacement Operator is compieted; [} enter into such management agreements,

can use Tenant'’s Provider Agreements until provider numbers are transferred provided,
however, in no event shall Tenant be required to permit the Replacement Operator 0

receives confirmation that doing so will not viclate any applicable Legal Requirements
and it gets appropriate indemnities from the Replacement Operator or Landlord in form

of this section do not create or establish any rights in Tenant or any third party and
Landlord reserves ai| rights and rermedies relating to termination of this Lease,

Upen the expiration or earlier termination of this Lease for any reason
whatsoever (such date being referred to as the "Closing Date"), this Lease shail become
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provided in the Commercial code of the Facility State. If Tenant is not in default under
this Lease, then Landiord's Replacement Operator shall pay the Tenant the fair Market
value of the inventory ang personal property and the Tenant shall give the Replacement
Operator a blll of sale for it.

12.8.2.11 all cther assignable intangibile property not
enumerated above that is now or in the future used in connectfon with the operation of
a SNF and/or assisted living facility at the Facijj H

inventory, suppiies, equipment, goods, Tenant Property, Collateral, services or other
items owned, maintained or provided by Tenant prior to termination ar expiration of the
Lease, such that (1) Tenant shall recelve a credit for any such items or sefvices owned,
maintained or provided by Tenant prior to the date Tenant relinguishes possession of
the Leased Property pursuant to termination or expiration of the Lease and (i) Landiord

or Landlord's Replacement Operator shall take any such items subject to obligations
under any of Tenant’s leases or other financing arrangemants,

rights shall automaticaily revert to Landlord or Landlord’s designee upon the expiration
or termination of this Lease for any reason whatsoever (other than Tenant's purchase
of the Leased Praperty} without any requirement of a transfer or the payment of
additional consideration,

14.10 Cash Due From Tenant to Landiord Prior to the
Commencement Date. At Closing, Tenant shalf deliver the following funds to
Landlord to be deposited in an escrow account under the control of Lendlord at a bank

G2
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measured quarterly.

‘ 14.15 Current Ratio. During the Lease Term, Avalon Health Care, Inc.
shall maintain a Current Ratio, as defined in Article 1 hereof, as follows: .8 as of or
better as of %he gomgnencement Date, 1.0 or better as of June 30, 2005, 1.15 or better
as of December 31, 2005 and 1.2 or better as of December 31, 200g. i
shall be measured quarterly. This covenant

14.16 New Intercreditor Agreement. Tenant shall use its best
efforts to cause its accounts receivabie lender to enter into an intercreditor agreement
with Landlord and its (Bridge Lender) Mortgagee then its (HUD Lender) Mortgageg
giving Landlord's Lender(s) a first priority position in the licenses, Certificates of Neeci
and Provider Agreements for the Facility. Sald intercreditor agreement shall pe
substantially similar to that Intercreditor Agreement as defined in Section 1.3 hereof.

i4.17 Landlord’s Health Care Censultant, At all times during the
term of the Lease, Landlord shall haye the right to employ a health care consultant tp

ARTICLE 15: ALTERATIONS, CAPITAL IMPROVEMENTS, AND SIG NS

15.1 Prohibition on Alterations and Improvements, Except for
Permitted Alterations (as hereinafter defined), Tenant shall not make any structural or
nonstructural changes, alterations, additions andfor improvements {hereinafter
collectively referred to as “Alterations”) to the Leased Property,
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the Permitted Alterations, guaranteeing the completion of the work free and clear of
liens and in accordance with the approved Plans and Speciﬂcatfons, and naming
Landlord and Lender ag Joint obligees on such band.,

15.4.5 Tenant shall, at Tenant's expense, obtain a builder's
completed value rigk paiicy of insurarice insuring against ail risks oF physical loss,
including collapse and transit coverage, in a non-reporting form, Covering the totg
value of the work performed, and equipment, supplies, and miaterials, and insuring
initial occupancy.  Landlord and the Lender shall be additional insured’s of such policy,
Landlord shall have the right to approve the form and substance of such policy.

15.4.6 Tenant shall pay the premiums required to increase
the amount of the insurance coverage’s required by Article 4 to reflect the INcreased
value of the Improvements resulting from installation of the Permitted Alterations, and
shall defiver to Landlord a certificate evidencing the increase in coverage,

15.4.7 Tenant shall, not later than 60 days after complation
of the Permitted Alterations, deliver to Landiord a revised “as built” survey of the
respective Facility If the Permitted Alterations altered the Lang or “footprint” of the
Improvements and an “as built” set of Plans and Specifications for the Permitteg
Alterations in form and substance satisfactory to Landlorgd,

i5.4.8 Notwlthstanding any language to the Contrary
contained in this Lease, Tenant shall, not later than 30 days after Landlord sends an

15.5 Ownership and Removai of Permitted Alterations, The
Permitted Alterations shall become a part of the Leased Property, owned by Landiord,
and leased to Tenant subject to the terms and conditions of this Lease, Tenant sha)|
not be required or permitted to remove any Permitted Alterations.

calendar year, Tepant shall expend at least $300.00 per licensed bed for Qualified
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applicable provisions of this Lease; [b] such assignment, sublease or management
agreement may not be madified without the prior written consent of Landlord not to be

termination of this Lease; and [d] if the assignee, subtenant or manager receives g
written notice from Landlord stating that Tenant is in default under this Lease heyond
any applicable cure period provided for herein, the assignee, subtenant or manager
shall thereafter pay ali rentals or payments under the assignment, sublease or

be binding or effective without the express written consent of Landiord. Tenant hereby
colfateraily assigns to Landlord, as security for the performance of its obligations
hereunder, all of Tenant’s right, title, and interest in and to any assignment, sublease or

In its sole and absolute discretion, consents to such assignment, sublease, o
management agreement, such consent shall not be effective unti| [i] a fully executed
copy of the Instriment of assignment, sublease or management agreement has been

received reimbursement from Tenant or the assignee for all reasonabie attomeys’ feag

Affiliate to provide management services pursuant to a management agreement with
Tenant’s Affiliate and Landiord has approved such management agreement.

16.3 Agreements with Residents, Notwithstanding the foregoing,
Tenant may enter into an Occupancy agreement with residents of the Leased Property
without the prior written consent of Landlord provided that [1] the agreament doeg not
provide for lifecare services; [ii] the agreement does not contain any type of rate Jock
provision or rate guaranty for more than one calendar year; [iil] the agreement does
not provide for any rent reduction or waiver other than for an introductory period not to
exceed six months; [iv] Tenant may not collect rent for more than one month in
advance; and [v] all residents of the Leased Property are accurately shown in
accounting records for the Facility,
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173 Indemnity. If Tenant fails to surrender the entire Leased
Property or any part thereof upon the expiration or termination of this Lease in a timely
manner and in accordance with the previslons of this Lease, in addition to any other
liabilities to Landlord accruing therefrom, Tenant shall defend, indemnify and hoid
Landiord, its principals, officers, directors, agents, and employees harmiess from Ipss or
liability resulting from such fallure, Including, without limiting the generality of the
foregoing, loss of rental with respect to any new lease in which the renta| payable
thereunder exceeds the Rent collected by Landlord pursuant to this Lease during
Tenant's holdover and any claims by any proposed new tenant founded on Tenant's
fallure to surrender the Leased Property. The provisions of this Articie 17 shall survive
the expiration or termination of this Lease,

ARTICLE 18: SECURITY DEPOSTT; LETTER OF CREDIT

18.1 Security Deposit. As additiona) security for the performance of
Tenant’s obligations under this Lease, Tenant shall provide Landiord with a Security
deposit ("Securlty Deposit™, The Security Deposit shall be delivered to Landlord as
follows: (a) Landlord received the Thirty Thousand Dollar {$30,000 Initial Tenant
Deposit prior to the Commencement Date, The balance, in the amount of Four
Hundred Ten Thousand Dollars ($410,000) in the form of cash or a letter of credit or
some combination thereof at the Commencement Date, At least half of the Secyrt
Deposit shail be pald in cash. Tenant acknowledges that Landlord’s Lender shall have a
security interest in the letter of credit as additional collateral for the Bridge Loan ang
later for the HUD Loan and that Landlord is therefore assigning the letter of credit to its

Lender.

18.2 Terms of Letter of Credit. Any Leter of Credit shall he
maintained by Tenant until termination or expiration of the Lease, The Letter of Credit
shall permit partial and full draws and shall permit drawing upon presentation of & draft
drawn on the Issuer and a certificate signed by Landlord representing and warranting
that an Event of Defauit has bcourred and is continuing under this Leasa, The Lefter of

agency or branch of a foreign banking institution, provided that such banking institution
has a long term senior unsecured debt obligation rating of at least “c4+” by Lace
Financial Corporation rating.

18.3 Replacement Letter of Credit. Tenant shaj provide a
replacement Letter of Credit which satisfies the requirements of Section 18.2 from an
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Security Deposit or on the Letter of Credit in an amount not to exceed the amount of
Tenant's monetary obligations under this Lease then past due. If Landiord then applies
the proceeds from such partial draw on the Letter of Credit to payment of all or any
portion of Tenant’s monetary obligations then past due, Tenant shall, within ten (10)
days after notice from Landlord of such partial draw and payment, cause the amount of

the Letter of Credit to be reipstated to the amount in effect prior to such partial draw,

provided for in this section), cure or grace period. Landlord's rights under this Section
18.5 are In addition to, and not in limitation of, Landlord's rights under Section 18.4,

18.6 Substitute Letter of Credit, Tenant may, from time to time,
deliver to Landlord a substitute Letter of Credit meeting the requirements of this Lease
and Issued by an Issuer acceptable to Landlord. Upon Landlord’s approval of the
substitute Letter of Credit, Landiord shail release the previous Letter of Credit to

Tenant.

18.7 Retention of Letter of Credit. Upon termination of this Lease
due to expiration of the Term, pursuant to an Event of Default or for any reason other
than Tenant’s purchase of the Leased Property, Landiord shall be entitled to hold the
Letter of Credit until the Tenant's obligations are performed in full or are released by

Landiord.

18.8 Landlord’s and Landiord’s Lender's Security Interest in the
Letter of Credit. Tenant shall grant Landlord and Landlord’s Lender a Security
interest in the letter of credit escrow account pursiant to a Cash Collateral Security

Agreement of even date,

18.9 Return or Refund of Security Deposit. Landlord shall return ar
refund to Tenant any unused portion of the Security Deposit at the earlier to occur of
the Tenant’s purchase of the Leased Property or upon ‘expiration or termination of the
Lease. In the event that Landlord fails to purchase the Leased Property or for some
other reason the Lease does not commence, any unused portion of the Initial Tenant
Deposit shall be refunded to Tenant.

ARTICLE 19: QUIET ENJOYMERNT, SUBORDI NATION, ATTORNMENT AND
ESTOPPEL CERTIFICATES

19.1 Quiet Enjoyment. So long as no Event of Default Exists,
Landlord represents, warrants and covenants to Tenant that Tenant's possession of the
Leased Property wilt not be disturbed by Landlord or any party claiming by, through or
under Landlord,

19.2 Suberdination. Subject to the terms and conditions of this
section, this Lease and Tenant's rights under this Lease are subordinate to any ground
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succeeded to Landlord’s Interest; or [iv] any claim or offset of Rent against Landlord,
Upon request by Landlord or such successor in interest and without cost to Landlord or
such successor in interest, Tenant will execute, acknowledge and deliver an instriiment
or instruments confirming the attornment,

19.4 Estoppel! Certificates. Either Parly to this Lease, at the request
of the other Party, or of any mortgagee or purchaser of the Leased Property, shall
execute, acknowledge, and deliver an estoppel certificate, in recordable form, in favor
of Landlord or Tenant or any mortgagee or purchaser of the Leased Property certifying
the following: [1] that the Lease is unmodified and in full force and effect, or if there
have been modifications that the same is in full force and effect as modified and stating
the modifications; [il] the date to which Rent and other charges have been paid; [iii]
whether Tenant or Landlord is in default or whether thera is any fact or condition
which, with notice or lapse of time, or both, would constitute a default, and specifying
any existing default, If any; {iv] that Tenant has accepted and occupies the Leased
Property; [v] that Tenant has no defenses, setoffs, deductions, credits, or counterciaims
against Landlord, if that be the case, or specifying such that exist; and [VI] such other
information as may reasonably be requested by Landlord or any mortgagee or
purchaser. Any purchaser or Lender may rely on this estoppel certificate. If Tenant fils
to deliver the estoppel certificates to Landlord within ten (10) days after the request of
Landlord, then Tenant shall be deemed to have certified that [a] the Lease is in fy
force and effect and has not been modified, or that the Lease has been modified as sat
forth In the cerificate delivered to Tenant? [b] Tenant has not prepaid any Rent or
other charges except for the current month; [c] Tenant has accepted and occupies the
Leased Property; [d] neither Tenant nor Landiord is in default nor is there any fact or
condition which, with notice or lapse of time, or both, would constitute a default; and
(e} Temant has no defenses, setoffs, deductions, credits, or counterclaims against

Landiord.
ARTICLE 20: TENANT'S REPRESENTATIONS AND WARRANTIES

Tenant hereby makes the following representations and warranties g
Landlord and acknowledges that Landiord is executing the Lease in reliance upon such
representations and warrantiss, Tenant's representations and warranties shall sunvive
the Closing and, except to the extent made as of a specific date, shall continue in full
force and effect until all of the Tenant's ubligations under the Lease have been fully

performed and the Lease has terminated.

20.1 Organization and Good Standing. Tenant is a limited ligbility
company, duly organized, validly existing and in good standing under the faws of jis
Organization State. Tenant is qualified to do business in and Is in good standing

under the laws of the State of Arizona.

20.2 Power and Authority. Tenant has the power and authority to
execute, deliver and perform this Lease. Tenant has tmkert all requisite action

~3
n
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20.7 No Litigation. Except as disclosed in writing to the Landlord, [i]
there are no actions or suits, or any proceedings or Investigations by any governmental
agency or regulatory body pending against Tenant, Guarantor or the Facility; [H#] no
HIPDE adverse action reports have been issued to Tenant, Guarantor or the Facility:
flii} Tenant has not received notice of any threatened actions, suits, proceedings or
investigations against Tenant, Guarantor or the Facility at law or in equity, or before
any governmental board, agency or authority which, if determined adversely to Tenant
or Guarantor, would materially and adversely affect the Facility or title to the Facility (or
any part thereof), the right to operate the Facllity as presently operated, or the financial
condition of Tenant or any Guarantor; [iv] there are no unsatisfied or outstanding
judgments against Tenant, any Guarantor or the Facility; [v] there is no labor dispute,
grievances, strikes or boycotts or litigation or administrative procedures materially and
adversely affecting the employees, operation or business conducted by Tenant,
Guarantor, or the Facility; [vi] Tenant does not have knowledge of any facts or
circumstances which might reasonably form the basis for any such action, suit, or
proceeding; and [viil Tenant has no knowledge of any contractor, subcontracior,
supplier or laborer who has provided work, labor or materials to the Leased Property
and who has not executed a lien release or lien walver to evidence payment in full for
any work, labor or materials provided to the Leased Property at any time prior to the
Commencement Date.

20.8 Consents. The execution, delivery and performance of thic Lease
will not require any consent, approval, authorization, order, or declaration of, or any
filing or registration with, any court, any federal, state, or local governmental or
regulatory authority, or any other person or entity, the absence of which would
materially impair the ability of Tenant to operate the Facllity for the Facility Uses.

20.9 No Violation. The execution, deflvery and performance of this
Lease [I] do not and will not confict with, and do not and will not result in a breach of
Tenant’s Organizational Documents; [ii] do not and will not canflict with, and do not
and will not result in a breach of, and do not and will not constitute a default under (or
an event which, with or without notice or lapse of time, or both, would constitute 2
default under), any of the terms, conditions or provisions of any agreement or other
instrument or obligation to which Tenant Is a party or by which its assets are bound;
and [iil] do not and will not violate any order, writ, injunction, decree, statute, rule or
reguiation applicable to Tenant or the Facility.

20.10Reports and Statements. Al reports, statements, certificates
and other data fumished by or on behalf of Tenant or Guarantor to Landlord in
connection with this Lease, and all representations and warranties made herein or in
any certificate or other instrument delivered in connection herewith and therewith, are
true and correct In all material respects and do not omit to state any material fact or
circumstance necessary to make the statements contained herein or therein, In light of
the circumstances under which they are made, not misleading as of the date of such
report, statement, certificate or other data. The copies of all agreements ang
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appiicable zening laws, Including, but not limited to, dimensional, parking, sethack,
screening, landscaping, sign and curb cut requirements,

20.17 Pro Forma Statement, Tenant has delivered to Landiord a true,
correct and complete copy of the Pro Forma Statement, The Pro Forma Statement
shows Tenant’s reasonable expectation of the most likely results of Facility operations
for the next three-year period.

20.18 Environmental Matters, During the period of Tenant's
possession of the Leased Property and, to the best of Tenant's knowledge after diligent
inquiry, for the pericd prior to Tenant's possession of the Leased Property, [i] the

Property, exceptin compliance with all Environrnenial Laws; [iil] no Hazardous Materials
have been, are or will he used, genersted, stored, or disposed of at the Leased
Property, except in compliance with ail Environmental Laws; [iv] asbestos has not been
and will not be used in the construction of any Improvements; [v] no permit is or has
been required from the Environmental Protection Agency or any similar agency or
department of any state or lacal government for the use or maintenance of arty
Improvements; [vij underground storage tanks on or under the Land, if any, have been
and currently are being operated in compliance with all applicable Environmental Laws;
[vii] any closure, abandonment in place or removal of an undergroungd storage tank on
or from the Land was performed in compilance with applicable Environmental Laws and
any such tank had no release contaminating the Leased Property or, if there had been 3
release, the release was remediated In compliance with applicable Environmental Laws
to the satisfaction of regulatory authorities: [vill] no summons, citation or inguiry has
been made by any such environmental unit, body or agency or a third party demanding
any right of recovery for payment or reimbursement for costs incurred under CERCLA or
any other Environmental Laws and the Land is ot subject to the Jien of any such
agency; and [ix] to the best of Tenant's knowledge, the environmental A55es5ment of
the Facllity (and all foliow up reports, supplements’ and - amendmerits)’ that' was
delivered to Landlord in connection with the closing of this Lease is true, complete ang
accurate, “Disposal” and “release” shall have the meanings set forth in CERCLA,

20.19Leases and Contracts, As of the Commencement Date and
except as disclosed on Exhibit E, there are no leases or contracts {including, but not
fimited to, insurance contracts, maintenance contracts, construction contracts,
employee benefit plans, employment contracts, equipment leases, security agreements,
architect agreements, and management contracts) to which Tenant or any Guarantor is
a party relating to any part of the ownership, operation, possession, construction,
management or administration of the Land or the Facility.

20.20No Default, As of the Commencement Date, [i] there is no
existing Event of Default under this Lease; and [ii] no event has occurred which, with
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Landlord does not have knowledge of any facts or circumstances which might
reasonably form the basls for any such action, suit or proceeding.

21.6 Consents. As of the Commencement Date, Landiord will have
obtained all consents required of it by any regulatory agency,

21.7 No Viclation. The execution, delivery and performance of this
Lease (i) do not and will not conflict with, and do not and will not result in & breach of
the Organizational Documents of any entity holding a limited liability company interest
in the Leesed Property after the Commencement Date; (i) do not and will not confliet
with and do not and will not result in a breach of or constitute a default under any of
the terms, conditions or provisions of any agreement or other instrument or obligation
to which Landlord is a party or by which Its assets are bound; and (i} do not angd will
not violate any order, writ, injunction, decree, statute, rule or regulation applicable to
Landlord or to the Leased Property.

21.8 Acquisition of Leased Property. In its agreement with TOG 11
LLC for the acquisition of the Leased Property, Landiord will require the Leasad Property
to be savered from the Master Lease,

ARTICLE 22: SECURITY INTEREST

22,1 Assignment of Intercreditor Agreement with Capital
Source. At closing, Landiord, Tenant, Landiord’s Lender ancd Tenant’s accounts
receivable lender will enter into a new intercreditor agreement in form and substance
acceptable to the Landlord, Lender and Tenant.

22.2 Lien on Receivables and Execution of a New Intercreditor
Agreement At Funding of HUD Loan, Upon the closing of the HUD Loan, Tenant
will execute a new UCC-1 providing Landlord with a third lien on all receivables anhd
Landlord and Tenant will execute a new version of the Intercreditor Agreement
acceptable to Landlord, the Lender and the other parties ta the Intercreditor Agreement
or else assume the existing Intercreditor Agreement. If a new Intercreditor Agreement
Is executed, the existing Intercreditor Agreement will thereafter be of no further force
and effect with respact to the Leased Property.

22.3 Cellateral, Tenant hereby grants to Landlord ("Secured Party) a
security interest in the following described property, whether now owned or heresfter
acquired by Tenant (the "Cofiateral™), subject to the requirements of the new
Intercreditor Agreement to be signed concurrent with the Closing, to secure the
payment and performance of Tenant's obligations under this Lease,

2231 Alt machinery, furniture, equipment, trade fixtures, i
appliances, inventory and all other goods {as “equiprnent,” “Inventory” and “goods” are ]
deflned for purposes of Article 9 (“Article 9") of the Uniform Commercial Code as
adopted In Arlzona) and any leasehold interest of Tenant or any Subtenant in any of the
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22,5 Notice of Sale. With respect to any sale or other disposition of
any of the Collateral after the occurrence of an Event of Default, Tenant agrees that the
giving of five days’ notice by Landlord, sent by overnight delivery, postage prepaid, to
Tenant's notice address designating the time and place of any public sale or the time
after which any private sale or other intended disposition of such Collateral is to be
made, shall be deemed to be reasonable notice thereof and Tenant walves any other
rotice with respect thereto,

22.6 Recharacterization. Landlord and Tenant intend this Lease to be
& true lease. However, if despite the parties’ intent, it is determined of adjudged by a
cotirt for any reasaon that this Lease is not a true lease or If this Lease is recharacterized
as a financing arrangement, then this Lease shall be considered a secured financing
agreement and Landlord’s title to the Leased Property shall constitute a perfected first
priority lien in Landlord’s favor on the lLeased Property to secure the payment and
performance of Tenant's obligations under this Lease,

22.7 Subordination. The Tenant's right to any management fee shall
be subordinated to Landlord’s rights under this Lease. At the fime Landlord applies for
Enee HUD Loan, Tenant shall execute such documents as may be reguired by HUD or by
the HUD Lender to subordinate this Lease and Tenant’s rights to any management fees
to the HUD Regulatory Agreement(s) required by HUD In connection with the HUD

Loan,
ARTICLE 23: MISCELLANEOUS

23.1 Notices. Landiord and Tenant hereby agree that all notices,
demands, requests, and consenis (herelnafter "Notices") required to be given pursuant
to the terms of this Lease shall be In writing, shall be addressed to the addresses sat
forth in this section, and shall be served by [i] personal delivery; [ii] certified maf,
refurn receipt requested, postage prepaid; or [iif] nationally recognized overnight
.courier. All Notices shall be deemed to be given upon the earlier of actual receipt or
three (3} days after certified mailing, or one Business Day after deposit with the
overnight courler. Any Notices meeting the requirements of this section shall be
effective regardless of whether or not actually received. landiord or Tenant may
change its Notice address at any time by giving the other party notice of such change.

NOTICES TO LANDLORD: LA COLINA INVESTORS, LLC

¢/o William P, Mohr, Manager
820 Paramount Rd,

Qakland, CA 94619

{510) 645-1420
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23.3 Entire Agreement. This Lease contalns the entire agreement
between landlord and Tenant with respect to the subject matter hereof, No
representations, warrantles, and agreements have been made by tandlord except as
set forth In this Lease. No oral agreements or understandings between Landlord and
Tenant shall survive execution of this Lease.

23,4 Severability. If any term or provision of this Lease Is hald or
deamed by Landlord to be Invalid or unenforceable, such holding shall not affect the
remainder of this Lease and the same shall remain In full force and effect, so long as
the intent of the Parties under this Lease can still be effected.

23.5 Captions and Headings. The captions and headings are inserted
only as a matter of convenience and for reference and in no way define, limit or
describe the scope of this Lease or the intent of any provision hereof.

23.6 Governing Law. This Lease shall be govemed by and construed
in accordance with the faws of the State of California, except as to matters pertaining to
the demise of the Leased Property and remedies of eviction, ejectment and other
matters reguired to be governed by the laws of the state where the Leased Property is
located, and in those cases, the laws of the State of Arizona shall govern without regard

to principles of conflict of laws.

23,7 Lease to Be Recorded. This Lease shall be recorded as an
exhibit to the Tenant Reguiatory Agreement.

23,8 Waiver., No waiver by either Party of any condition or covenant
herein contained, or of any breach of any such condition or covenant, shall be held or
taken to be a waiver of any subsequent breach of such covenant or condition, or to
permit or excuse its continuance or any future breach thereof or of any condition or
covenant, nor shall the acceptance of Rent by Landiord at anhy time when Tenant is in
default in the performance or observance of any condition or covenant herein he
construed as a waiver of such default, or of Landiord's right to terminate this Lease or
exerclse any other remedy granted herein on account of such existing default,

23.9 Binding Effect. This Lease will be binding upon and inure fo the
benefit of the helirs, successors, personal representatives, and permitted assigns of
Landlord and Tenant,

23.10 No Offer. Landlord's submission of this Lease to Tenant is not an
offer to lease the Leased Property, or an agreement by Landlord to reserve the L eased
Property for Tenant. Landlord will not be bound to Tenant until Tenant has duly
executed and delivered duplicate original leases to Landlord, and Lanclord has duly
executed and delivered one of these duplicate original leases to Tenant, Landlord shali
be under no obligation to enter into this Lease until Landlord has performed Its due

B
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advisors. Landlord, Tenant, and their advisors believe that this Lease is the product of
all thelr efforts, that it expresses their agreement, and agree that it shall not be
interpreted in favor of either Landiord or Tenant or against either Landiord or Tenant
merely because of their efforts in preparing it

23.17 Counterparts. This Lease fmay be executed In multiple
counterparts, each of which shall be deemed an original hereof,

23.18 Lease Guaranty. The payment of Rent and the performance by
Tenant arising under this Lease are Quaranteed by Guarantors pursuant to the

Guaranty,

23.19 Custody of Escrow Funds, Any funds paid to Landlord in
escrow hereunder may be held by Landlord or by Landiord’s legal counsel or, at
Landlord’s election, by a financlal institution, the deposits or accounts of which are
insured or guaranteed by a federal or state agency. The funds shall not be deemed ta
be held in trust, may be commingled with the general funds of Landlord or such other
institution, and shali not bear interest,

23.20 Exhibits. Al of the exhibits referenced in this Lease are attachad
hereto and Incorporated herein.

23.21 Dispute Resolution.

23.21.1 Unlawful Detainer for Failure to Pay Money, Inthe
event of a dispute over Tenant’s failure or alleged failure to pay Base Rent, Impound
Rent, or Additional Rent, when due, Tenant hereby waives the right to trial by jury, and
agrees to submit to the unlawful detainer proceedings set forth under Arizona law. Said
dispute shall be resolved by Court trial in Tucson.

23.21.2 Alternative Dispute Resclution of Disputes Other
Than Over Tenant’s Payment. In the event of any dispute that does not involye
Tenant’s failure to pay Base Rent, Impound Rent or Additional Rent when due, and with
respect to which the Landlord agrees in writing that the dispute does not involve g
request by Landlord to obtain possession of the Leased Premises, Landlord and Tenant,
and any Guarantor, shall first attempt to mediate the dispute under the auspices of the
Judiclal Arbitration and Mediation Service ("JAMS") or other mutually-agreeable dispute
resolution service, Mediation shall take place in San Francisco, CA. In the event the
dispute shall not be resolved by mediation, then the dispute shall be resolved by
binding arbitration before the Judicial Arbitration and Mediation Service ("JAMS") in San

Francisco, CA,

23.22 Consent to Service of Process, TENANT HEREBY CONSENTS
TO SERVICE OF PROCESS BY LANDLORD IN ANY MANNER AND IN ANY JURISDICTION
PERMITTED BY LAW. NOTHING HEREIN SHALL AFFECT OR IMPAIR LANDLORD'S
RIGHT TO SERVE LEGAL PROCESS IN ANY MANNER PERMITTED BY LAW, OR

g7
4346135107005 NYWORD/320888 1

P.oo7



FERLIAGE MHNHOLFENG R iUl -5Y0-Y00] Sep 2 2005 I5:0B POz
;

IN WITNESS WHEREOF, the parties hereto have executed thig Lease of
caused the same to be executed by their respactiva duly authorized officers as of the
data first set forth above,

Landierd:

o
pate;___ 122005

Yenank: AVALON CARE CENTER - TUESON, L.L.c,

A Ukah iimited Hability COMPay

Dakas By ///E%:’g//

Corey G. Bell T
Vice President and Chief
Financlgl Officer

89
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Corporate Guarantor:

Date: = .5 - Pops

As Tedividual Guaranter

Date: LS T See s

Date: -

S 7 doel

Date: $ 5’5')*\ Dé

Date:__ (= § - 2608

ONCRY P

AVALON HEALTH CARE, INC,
a Utah corporatmn

By:

Cﬁ'i'-ey . Bell
Vice President and Chief Finaneial
Officer

)

Corey G, Bell *

/ﬂ Yl JJMJ‘\ Z

LA

Lewis E. Garrett

mz&é

Charles R. Kirton

Robert W Pommervﬂie
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EXHIBIT A: LEGAL DESCRIPTION
COLLATERAL

All machinery, fumiture, equipment, trade fixtures, appliances, inventory and all other
goods (as “equipment,” “inventory” and “goods” are definad for purposes of Article 9
(“Article 9“) of the Uniform Commercial Code as adopted In Arizona) and any leasehold
interest of Tenant or any Subtenant in any of the foregoing, including, without
limitation, those items which are to become fixtures or which are bullding supplies and
rmaterials to be incorporated into any improvement or fixture,

All accounts, contract rights, genaral intangibles, instruments, documents, and chattel
paper [as ‘accounts,” “contract rights,” “general Intangibles,” “instrumen a
“documents” and “chattel paper” are defined for purposes of Article 97 now or hereafter

arising.

Ali franchises, permits, licenses, operating rights, certifications, approvals, consents,
authorizations and other general intangibles, Including, without limitation, certificates of
need, state health care faciiity licenses, and Medicare and Medicaid provider
agreements, to the extent permitted by law,

Unless expressly prohibited by the terms thereof, all contracts, agreements, contract
rights and materials relating to the design, construction, operation or management of
any improvements, including, but not limited to, plans, spedfications, drawings,
blueprints, models, mock ups, brochures, flyers, advertising and promotional materials

and mailing lists,

All subleases, occupancy agreements, license agreements and concesslon agreements,
written or unwritten, of any nature, now or hereafter entered into, and all right, title
and interest of Tenant thereunder, by and between Tenant, as Sublandlord, ang any
Subtenant, as Subtenant; and including, without limlitation, Tenant’s right, if any, tp
cash or securities deposited thereunder whether or ot the same was deposited tg
secure performance by the subtenants, OcCupants, licensees and concessionaires of
their obligations thereunder, including the right to receive and collect the rents,
revenues, and other charges thereunder,

All ledger sheets, files, records, computer programs, tapes, other electronic data
processing materials, and other documentation.

The products and proceeds of the preceding fisted property, including, without
limitation, cash and non cash proceeds, proceeds of proceeds, and insurance proceegs,

Cash and cash equivalents on hand or relating to the Facility;

Insurance maintained by Tenant, including without limitation, all prepayments aof
insurance related to the Facllity and Facility operations;

434B/35107-006  NYWORD/20HEY]
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Leased oxygen concentrators; and

Any and all leased or owned &

quipment not specifically enumerated on Exhibit C
Landlord’s Personal Property,
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B8-1



25
Q
T
=]
T
o
S
EXHIBIT C: LANDLORD'S PERSONAL PROPERTY w :
-
MAJOR MOVABLE EQUIPMENT SPREADSHEET &
[#3]
Erata; Ssprember 22 2003 Ape; £8 a1 : -
P Sl Projecs Na: JIH-FE R4S Ha. of Bags: 240 years
Profeat Mame- L2 Colina Healitoare Canar Reseres Term: 14 years
Sfmet Addresy: 290D Txe: .ﬁo Way Wumber of Square Fesr;  ¢o.902 Square Fes
City, State: Tuaser, Ardzorg Inflates Regerveifeg $4,88¢ {inflated)
Uninflated Reservead §4,148 {urinifated) :
ANE EUt [BRF AQE Ty R i
BUILZS QOMPasMT TR} 8L | are umr | oopay YEEAL ! vear: | teamy | yeane yEand | vpame THAR ¥ YEAS § TELH YELS 1y ’ VE :
=eskient Bro iE VIRiE ¥ () S ST e e FELY] L R 55 s e e X I T G
% abbony M trggas 23 A i TR B3I %228 SEYSY [ Suaat 2 s | RENE R AT 38,33F s 5 &
Redres: Snargp E Varis 159 2L 3T Eiene 51404 1305 | S1a08 L8086 51A¢ 11868 E1.p0E £1.856 £31.87% El
FeFza Fabes IE VAL Py = 5750 I, AP S2333 | 32359 S3.3%- 1 850 8.3 % 33 $2.030 5_2:530 2530 N
DR TEE “aner 23 VRS F A ok | Suf | Ba VIR A LAE T T JF¥ LRE] [EA D) X
STeITRE 5 ¥ 26 A 5450 2.0 3200 | $20% | skam SA.OTE .07 1070 3,07 $2.070 L2070 3
~0IRL- Jpngey 2 R5 ks A 54 BiE 5800 | T3at 5010 Moz SR 2400 58.010 £2.010 E3.0t0
ER T & VarkeE BF LT, '5%.533‘“ R TeT $iLG0T | Sta.000 T EIEEaT Bl T ihem 1505 519,05 B
LRCg Rags —etres 73 Y3tks = ) B350 S 1.5y .5 I 12 :
[E5005g Saem Thai 2T e ad EA 2t LRI EIE TN R 51,545 FLEA b 81,344 21,342 51,588 ELIS §1.3a4 5
ety ] YAy W] =R TS Stoa 1570 530 PR SEAZ 320 300 2Ee b {r] SR !
“rrulvene 3 NEGT3 3 2 R 237 LRE(T FEE] 3] H
JMfide Jsers B3 Vaiise 12 Za | S1.30% o8t | 5508 T S4ata 3
R N 3rEs 42 EA 1 182 R LAES | SLAED SLERG $1.660 LIARD §1,630 L1620 ELakn 5
TE RELT LE] =X $a5e A R R T ST ST T 4T fn 3TE3T TLEE] NS 3
B VITey T L E3EE) Lk 0 Al 3o S8T0 SERD 3334 58 BETE E
i L ¥ FA ] SR EFET EE 5371 5371 5ETY }
N3 Varieg 3 T AL S27.000 233953 I
R e £ VEive ¥ 5 AEX s 13, [ L £
s R =T iR 7 LT '8 500 RO ]
ey B WAy 2 ZA [ 5402 40 )
A5 REnmaory B aTIEE F] ] B $ian S5 $330 I NI B
t332 fhma ¥ Varks 4 A T e AN i R S HEE T S1 8T 31880 (AN i 3
¥ Faanp 5 ares, H Sk ] SR [Teeror | siam s 52009 | S0C | 5aatg 30060 L0 | eSO 52000, E3
AGE Ry s I LKA 1 E{ | UL 310,020 §
Satyerger Thn i FERiq ] [ TG BRak] ¥
TITAL SMINE ARl Fsavora | eripos $30.EG8 | 571366 | 8135.005 317 YL zer SELITT 5733 StRzaey 13
£oEBR Faie - 52 - 1425 jrackory S102 3183 §1.35 $1.36 [N 3133 511G .1x 51,20 $* A6 {
CoTA URLATED 121065 { 543,438 EBL3F | Tfreas [ g S | 3198 SE3. 54T SET.RET £24. 236 Jzal Jac 31
ER - Foranr o 2 ud B - dveegga Ceareneg tzedys s
- LTE AL o l.!‘.‘.“.ﬂ-.:.‘al?eds! o THE SIR3n TAMN 55 37 ALRLTIRT Y39 Aok F3le, Tae avaar anyoan TR0 iy Hefy raly ooy o A Hpoon. : 1
B ACTUTCS et L BRI staumas no fesparniiny O falsTe 2RO oo of 39 Aty 2200 aTEremt Yo me prdented freistiorn: :
+g
-1 2
4348/35107-008 NYWORD/3200880u1 m




NOY-08-2008 11:48 F.0i8

ANNUAL/ QUARTERLY FACILITY FINANCIAL REPORT
Facility Name:

Facility Address:

Report Period: months beginming ____ anqg ending
. Al Information reported should be for this

period only.

%%
Resident
Occupancy Data Census Data Days % Revenyes
Total Beds/Units: Medicaid: % 0f
Total Available Days: Medicare; % O
Total Occupied Days: Private and Other: Y% %
Occupancy % | Totat:
Percentage: —h %
OPERATING DATA
1. Gross Revenues..........ou.. L e e e $
2, Contractual Allowances. .............. P varenan $
3. Net ReVENUES .ucuevvvi e N E R e a v e bt b s ans $
m_-—"-—_'_-'"‘"——"-—q.-_
4, Operating EXPENSES ...o..vvuveivererisneeesessenscessesseresesees e $
M-—_“"—'-‘—-u_..._
5, Net Cperating INComME.......ooveevrvenne.., e e $%
6. Interest Expense excluding accounts
receivable financing and personal
property leases $ it
7. Tenant’s Income Taxes $ ot seaenas
Depreciation Expense $ s, bebessnresnmaes
9, Amortization Expense 8 st i tesene,
10, Base ReNt EXPENSE ....v.riviseconracermsisenisennnss e oeoooseeseses s L3
11. Management Fees $ ..
12.  Total EBITDARM Adjustments ... $__HM
i3, Net {ncome (amount should agree with the facility's financial
statements) ¢
\ LaColinalease D2
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