TERM LOAN AGREEMENT

THIS TERM LOAN AGREEMENT, is made, entered into and effective asof the
- dayof 2011, by and among MOUNTAIN TRACE NURSING ADK, LLC (hereinaftér
referred to as the "Borrower"), AdCare Health Systems, Inc. (hereinafter referred to as the
"Guarantor") and Community Bank & Trust — West Georgia, having its principal offices at 201

Broad Street, La Grange, Georgia 30241 (the "Lender™).

WHEREAS, Borrower has applied to Lender for financing of the type or types more
particularly described hereinbelow; and |

WHEREAS, Lender is willing to extend financing to Borrower in accordance with the
terms hereof upon the execution of this Agreement by Borrower, provided that Borrower and
Guarantor are in compliance with all of the terms and provisions of this Agreement and have

fulfilled ail conditions precedent to Lender's obligations herein contained,

NOW, THEREFORE, in consideration of the sum of $100.00, the foregoing premises and
for other good and valuable consideration, the sufficiency and receipt of all of which are
acknowledged by Borrower and Guarantor, Lender, Borrower and Guarantor agree as follows:

ARTICLE ]

DEFINITIONS, TERMS AND REFERENCES

1.1.  Certain Definitions. In addition o such other terms as elsewhere defined herein,

as used in this Agreement and in any exhibits, the following terms shall have the following

meanings, unless the context requires otherwise:

"Accounts Receivable Collateral” shall mean all rights of the Borrower to payinent for



goods sold or leased, or to be sold or to be leased, or for services rendered, howsoever evidenced or
incurred, including, without limitation, all accounts, instruments, chattel paper and general
intangibles, all returned or repossessed goods and all books, records, computer tapes, programs, and
ledger books arising therefrom or refating thereto, whether now owned or hereafter acquired or

arising.

"Agreement” shall mean this Term Loan Agreement, as amended or supplemented from
time {o tine.
"Banking Day" means a day, other than Saturday or Sunday, when the Lender is open to the

public for ordinary banking business.

"Bankruptey Code" shall mean Title 11 of the United States Code, as amended from time to
tine. |

"Borrower" shall mean MOUNTAIN TRACE NURSING ADK, LLC, duly crganized and
existing under the laws of the State of Ohio and authorized to do business in the State of North
Carolina.

"Business Day" shall mean a day on which Lender is open for the conduct of banking
business at its office located at 201 Broad Sireet, La Grange, Georgia 30241,

"Closing Date" shall mean the date of the execution of this Agreement and the daie on
which the Terin Loan is made pursuant herefo.

"Collateral" shall mean the Accounts Receivable Colateral, Inventory Collateral,
Equipment Collateral, Fixtures Collateral and Property Collateral all defined herein, and in which
Lender has, or is {0 have, a security interest pursuant hereto, .as security for payment of the Term
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Note.

"Collateral Locations” shall mean those locations set forth and described on Exhibit "A”

attached hereto,

*Default Condition"” shall mean the occurrence of any event which, after satisfaction of any

requirement for the giving of notice or the lapse of time, or both, would become an Event of

Default.

"Equipment Collateral" shall mean all equipment and machinery of the Borrower, whether
now owned or hereafter acquired, together with all fumiture, furnishings, improvements,
equipment, tools and personal property of every kind of the Borrower, together with all accessories,
parts, components, attachments, repairs, replacements, modifications, repewais, additions,
improvements, upgrades and accessions qf, to or upen such items of equipment and/or machinery.

"Event of Default" shall mean any of the events or conditions described in Axticle X[,

provided that any requirement for the giving of notice or the lapse of time, or both, has been
satisfied.

nExecutive Office” shall mean the offices of Borrower located at 5457 Troy Road,

Springiield, OH 45502 ("Borrower's Address"),

"Facility" shall mean all of the real property and improvements now existing or hereafier
constracted on those tracts of land more pariicularly described in Exhibit “B” upon which Borrower
operates the business and which are used as collateral for this loan wherever such may be located,

"Binancial Statements” shall mean the individual and consolidated balance sheet and

statement of change in financial position of Borrower and the income statements of Borrower.
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"Fiscal Year" shall mean the fiseal year of Borrower which shail be the twelve (12) month
peried ending December 31 in each year, or such other period as the Borrower may designate and
Lender may approve in writing. Fiscal quarter shall mean the corresponding fiscal quarters within
such Fiscal Year.

"Tixtures Collateral” shall mean all buildings, structures and improvements of every nature

whatsoever now or hereafter situated on the Land as described in Exhibit “B” (as such term is
hereinafter defined), and all fixtures, machinery, building materials, appliances, and equipment of
the Borrower of every nature now or hereafier located, on or upon, or intended o be used in
connection with, the Land as described in Txhibit “B” or the improvements thereon, including, but
not by way éf limitation, those for the purposes of opefating the Facility; supplying or distributing
heating, cooling, electricity, gas, waler, air and light; and all related machinery and equipment; ail
plumbing; and all like personal property and fixtures of every kind and character now or at any time
Lereafter located in or upon the Land as deseribed in Exhibit "B" or the improvements thereon, or
which may now or hereafter be used or obtained in connection therewith, including all extensicns,
additions, improvements, betterments, after-acquired property, renewals, replacements and
substitutions, or proceeds from a permitted sale or any of the foregoing, and all the right, title and
interest of Borrower in any such {ixtures, machinery, equipment, appliances and petsonal property
sublect 1o or covered by any prior security agreement, conditional sales contract, chattel Mortgage
and Security Agreement or similar lien or claim, fogether with the benefit of any deposits or
payments now or hereafier made by Borrower or on behalf of Borrower, or any improvements
thereon or any past thereof or are now or hereafler acquired by Borrower; and all equipment and

fixtures constituting proceeds acquired with cash proceeds of any of the property described herein,
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and al] other interest of every kind aud character in all of the real, personal, and mixed propertieé
described herein that Borrower may now own or at any time hereafler acquire, all of whica are
hereby declared and shall be deemed to be fixtures and accessions to the Land as described in
Exhibit "B", as between the parties hereto and ali persons claiming by, through or under them,

"Funding” shall mean the act of Lender disbursing money to Borrower or for the benefit of
Rorrower under and pursuant to the terms of this Agreement and Term Note.

"GAAP" means, as in effect from time 1o time, generally accepted accounting principles
consistently applied.

*(Guarantor" shall mean AdCare Health Systems, Inc. and its respective successors and

permitted assigns.

"Guaranty Fee" shall mean a fee payable to the USDA Rural Development at the Closing in
the amount of $86,000,00,

"Indebtedness” means any (i) obligations for borrowed money, (ii) obligations whether or
not assumed, secured by Liens or payable out of the proceeds or production from properly now or
hereafter owned or acquired, and (iif) the amount of any cther obligation (including obligations
under financing leases) which would be shown as a liability on a balance sheet prepared in
accordance with GAAP.

"wventory Collateral" shall mean &l inventory of Borrower, whether now owned ot

hereafler acquired, located in the Facility or on the Land, including, without limitation, all goods of
Borrower held for sale or lease or furnished or to be furnished under contracts of service, all goods

held for display or demonstration, goods on lease or consignment, returned and repossessed goods,
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all raw materials, work-in-progress, finished goods and supplies used or consurned in Borrower's
business, together witl all retums, repossessions, substitutions, replacements, parts, additions,
accessions and all decuments, documents of title, dock warrants, dock receipts, warehouse receipis,
bills of lading or orders, for the deiivery of all, or any pertion, of the foregoing.

"Land" shall mean all those certain tracts, pieces and parcels of land described on Exhibit
“B” attached hereto.

"Lender” shall mean Community Bank & Trust — West Georgia, having its principal offices
at 201 Broad Street, La Grange, Georgia 30241, and its successors and assigns.

*Liabilities" shall have the meaning given in accordance with generally accepted accounting
pringiples consistently applied.

"Lien" shall mean any voluntary or tnvoluntary mortgage and secwrity agreement, security
deed, déed of trust, lien, mortgage, pledge, assignment, security inferest, title retention agreement,
financing lease, levy, execution, encumbrance of any kind, including those contemplated by or
permitted in this Agreement and the other Loan Documents.

"Loan Documents” shall mean, collectively, this Agreement, the Term Note, any financing

statements, deeds to secure debt, or mortgages covering portions of the Collateral, security
agreement, guaranty agreement, and any and al! other documents, instruments, certificates and
agreements executed and/or delivered by Borrower and/or Guarantor in connection herewith, or any
one, more, or all of the féregoimgﬁ as the context shall require.

"Loan Qbligations” shall mean all advances, debts, liabilities, obligations, covenants and
duties owing, arising, due or payable from Borrower to Lender as it relates to this Term Loan of any

kind ar nature, present or future, whether or not evidenced by any note or term note, guaranty or
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other instrument, whether arising under this Agreement or under any of the other Loan Documents,
and whether direct or indirect (including those acquired by assignment), absolute or centingent,
primary or secondary, due ot to become due, now existing or hereafter arising and however
acquired. The term includes, without limitation, all interest, charges, expenses, fees, attorneys fees
and all other sums chargeable to Borrower under this Agreement or any of the other Loan

Documents.

"Morteace and Security Agreement” shall mean that certain Deed of Trust, Securty
Agreement and Fixture Filing of even date herewith from Borrower in favor of or for the benefit of
Lender,

"Permitted Encumbrances” shall mean those security interests, liens and encumbrances, if

any, set forth and described on Exhibit "C" attached hereto, pertaining to the tvpe -Gf Collateral
involved, as shown thereon. |

“Person” means any person,. firm, corporation, partncrship, trust or other entity.

“Property” shall mean the real estate located in Jackson County, MNorth Carolina, mote

particularly described in Exhibit “B” attached hereto.

“Property Collateral” shall mean the Land and all of the interest of Borrower in all
easements, rights-of-way, licenses, operating agreements, sirips and gores of land, vaults, streets,
ways, alleys, passages, sewer rights, waters, water courses, water rights and powers, oil and gas and
other minerals, flowers, shrubs, trees, timber and other emblements now or hereafter located on the
Land or under or above the same or any part or parcel thereof, and all estates, rights, titles, Inferests,
privileges, liberties, tenements, hereditament and appurtenances, reversion and reversions,

remainder and remainders, whatsoever, in any way belonging, relating or apperlaining to the Land
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or any part thereof, or that hereafler shall in any way belong, relate or be appurlenant thereto,
whether now owned or hereafier acquired by Borrower,

“RD" shall mean the USDA Ruwal Development, an agency of the United States
Departinent of Agriculture, and any successor department, agency or instrumentality authorized to
administer the Business and Indusirial Guaranteed Loan Program. |

"RD Goarantee" shall mean the guarantee backed by the full faith and credit of the United
States provided by RD of a specified percentage of the ouistanding amount of the T.oan pursuant to
the RD Guaranty Commitment.

"R} Guarantee Commitment” shall mean that certain Conditional Commitment for

Guarantee case no. 38-050-273765427 issued by the RD on December 22, 20140,

"Security Instruments" shall mean the following security documents executed by Borrower

to Lender, each being dated of even date herewith, as security for the Term Loan: the Mortgage and
Security Agreement, the Uniform Commercial Code Financing Statements and Securify
Agreement. |

"Solt Costs" shall mean all costs, expenses and fees incurred by Lender, Borrower and
Craarantor in preparing and documenting this Agreement and all documents and instruments related
thereto, together with the Lender Origination Fee, the Guaranty Fee, the Underwriting Fee and all
other loan related fees and costs, including but not limited to filing and recording fees, costs of
appraisais, surveys, environmental studies or reports, insurance and attorneys fees.

"Term Loan” shall mean Five Million and No/100 Dollars ($5,600,000.00) term Joan made
by Lender to Borrower which is evidenced by the Term Note described immediately hereafter and

as pursuant to this Agreement.



"Term Note" shall mean the term promissory note of Borrower tn favor of the Lender dated
of even date herewith, as amended or supplemenicd from time to time, in the principal amewt of
$5,000,000.00 together with any renewals or extensions thereof, in whole or in part. The Term
Note shall be substantially in the form of Exhibit "D" aitached hereto. Repayment schedule as to
the Term Note is attached hereto as Extubit "M".

"UCC" shall mean the Uniform Commercial Code Secured Transactions of North Carolina,
as in effect on the date hereof, or as hereafter amended.

1.2.  Useof Defined Terms. All terms defined in this Agreement and the exhibits shall

have the same defined meanings when used in any other Loan Documents, unless the context
shall require otherwise. All of the aforementioned recitals and definitions are incorporated by this
reference and made a part of this Agreement.

1.3,  Accounting Terms. All accounting terms not specifically defined herein shall

have the meanings generally atiributed (o such terms under generally accepted accounting
principles consistently applied.

1.4,  UCC Terms. The terms "instruments”, "general intangibles" and "equipment”, as
and when used in the Loan Documents, shall have the same meanings given such terms under the
UCC.

1.5.  Terminology. All personal pronouns used in this Agreement, whether used in the
masculine, feminine or neuter gender, shall include all other genders; (he singular shall include the
phrral, and the plural shall include the singular, Titles of articles and sections in this Agreement are
for convenience only, and neither limit nor amplify the provisions of this Agreement, and all

references in this Agreement to articles, sections, subsections, paragraphs, clauses, subclauses or
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exhibits shall refer to the corresponding article, secticn, subsection, paragraph, clause, subclause of,
or exhibit atfached to, this Agreement, unless specific reference is made to the arficles, sections or
other subdivisions divisions of, or exhibit tc, another docunent or inéi}‘umsﬂt.

1.6.  Exhibits. All exhibits attached hereto are by reference made a part hereof.

THE LOAN

2.1, The Loan. Borrower has agreed ta borrow from Lender, and Lender has agreed to
malke the Loan to Borrawer, subject to Borrower's compliance with and observance of the terms,
conditions, covenants and provisions of this Apgreement, the Term Note, and the other Loan
Documents, and Borrower has made the covenants, representations, and warranties herein and
therein as a material inducement o Lender to male the Loan.

2.2, Term and Interest Rate. The Term Loan shall be evidenced by the Note described

Fahibit "D" attached hereto, The Term Note shall be amortized over twenty-five (25) vears. The
rate of interest as set forth in the Term Note cannot be changed more often than quarterly, and
must rise and fall with the selected prime rate, all as more particularly set forth in Exhibit "D".
The Lender shall amortize the principal over the term of the Term Loan as set forth in Exhibit
"D", and malke an adjusiment of payment installments ouly by the amount of rise or fall resuliing
from the interest rate change. The interesi rate on the loan evidenced by the Term Note will be
the Prime Rate plas 1.75% per anoum, adjustable quarterty with a 5.75% f{loor. The Prime Rate
will be the prime rate, as quoted or published from time fo fime in the Money Rates section of
The Wall Street Jownal or the nearest comparable rate if no such prime rate is quoted, as

determined by the holder of the Note. Interest shall be calculated on the actual basis of a year of
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360 days. Moreover, the Borrower shall be responsible for the annual renewai fee on the USDA
guaranteed portion of the Term Note of % of 1%. The amount of the annaal renewal fee will be
determined by multiplying the fee rate of ¥ of 1% by the outstanding principal guaranteed by the
USDA as of December 31% of each year. The annual renewal fee will be due to the Lender as of
December 31% of each vear,

2.3, Security for the Loan. The Loan will be secured by the Collateral as described in the

Securily lnstruments, and guaranieed by the Guarantor purszant to the Guaranty.

24.  Repayment of Loan. Fach payment of the Loan Obiigations shall be paid directly to

the Lender in lawful money of the United States of America at the Lender's main office located at
201 Broad Street, La Grange, Georgia 30241, or such other place as the Lender shall designate in
wriling to the Borrower. Fach such payment shall be paid in immediately available funds by 2:00
pm., La Grange, GA time, on the date such payment is due, except if such date is not &
Banking/Business Day such payment shall then be due on the first Banking/Business Day after such
date, but interest shall continue to accrue until the date payment js received. Any payment received
after 2:00 p.m., Eastern standard time, shall be deemed to have been received on the immediately
following Banling/Business Day for all purposes, including, without limitation, the accrual of
interest on principal.
ARTICLE [I]

CONDITIONS PRECEDENT

Unless waived in writing by Lender at or prior to the cxecution and delivery of this
Agreement, the conditions set forth in Sections 3.1 through 3.19 shall constitute express conditions

precedent to any obligation of Lender hereunder.
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3.1.  Compliance. Borrower and Guarantor shall have performed and complied with all
terms and conditions required by this Agreement to be performed or complied with by it prior fo or
at the date of any Funding by Lender and shall have executed and delivered to Lender the Term
Note.

3.2, Board Resolutions and Incumbency Certificate. Lender shall have received

certificates from the Board of Directors, or whomever is authorized to act on behalf of the Borrower
and Guarantor, certifying to Lender that appropriate consents and resolutions have been entered into
by its Board of Directors or Members incident hereto and that the officers and the members and
managers of the company whose signatures appear hereinbelow, on the other Loan Documents, and
on any and ail o.ther documents, instraments and agreements executed in connection herewith, and
the officers executing the same, are duly authorized by Borrower and by its Boards of Directors or
Members of such companies 1o execule and deliver this Agreement, the other Loan Decuments and
such other documents, instruments and agreements, and to bind Sucﬁ companies accordingly
thereby, all in form and substance substantially similar to those board 1'e§olutions set forth and
described on Exhibit "E" attached hereto,

33, Certificate of Good Standing. Lender shall have received a current certificate of

goad standing with respect to the Bomrower and Guarantor from the Secretary of State of the staie of

incorporation/organization.

34,  Asticles of Incomoration/ Orpanization and DBy-Laws/ Operating Agreement.

Lender shall have received copies of the articles of organization/ articles of incorpomation and by-
laws/ operating agreement of the Borrower and/or Guarantor as in effect on the date hereof,

certified as to truth and accuracy by the officers/members/managers of the Borrower.
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3.5.  Loan Documents. lender shall have received all the other Loan Documents duly

executed in form and substance acceptable to Lender.

3.6, Insurance Certificate. Lender shall have received a cerlificate in respect of all

insurance required hereunder, in form and substance acceptable to Lender,

37.  Financing Statements. Lender shail have received Uniform Commercial Code

Financing Statements in respect of the Collateral, duly exeouted by the owner thereof and in form
and substance acceptable to Lender.

3.8.  Opinion of Counsel. Lender shall have received an opinion of counsel satisfactory

to it from independent legal counsel in substantially the form of Exhibit "F" attached hereto.

3.9, Operation and Management of the Facility. The Facility shall be operated and

managed by the Borrower, The operation and management of the Facility shall not be transferred to
any other party; the transfer of such respensibility in violation of the foregoing in this sentence shall
constitute an Event of Default, the same as if such event had been described and contained in
Axticle X1 of this Agreement.

3.10. Licenses and Permits. Borrower and/or Guarantor shall have received and shall

provide evidence of same to Lender that Borrower has obtained all licenses, permits, certificates
and other governmental permission to own and operate the Facility.

3.11.  Appraisals. Lender shall have received an appraiséi by an appraiser approved by
Lender for the Facility and Collateral in an amofnﬁ acceptable to the Lender.

3,12, Receipt of Bvidence of Tax Pavinents. Lender shall have received evidence, in form

and substance acceptable to Lender, that Borrower and Guarantor have paid all federal, state and

loeal income taxes, that all amounts required to be withheld from employees' wage payments have
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been withheld and have been paid to the proper governmental agency, and that no judgment or tax
lien is in existence with respect (o Borrower and Guarantor.

3.13. Title Insurance. Lender shall have received a commitiment fiom a title insurance
company approved by Lender and authorized to do business in the State of North Carclina fo
issue a title insurance policy with respect to the Property Collateral, and the total amount shall be
the appraised value of the Property Collateral, with no exceptions other ihem‘those approved by
Tender and those shown on the commitment for title insurance, file number 1011-2345, issued by
First American Title Insurance Company, effective 8:30 am. November 29, 2010, as same may be
updated. Such title insurance commitment shail recite that Lender shall have a first priorily Len
on the Property Collateral.

3.14. Survey Requirements. Lender shall require an “as built" survey for the Property,

prepared by a registered land surveyor or registered professional engineer, in accordance with North
Carolina law, as appropriate.

3.15. Zoning, Building Codes and OBHA Reguirements. If required, Lender shall have

received evidence with respect to the Facility that the same is not in violation of any zoning,
building, senitary or Ocoupational Safety and Health Administration rules, requirements or laws.

3.16. Guaranty. Lender shall have received a Guaranty substantially in the form as shown
on Exhibit "G" hereof from the Guarantor named therein‘.

3.17. Environmental Matters. With respect to the Property Collateral, Lender shall have

received from the Borrower, the form FmHA 1940-20 Request for Environmental Information as

executed by the Dorrower.

Borrower covenants and agrees that all Property Collateral or interests in real property
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pledged as collateral security for the Loan are free of any substantial amounts of waste or debiis,
and are free from any material amounts of contamination, including:

(a) (1) "Any Hazardous Waste," as defined by the Resource Conservation and
Recovery Act of 1976 or any "Hazardous Substance" as defined in North Carolina law, both as
amended from time to time, and regulations promulgated thereunder;

(2} “Any Hazardous Substance” as defined by the Comprehensive
Environmental Response, Compensation and Liability Act of 1989, as amended from thne fo time,
and regulations promulgated thereunder;

(3) Any substance, the presence of which on the real property is prohibited
by any law similar to those set forth in this section; and

{(4) Any material which, under federal, state or local law, statute, ordineuice
or regulation, or court administrative order or decree, or private agreement, requires special
hendling in collection, storage, treatment or disposal.

()  Borrower has not filed any notice under any federal or state law indicating
past or present treatment, storage or disposal of a hazardous waste, substance or constituent, or
other substance i1\1t0 the environment. None of the operations of Borrower is the subject of federal
or state litigation or proceedings, or of any investigation evaluating whether any remedial action
involving & material expenditure is needed 1o respond to any improper treatment, storage, recycling,
disposal or release into the environmental of any hazardous or toxic substance, waste or constituent,
None of the operations of Borrower is subject to any judicial or administrative proceeding alleging
the violation of any federal, state or local environmental, health or safely statute, or regulation.

Borrower does not transport any hazardous wastes, substances or constituents.
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() All notices, permits, licenses or similar authorizations, if any, required to be
obiained or filed in connection with the operation or use of any and all Property Collateral pledged
as collateral security for the Loan, including, without limitation, past or present treatment, storage,
disposal or release of a hazardoqs substance or solid waste into the environment, have been, fo the
knowiedge of the Borrower, duly obtained or {iled.

() Borrower will take and continue io take prompt action to remedy all
environmental pollution and contamination, hazardous waste disposal and other envirommental
clean-up problems, if any, whether or not such clean-up problems have resulted frbm the order or
request of a municipal, state, federal, administrative or judicial au.thm'ity, or otherwise. Borrower
will not violate any applicable municipal ordinance, state or federal statute, administrative rule or
regulation, or erder or judgment of any court with respect to environmental pollution or
contamination, hazardous waste disposal or any other environmental matter.

(e) Borrower will indemmnify and hold Lender, its officers, directors, employees,
representatives, agents and affiliates harmless against, and promptly pay on demand or reimburse
cach of ther with respect to, any and all claims, demands, causes of action, loss, darnage,
liabitities, costs and expenses of any and every kind or nature whatsoever asseried against or
incurred by any of them by reason of or arising out of or in any way related to (i) the breach of any
representation or warranty as set forth regarding Environmental Laws, or (it} the fatlure of Bomrower
te perform any obligation hereis required 1o be perfmmed pursuant to Environmental Laws, The
provisions of this section shall survive the final payment of the Loan and the termination of this
Agreement, and shall continue thereafter in full force and effect.

() Notwithstanding anything contained in this paragraph to the contrary, any
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covenants of Borrower concerning any environmental matter addressed herein shall not be
applicable o any condition which is first created or introduced after a foreclosure, conveyance or
other transfer of title of the Property Collateral pledged as collateral security for the Loai.

3.18. Continuing Compliance. At the time of the Term Loan, there shall not exist any

event, condition or act which constitutes an Event of Default hereunder or any condition, event or
act which with notice, lapse of time or both would constitute such Event of Default. There would -
not exist any such event, condition, or act immediately after the disbursement, were it tc be made.
3.19. Miscellancous. Lender shall have received such other documents, certificates,
instruments and agreements as shall be required hereunder or provided for herein or as Lender or
Lender's counsel may reasonably require in connection herewith.
ARTICLE LV
FINANCING
4.1, Term Loan. Lender agrees {o make a term loan to Borrower in the principal amount
of Five Million and No/100 Dollars ($5,000,000,00), which shall be repayable with interest in
accordance with the terms of the Term Note.

4.2.  Use of Proceeds, Borrower agrees that the proceeds of the Term Loan shall be

disbursed as follows:
{(a)  Approximately $5,000,000.00 shall be disbursed wupon appropuiate

application theyefore to purchase an existing nursing home facility.
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ARTICLE Y

SECURITY INTEREST -- COLLATERAL

5.1, Collateral. To secure the prompt payment and performance to Lender of the Loan
Obligations, Borrower and/or Guarantor hereby grant to Lender a continuing security interest in and
lien upon all of the following property and interests in property of Borrower and/or Guarantor,
whether now owned or gxisting or hereaffer created, acquired or arising and wheresoever located,
namely the:

(a) Property Collateral;

(b Equipment Collateral;

{c) Fixtures Collateral;

(B Inventory Collateral;

() | Accounts Receivable Collateral;

H Al prodacts and/or proceeds of any and all of the foregoing, including,
without limitation, insurance proceeds and Lender shall record UCC-1 financing statements
covering such Collateral in the applicable recording offices.

52.  Securitv Instruments. With respect to the Property Collateral and Fixtures Collateral

Jocated within the State of North Carolina, Borrower and/or Guarantor shall deliver to Lender at the
closing a Mortgage and Security Agreement in the form as shown on Exhibit "H" attached hereto,
duly executed, ‘which shall be filed in the Recorder’s office of JACKSON COUNTY, North
Carolina, together with corresponding UCC-I financing statements in respect of the Fixtures
Collateral.

With respect to the Inventory Collateral, Accounts Receivable Collateral and Bquipment
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Collateral, Borrower shall deliver to Lender at the Closing a Security Agreement in the form as
shown on Exhibit "I" attached bereto, duly executed, and Lender shall record UCC-1 financing
statements covering such Collateral in the applicable recording offices,

ARTICLE VI

REPRESENTATIONS, WARRANTIES, AND COVENANTS

APPLICABLE TO PROPERTY COLLATERAL

With respect to the Property Collaleral, Bomrower and/or Guaranior hereby represent,
warrant and covenant to Lender as set forth in Sections 6.1 through 6.4, inclusive.

6.1. Sale of Property Collateral. Borrower and/or Guaranior will not sell, lease,

_ exchange, or otherwise dispose of any of the Property Collateral without the prior written consenit
of Lender.

6.2.  lnsurance. Borrower .andfor Guarantor agree that it will obtain and maintain
insurance on the Property Collateral with such compaﬁy and in such amounts and against such risks
as Lender may reascnably request, with loss payable to Lender as its interests may appeat. Such
insurance coverage shalt not be canceled by Borrower or Guarantor, unless with the priqr written
consent of Lender. Such insurance policy or policies shall contain the "New York Standard
Mortgagee Clause”, stating in effect, that the interest of Lender shall not be invalidated by (1) any
act or neglect of Borrower or Guarantor (including arson or a related act); (if) by foreclosure or
other proceedings relatin g 1o the Property Collateral; (i} by any change in the tiile or ownership of
the property; or (iv) the occupation of the premises for purposes more hazardous than permitted by
the policy. In addition, if the Properiy Collateral is located within & special flood hazard area,

Borrower and/or Guarantor will obtain and maintain federal flood insurance (inéluding mud slide
-19-



anel soil erosion protection) if eligible, in amounts of coverage equal 1o 15e fesser of (i) the
outstanding balance of the Term Loan; {ii) the insurable value of the property; or (iii} the maximum
limit of coverage available,

It addition, and as referenced in Section 3,13, Lender shall receive a title insurance policy
on the Property Collateral naming Lender as insured as soon as the same shall issue after
recordation of all Security Instruments related to the transactions contemnplated herein.  Borrower

shall pay all premiums and fees related to such title insurance.

6.3. Good Title; No Existing Encumbrances. Borrower or Guarantor own the Property
Collateral free and clear of any and all prior security interests, Hens or encumbrances thercon other
than any Permitted Encumbrances, and no financing statements or other evidence of the grant of a
security interest respecting the Property Collateral exist on the public records as of the date hereof
other than any evidencing the Permitted Encumbrances.

6.4. Right to Grant Security Interest; No Further Encumbrances. Borrower or QGuarantot

have the right to grant a security interest in the Property Collateral to Lender. Borrower and/or
Guarantor will pay ail taxes and other charges against the Property Collateral. Borrower and/or -
Guarantor will not use the Property Collateral illegally or allow the Propesty Collateral to be
encumbered, except for the security interest in favor of Lender gran‘%:ed herein and except for any

Permitted Bnecumbrances.
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ARTICLE Vil

REPRESENTATIONS, WARRANTIES. AND COVENANTS

APPLICABLE TO EQUIPMENT COLLATERAL AND FIXTURES COLLATERAL

With respect to the Equipment Collateral and Fixtures Collateral, Bomower and/or
Cruarantor hereby represent, warrant and covenant to Lender as set forth in Sections 7.1 through 7.5,
inclusive.

71.  Sale of Equipment Collateral and Fixtures Collateral. Except as pemitted herein

and elsewhere in this Agreement, Borrower and/or Guarantor will not sell, lease, exchange, or
otherwise dispose of any of the Equipment Collateral and Fixtures Collateral without the prior
writien consent of Lender; provided, however, that with notice to but without the necessily of
consent of Lender, from time to time hereafter, in the ordinély course of business, Borrower and/or
Guaxantm‘ may sell, exchange or otherwise dispose of portions of its Equipment Collateral and
Fixtures Collateral which are obsolete, worn out or unsuitable for continued use, if the FEquipment
Collateral and Fixtores Collateral is replaced promptly with equipment constituting Equipment
Collateral and Fixtures Collateral having a market value equal to or greater than the Equipment
Collateral and Fixtures Collateral so disposed of and in which Lender shall obtain and have a first
priority security interest pursuant hereto.

7.2.  Insurance. Borrower and/or Guarantor agree that they will ob'@in and maintain
insurancg on the Bquipment Collateral and Fixtures Collateral with such companies and in such
amounis and against such risks as Lender may reasonably request, with loss payable to Lender as its
interests may appear. Such insurance coverage shall not be canceled by Borrower and/or

Guarantor, unless with the prior written consent of Lender.
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7.3, Good Title: No Bxisting Encumbrances. Borrower and/or Cruarantor own the

Equipment Collateral and Fixtures Collateral free and clear of any prior security interest, lien or
encumbrance, and ne financing statements or other evidences of the grant of a sepurily interest
respecting the Equipment Collateral and Fixtures Collateral exist on the public records as of the
date hereof other than any evidencing the Permitted Encumbrances, and other than financing
statements that will be paid off and canceled of record, with proceeds of this Lean.

74, Right to Grant Security Interest: No Further Encumbrances. Bomower and/or

Guaranior have the right to graut a security interest in the Equipment Collateral and Fixtures
Collateral to Tender. Borrower and/or Guarantor will pay ail taxes and other charges against the
Equipment Collateral and Fixtures Collateral, and will not use the Bquipment Collateral and
Fixtures Collateral illegally or allow the same to be encunbered, except for the security interest in
favor of Lender granted herein and except for any Permitted Encumbrances. Nathing herein,
however, shall prevent Borrower and/or Guarantor from leasing any Equipment required in the
operation of the Facilities.

7.5.  Location. As of the date hereol, the Equipment Collateral and Fixtures Collateral
are located only at the Collateral Locations, and Borrower and/or Guarantor hereby covenants with
Lender not to move any portion of the Equipment Collateral and Fixtures Collateral without at least’
thirty (30} days prior written notice to Lender; provided, however, that nothing contained herein
shall be deemed to prohibit Borrower and/or Guarantor, without notice o or the consent of Lender,
from transfen‘iﬁg temporarily (for periods not to exceed thirty (30) days in any event) any

Equipment Collateral and Fixtures Collateral from a Collateral Location to another lecation at any



{ime or from time to time hercafter for the limited repairing, refurbishing or overbauling such
equipment in the ordinary course of business,
ARTICLE VI

REPRESENTATIONS, WARRANTIES, AND COVENANTS APPLICABLE 10O

INVENTORY COLLATERAL AND ACCOUNTS RECEIVABLE COLLATERAL

With respect to the Inventory Collateral and Accounts Receivable Collateral, Borrower
and/or Guarantor hereby represemis, warrants and covenants fo Lender as set forth in Section 8.1
through 8.4, inclusive.

8.1. Sale of Inventory Collateral and Accounts Receivable Collateral. Except as

permitied elsewhere in this Agreement or in the ordinary course of business, Barrower and/or
Guarantor will not sell, lease, exchange, or otherwise dispose of any of the Inventory Collateral and
Accounts Receivable Collateral without the prior written consent of Lender.

92, Good Title: No Existine Fncumbrances. Borrower and/or Guarantor own the

Tnventory Collateral and Accounts Receivable Collateral free and clear of any prior security interest,
lien or encumbrance, and no financing statements or other evidence of the grant of a security
interest respecting the Inventory Collateral and Accounts Receivable Collateral exist on the public
records as of the date hereof other than any evidencing the Permitted Encumbrances.

3. Right to Grant Secwrity Interest: No Further Tncumbrances. Bomower and/or

Guarartor have the right to grant a secwrity interest in the Inventory Collateral and Accounts
Receivable Collateral to Lender. Borrower and/or Guarantor will pay all taxes and other charges
against the Inventory Collateral and Accounts Receivable Collateral, and will not use the Inventery

Coliateral and Accounts Receivable Collateral illegally or allow the same to be encumbered, except
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for the security interest in favor of Lender granted herein and except for any Permitted
Encumbrances.

8.4, Location. As of the date hereof, the Inventory Collateral and Accounts Receivable
Collateral is located only at the Collateral Locations, or within the boundaries of Jackson County,
Nerth Carolina, and Rorrower and/or Guarantor hereby covenant with Lender, except for in the
ordinary course of business, not to move any portion of the Inventory Collateral and Accounts
Receivable Collateral without at least thirty (30) days prior written notice to Lender.

ARTICLE IX

GENERAL REPRESENTATIONS AND WARRANTIES

In order to induce Lender to enter into this Agreement, Borrower and Guarantor hereby
represent and warrant to Lender as set forth in Sections 9.1 through 9.17, inclusive.

9.1, Principal Business Activity. Borrower is engaged in the business of operating a

nursing home facility.

92,  Company Existence and Qualification. The Borrower is organized and validly

existing under the laws of the State of Ohio and authorized to do business in the State of North
Carolina. Borrower's principal place of business, chief exceutive office and office where it keeps

principally all of its books and records are located at the Executive Office.

3. Power and Authority; Validé,fv and Binding Effecﬁ. Borrower and/or Guarantor have

the power to make, deliver and perform under the Loan Documents, and Borrower has the right to
borrow hereunder, and all of the foregoing parties have taken all necessary and appropriate
corporate action 1o authorize the execution, delivery and performance of the Loan Documents. This

Agreement constitutes, and the remainder of Loan Documents, when executed and delivered for
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value received, will constitute, the valid obligations of Borrower and Guaranfor, legally binding
upon it and enforceable against Borrower and Guarantor in accordance with thelr respective terms.
The undersigned officers, members or managers of Borrower and Guaranior are duly authorized
and empowered fo execute, attest and deliver this Agreement and the remainder of the Loan
Documents for and on behalf of Borrower and Guarantor and to bind Borrower and Guarantor
accerdingly thereby.

94. Financial Statements. The balance sheets and income statements of Borrower and

Guarantor were submitted to Lender in connection herewith, copies of which are atiached hereto as
Exbibﬁ "J*, are true and complete and accurately and fairly represent the financial condition of the
Borrower and Guarantor , the results of operations and the transactions in the equity accounts as of
‘the date and for the periods referred to therein, and have been prepared in accordance with GAAP
applied on a consistent basis throughout the period involved. There are no material Liabilities,
direct or indirect, fixed or contingent, as of the date of such Financial Statements which are not
reflected therein or in the note thereto. There has been no material adverse change i the financial
condition, operations, or prospects of the Borrower and/or Guarantor since the date of the balance
sheet contained in such Financial Staieiﬁents. If, by the time of the Closing, the Borower and/or
Guarantor's Financial Statements are more than ninety (90) days old, the Lender may require cuzrent

Financial Statements which shall be submitted to the BRI,

9.5, Pending Matters. No action or investigation is pending or threatened before ar by a
federal, state, or municipal or other governmental department, commission, board, bureau, agency
or instrumentality which might resulf in any material adverse change in the financial condition,

operations, or prospecis of the Borrower or either of the Guarantor, nor is the Bomower or the
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Gruarantor in violation of any agreement, the violation of which might reasonably be expected 1o
have a materially adverse effect on their business or assets, nor is the Bomower or the Guarantor in
violation: of any order, judgment, or decree of any court, or any stafuie or governmental regulation
to which such Borrower and Guarantor are subject.

9.6  Disclosure. All information furnished or o be furnished by the Borrower and
Guarantor to the Lender in connection with the Loan or any of the Loan Documents, is, or will be at
* the time the same is furnished, accurate and correct in all material respects and complete insofar as
compleieness may be necessary to provide the Lender a true and accurate knowledge of the subject
matter, Borrower and/or Guarantor have no knowledge of any Hability of any nature, whether
acerued, absclute, contingent or otherwise, which singularly or in the aggregate could have a
Iﬁﬁteriai].iy adverse effect upon the economic condition of Borrower, the Guarantor or the F acility.

9.7. ERISA. Borrower is in compliance with all applicable provisions of the Employee
Retirement Income Security Act of 1974, as amended ("ERISA").

98  Proceedings Pendmno. There are no proceedings pending or, to the best of the

Borrower's or Guarantor' knowledge, threatened, to acquire any part of the Property Collateral by
any power of condernnation or eminent domain, or to enjoin or similarly prevent or restrict the use
of the Property or the operation of the Facility in any marimer,

9.9, Compliance with Applicable Laws., The Facility and the property on which it is

situated comply with all applicable laws, ordinances, rujes and regulations, imcluding, without
limitation, the Americans with Disabilities Act and regulations thereunder, and all laws, ordinances,
rules and regulations relating to zoning, building codes, setback requirements and envirenimental

matters.,
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9.10. No Material Litigation. Except as set forth on Exhibit "K" attached hereto, there are

no proceedings pending or, so far as Borrower and the Guarantor know, threatened, before any

court or administrative agency which might malerially or adversely affect the financial condition or
operations of Barrower and/or Guarantor,

. 911, NoDefault. Borrower and/or Guarantor are not in default in the payreent of any of

 its material obligations, and there exists no event, condition or act which constitutes an Bvent of

Default as defined herein, and no cordition, event, or act which with notice or lapse of time would

constitute such event of default.
9.12. Taxes. Borrower or Guaranior have filed or cansed to be filed all tax retums
required to be filed by them, if any, and have paid all taxes shown to be due and payable on said

refurns or on any assessments made,

.13, Adverse Contracts. Except as set forth on Exhibit "L” aftached hereto, neither

Borrower nor Guarantor is a party to any coniract or agreement, or subject to any charge, corporate
restriction, judgiment, decree or order which materially and adversely affects their businesses,
property, assets, operations or condition, financial or otherwise.

9.14. Imsolvency. After giving effect to the execution and delivery of the Loan
Docurnents and the making of any disbursements under the Term Note, neither Borrower nor
Guarantor will be "Insolvent” within the meaning of such term as defived in Section 101(26) of the
Bankruptey Code, or be unable to pay its debts generally as such debts become due.

9.15. Tide. Borrower and/or Guarantor have good and marketable tille fo all the
Collateral, subject to no material lien of any kind except as otherwise disclosed in writing to

Lender, and except for the Permitted Encumbrances.
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9.16. No_ Violations. The execution, delivery and performance by Borrower and
Guarantor of this Agreement and the other Loan Documents has been duly authoﬁzed by &ll
necessary corporate actions and does not and will not require any additional consent or approval of
the shareholders and directors of Borrower and/or Guarantor and will not violate any provision of
any law, rule, regulation (including, without limitation, Regulation X of the Board of Governors of
the Tederal Reserve System), order, writ, judgment, injunction, decree, determination or award
-~ presently in effect having applicability to Borrower and/or Guarantor or the charter or by-laws of
Barrower and/or Guarantor, or result in a breach of or constitute a default under any indenture or
loan or credit agreement or any other agreement, lease or instrument to which Borrower and/or
Cuarantor are a party or by which they or their properties may be bound or affected; and neither
Borrower nor Guarantor are in default under any law, rule, regulation, order, writ, judgment,

injunction, decree, determination or award or any such indenture, agreemer, fease or mstrument.

9.17. Continuing Representations. These representations shall be considered to have been

made again af and as of the date of each advance made under the Term Note and shall be true and
correct as of that date.
ARTICLE X

GENERAL AFFIRWMATIVE COVENANTS

Borrower and Guarantor covenant and agree with Lender that from and after the date
hereof, and so long as the Term Loan remains outstanding, that they will comply with the covenants

set forth in Sections 10.1 through 10.31, inclusive.

10.1. Pavinent of Loan/Performance of Loan Obligations. Duly and punctually pay or

cause to be paid the principal and interest of the Term Note in accordance with its terms and duly
28



and punctually pay and perform or cause 16 be paid or performed all Loan Obligations hereunder
and under the other Loan Documents.

10.2.  Maintenance of Existence. The Borrower and/or Guarantor shall maintain in the

state of its incorporation/organization, and, in each jurisdiction in which the character of the
property owned by them or in which the transaction of their business makes qualification necessary,

its existence,

10.3. Use of Proceeds. Borrower will use the net proceeds of the Term Loan only for the
purposes set forth in Section 4.2 in the conduct of the business in which it is presently engaged, or
in which it presently proposes to engage.

10.4.  Accrual and Pavment of Taxes. The Borrower and/or Guarantor, during each Fiscal

‘Year, shall acerue all current tax labilities of ail kinds, all required withholding of income taxes of
employees, all required old age and unemployment comntributions, and all required paymenis o
employee benefit plans, and pay the same when they become due.

10.5. Pavment of Taxes and Obligations. Borrower and/or Guarantor will pay and

ldischarg,e proraptly all taxes, assessments and other governmental charges and claims levied or
imposed upon it or its property, or any part thereof, provided, however, that it shall have the right in
good faith to contest any such taxes, assessments, charges or claims, and, pending the outcome of
such contest, to delay or refuse payment thereof provided that adequate funded reserves arc
esteblished by it to pay and discharge any such taxes, assessments, charges and claims. Borrower
and/or Guarantor shall, on an annual basis not later than sixty (60) days afier timely filing each tax
year, provide reasonable evidence to Lender that all income and withholding taxes, sales and use

taxes and property taxes have been paid.



10.6.  Records Respecting Collateral.  Adequate records of Borrower and the Guarantor

with respect to the Collateral will be kept at the Executive Office (subject to being changed
pursuant to Section 11.11) and will not be removed from such address without the prior writlen
consent of Lender,

10.7.  Financial and Other nformation. The Borrower and Guarantor shall provide or

cause to be provided to Lender, the following Financial Statements and information on a continuing
basis and as Lender may require from time to time:

{a) Financial Stalements. Within ninety (90) days afler the end of the

Accounting Year of Borrower, compiled financial statements of Borrower which are prepared by
and certified by a officer of Rorrower as frue and correct and are reviewed by a public accounting
firm or other independent certified public accounting firm acceptable to the Lender will be prepared
in accordance with GAAP, and include a balance sheet, a profit and loss statement, and 2 cash flow
gtatement showing the result of operations for the Fiscal Year, a reconciliation of surplus, and the
reviewer’s notes. In regard to the Guarantor(s), AdCare Health Systems, starting with the 2011 tax
vear, the Guarantor agrees to provide the Lender with an annual financial s{ateménL along with the
just ended vear's personal tax return from an independent certified public accountant that is
satisfactory to the Lender. The compiled statement is {o be provided within ninety (90} days alter
the end of cach cajendar year. A copy of the corporate tax refurn and evidence of payment of same
should be provided to the Lender within thirty (30) days after swme has been timely filed.

10.8. Maintenance of Jnswance. In addition to and cumulative with any other

requirements berein imposed on Borrower with respect 10 insurance, Borrower andior Guarantor

shall maintain insurance with responsible insurance companies on such of its properties and
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employees, in such amounts and against such risks as is customarily maintained by similar
businesses operating in the same vicinity, but in any event to mclude loss, damage, lood,

windstorm, fire, theft, extended coverage, workers compensation and products liability, business

interruption insurance and loss of business income insurance in amounts satisfactory to Lender,

which such insurance shail not be canceled by Borrower and/or Guarantor unless with the prior

written consent of Lender. Borrower and/or Guarantor shall file with Lender, upon its request, a

detailed list of such insurance then in effect stating the names of the insurance companies, the
~amounts and rates of iﬁsuraﬂce, the date of expiration thereof, the properties and risks covered
{hereby and the insured with respect thereto, and, within thirty (30) days after notice in writing from
[ender, obtain such additional insurance as Lender may reasonably request.

10.9. Change of Principal Place of Business. Botrower and/or Guarantor hereby

wnderstand and agree that if, at any time hereafier, Borrower and/or Guarantor elect to move their
principal place of business, or if Borrower or Guarantor elect to change their respective name,
identity or structure, Borrower and/or Guarantor will obtain Lender's approval in writing at Jeast
thirty (30} days prior thereto.

10.10. Waivers. With respect to the Coliateral Location, Borrower and/or Guarantor will
obtain such waivers of len, estoppel certificates or subordination agreements as Lender may
reasonably require to ensure the priority of its security interest in that portien of the Collateral
situated at such locations.

10.11. Compliance With Laws. Borrower and Guarantor shall comply with the

requirements of all applicable laws, rules, regulations and orders of any governmental authority,

including, without limitation, all applicable environmental laws and cause the Bomower and the
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Guarantor to pay all taxes, assessments, charges, claims for labor, supplies, rent and other
obligations wiich, if nnpaid, might give rise to a Lien against the Collateral, except Liens to the
extent permitted in Seetion 11.1 of this Agreement. The Borrower and Guarantor certify that the
Facility is accessibie to the public in compliance with the Americans with Disabilities Act. The
noncompliance with the aforesaid shall be construed to constitute a material adverse effect upon the
business or credit of Borrower and/or Guarantor. |

10.12. Junior Financing. Borrower and/or Guarantor shall not without the prior written

consent of Lender incur any additional indebtedness relating to the Facility or Collateral or create or
permiit to be created or to remain, any mortgage and security agreement, deed of trust, pledge, lien,
lease, encumbrance or charge on, or conditional sale or other title retention agreement whether prior
10 or subordinate to the Hens of the Mortgage and Security Agreement, and other Loan Documents,
with respect to the Facility, or any part thereof, or income therefrom other than the Mortgage and

Security Agreement or other Loan Documents provided for herein.

10.13. Richt to Inspect. Bosrower and/or Guarantor shall permit, and cause to permit,
persons designated by Lender to inspect any and all of the properties and books and records of the
Borrower and/or Guarantor and to make extractions therefrom pertaining to the Facility, and to
permit Lender to make copies of and to discuss the affairs of the Borrower and the Guarantor and
the Facility with officers of such parties as designated by Lender, afl at such times as Lender shall
raguest.

10.14. Notice of Loss. Berrower and/or Guarantor shall immediately notify the Lender of
any event causing a loss or depreciation in value of either Borrower's or Guarantor's assels in excess

of $100,600.00 and the amownt of such loss or depreciation, except Borrower and Guarantor shall
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not be required to notify Lender of depreciation in building and equipment resulting from ordinary
‘use thereof,

10.15. Conduct of Business. Borrower and/or Guarantor shall cause the operation of the

Facility to be conducted at all times in a prudent manner in compliance with applicable laws and
regulations relating thereto and cause all licenses, permits, certificates, and any other agreements

necessary for the use and operation of the Facility to remain in effect.

10.16. Condition of Properties. Borower and/or Guarantor shall keep all buildings,
improvements, machinery and equipment located on or used or useful in connection with the
respective Facility in good repair, working order and condition, reasonable wear and tear excepted,
and from time to time make all needed and proper repairs, renewals, replacements, additions and
jmprovements thereto to keep the same in good operating condition,

10.17. Inventory, Fixtures and Equipment. Borrower shall maintain, or cause to be

maintained, sufficient inventory, fixtures and equipment of types and quantities at the Facility
necessary to enable the Borrower adequately to perform operations at such Faeility.

10.18. Certificate. Upon Lender's written request, furnish Lender with a certificate stating
that Borrower has complied with and is in compliance with afl terms, covenants and conditions of
the Loan Documents and there exists no Default or Event of Default or, if such is not the case, that
one or more specified events have occurred, and that the representations and warraniies contained
herein are true with the same effect as though made on the date of such certificate.

10.19. Subordinations. Bomrower and/or Guaranior shall provide Lender with a subordina-
tion agreement, in a form satisfactory to Lender, from any party whom Borrower is or hereafier

becomes indebted for money borrowed, subordinating its respective right of payment and claim of
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such indebtedness and any future advances thereon to the claims of Lender in respect of the Term
Note so long as any amount remains unpaid on the Term Note. Such subordination agreement shall
provide, among other things, that no principal or interest on any such indebtedness shall be repaid
uniess and until there is ne outstanding balance due and payable on the Term Note.

10.20. Litication: Default Conditions and Events of Default. Upon its receipt of notice or

knowledge thereof, Borrower and all Guarantor will report to Lender: (i) any lawsuil or
administrative proceeding in which Borrower or the Guarantor are a defendant whereln the amount
of damages claimed exceeds $50,000.00; or (if) the existence and nature of any Defauli Condition
or Event of Delanit hereunder.

1021, Execution of Other Documents. Borrower and Guarantor will, upon demand by

Lender, promplly execute all such additional agreements, contracis, indentures, documents and
instruments in connection with this Agreement as Lender, in its sole discretion, may reasonably
consider necessary.

10.22. Litigation and Atiorneys Fees. Borrower and Guarantor will pay promptly to Lender

without demand, reasonable attomeys fees and all costs and other expenses paid or incurred by
Lender in collecting or compromising the Term Loan or in enforcing or exercising its rights or
remedies created by, connected with or provided in this Agreement or any other agreement or
instrument required by Lender in connection with the Term Loan, whether or not suit is {iled.

1023, Purchase of Fixed Assets. Borrower and/or Guarantor will not purchase additional

fixed assets costing in the aggregate more than $150,000.00 in any 12 month calendar year without

the prior approval of the Lender. This prohibition does not apply upon the Borrower and/or
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Guarantor purchasing machinery and equipment being replaced due to depreciation or
chbsolescence.

10.24, Arms Length Transactions. All of the Borrower and Guarantor's transactions will be

at arms length and competitive with any of the officers, employees, directors, of their spouses and
family members that may buy, sell, or trade to it. The same will apply to any entity that they may
be stockholder, director, or own any interest in, as well as a spouse or family member.

10.25. Further Assurances. Borrower and Guarantor shall duly execute and/or delfiver (or

cause to be duly executed and/or delivered) to Lender any instrument, invoice, document, document
of title, warehouse receipt, bill of lading, order, financial statement, assignment, walver, consent or
other writing which may be reasonably necessary fo Lender fo carry out the terms of this Agreement
and any of the other Loan Documents and to perfect its secutity interest in and facilitate the
collection of the Collateral, the proceeds thereof, and any other property at any time constituting
security to Lender, Borrower and Guarantor shali perform or cause to be performed such acts as
Lender may request fo establish and maintain for Lender a valid and perfecied security interest in
and security title to the Collateral, free and clear of any lens, encumbrances or security interests

other than in favor of Lender.

10.26. Debt fo be Borrower's Debt.  All debt to be repaid from Joan proceeds is debt of

Borrower and not debt of any other entity.

16.27. Tangible Balance Sheet-Equity. The Borrower shall maintain a minimum Tangible
Balance Sheet-Equity equal to ten {10%) percent of total assels prior o issuance of the RD Loan
Note Guarantee. The Borrower shail have Tangible Net Worth of ten (10%) for the life of the

Loan.



1028, Maximum Debt to Net Worth, The Borrower’s debt to net worth shail not excead

1010 1 as defined by GAAP.

10.29. RD Guaranty Comumitment. The Borrower agrees that it shall comply with each and

every provision of that certain Conditional Commitment for Guarantee 2s issued by the RD.

10.30. Employee Reports. The Borrower and Guarantor shall submit a report annually to

the Lender and RD as of December 31, indicating the total number permanent, part-time and
seasonal employees,

10.31. Debt Service Coverage Ratio and Current Ratio. Botrower’s debt service coverage

ratio, based upon year-end financial statements, and as defined by GAAP, shall not exceed 1.0 to
1.0 and Borrower shall maintain a cwrent ratio of not less than 1.8 to 1.9, as defined by GAAP.

For purchase of this Agreement, the term “Debt Service Coverage Ratio™ shali be
calculated as follows:

Net Income + Depreciation/Amortization + Interest Expense

Previous Years Cusrent Maturities of Long Term Debt + Interest Expense
ARTICLE X1

NEGATIVE COVENANTS

Borrower and Guarantor covenant and agree with Lender that from and after the date hereof
and se long as any amount remains unpaid on the Term Loan, it will not, without the prior written
consent of Lender, do any of the things or acts set forth in Sections 11.1 through 11.17, inclusive.

11.1. No Encumbrances. Borrower and/or Guarantor will not create, Incur, assume, or

suffer to exist any Mortgage and Security Agreement, mortgage, deed of trust, pledge, assignment,

lien, charge, encumbrance on, or security interest or security title of any kind on the Land and/or
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Collateral described in Seetion 5.1 of this Term Loan Agreement or on any of their personal
property except for: (I} liens for taxes not yet due or peing contested as permitted by this
Agreement; (i) liens at any time existing in favor of the Lender; (iliy any Permitted
Encurnbrances; (iv) inchoate Liens arising by operation of law for the purchase of labor, services,
materials, equipment or supplies, provided payment shall not be delinquent and, if such Lienis a
tien upon the Collateral, which Lien is fully subordinate to the applicable deed, Mortgage and
Security Agreement and/or Security Agreement covering such Collateral, is disclosed to Lender and
is being contested by the Borrower and/or Guarantor in good faith and Borrower and Guarantor are
diligently pursuing such contest to completion, and adequate reserves, as determined by Lender, are
being maintained therefore; and (v) Hens incurred in the ordinary course of business in connection
with workmen's compensation, unemployment insurance or other forms of governmental insurance
or henefits, or o secure performance of tenders, statutory obligations, leases and contracts (other
than for money borrowed or for credit received in respect of property acquired) entered into the
ordinary course of business as presently conducted or to secure obligations for swety or appeal
bonds,

[12. Distributions/Bonuses. The Borrower will not, without Lender's and RD’s prior

written consent, make any bonuses to any officers or shareholders of the Borrower, or authorize or
make any other distribution to officers. Notwithstanding the foregoing, the Borower shall be
permitied to pay bonuses or make distributions; provided that such bonuses and distributions will
‘be limited to an amount that, when taken, will not adversely affect the repayment ability of the
Borrower, shall be payable only if the Borrower has made a profit in the year prior to the year in

which the dividend is being declared, all debts are paid current and all Joan covenants and ratios are
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being met and will continue to be met on the annual statement, in accordance with GAAP, after the

| bonuses and distributions are paid, and prior written consent of Lenﬁer is obtained. This is not
intended to apply to distributions/dividend payments to cover personal tax liability resulting from
the profitability of the buéiness.

11.3.  Compensation of Officers and Owners. Salaries and compensation of officers,

owners or shareholders shall be limited to an amount that, when taken, will not adversely affect the
repayment ability of the Borrower. This amount may not be increased year to year unless (1) an
after tax profit was made in the preceding fiscal year; (2) the Borrower is and will remain in
compliance with covenants of the Term Loan Agreement, Lender’s Agreement, and Conditional
Commitment; (3) all of the Borrower’s debts are paid to a current status; and (4) prior writfen
- concurrence of the Lender is obtained.

11.4. Merger, Sale. Assionments, Bte. The Borrower will not liquidate or dissolve or

otherwise terminate Hs legal sfatus or enter into any consolidaﬁon, merger, parmership,
reorganization or other combination, or convey, or sell, assign, lease or otherwise dispose of all or
the greater part of its assets or businesses (now owned or hereafter acquired) {whether in one
transaction or in a series of fransactions), or permit the Borrower to sell, assign, lease or otherwise
dispose of, all or the greater part of the assets or business of another, or made any substantial
change in the basic type of business conducted by it as of the date hereof, without the prior written
consent of the Lender, which may be granted or refused by Lender in Lender's sole discretion. The
Borrower shall conduct and carry on the business of the Borrower in substantiaily the same field of
activity as has been originally planned and as documented in the loan application to the Lender and

Rural Development. This shall include no acquisition of affiliated companies or expansion of the
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Borrower, without the written consent of the Lender and Rural Development.

11.5. Disposition of Assets. The Borrower and/or Guarantor will not sell, lease, transfer

or otherwise dispose of Collateral, unless any such disposition shall be in the ordinary course of
business for a full and fair consideration, which in no event shall include a transfer for fult or partial
satisfaction of a preexisting debt.

11.6. Change in Business. The Borrower and/or Guarantor will not make any material

change in the nature of its business as it is being conducted as of the dale hereot,

11.7. Changes in Accouniing. The Borrower and/or Guarantor will not change its

methods of accounting, unless such change is permitted by GAAP, and provided such change does
‘not have the effect of curing or preventing what would otherwise be an Event of Default or default

had such change not taken place.

11.8. BRISA Funding and Termination. Permit (a) the funding requirements of ERISA with
respect 1o any employee plan to be less than the minirnum required by ERISA at any time, or (b)
any employee plar to be subject to involuntary tenmination proceedings at any lime.,

11.9. Trensactions with Affilisles. Enter into any transaction with any Person affiliated

with such Borrower or Guarantor other than in the ordinary course of its business and on fair and
seasonable ferms no less favorable to such Borrower and Guarantor than those they would obtain in
a comparable arms-length transaction with a Person not an affiliate.

11.10. Change of Use. Alter or change the use of the Facility or enter into any lease or
management agreement for the Facility other than the leases and management agreements in place
25 of the date of this Agreement, unless Borrower first notifies Lender and provides Lender a copy

of 1he proposed lease or management agreement, obtains Lender's written consent and obtains and
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provides Lender with a subordination agreement in form satisfactory to Lender from such lessee or
manager subordinating to all rights of Lender,

11.31. Place of Business. Change its chief executive offices or open any new place of

business without first giving Lender at least thirty (30) days prior written notice thereof and
promptly providing Lender such information as Lender may request in connection therewith.

11.12. No Advances. Borrower shall not, during the life of the Term Loan, make any
advances or Joans to any officer, owner, stockholder, director and/or affiliate of the Borrower or to
the Guarantor or affiliates, during this Term Loan, without Lender’s prior written consent. If such
advances are permitted by Lender, same must be subordinate to the Term Loan and repayment can
only be made if Borrower is in compliance with all terms and conditions contained in this
. Agreement.

11.13. No Sale or Disnosition of Dusiness Collateral. Sell or otherwise dispose of

collateral described in Section 5.1 of this Agreement, other than as permitted herein and by RD
regulations,

11.14. Change of Ownership. Change ownership without obtaining the Lender and RD's

consent and complying with all applicable RD regulations.

11.15. Purchase of Fixed Assets. The Borrower and/or Guarantor shall not make purchases

of fixed assets in excess of $150,000.00 annually, without the prior written consent of the Lender.
This prohibition does not apply upon the Borrower and/or Guarantor purchasing machinery and
equipment bsing replaced due to depreciation or obsolescence.

11.16. Liabilities of Third Parties. Borrower and Guarantor will refrain from assuming any

liabilities or obligations of any third parties, including but not limited to the shareholders, officers,
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members or directors of the Borrower and/or Guarantor. The Borrower and/or Guaranior will
refrain from co-signing or endorsing liabilities or obligations or indebtedness of other persons or
entities during the life of this Term Loan.
11.17. Sale of Stock. The Borrower will not sell, transfer or issue any additional shares of
the company's stock or membership interests.
ARTICLE XH

EVENTS OF DEFAULT

The occurrence of any events or conditions described in Sections 32.1 through 12.7 shall
constitute an Event of Default hereunder, provided that the requirements for the giving of notice; if
any, and the lapse of time provided have been satisfied.

12,1, Term Note. Borrower shail fail to make any payments of principal of or interest on
the Term Note when due.

12.2. Misrepresentations.  Any certificate, statement, representation, warranty or andit

- heretofore or hereafter furnished by or on behalf of the Borrower or the Guarantor, pursuant to or in
connection with this Agreement or otherwise (including, without limitation, representations and
warranties confained herein or in any Loan Documents) or as an inducement to Lender to extend
any credit to or to enter into this or any other agreement with the Borrower, in contiection with this
Term Loan, proves to have been false in any material respect at the time when the facts therein set
forth were stated or certified, or proves to have omitted any substantial contingent ot unliquidated
liability or claim against the Bowower or the Guarantor, or on the date of execution of this
- Agreement there shall have been any malerial adverse change in any of the facts previously

disclosed by any such certificate, statement, representation, warranty or audit, which change shail
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not have.bec:n disclosed to Lender in writing at or prior to the time of such execution.

12.3. Cgvenants. Borrower or Guarantor shall fail to perform, keep or observe any other
term, provision, condition covenant, undertaking, warranty or representation contained in this
Agreement or in the other Loan Documents, which is required to be performed, kept or Qbservcd.

12.4. Other Debts. Borrower or Guarantor shall default on any other agreement,
document or instrument {o which Borrower or Guarantot are a party, which default ;;hall cause a
material adverse effect on the businesses of Borrower and Guarantot, the vatue of the Collateral, or
Lender's inferest therein,

12.5.  Voluntary Bankruptcy. Borrower or Guarantor shall file a voluntary petition in

bankruptcy or a voluntary petition or answer seeking liquidation, reorganization, arrangement, re-
adjustment of their debts, or for any other relief under the Bankruptey Code, or under any other act
or law peﬁaining to insolvency or debtor relief, whether state, Federal, or foreign, now or herealler
existing; Borrower or Guarantor shall enter into any agreement indjcating their consent to, approval
of, or acquiescence in, any such petition or proceeding; Borrower or any Guarantor shall apply for
or permit the appointment by consent or acquiescence of a receiver, custodian or trustee of
Borrower or any Guarantor for all or a substantial part of their property; Borrower or any Guaragtor
shall make an assigniment for the benefit of creditors; or Borrower or any Guarantor shall be unable
or shall fail to pay their debts generally as such debts become due, or Borrower or any Guarantor
shall admit, in writing, their inability or failure to pay debts generally as such debts become due.

12.6. Involuntary Bankruptcy. There shall have been filed against Bomower or any

Guaranior an involuntary petition in bankruptey or seeking liguidation, reorganization,

arrangemient, readjustment of debts or any other relief under the Bankruptcy Code, or under any
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other act or law pertaining to insolvency or debtor relief, whether State, Federal or foreign, now or
" herealter existing, and such petition is not dismissed within sixty {60} days after the entry of filing

thereof: Borrower or any Guarantor shall suffer or permit the involuntary appointment of a receiver,

custodian or trustee of Borrower or any Guarantor for all or a substantial part of their property and

such appointment is not dismissed within sixty (60} days after such appointment was first made; or

Borrower or any Guarantor shall suffer or permit the issuance of a warrant of attachment, execution
~or similar process against all or any substantial part of the property of Borrower or any Guaranior
and the same is not dismissed within sixty (60) days of the application thereof.

12.7  Permit/License Agreement. Any default under any applicable state permit or license

agreement to which Borrower is a party shall be considered a default hereunder.
ARTICLE Xil!
REMEDIES

Upon the oceurrence or existence of any Event of Default, or at any time thereaffer, without
prejudice to the rights of Lender to enforce its claims against Borrower and Guarantor {or damages
for failure by Borrower and Guarantor to fulfill any of their obligations hereunder, subject only to
prior receipt by Lender of payment in full of the Term Loan in a form acceptable to Lender, Lender
shall bave all of the rights and remedies described in Sections 13.1 through 134, inclusive, and it
may exercise any one, more, or all of such remedies, in ils sole discretion, without thereby waiving
any of the others.

13.1. Acceleration of the Term Loan. Lender, at its option, may declare the Term Loan to

be immediately due and payable, whereupon the same shall become immediately due and payabie

without presentment, demand, protest, notice of nonpayment or any other notice required by law
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relative thereto, all of which are hereby expressly waived by Borrower and Guarantor.

132, Remedies of a Secured Party. As it relates to the personal property collateral

defined herein, Lender shall thereupon have the rights and remedies of a secured party under the
CUCC in effect on the date thereof (regardless of whether the same has been enacted in the
jurisdiction where the rights or remedies are asserted), including, without limitation, the right to
take possession of any of the Collateral, subject to the UCC, or the proceeds thereof, to sell or
otherwise dispose of the same, and to apply the proceeds therefiom to the Term Loan in such order
and manner as Lender, in its sole discretion, may elect. Lender shall give Borrower written notice
of the time and place of any public sale of the Collateral or the time after which any other intended
disposition thereof is to be made. The requirement of sending reasonable notice shall be met if
such notice is given to Borrower pursuant to Section 14.8 at least five (5) days before such
disposition. Expenses of retaking, holding, insuring, preserving, protecting, preparing for sale or
selling or the like with respect to the Collateral shall include, in any event, reasonable attorneys fees
and other legally recoverable collection expenses, all of which shall constitute obligations of
Borrower.

133, Repossession of the Coilateral. As it relates to the personal propesty collateral

defined herein, Lender may take the Collateral or any portion thereof into its possession, by such
means {without breach of the peace) and through agents or otherwige as it may elect (and, in
connection therewith, demand that Borrower assemble the Collateral al a place or places and in
s.uch manner as Lender shall prescribe), and sell, lease or otherwise dispose of the Collateral or any
portion thereof in its then condition or following any commercialiy reasonable preparation or

processing, which disposition may be by public or private proceedings, by one or more contracts, as
44-



a unit or in parcels, at any time and place and on any terms, so long as the same are commercially
reasonable.

13.4.  Other and Additional Remedies. In addition fo the rights and remedies of a secured

party under the laws of the State of North Carolina and the rights and remedies granted in this
Agreement, Lender shall have all of the rights and remedies set forth in the Mortgage and Security
Agreement, the Security Agreement, and in all of the other Loan Documents, which rights and
remedies may be exercised successively or concurently,

ARTICLE XTIV

MISCELLANEQUS

14.1.  Waiver. No remedy conferred upon, or reserved to, the Lender in this Agreement or
any of the other Loan Documents is intended to be exclusive of any other remedy or remedies, and
~ each and every remedy shall be cumulative and shall be in addition to every other remedy given
hereonder or now or hereafter existing in law or in equity. Exercise or omission o exercise any
~ right of the Lender shall not affect any subsequent right of Lender 1o exercise the same. No cotrse
of dealing between Borrower and the Guarantor and Lender or any delay on the Lender's part in
exercising any rights shall operate as a waiver of any of the Lender's rights. Ne waiver of any
Defanit under this Agreement or any of the other Loan Documents shall extend to or shall affect
any subsequent or other then existing Default or shall impair any rights, remedies or powers of
Lender. Except for any defense which would constitirte a compulsory dounterclaim, Borrower and
the Guarantor hereby agree that any and all causes of action and claims which they may ever have
against the Lender shall not be raised by Borrower and the Guarantor as a defense or counterciaim

ity any suit or proceeding brought by Lender against them for collection of the Loan Obligations or
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enforcement of this Agreement, but shall instead be brought, if at all, by a separate suit or
proceeding,

142, Costs and FExpenses. Borrower will bear all taxes, fees and reasonable expenses

(including reasonable fees and expenses of counsel for Lender) in connection with the preparation
of this Agresment 311& the other Loar Documents, and in connection with any modifications thereto
and the recording of any of the Loan Documents. If, at any time, a Defauit occurs or Lender
becomes a party to any suit or proceeding in order to protect iis interests or priority in any collateral
for any of the Loan Obfigations or its rights under this Agreement or any of the Loan Documents, or
if Lender is made a party to any suit or proceeding by virtue of the Term Loan, this Agreement or
any collateral jor any Loan Obligations and as a result of any of the foregoing, the Lender employs
counsel to advise or pm'vide. other representation with respect to this Agreement, or to collect the
haiance of the Loan Obligations, or to take any action in or with respect to any suit or proceeding
relating to this Agreement, any of the other Loan Documents, any collateral for any of the Loan
Obligations, or to protect, collect, or liquidate any of the security for the Loan Obligations, or
attempt to enforce any security interest or lien granted to fhe Lender by any of the Loan Documents,
then in any such events, all of the reasonable attomey's Tees arising from such services, including
fees on appeal and in any bankruptey proceedings, and any reasonable expenses, cosis and charges
relating thereto shall constitute additional dbligations of Borrower to the Lender payable on demand
of the Lender. Without limiting the foregoing, Borrower shall pay or reimburse the Lender for all
recording and filing fees, revenue or documentary stamps or {axes, intangibles taxes, and other

expenses and charges payable in connection with this Agreement, any of the Loan Docurnents, the
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Loan Obligations, or the filing of any financing statemenis or other instruments required to
effectuate the purposes of this Agreement.

14.3. Performance of Lender. At its option, upon Borrower's failure to do so, the Lender

may make any payment or do any act on the Borrower's behalf that the Borrower or others are
required 1o do to remain in compliance with this Agreement or amy of the other Loan Documents,
and Borrower agrees to reimbuwrse the Lender, on demand, for any payment made or expense
reasonably incurred by Lender pursuant lo the foregoing authorization, including, without
lirnitation, reasonable attorneys’ fees.

14.4. THeadings. The headings of the Sections of this Agreement are for convenience of
reference only, are not to be considered a part hereof, and shall not lioit or otherwise affect any of
- the terms hereof.

145, Survival of Covenants. All covenants, agreements, representations and warranties

made herein and in certificates or reports delivered pursuant hereto shall be deemed to have been
material and relied on by Lender, notwithstending any investigation made by or on behalf of
Lender, and shail survive the execution and delivery to Lender of the Term Note and this

Agresment,

14.6. No Assienment by Borrower or Guarantor. No assignment hereof shall be made by

Borrower or Guazantor without the prior written consent of Lender.

14.7. Severability, If any provision of any of the Loan Documents or the application
thereof 1o any party thereto shall be invalid or unenforceable to any extent, ‘t'he remeainder of such
}.oan Documents and the application of such provisions to any other party thereto shail not be

affected thereby and shall be enforced to the greatest extent permitted by law.
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14.8. Notices. Any and all notices, elections or demands permitted or reguired 10. be
given uander this Agreement shall be in writing, signed by or on behalf of the party giving such
notice, election or demand, and shall be deemed io have been properly given and shall be
effective upon being personally defivered, or upon being deposited in the United States mail,
postage prepaid, certified with return receipt required, and shall be deemed to have been received
on the earlier of the date shown on the receipt or three (3) business days after the postmarked
date thereof, or upon being deposited with an overnight delivery service requiring proof of
delivery, to the other party at the address of such other party set forth below or such other address
within the continental United States as such other party may designate by notice specifically
designated as a notice of change of address and given in accordance herewith; provided,
however, that the time period in which a response to any such notice, election, demand or request
must be given shall comumence on the date of receipt thereof; and provided further that no notice
of change of address shall be effective until the date of receipt thereof. Personal delivery to a
| partner or any officer, partnership, agent or employee of such party at said address shall

constitute receipt. Rejection or other refusal to accept or inability to deliver because of changed
.addrass of which no notice has been given shall also constitute receipt. Any such notice,

election, demand, request or response shall be addressed as follows:

If given o Lender, shall be addressed as follows:

Community Bank & Trust — West Georgia
201 Broad Street
Ia Grange, Georgia 30241



with a copy to:
HARBIN & MILLER, LLC
3085 E. Shadowlawn Avenue
Atlanta, Georgia 30305
Atin: Reid H. Harbin, Esq.

and, if given to Borrower, shall be addressed as follows:
MOUNTAIN TRACE NURSING ADK, LLC
5057 Troy Road
Springfield, OH 45502

with a copy to:
Holt Ney Zatcoff & Wagserman, LLP
100 Galieria Parkway, Suite 600

Attanta, GA 30339
Atin: Gregory P. Youra, Esq.

149. Benefits. All of the terms and provisions of this Agreement shall bind and inure to
the benefit of the parties hereto and their respective successors and assipns. No Person other than
 Borrower or Lender shall be entitled to rely upon this Agreement or be entitled to the benefits of
this Agreement.

14.10. Participation, Borrower acknowledges that Lender may, at ifs option, sell
participation interests in the Term Loan to other participating banks. Borrower égrees with each
present and future participant in the Term Loan that if an Event of Default skould occur, each
present and future participant shall have all of the rights and remedies of Lender with respect to any
deposit due from any participant agreement with Lender, and the execution by the Borrower of this
- Agreement, regardless of the order of execution, shall evidence an agreement between the Borrower

and said participant in accordance with the terms of this Section. The Lender will maintain a
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minimum of five (5%) percent of the total loan amount of the Term Loan. The remaining
unguaranteed portion can only be sold through participation with other lenders and no part of the
guaranteed or unguaranteed Joan can be seld to the applicant or anyone having an Interest in the
applicant.

14.11. Supersedes Prior Agreements; Counterparts. This Agreement and the instruments

referred 1o herein supersede and incorporate all representations, promises, and statemenis, oral or
written, made by Lender in connection with the Term Loan. This Agreement may not be varied,
altered, or amended except by a written instrument executed by an authorized officer of the Lender
and the RID. This Agreement may be executed in any number of cc;umerparts, each of which, when

executed and delivered, shall be an original, but such counterparts shall together constitute one and

the same instrument.

14.12. Time of the Essence. Time is of the essence in this Agreement and the efher Loan
Documents.

14.13. Interpretation. No provision of this Agreement shall be construed against or
interpreted to the disadvantage of any party herelo by any court or other governmental or judicial
authority by reason of such party having or being deemed to have structured or dictated such
proviston.

14.14, Lender Not a Joint Ventrer, Neither this Agreement nor any agreements,

instruments, doouments or transactions contemnplated hereby (including the Loan Documents) shall
in any respect he interpreted, deemed or construed as making Lender a partner or joint venturer with
Borrower ar Guarantor or as creating any similar relationship or entity, and Borrower and

Guarantor agree that they will not make any contrary assertion, contention, claim or counterciaim in
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any action, suit or other legal proceeding involving Lender.

accordance with federal law and the laws of the Stale of Georgia, except and only to the extent of
procedural mattets related to the perfection and enlorcement of Lender’s rights and remedies
against the Premises, which matters shall be governed by the laws of the State of North Carolina.
However, in the event that the enforceability or validity of any provision of this Agreement is
chalienged or questioned, such provision shall be governed by which whichever applicable stafe or
federal law would uphold or would enforce such challenged or questioned provision. The loan
transaction which is evidenced by the Note and this Agreement have been applied for, considered,
approved and made, and all necessary loan documents have been accepted by Lender in the State of
Creorgia.

14.16. Acceptance. This Agreement, together with the other Loan Documents, shall not
become effective unless and until delivered to Lender at its office located at 201 Broad Street, La
Grange, Georgia 30241 and accepted in writing by Lender thereafter at such office as evidenced by
its execution hereof (notice of which delivery and acceptance are hereby waived by Borrower).

14.17. Payment on Non-Business Davs. Whenever any payment to be made hereunder or

under the Term Note shall be stated to be due on a Saturday, Sunday or a public holiday, such
payment may be made on the next succeeding Business Day, and such extension of time ghall in
such case be included in the computation: of payment of interest hereunder or under the Term Note.

14.18. Waiver of Rights. Borrower and Guarantor hereby waive all rights which they have

or may have regarding, without limitation, the right to notice and to a judicial hearing prior to

seizure of any Collateral by Lender. In addition, Borrower and Guarantor waive any right which
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they have or may have under applicable UCC law or like Section fo have Lender file UCC
termination statements with respect to the Collateral, or any part thereof, and Borrower and
Guarantor further agree that Lender shall not be required to file such UCC termination statements
unless and until the Term Note has been paid in full; provided, however, that afler such event,
Lender will file UCC termination statements promptly upon request by Borrower or Guarantor.

14.19. Cure of Defaults by Lender. If, hereafter, Barrower or any Guarantor defauits in the

performance of any duty or obligation to Lender hereunder, Lender may, at its option, but without
obligation, cure such default and any costs, fees and expenses incurred by Lender in connection
therewith including, without limitation, for the purchase of insurance, the payment of taxes and the
removal or settlement of liens and claims, shali be deemed to be advances against the Term Note,
whether or not this creates an over-advance thereunder, and shall be payable in accordance with its
ferms.

1420, Attornev-in-Fact, Borrower and Guarantor hereby designate, appoint and empower

Lender itrevocably as their attorney-in-fact, at Barrower's and Guarantor' cost and expense, to do in
the name of Borrower and Guarantor any and all actions which Lender may deem necessaty or
advisable to carry out the terms hereof upon the failure, refusal or inability of Borrower or
Guarantor o do so and Borrower and Guarantor hereby agree to indemnify and hold Lender
harmless fiom any costs, damages, expenses or Habilities arising against or incurred by Lender in
connection therewith.  Without Hmitation, Borrower and Guarantor specifically authorize all
federal, state and municipal authorities to furnish reports of examinations, records and other
information relating to the conditioned affairs of Borrower andi‘ Guarantor to Lender upon Lender's

- request,
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14.21. Prepavment Premium. In the event of prepayment, in whole or in past, a

prepayment penalty rate shall be assessed as follows:

(a) I[ the prepayment occurs on or before the first anniversary date of this
Agreement, the prepayment penalty will equal ten percent (10%) oi the principal amount
prepaid.

(b)  If the prepayment occurs after the first anniversary date, but on or before
the second anniversary date, the prepayment penalty will equal nine percent (9%) of the
principal amount prepaid.

{c) If the prepayment occurs after the second anniversary date, but on or
before the third anniversary date, the prepayment penalty will equal eight percent (8%) of
the principal amount prepaid.

(d} If the prepayment occurs after the third anniversary date, but on or before
the fourth anniversary date of this Note, the prepayment penalty will equal seven percent
(7%) of the principal amount prepaid.

{e) If the prepayment occurs after the fourth anniversary date, but on or before
the fifth anniversary date, the prepayment premiuvm will equal six percent (6%) of the
principal amount prepaid.

() If the prepayment occurs after the fifth anniversary date, but on or before
the sixth anniversary date, the prepayment premium will equal five percent (5%) of the

principal amount prepaid,
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63 If the prepayment occurs afier the sixth anniversary date, but on or before
the seventh anniversary date, the prepayment premium will equal four percent {4%) of the
principal amount prepaid, |

(h) If the prepayment occurs after the seventh anniversary date, but on or
before the eighth anniversary date, the prepayment premium will equal three percent (3%) of
the principal amount prepaid.

(i) 1 the prepayment ocours after the eighth anniversary date, but on or before
the ninth mniversary date, the prepayment premium will equal two percent {2%) of the
principal amount prepaid.

) If the prepayment occurs afler the ninth anniversary date, but on or before
the tenth anniversary date, the prepayment premium will equal one percent (1%) of the
principal amount prepaid.

A prepayment premium shatl not apply if the prepayment occurs after the tenth anniversary date.

14.22. Modifications/Amendments. Any amendments, adjustments, or waivers of the

covenants and terms of this Agreement shall require the approval and concurrence of the Rural

Development and the Lender.

14.23 Notice and Opportunity to Cure. Notwithstanding any other provision to the

contrary contained in this Agresment or in any of the other Loan Documents, upon the
occurrence of a monetary default or a monetary Event of Default under any of the Loan
Documents, Lender shall not be required to send written: notice to Borrower and/or Guarantor.
All loan payments are due on the first (1™ day of each month, however; payments will not be

considered late until the eleventh (11‘“) day of each month. In the event the default does not
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involve the payment of money by Borrower to Lender, Borrower and Guarantor shall have thirty
(30) days following receipt of such notice to fully cure such default. In the event the default is
cured within such peried, it shall be as if no default had occurred.

In all events when Lender takes any action to accelerate, or direct payment to the Lender
from persens owing money to Borrower, or exercise any right to setoff, Lender shall withiz a
reasonable time after such action provide written notice thereof to the Borrower.

The notices and opporfunity to cure provided for in this section shall be deemed
incorporated inte each of the Loan Documents, and shall take priority over and supersede any
conflicting provision in any of the other Loan Documents.

14.24 Conflicts  In the event there is any conflict between this Agreement and the USDA

Conditional Commitment for Guarantee, the USDA Conditional Commitment for Guarantee
shall control.

14.25 Multiple Signature Papes This Agreement may be executed in one or mote

counterparts, all of which taken together shall constitute one and the same instrument.

[SIGNATURES ON NEXT PAGE ]
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IN WITNESS WHEREQF, Borrower, Guarantor and Lender each have set their hands and

seals, as of the day and year first above written.

Aﬁ/f,{ﬁ Jf &QJ&%@/

“@imss

Witness

A

-

il(yf,u < Ocji{ dugls’
W"ibhess d

BORROWER:

MOUNTAIN yﬁﬁc NURSING ADK, LLC

a
By / // (- L.S)

Chris Bfogdeh, Manager

LENDER:
Comrmunity Bank & Trust — West Georgia
BY:

NAME:
TITLE:

[BANK SEAL]

GUARANTORS:

AdCare He Eﬁ?ﬁcms, Inec.
7
y/
By: // o

Chris Bregdon, Vice Chairman

[Corporate Seal]
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EXBIBIT "B"
LF (FacilitwLand,

[SEE ATTACHED LEGAL DESCRIPTION]



EXHIBIT “A”

LEGAL DESCRIPTION

Jackeon Bounty, Horlh Careling
L . . 0
. Baid Propert§ located on Mountals Traee Road {NCSR 15T1f off Little Savannah Read
(NOER 1367}, Webster Township, Jackron County, North Carclina and belng more
particularly described as follows:

COMMENCING from a Nail Bet on the €. J, Harrds Hospital FProperty {Parcel
7630-93-6526} bhaving NG2 KAD 83 coordinates North 603,862.466 Jeet, EHast
739,902.522 feet THERCE South 66 degrees 59 minntes 20 geconds West for s distance
of 346.50 feet (346.43 feet-grid) to a Xail Set having coerdinates N = 603,727,044 Jeet, &

= 739,583,662 feet THENCE North 82 degraes 28 minutes 25 seconds West for a distance ;
of 103,12 fret (103,10 feet-grid} to & 5/8% Rebar Bet with Cap having ecordinates N =
603,814,025 feet, B = 739,628,310 fect the TRUE POIRT OF BEGINNING;

TUENCE with new severance line Bouth 72 degrees 1% minufes 25 seconds East for s
distance of 26.0% feet to & 5/8" Rebar Bet with Cap; THENCE North 37 degrees 47
minntes 35 geconds East for o distznce of T74.98 feet to a 5/8" Rebar Bet with Cap;
. THEKCE North-54 degrees 85 ninutes 50 scconds Bast for a distanee of 75.02 {estton
+5/B" Rebar Bet with Cop; THEKCE North T3 degrees 22 minites 00 seconds Bast for &
distance of 243.51 fout to & 5/B" Rebar Sct with Can: THENCE Bouth 71 degrees 05
minutes 10 seconds Bast for 8 distince of 246,08 feet to a 58" Relmr Seb with Cap,
paseing s B/8" Rebur Setwith Cap at 59.99 feet; THERCE South 17 degrees 26 miautes Z¢
- goconde West for & distance of 411,97 feef to a /8" Kebax Bet with Capj- -+ THEKRCE °
Herth 27 degrees 15 minutes 10 seconds West fora distance of 86.75 feet to a 5/8" Rebar
fet with Cap; THRHCE North 64 degrees 2% minutes E5 geconds West for a distance of
48,98 feet to 8 5/8" Rebar Bet with Capy THENCE South 21 degrees 24 sufnutes 50 |
soconds Weet for o distance of 79,91 feet to g 578" Rebar Set with Cap; FTHENCE Bouth 10 -
degrees 23 minutes 15 seconds West for a distance of 47,16 fect to a 5/8" Rebar Set with |
Cap; THERCE Bouth D1 degrees 03 minites 10 seconds West for a distance of 42.12 feet .
te % 5/8" Rebar Set with Cap; YHEERCE South 09 degress OF minutes 10 seconds
West for & distance of 15,29 foet to & 678" Rebar Bet with Cap; THENCE HBouth L9 deprees
44 minntes 20 reconds West for s distance of 13,92 feet to o 5f8% Rebar Set with Cap;
THENCE South 26 degrees 32 minutes 50 yeconds West for a distance of 49,21 feet ton
5/8" Rebar Set with Cap on northern right of way of Leaning Tree Lane; THENCE with
aald morthern right of way South 65 degrees 83 minutes 35 seconds West for o distunce of
108,76 foet to @ Peint; THERCE Boutl 62 degrees 56 minntss 35 seconds West for 2
. distance of 23.25 feet to n Point; THEHCE South 61 degrees 21 milnutes 50 seconds West
for & digtunce of BO.A4 feet to & 5/8" Rebar Set with Cap; THERCE Bouth 65 degrees 31
minnten 35 weconds West for ¢ distance of 16.46 feet to a Polnt} THENCE South 69
‘degrees 12 mimutes 80 seconds West for a distance af 14,88 feet to & Point; THENCE
Gouth T3 degrees 51 minutes 55 scconds West for o distance of 15.63 fect to & Faint;
PHERCE Sonth B0 degrecs 02 minutes 05 seconds West for & distance of 15,37 feet to g
5/8" Rebar Set with Cap; THENCE South B7 degrees B9 minutes 45 seconds West for s
distance of 23,372 fect to ¢ Polnt; THERCE South BT degrees 27 minutes 3¢ peconds West ,
faur n distatice of 30.07 feet to = Foint; THENCE Bouth 87 degrees 29 minutes 45 secouds
West for a distance of 40,87 feet to & Point) THENCE Soputh 87 degrees 25 mhbnuter 45
peconds West for e &istance of 53.65 feet to a Point; THENCE South 87 degrees a8
wmiinwter 45 zssconds West for o distance of 4447 fest to o Pelet; THERCE North 87
degrees 40 minutes A5 reconds West for a distance of 22,68 fevt to a B/8" Rebar Set with
Coap; SHENCE Rorth 81 degrees 45 mivutes 55 seconds West for u distance of 10,88
feet %o a Point; THENCE North 78 deprees 08 minutes 00 seconds West for a distance
of .53 feet 0 & Folnt; THERCE Nerth 75 degrees 41 minutes 15 seconds West for &
distrrice of 13.08 feet to s Foint; THENCE Korth 70 degrees 25 minutes 50 seconds
Went for o distance of 20.74 feet to » B/ 8" Rebar Set with Cap; THENCE Horth 60 degrees
B8 minutes 00 geconds West for » distance of 46.99 feet to s Polnt; THENCE Korth 63
degrece 17 minutes 40 scconds West for diztance of 16.60 feet to & Poinyy THENCE
Horth 73 degrees 45 minutes 45 seconds Giest for o distanes of 6,17 feet to 2 B/8" Rebur
Set with Capj THENCE leaving seid nerthern right of way ¥orth 18 degrees 56 minutes 18
peconds East for s distance of 5,48 feet ts & Conerete Honuwment Found, commen torner
of Heely DH 1493, PG 168, and C.d. Yiarriz DB 739, PO 606 THENCE with the Hoe of Gl
Harris Korth 18 degtees 39 minutes 55 zeconds East fof a distence of 483,42 feet to the
FOINT OF BEGINNING and being part of that certain tract of land as shown on s plat of
survey prepared for €. J, Haris Hospitzl hy Joel Johnson Land Surveying, Inc. dated
Fehruary 12, 2009, and last rovised May 7, 2008, Drawing Number DEOYYP, and also being
more particulariy described as Tsact Al on plat sntitied "Plat of Butvey forr C. J, Hareils
Hospieal® by Joel Johnson Lend Swrveying, Inc. dated Februnzy 12, 2009, and jast revised
May 7, 2009, Drawling Fumber 080307, recorded in Plat Book 18 at Page § of the Burke
County Public Regletry, and aiso belug more partoularly described as that certain 7.36
sore tract descrived on plet of survey for Moantain irace Nursing ADE, LLC, dated | .
Hovember 30, 2010, prepared by Joeel Johnson Land Burveying, Inc., and bearing the
certitication of H. Joel Joknson, K.C.1.5. Ho, L3882,

PROPERTY MORE COMMONLY KNOWN AS: 417 Mountain Trace Rd., Sylva, Jackson County, NC 26779




EXHIBIT "C"

1i © (Fitle Exceptions)

1. Taxes for the year 2010 and subsequent years not yet due and payable.
2. Basements, restrictions and covenants of record.
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EXHIBIT "D

{Term Note)



EXTUHBIT "E”

3.2 (Board Resolutions)




EXHIBIT "E”

3.8 (Opinion of Counsel)




EXHIBIT "G"

316 (Guaranties)



52 (Mortgage and Security Agreement)



EXHIBIT "I”

52 (Security Agrecment) |



EXHIBIT "I

9.4 {Financioal Stofements) '



EXHIBIT "K"

911  (Marerial Litigation)

NONE.



EXHIBIT "L"

9.14 (Adverse Contracts)

MNONE.



1.1 {Bepayinent Schedule)



AGREEMENT TO TERM LOAN AGREEMENT AND LOAN DOCUMENTS

In consideration of ten dollars ($10,00) and other valuable cousideration, the receipt and
sufficiency which is hereby acknowledged Community Bank & Trust — West Georgia (“Lender”)
and Mountain Trace Nursing ADE, LLC (“Bomower™) enfer into this Amendment to Term Loan
Agpreement and Loan Documents:

WHEREAS, on January 24, 2011, the Lender and Bomrower executed that certain Term
Loan Agresnent evidencing a loan from Lender to Borrower in the amount of Five Million and
Mo/100 Dollars (the “Term Loan™); and :

WHEREAS, the Term Loan Agreement, Security Agreement, UCC Financing Statements
and other documents (coflectively, “Loan Documents”) inadvertently included accounts
recefvables and inventory as party of the Lender's collateral;

WHEREAS, the USDA did not require accounts receivables and inventory a¢ collateral
pursnant to that cerfain Conditional Commitment for Guarantee Case No. A8-050-273765427,

WHERREAS, Borrower did not intend to pledge and Lender did not intend to receive

. accounts recetvables and inventory as collateral for the Term Loan.

NOW THEREFORE, Borrower and Lender agree as follows:

L. Notwithstanding anything contained in the Term Loan Agreement and Loan
Documients. to the contrary, “Collateral” as defined in the Term Loan Agreement and Loan
Docnments expressly excludes Accounts Receivable Collateral and Inventory Collateral, as such
terms are defined in the Term Loan Agreement, and further excludes all of Borrower's {a)
accounts, (b) payment intangibles, (¢} insinuments, chattel paper (including electronic chattel

. paper), documents, letter-of-credit rights, supporting obligations, and commercial tort claims, inx
. each case fo the extent arising out of, relating to or given in exchange for or settlement of or to

evidence the obligation to pay any account or payment intangible; (d) all genersl intangibles
(inchuding, but not Hmited to, contract rights and trademarks, copyrights, patents and other

intellectual property) that arise out of or relate to any account or payment intangible or fiom
- which any account or payment intangible arises; (e} all remedies, guarantees and collateral

evidencing, securing or otherwise relating to or associated with any account or payment
intangible, inchuding, but not limited to, all rights of enforcement and collection; (D) el
commercial lockboxes, governmental lockboxes, collection accounts and other deposit accounts
into which collections or other proceeds of collateral or advances are deposited, and all checks or

instruments from time to time representing or evidencing the same; (g) all cash, currency and

other monies at any time in the possession or under the control of Borrower or a bailee of
Borrower; (h) all books and records evidencing or relating fo or associzted with any of the
foregoing; (i) all information and data compiled or derived with respect to any of the foregoing
{other than any such information and data subject fo legal restrictions of patient confidentiality);
and (§) a1l collections, accessions, receipts and proceeds derived from any of the foregoing” (such
items (a} through (j) above being the “Accounts™). :

' 2.7 'The Term Loan expressly is not secured by Accounts Receivable Collateral or
Yventory Coliateral, as such terms are defined in the Term Loan Agreement, or by the Accounts.

iManage 249258 1 (2).DOCY3583.15




IN WITNESS WHEREQF, the undersigned, on this 24™ day of January, 2011, has
cansed this Amendment to Teym Loan Agreement and Loan Documents to be execuied under seal.

BORBROWER:

MOUNTAIVIRALE NURSING ADK, LLC
By: %. (L.S.)

Chris Brgddd, Manager _
LENDER: .

CCOMMUNITY BANK & TRUST — WEST GEORGIA

By: \\’{\\‘Q“" 1

Name: sd? W4 o
Title: Yo A o6 A N

(BANK SEAL]




