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209 ST.

Apam H. EDELEN
AuUuDITOR OF PuBLIC ACCOUNTS

July 25, 2013

Thomas Lester, Board Chair
HealthFirst Bluegrass, Inc
650 Newtown Pike
Lexington Kentucky40508

RE: Examination Report Findings and Recommendations
Dear Mr. Lesgr:

We have completed our Examination of Certain Policies, Procedures, Controls, and
Financial Activity of HealthFirst Bluegrass, Inc. (HealthFirst). This examination identifies four
findings and offers eleven recommendations to strengthen the managementersight of the
District. The examination report also includes four observations developed to provide certain
facts obtained during the examination process that did not result in a finding.

In performing this examination, we requested and examimgeherous contracts,
invoices, financial reports, and other documents from HealthFirst related to the lease of the
Southland Drive property in 2012 and the subsequent process followed to build a new health
center at that location. In addition, we reviewselect financial information concerning
HealthFirst revenue projectioasd cash flow projections. The audit team conducted interviews
with the HealthFirst Executive Director, various members of the Board, certain HealthFirst
contractors, certain Lexingtefayette County Health Department staff, representatives of the
Federal Health Resources and Services Administration, representatives from the Kentucky
Heritage Council, and other local government officials.

Due to the nature of certain findings discusgathin this report, we are referring these

issues to the Federddealth Resources and Services Administration for further review and
determination of whether additional action is warranted.

CLAIR STREET TELEPHONE 502.564.5841

FRANKFORT, KY 40601-1817 FAcsiMiILE 502.564.2912
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Mr. Lester
July 25, 2013
Page 2

The Auditor of Public Accounts requests a report fromQlstrict on the implementation
of the examination recommendations within (60) days of the completion of the final réport.
you wish to discuss this report further, please contact me or Brian Lykins, Executive Director of
the Office of Technology and Sgal Audits.

Respectfully submitted,

Adam H. Edelen
Auditor of Public Accounts



Chapter 1

Introduction and Background

Examination Scope

History of
HealthFirst

On May 14, 2013, the Auditor of Public Accounts (APA) announced that it wc
conduct an independent examination of the processes and proceduresy u:
HealthFirst Bluegrass, Inc. (HealthFirst) to administer an $11.7 million Facil
and Improvement Program (FIP) grant from the Federal Health Resource:
Services Administration (HRSA). This review was performed in response
request from the Mmr of LexingtonFayette Urban County Governmer
(LFUCG). To accomplish this examination, the APA developed the follow
objectives:

¢ Review the site selection process used by HealthFirst.

¢ Review the procurement procedures that were performed by Riesith

e Review HealthFirstodés communicat.
this grant.

e Evaluate other operational issues and concerns expressed to the AP
could affect the implementation of the federal grant.

To address these objectives, audiffsinterviewed multiple individuals that
included the members of HealthFirsH
staff for HealthFirst, the LexingteRayette County Health Department (Heal
Department), LFUCG, and HRSA. Additional interviews@performed with the
Board attorney,Project Manager Kentucky Heritage Council, realtoFayette
County Property Valuation Administrato(PVA), project engineers selected k
HealthFirst, and otherswWe r evi ewed t he documense:
for the property selected, related site plans, documentation provided to HRSA
Heal t hFirst, Heal t hFirstdés financi a
and Building Committee meeting minutes, and the procurement document
related tahe selection of contractors related to the FIP grant.

The i mplementation of HealthFirstoeés
report, Examination of Certain Policies, Procedures, Controls, and Financ
Activity of LexingtorFayette CountyHealth Departmentreleased on October 17
2011. The information and results from this audit were reviewed during
examination to evalwuate HealthFirs
from the Health Department and its progress in impléimgnhe $11.7 million FIP
grant.

In 1981, the Health Department created a Primary Care Center to pr
comprehensive medical care to those who have difficulty in obtaining me:
services. This may include Medicaid and Medecezcipients or individuals tha
cannot afford health insurance. The Primary Care Center prbvaddull
complement of services, including adult and pediatric medical care, dental ser
and a pharmacy.
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Chapter 1

Introduction and Background

The addition of a Primary Care Center by Hhealth Department makes it uniqu
among most other health departments in the nation. Primary care cente
typically not associated with health departments and are more likely to be se
standalone norprofit entities. These types of centers barregulated as Federall
Qualified Health Centershéalth cente)sby HRSA, which allows these centers 1
receive Public Health Service Act Section 330 federal grant funding for opera
through the Health Center Program. Abealth centerthe Primay Care Center
typically receivel over $2 million annually in operating funds from HRSA, and
eligible for other one time grants as well. The Primary Care Center must abi
19 program requirements established by HRSA to continue to qualify for t
funds.

One of the underlying themes within the 19 program requirements is teaita

center is operated autonomously and independently by a governing b
Requirements for the governing body are designated by HRSA, which require
a majority d the governing body be comprised of individuals that have been se
by the health center. Because the a | t h D eBoard df HealtnBoard of

Health)did not meet these requirements, a separate governing body was dewv
to oversee the Prima@are Center.The governing body was originally known ¢
the Primary Care Governing Council (Governing Council) thas comprised of
11 to 15 membersThe Governing Council membership is required to consis
t he health cent er 6 slthcaempefassianalss and athermao
consumers. At least 51 percent must be consumers at the health center.

For the Primary Care Center to receive Public Health Service Act Section
funding, while operating under the umbrella of the Board of Healtteapplicant
agreement was established between the Board of Health and the Gowv
Council. This ceapplicant agreement sets forth the autonomy of the Gover
Council and defines it as a committee operating under the auspices of the Bc
Health.

In December 2010, HRSA conducted an operational assessment of the P
Care Center. This assessment was prompted by the hiring of a new Execi
Director of Primary Care in August 2010, concerns that the Health Departmen
not complying withthe ceapplicant agreement, and the fact that the entity \
approved to receivefaderalgrant of $11.7 million in October 201HRSA issued
an assessment report with recommendations in January 2011. In response
report recommenSliattea oWssi ta Rdd mnandse
Governing Council in July 2011 and submitted to HRSA. On August 30, 2
HRSA issued a revised Notice of Grant Award indicating their acceptance o
response by continuing HRSA grant funding without restmctio
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Chapter 1

Introduction and Background

Facility
Improvement
Program Grant

To achieve the autonomy required by the HRSA assessment repor
organizational change was made in May 2011 to create a newprofin
organizationthe legal entityHealthFirst, tooperae the health center After this
organization was createdhe ceapplicant agreement was revised to be
agreement between théealth Departmentand HealthFirst. The new ceapplicant
agreement no longer considered the Governing Council a committee unds
auspices of the Board of Health. Thetitleoflle Fi r st 6 s gover.
changed to ABoard of Directors. o

On June 19, 20QHRSA issued a new grant opportunity for health centers alre
receiving federal grant support under the Health Center Program. €elihd-I®
grant was to be a ortene award made available through funds from the Ameri
Recovery and Reinvestment Act (Recovery Act). Projects approved for the
grant were expected to support the objectives of the Recovery Act and supp
mission ofthe Health Center Program.

The grant states that the objectives of the Recovery Act were to:

preserve and create jobs;

promote economic recovery;

help people most impacted by the recession;

increase economic efficiency by investing in techgamlal advances in

science and health;

e promote longerm economic benefits by investing in transportatic
environmental protection, and other infrastructure; and

e preserve essential servicessiate and local governments.

The mission of the Healthe&Cn't er Pr ogram Ai s to i m
underserved communities and vulnerable populations by assuring acce
comprehensive, culturally competent

In keeping with these general principles of thex&ery Act and the Health Cente
Program, the grant funds were specifically limited to support
Afal teration/renovation or construct
funding could not be used to purchaseal estatefor renovation ornew
construction. By restricting funds for this purpose, it was intended that the 1
would lead to improvements in access to health services for unders:
populations and create health center and construction related jobs.
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Chapter 1

Introduction and Background

Notice of Federal
Interest

FIP Grant
Oversight

History of
HealthFirst
Facility
Improvement
Program Grant

As a requirement for receivinigderal funds through the FIP grant, a specific li
must be filed against any property benefiting from those federal funds. This |i
known as a Notice of Federal Interest (NFI). In summary, the lien requires
property being improved using grant funding must continue to be used fo
original stated purpose of the grant funds. In the case of FIP grant funds
property involved would have to continually be used as a health center unle:
federal interests purchasedby the landowner. This restriction protects pub
funds from eventually being used s
some reason the grant recipientildno longeroperatethe improved property.

FIP gant funds areverseen by HRSA personnel, primarily through the review i
approval of documents submitted by grant recipients using the HRSA Elect
Handbook system. The Notice of Grant Awarssuedto all grant recipients
contains the full termsra conditions of the grant with required deadlines -
documents to be filed or evidence of actionable items to be submitted. Examg
information to be submitted may include, but is not limited to, the filing of the M
Historic and Environmental Rews, project budget, project plans, and any lei
agreements. HRSA resesthe authority to modify the deadlines and due date:
any term within the grant award.

In October of 2010, throughoint application for the FIP granthe Health

Department and the former Primary Care Center were awarded $11.7 millic
the renovation or construction of a health center. These grant funds were to
on Sptember 30, 2012, though a eyear extenisn was possible if approved b
HRSA.

The original grant application called for a 60,000 square foot facility to be bui
close proximity to the current Health Department location. In April 2011, the ¢
was changed at the request of the GoveynCouncil to include multiple site
locations. It was thought by the Governing Council that multiple sites would b
serve their strategic mission of providing services as required by the Health C
Program. It was also at this time that the Prin@2are Center became HealthFirst

After the grant was changed from the originally proposed single large health ¢
facility to now include multiple facilities, numerous propertibave been
considered. At the time of the P A ©cober 2011 examinaim, the newly formed
HealthFirst Board of Directors (Board) was strongly considering a 20,000 sc
foot facility on Georgetown Road and a 55,000 square foot building
Harrodsburg Road. In January 2012, it was announced by the Board
HealthFirst walld reopen the search for a new building or site location a
difficulties in obtaining the Harrodsburg Road locatiorBee Exhibit 1 for a
ti meline of acti vi buldngproead.l at ed to F

Page 4



Chapter 1

Introduction and Background

Acquisition of
Lease for
Southland Drive
Property

After determining that HealthFirst would @it the services of a new commerci
property realtor in searching for a building, the Board heard presentations
three separate realtors on January 3, 2012, and chose a new realtor on that
HealthFirstBuilding Committee(Building Committee)of the Board was initiated
to carry out the business related to the property acquisition and ultimatel
development of the new health center using the FIP grant funds.

While an acceptable property was located, with the assistante céaltor, FIP

grant funds were to expire on September 30, 20&fore HealthFirstvould be

able to expend the fundsThis required HealthFirst to request an extension of
grant funding from HRSA.On September 20, 201RIRSA approved a onRgear

extension of the grd funds, with a new expiration date set for September 30, 2!
According to HRSA officials, further extension of the funding is possible.

The Building Committee in collaboration withthe realtor,reviewed a number of
potential properties and, over a four month period, initiated five Letters of Inte
make offers on properties that could meet the needs of HealthFirst. This inc
the previously considered Harrodsburg Road building and a newtdomgleasing
scheme for the Newtown Pike location, which is currently owned byH#wth
Department. The following is a listing of the dates of all offers made
HealthFirst and the locations of the buildings considered:

February 22, 201P 1030 Sout Broadway (former WiriDixie);

March 7, 2012 326,306, 302 Southland Drive (Oleika Temple)

March 21, 2012 2001 Harrodsburg Road (former Verizon building)
March 28, 20127 650 Newtown Pike (current Health Departme
Building); and

e May 1, 2012/ 496 Southland Drive and collective properties on Roset
Drive.

None of the first four Letters of Intent were accepted by the property owi
According to the majority of individuals interviewed during the examination,
primary reasons for propg owners declining to engage in an agreement w
Heal thFirst was the organizationés

greater extent, the requirement to hameuasubjugatedederal lien against theil
property in the form of the NFI.

Despite the requirement for the NFI and the financial circumstances of Health
a lease deal with the landowners of 496 Southland Drive was developed. The
was to include two buildings, an office building at the 496 Southland Drive loce
and aretail shopping center that was part of a collective of properties on Ros
Drive. The Letter of Intent was signed by the landowner on May 2,, 20tt?the
full lease being effective June 21, 2012.
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Chapter 1

Introduction and Background

Southland Health
Center Construction
Project

Filing the Notice of
Federal Interest

At the time the lease was signed, the landowndr ribt own the properties
collectively known as the Rosemill Drive properties. The lease was based c
premise and condition that the landowner would be able to obtain the Ros
Drive properties, which HealthFirst required for sufficient office parking space.
According to the Letter of Intent sent by HealthFirst, the lease would onlh
effective if the landowner could obtain the Rosemill properties with a price n
exceed $1,275,000. The landowner was able to purchase the Rosemill 30|
for $1,025,000 so the lease agreement was able to move forward.

Once all property to be leased by HealthFirst was obtained by the landownel
process to utilize grant funding and develop the site bégasarnest with the
contracting of a Project Manager in July 2012. The contracted Project Mal
was alsaan individual (hereafter known &ndlord who owned aninority interest
in the company that leaseke propertyto HealthFirst. Discussion relatdo this
contracting process and the chosen Project Manager can be found in Findings
2.

With a Project Manager in place, HealthFirst began the procurement of an arc
and engineer by issuing Reque$br Proposals (RFP). HealthFirst, withe
assistance of the Project Manager, graded the responding companies basec
qualifications specified in the RFPs. The architectural and engineering firms
selected by the Building Committee of the Board on September 24, 2012.
involving the newly contracted architect and engineer, it was determined the
two leased buildings that HealthFirst intended to renovate with the FIP grant
would not be sufficient for the needs of the health center. This was primarily d
the older cortsuction of the buildings not providing sufficient spacing between
first and second floors to accommodate more modern ventilation and
additions that would be necessary for the health center.

On October 4, 2012, based on the information praligethe contracted architect
and engineers, the Building Committee determined that the proposed develo
of the leased property should be changed from a renovation of the buildings 1
demolition and construction. This change was submitted toAHRSE approval
which was subsequently granted.

Due to the various changes and delays that have occurred with the HealthFir
grant project, HRSA agreed to make modifications to certain deadlines contair
the grant terms and conditions. This includes the requirement for filing the N
protectfederal interest in the project. According to the Notice of Grant Award,
NFI must be filed within 90 days of the award issue date. The original award
dae was October 6, 2010; however, as the grant has been modified, so has t
due date filing requirement. At this time, HRSA officials have stated -
HealthFirst is required to file an NFI on the leased property by August 19, 201:
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Chapter 1

Introduction and Background

Historical and
Environmental
Revievs

FIP Grant
Expenditures

Due to delaysreated by the historical and environmental revi®ivshe project
and the approaching expiration date of the FIP grant funds on September 30,
the filing date for the NFI will likely be modified again. The reason stated for
filing the NFI on theproperty already is to ensure that a lien is not initiated u
construction is more certain. Standard procedure appears to dictate that this
approximately 30 days prior to the start of construction.

The conpletion of a required Historical Review and Environmental Assessmen
always been a requirement of the FIP grant proceBse Environmental
Assessment appears to have reached completion and been accepted by
while the Historic Review process islisbngoing. A timeframe for completion of
this process has yet to be determined by HRB/Ather discussion of this issue |
included in Observatiofh contained in this repart

According to the Notice of Grant Award issued bR$A to HealthFirst, no grani
funds may be drawn down and construction activities cannot begin unti
appropriate grant conditions are met. The only exception to the restriction o
drawdown of grant funds is limited to those activities consideredetdor pre
construction purposes. This includes completing architectural and engine
plans, licensing and permitting requirements, historic preservation requiren
and preparing an environmental assessment.

As of May 31, 2013, HealthFr has epended $762,004 in FIP grant funding ¢
pre-construction activitiesTablel includes the amoustind types oéxpenditures
from FIP grant fundghatweremade by HealthFirst.

Table 1: Total Grant Funds Expended as of May 31, 2013

Expense Type Expense

Primary Engineer $109,610
Architect 442,486
Project Manager 120,000
Primary Legal 47,571
Office Supplies 1,545
Advertising 2,275
Realtor 1,000
Other Engineering 5,245
Other Legal 2,415
Othe 29,857
Total $762,004

Source: Auditor of Public Accounts based on Health&isst
grant disbursemesichedule.

In addition to these actual expenditures, HealthFirst had incurred, but nc
expended, $31,512 as of May ,32013 This amaunt primarily includes
expenditures for an environmental analysis, but also includes legal

engineering services, and other consulting fees.
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Chapter 2

Findings, Recommendations, and Observations

Finding 1: A
candidate for
Project Manager
appears to have
been preselected
prior to the
solicitation process
for the contracted
position.

Based on a review othe Building Committee meeting minutes, informatio
provided through interviews, and records related to scaamglidate resumesnd
selecting a Project Managat, appears theselectionof a Project Maagerwas
decided before the solicitation procetss identify potential candidatefor the
contracted position was initiated. On July 12, 2012 Bihéding Committee voted
to engageH e a | t hlandlardsas Breject Manager before any qualifications
the positionweredecided or a search for other candidates mtisted Once the
solicitation process began, it appears the cateeveloped for scoring the
candidate would highly favor the selection of the landlord as the Project Man
The HealthFirst Executive Director (Executive Director) not the Building
Committee membeyss c or e d t he c a n dBuildiagt Gosrditteer
members were then given the resumes ofctinadidates with théop five scoes,
which included thedndlordd s r e s uemiged thén laghest scoreCandidate
interviews were not performed by the Executive Director or tiBilding
Committee befor¢he landlordvas selecteds the Project Manager.

According to Building Committee meeting minutes, during the July 12, 2C
meeting, theBuilding Committee Chair and the landlord tife property being
leased by HealthFirst made a presentation to Boéding Committee about
different processes undertaken during construction. It is unclear why the lan
was asked to assist such a presentation. During the presentégtothe Building
Committee,a representative of the realty team hired by HealthFirst recomme
the | andlord for t he Project Ma n a
knowl edge of t he resulted hnbtbeBuilding cConomittee
members voting to negotiate a price, terms, and conditions with the landlord
the Project Manager position. THuilding Committee Chair instructed the
Executive Director t o 0 eiregea thee Bxecutivee
Director to determine if HRSAwvould require three bids or just the credentials
the chosen candidate.

Emails reviewed during the examinatiomdicate that the Executive Directo
foll owed the directive tinghmaeduyds, 20a2
to inquire about the Project Manager positioithe Executive Director clarifietb
audit staffthat, after contacting the landlortie recognized some process should
undertaken to seek out candidate$he landlord was not comicted to be the
Project Manager at that time.

An advertisement was |Issued on July
Project Manager" with a deadline for response by July 30, 2012. Accordir
documents provided by HealthFirst, there w@#4 candidates, including the
landlord, who responded to the advertisement. Based on interviews, the lai
appears to have been the only candidate verbally asked to submit a resume
position. See Exhibit 4 for advertisement of the Constructitmeject Manager
position.
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Chapter 2

Findings, Recommendations, and Observations

The Executive Director stated that he scored all candidates using criteria tt
developed based on the advertisement for the position and discussions wi
Building Committee members. No formal scoring criteria or teeting of each
category was established by tBailding Committee. The landlordither tied or
was the top scoring candidate in nearly every category used by the Exe
Director, includingt he cat egor y i Ahbnwhichthg redeieedns
pointshigherthanthe maximum number allocated for tlzategory See Exhibits
for a copy of the scoring sheet.

The Executive Director then submitted the overall scoring sheet of all candi
andthe top five candidatésesumedo the BuildingCommittee for consideration
Meeting minutes indicate that thiBuilding Committee received the list of Projec
Manager candidates on July 27, 20tt2ee days prior to the end of the solicitatic
period On that datehe Building Committee members theroted to select the
landlord as the Project Manager subject to a review of his backgrounth@n
completion of a contractual agreement.

The background review appears to have consisted of a reference check |
Building Committee Chair who contactedréle individuals about the landlorc
This included a local architect, a local commercial property owner, and
HealthFirst contracted realtor.

Based on interviews with certaiBuilding Committee members, there we
confusion as to whether the top catates were interviewed prior to their resum
being submittedto the Building Committee. At least twdBuilding Committee
members were certain that a number of the candidaére contactedfor an
interview either by phone or in person. The members tyyicited theBuilding
Committee Chair and the Executive Director as the likely individuals conduc
the interviews. According to thBuilding Committee Chair and the Executiv
Director, no interviews of any candidates were conductedhe Building
Committee Chair stated no interviews were held because no other candidate
the criteria established for the Project Manager position.

As previously stated, the Executive Director created the scoring criteria bas:
the wording of the advertisementlisding resumes from potential candidates fi
the position, along with other input from certain Building Committee memb
The advertisement included the following requirements:

1. Knowledge of the commercial real estate market in Lexing@ayette
Courty.

2. Knowledge of federal, state, and local commercial construction laws
relatal to federal grants

3. Bidding requirements

4. Fast Track project management experience of $10 million or greater

Page 9



Chapter 2

Findings, Recommendations, and Observations

The scoring sheet used by the Executive Directdrndt include categorieshat

could have been scoretbr overall experience, Lexington experience, a
experience with projects of at least $10 million tat identified as criteria in the
advertisement In addition to criteriadentified in the advertiseent, te scoring
sheet i ncluded categories for nOoOwil
Col | a b which twas, not specifically or clearly defined The Building

Committee Chair stated that they specifically wanted someone local who kne
policies and politics of Lexington. Another Building Committee member sta
they wanted to make sure tgeant fundsstayed in Fayette County.

By using these criteria, HealthFirsbnsiderablynarrowed the options for potentie
Project Manager candidatés be selectedby increasing the opportunity for thi
candidate that had already been vdtethe selectetdy the Building Committe¢o
score favorably.In reviewing the process followed, it appetirs critera used for
scoring ensurethat HealthFirst wouldeceive responsedosely aligned with the
experiences and qualificationthe landlord.

Policies governing the procurement practices of HealthFirst are based on the
and procedure manual dhe Health Department which were adopted by
HealthFirg. There are a variety of processes to procure services under the ac
policies, though no specific process under the policies was cited by HealthFir
the Project Manager position. Since HealthFirst eventually advertised the po
with certain requirementsindicatedand made a request for qualifications fro
candidates through the submission of resumes, the process undertaken most
resembles Competitive Negotiations as described under SecBabdection 11 of
the policies. Howeverhe full requirements of this policy do not appear to he
been followed which result in the lack ofa greater amount of detail an
transparency envisionéd the policy

According to the policy for Competitive Negotiations, a RFP must be develc
andcontain Acomprehensi ve perfor man
separate cost provisions, and speci
such detailed RFP was created for the Project Manager position. Onbh
advertisement of the pitien was developedor the Project Manager, atlis does
not appear to meet the intent of the policy. In comparison, the process the
used to choose an engineer, architect, and construction manager for the Hea
clinic project included a deted RFP and followed a prescribed scoring proct
undertaken by more than one individual.
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Chapter 2

Findings, Recommendations, and Observations

Federal regulations governing the procurement processes of those organi:
receiving grants from HRSA also require a greater amount of detail
transparencyin the process used to select contractots. directly addressing
competition, 45 CFR § 74.43 states,

All procurement transactions shall be conducted in a manner to
provide, to the maximum extent practical, open and free
competition.

With regardsa the basis on which the contracts should be awarded, this regul
further states,

Awards shall be made to the bidder or offeror whose buffer

is responsive to the solicitation and is most advantageous to the
recipient, price, quality and otherfactors considered.
Solicitations shall clearly set forth all requirements that the
bidder or offeror shall fulfill in order for the bid or offer to be
evaluated by the recipient.

The federal regulations become more specific about the process toldeefbl
under 45 CFR 8 74.44, which further emphasizes the need for transparency
contracting process by specifying the amount and types of information that s
be considered and produced by a grantee related to a solicitation process.

Based onhe information that was solicited from Project Manacgndidates and
received by HealthFirst, it isndear how HealthFirst could have ensured that f
Project Managerchosenwas the i mo s t advantageouso
advertisement for the positi@olicited only resumes from qualified candidates ai
according to the Executive Director, these resumes were the only document:
as the basis for scoring the candidates. There does not appear to have be
consideration othe cost for the servicand it does not seem possible to determ
the quality of a candidatevithout more detailed informationijnterviews or
discussions with candidates.

After reviewing the resumes for the top five candidates, there is an ob
difference in the amountfaletail provided by the responding candidateEhe

landlord provided a onpage resume indicating his general experience
commercial real estate and noted two mixse properties that exceeded the $
million requirement of the advertisementThe lardlord did not specify any
experience with healthcare facilities.Resumes of other candidates includs
numerous pages detailing past projects, many exceeding $10 million, sor
which includedexperience witlhealthcare facilities. Such information shibhiave

beensufficientto require further review and requests for information from all
top candidates.As stated by one of the top five candidates in response to
advertisement, A[]a$hotsoaimeomness mex geé
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Chapter 2

Findings, Recommendations, and Observations

Recommendations

Finding 2: The
Project Manager
has a conflict of
interest
functioning as both
HealthFirst
landlord and
Project Manager.

According b the contractual agreement between HealthFirst and the Pr
Manager, the Project Manager monitors all facets of the project on behe
HealthFirst, includingoreparation, planning, design, and construction. Due to
importance of this position, éBuilding Committee should have ensured that t
process to filithe positionwas thorough, transparent, faamd complied with the
procurement policies adopted by HealthFiras well as any relatefederal

regulations At a minimum the Building Commitee should have followed the
same procesperformed to select thether professional services related tds tf
construction project. Based on thelection process and th@armationreviewed,

it appeardhe Building Committee wante@nd preselectethe landlord as Project
Manager See Exhibit 6 for the Project Manager Agreement.

We recommend the HealthFirst Board ensure that all procurement activity fc
the intended procurement practices adopted by the Board and those require
granting agency This includes ensuring appropriate competition and transpar
in the process. We further recommend that the HealthFirst Board detel
whetherthe procurement process for a Project Manager shoulcegeformed
following the policy ad regulation requirements. Finally, we recomme
HealthFirst work with HRSA to determine what actions, if any, r@quiredto
maintain compliance with applicabiederal regulations.

HealthFirst contracted with an individualperform the responsibilities ofRroject

Managerthat was torepresentH e a | t hiferasts and sversee the plannin
design, and construction of a new lieaenter However, the contracted Projec
Manager has a conflict of interest due to his part ownership in the proj
HealthFirst is leasing and developing for the new health cefiteei ndi v i

dual interestscreate a conflict for the Project Mager in carrying out his
obligationsto HealthFirstwhile alsohavingfinancial interestin both the property
being leased by HealthFirst aady future business opportunitieith the majority

landownerassociated with the projectA contractor shoulbe able toperform

duties without having any persoriaterests whether real or perceivethat could

impact decisions made on behalf tife organization with which they hav
contracted.

HealthFirst signed a lease for property at 496 Southland @ndeother adjacent
lots on Rosemill Drive on June 21, 2QB2&er workingprimarily with a 10 percent
minority owner in the company that purchased the properties. In July 201z
Building Committee chose to contract for a Project Manager to help evarsk
guide the development and construction process of a new health center
located at the newly leased property. Theaority landowner of the propertyho
primarily represented the landownersl@asenegotiaions with HealthFirst was
chosen ashe Project Manager on July 27, 2013ee Finding 1for further details
of the Project Maragerselection process.
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It is apparent from meeting minutes that the HealthFirst Board was fully awa
the 10 percent propertgywnership of the individual coracted to be the Projec
Manager The Building Committee members interviewal$o stated that such ¢
conflict was discussed wheselecting the Project Manager. During thes
discussionsBuilding Committee members have statdety determined that the
situationcould be seeas a benefitnot as a conflictto HealthFirst as the landlorc
would be motivated toensure the property was developed properBuilding
Committee members also cited a condition within the Project Manager Agree
(Agreement)nterded to mitigate the risk of the conflict of interest. According
Section 11 of thé&greement between the Project Manager and HealthFirst,

Although the Project Manager is a minority membef of| the

owner of the Southland Drive Premises, the PtojecManager 0
duties shall solely run to the Company and pot] with the

matters set forth in this Agreement. The Project Manager
represents that he shall at all teneonsider only the best
interests of the Company first and foremost in performing the
Services.

This condition included in the contract provides HealthFirst a basis to enc
contract and seek restitution if it was determined the Project Manager did not
the requirement to only represent the interests of HealthFirst. Howeweonthi
actsto possiblydiscourageactions that do not serve HealthFintdiscovered and
camot ensurehat sucha situatiordoes nobccur.

According to documents provided by the Project Manager, he holds a 10 pe
noncontrolling interest intte company that owns the properties currently be
leased to HealthFirst.Though not hawmg a controlling interest 10 percent ofa
multi-million dollar property investmens significant making it highly improbable
that an individual could completely emove any personalconsideration when
making decisionsas Project Manager In addition, the Project Manager is als
known tohave business dealingsth the majority owner of the Southland proper
in otherprojects It is also improbablef conflicts aise, that an individuatould
fully disregardhis responsibility tohis business associate and jeopardiziire
business opportunities and potential earnings withpéison

It is unreasonableotassumen individualin this situationis able todivesthimself
of his own personal financial interests tesolve either real or apparesanflicting
interess. It is for this reason that codes of conduct and ethics standard:
employees, officials, and board membsesvingin the public sector prohibsuch
conflicts of interests. This can be seen in the policies and standards of con
adopted by HealthFirsta publicly funded entitywhich must havepreviously
recognized such conflicts as having potential detrimental effects on the organi.
andthe public fundingised tosupportthe organization
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According to theLexingtonFayette CountyHealth Departmenemployee Code of
Ethicsadopted byHealthFirst

An employee, spouse, or business of which the employee or
spouse owns at least five pent (5%) must not knowingly have
any agreement or contract with thd=CHD for which the
employee works. This includes contracts that are awarded
through a competitive bid process or any grant issued by the
department regardless of funding source.

Further, the Standards of Conduct for Board Members adopted by Healtt
prohibit such conflicts for the Board member. These standards state,

No board member will have a direct or indirect financial interest
in, or receive any compensation or other b#sefs a result of,
transactions between HealthFirst and any individual or business
firmeée

The Standards of Conduct also specifically note that typscally not enough to
simply identify the conflict andttempt to act in HealthFr st 6 s b despite
the conflict.

A fiflancial or other interest i ncl udes not only
pecuniary (monetary) advantage, but also situations in which
there is a duality or diversity of interests between HealthFirst and
another organization with whichdlboard member, or relative of

any of these individuals, also is associated. In these situations, it

is typically not enough for an individual to be aware of the
conflict and to attempt to act I
t he conf | i &,twsiBle rcontsieng ioo pervasive
conflicts, an individual may be required to withdraw from his or

her position with HealthFirst Board of Directors or from the
outside position that causes the conflict.

As an independent contracthired by HealthFis none of the requirements i
either the employee Code of Ethics or the Board member Standards of Cc
appear to apply to the Project Manager, but these dolesflect the employees an
Board members should conduct themselves in a manner to na areanflict for
the organization.lt is generally recognized that the duality of serving tv
conflicting interests is not logically possible and ,htherefore been prohibited.
The samepolicies and standardshouldbe appliedo a contractor whose pdigin

carries great influence with the Board members thedExecutive Directarwho

are tasked with making final approvals for the health center construction projec
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Recommendations

Finding 3: The
amended lease
draft does not
require exclusive
parking for
HealthFirst.

It could be interpretethat federal regulations governing the procurement pract
of those receiving grants from HRSA may prohibit the conflict of intedesttified
with the Project Manager, bthie issuavould ultimatelyrequire federal officials to
make this determination. According to 45 CFR § 74.42,

No employee, officer, or &t shall participate in the selection,
award, or administration of a contract supported by Federal
funds if a real or apparent conflict or interest would be involved.

If the Project Manager were considered an agent of HealthFiegppéars thaa
violation of the federal regulatiomould exist Further analysis would need to be
completed by HRSA officialgo determine whether thisontractor would be
considered an ageat HealthFirst.

According to the Agreement, the authority of the Project &g@n to bind
HealthFirst for any payment is limited and requires thetevri approval from
HealthFirst; howevethe Project Manages providedextensiveoversightauthority

of the project and the other project contractors. Abgeeement also provideseh
Project Manager the ability to influence the decisions of HealthFirst througt
role as an advisor. Under these circumstanttesconflicting interestsof the

Project Manager could result in decisions or actions that produpetential

personabendit for the Project Manager at the expensélehlthFist and itspublic

funds

We recommend the HealthFirst Board reconsidentracting with a Project
Manager that mgyn appearance or ireality, create aonflict of interest We dso
recommend HealthFirsinquire to HRSA whether such a conflictwould be
prohibitedunderfederal regulations andf so, whether the funding ange of the
capital grant may be negatively impacted.

The original and amended lease agreements have conflicting parking term
could negatively affect HealthFirst's compliance with HRSA requirememtse
original lease stated that the tenant will be provided with 20Kimy spaces on the
premises and the Development Lot, but the amended lease (still unsigned)
that the tenant will have nonexclusive use of all parking spaces on the premis
the federal government's capital development grant is usegayo for the
construcdion of the parking lot, the lease agreememiist providefor exclusive
parking rights that cannot be shared for other interests. If HRSA were to ap
the grant award under the amended
will not be contractuallexclusive, which could provide an unallowable benefit 1
t he pr op erTherdose, tlosweimaage s needed to ensure that any pal
on t he premi ses i s exclusive t o
investment through the FIP grant is protected. See Exhibits 2 and 3 for the
original and amended lease agreements.
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The original lease, signed on June 21, 2012, stated that the tenant will be prt
with 200 parking spaces on the premises and Development Lot. In addgo
original lease also contains a section titled, GEssement for Parking, whict
requires the landlord to secure a cresasement parking agreement with tl
Development Lot. This agreement will be acceptable toté¢hant at its sole
discretion andthe te na n't wi || be required to
maintenance expenses based on building size. This section states that the k
on the Development Lot has an-going deed restriction that the size of tt
building cannot exceed 10,000 sgrigeet.

After HealthFirstos ar redommerdation coastrutt
a new building instead of renovating the current buildings, the lease was am
and restated in March 201But has not been signed. AccordingHea | t h F
Executive Director, the amended lease agreement will not be finalized unti
results are known about the-gning historical and environmental reviews. Whi
lease rates and the option to purchase prices remained the same, the parkit
was changedo state that the tenant will have nonexclusive use of all parl
spaces on the premises.

A section of he amended lease titleGrossEasement for Access and Parkirg
similar to the original lease. This section states that the landlord valid@cNonr
Exclusive Reciprocal Easement and Maintenance Agreement for the Develoj
Lot, which will provide for prerata maintenance of the parking areas based
building size. This agreement is required to be acceptable to the tenant in it
discretion. It also states that the tenant is responsible for the mainter
requirements of the parking area on the premises.

According to our interviews with the HRSA representatives, the budget subn
by the agency should reflect any unallowablstsoThey provided amxample that
if a threestory building was built and the first floor was used as retail space
construction costs for the building should be reduced by theatmocost for the
first floor because the building would not be usedlusively as a health car
clinic. Therefore, the total costs of the parking site should be reduced by
unallowable costs if the parking is not being constructed solely for HealthFirst.

The most recent construction budget information submitteHHRSA documents
that the cost of site work is estimated to be $900,000, with the entire an
identified as an allowable cost for the federal government to pagording to a
site plan presented by the HealthFirst contracted engineering firm on Ottigb:
2012, this cost will provide the clinic with 175 plus parking spaces that include
handicap spaces. Per this plan, zoning at this location would require a minim
148 spaces.
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Recommendations

Finding 4:
HealthFirst6 s
financial stability
is threatened by
untimely Medicaid
payments andless
than budgeted
patient revenue

Heal t hFirstos Executive Dir edng that thes
parking spaces constructed on the premises would be dedicated solely for the
HealthFirst, buthat this issuevould be reviewed to ensure compliance. He als
stated that if HealthFirst agrees to any tetimst HRSA dbesnot approve, he
projectwould not be able to move forward. If he thought anything was at ris
not being approved, he would discuss the issue with his HRSA project of
before it resulted in a delayThe Executive Directowas aware that there was
shared crossasement and parking section witie Development Latbut this has
not been a priority to address at this point.

Parking was a significant I ssue |
agreement needs to reflect that any parking on the preisisetely for the use of
thehealth center Healthirst should ensure that the property owners do not rec
an unallowable benefit by using the parking spaces for any other purposes ¢
the federal government 0s i nmentsdgramein
protected.

We recommend that HealthFirst review the lease agreement prir keing
finalizedto ensure that any parking spaces on the premises are dedicated sol
Heal t hFirstoés cl i ni c.approVabof thergeant awatd, w
recommend that this issue be discussed with a HRSA officer to ensure
approval before the lease agreement is finalized. We also recommerin thestse
terms related to crossasement and parking issues within the éayment Lotbe
discussed with HRSANd the landlordo ensure that these terms will not result
any compliance problems with the capital development grant.

On May 9, 2013, theHealthFirst Board and the Board of Health reached
agreementhat $1.2 million of the local health tax revenue would be providec
HealthFirst in payments of $100,000 per momtiil December 2015This was an
important step in establishingd e a | t h depeadentefrom the Health
Department, as required by HRSA program regulations. As a newly for
independent entity, HealthFirst continues to work toward ongoing finar
viability, while al® having the responsibility of overseeing the use of an $!
million federal grant to be used for the construction of a new health center fc
community. From our review of its
is threatened by untirhe Medicaid payments andeceiving less thanbudgeted
patient revenue with only approximately 30 days of cash on asrad December
31, 2012 However,June 1, 2013 cash flow projections indicate that HealthF
would have less than 30 days of cash amdiiarough 2013
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Accordi ng t d&rst Hdepehderiifancial audiioscalendar year 2012

tshconti nued existence is dependent
mai ntain positive cash f | ow#ccordag
Heal t hFirstodés audited financi al St e
was 30.4 days. This was <calcul at

equivalents by their daily expenditures less depreciation. The following illusti
the formula and the numbers used in this calculation:

925,246(Cash and Cash Equivalents) = 30.4Days of Cash on Hand
11,122,708 Annual Expenditures Less Depreciatiorn/365

In 2013, HealthFirst has experienced lower than budgeted patient revenue
large Medicaid accounts receivable. Thougare may be explanations for th
revenue shortfall and increased Medicaid accounts receivable,nas a&ntity,

HealthFirst is more vulnerable to these conditions because it has not yet dew
the cash reserves needed to endure these situations.

HealthFirst budgeted for an aggressive net patient revenue increase of 38 per
2013 anticipating ts expansion to the Regency Road and two school clir
However, thesdudgetprojections had to be revised downwandnine percento
reflect a more conservative anticipatestpatient revenue increafem 2012 The
primary reason provided for lowéranbudgetedevenue is that the Regency Ros
location doesnot have a pharmacynlike the Newtown Pike locatiomndthese
clients appear tde usingother providers to fill their prescriptions. Tablke
illustrates the original and revis@013 budgeestimates related to patient revenu
that HealthFirst must manage as the year progresses.

Table 2: Budget Revisions forPatient Data for 2013

Budgetedas of RevisedBudget Difference % Change
Category January 2013 as ofMay 2013
Patient Visits 65,254 55,959 (9,295 (14.24%
Newborn Services 5,852 4,137 (1,715 (29.31%
Prescriptions 111,681 86,095 (25,589 (22.91%
Net Patient Revenues $9,547,782 $7,550,926 ($1,996,85p (20.91%

Source: Auditor of Public Accounts baseddhe al t hFi r st 6 s skements bf\ayBL, 280l ct i on

In addition to realizing lower net patient revenue, HealthFirst has a Medi
accounts receivable of $1.1 million that is net of an allowance for uncollec
accounts. Untimely Medicaid payments is an issue affecting most health
agencies that accept Medicaid patients, but this may have a more sigmifipant
on the financial position of HealthFirst since it is a new organization that ha
had sufficientime to build up a healthy cash reserve.
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HealthFirst developed a Cash Flow Projection as of June 1, 2013 that illustra
tight cash situation. According to this projection, if HealthFirst is able to receiv
increased amount of Medicaid paymeertch monthbeginningin July 2013, it
appears it will be able to meet their monthly operating payment obligatitRSA
recommendshealth centers to maintain an adequate amount of cash on hand «
month or more, but these cash flow projections danditate this amount will be
available. For example, cash remaining at the end of August 2013 is projectt
be $131,478 wherea$925,246 in cash was available on December 312.201

Currently, HealthFirst reimburseébe Health Departmeribr personneand other
shared administrative expenses so a limited HealthFirst cash flow may affec
entities. If the assumption within the Cash Flow Projection of receiving incre
Medicaid payments beginning July 2013 is not realipedwithout additional
revenue from another source, there is a risk that HealthFirst may not be able t
reimbursethe Health Departmemimely for its monthly expenditures.

With the required need to establish independence, as well as constructing
health enterforthe communi t vy, Heal t hFirstocs
untimely Medicaid payments or reduced revenues from other sources becaust
limited options to acquire financial assistance. In addition, overly aggres
revenue projections could aggrévahe situation when cash riequiredand not
available.

A primary responsibility of a heal
financial situation and to react accordingly with management. A board st
ensure that they are overseeingthent i t yés financi al
basic financial goals using financial statement datAccording to a HRSA
publication, Governing Board Responsibilities and How to Do Themboard
should provide for the following responsibilities:

e Assune legal fiduciary responsibility of the health center
assuring financial accountability, effective oversight of the
center, and sound financial viability;

e Review and approve the annual audit and monthly financial
statements;

e Ensure that there are boar@émbers who are willing and able to
perform the financial oversight function;

e Approve the selection of the financial measures and their annual
and long term goals;

e Regularly review progress and ensure corrective action is taken
when necessary.
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Recommendaions

Observations

Observation 1:
Historic review
and environmental
assessment

We recommend HealthFirst routinely inform the Board and the Board of Heal
the status and potential impact of Medicaid account receivable, monthly bud;
actual revenues, and cash flow projections. This information should be provic
both the boardsthrough the Joint Committee developed to interact and res
financi al i ssues. The Joint Commi't
outstanding Medicaid paymentsr both boardgo stay infomed of the potential
impact o HealthFis t 6 s f i n a n miaddition, the soardsj tbrough the
Joint Committeeshoulddevelop procedures follow if HealthFirst is not able to
fully pay its monthly reimbursement amount. These procedures sbeuli@signed
to mitigate any damage tthe Health Departmentsuch as implementing lat:
charges or interest fees.We further recommend that conservative rever
projections arenadeto reduce the risk that projections amdied upon butnot
realized.

The Health Departmenemploys a Chief Fingcial Officer who is included in
Heal thFirstés finance meetings,; the
the Joint Committee meetings to provideformation regardingthe Health
Departmert s f i nancdrad tsd tdiad ¢ v scialtstatad Ash

Heal t hFirstodés financi al Situation I
finance officer to provide focused, daily expertise and attention to mol
Heal thFirstés financi al operations.

As part of the examination @cess, certain concerns and issues were express
this office related to HealthFirst and the FIP grant project proposed on Sout
Drive. While all concerns were reviewed thoroughly, the examination
information presented through documents andigers led auditors to conclude
that certain concerrdid not result in a findingHowever, due to the public interes
in certain concerns, we determined that information regarding select issues ¢
be presented to pvidefacts obtained during the exénation process.

As part of the FIP grant requirements, recipients must ensure projects are con
with federal historic and environmental laws. This includes the Natic
Environmental Blicy Act (NEPA) and the National Historic Preservation A
(NHPA). NEPA ensures that the project has considered the environmental it
of a project and that the general public has been fully informed and had the ¢
to comment on the project. NHRAquires that projects funded faderal agencies
take into accounanyimpacts to historic properties. The extent that each of tt
acts is implemented depends upon the type and scope of a project being com
The requirements to be met for eagip@ved FIP grant prograereincluded in
theNotice ofGrant Award issued by HRSA.
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Observation 2:
HealthFirst lease
for property.

According to the original Notice of Grant Award issued by HRSA to HealthFirs
October 6, 2012, a draft Environmental Assessment had to be filed with H
within 90 cays of the award issue date. It also states that HealthFirst must sul
letter from the State Historic Preservation Officer (SHPO) indicating no adv
impact on historic or cultural resources within 60 days of the award issue date
to the varios changes in proposed locations for the HealthFirst grant project, f
deadlines were modified and extended by HRSA over the period of the grant.

Once a project location and proposed construction plans were solidified
Southland Drive locationHealthFirst underwent a great deal of public feedbs
related to environmental and other issues. According to information 1
HealthFirst and HRSA, a complaint related to environmental concerns was
with HRSA sometime in January 2013. HRSA requitleat HealthFirst further
review and address the issue. These concerns were apparently addres
HealthFirst through the site plans for the project. Based on an interview
HRSA officials, it appears environmental concerns have been satisfac
addressed by HealthFirst.

A letter dated December 14, 2012, from the HealthFirst Executive Director tc
SHPO, requested a Historic Review be completed in compliance wittedieeal

requirements. The designated SHPO in Kentucky is the DirectoreoSthte

Historic Preservation Office. At the request of the SHPO, an indeper
contractor was hired by HealthBirto conduct the Historic Review. The repao
from the contractor was finalized March 22, 2013 and reviewed by the office ¢
SHPO followed by further assessment from that office. On April 30, 2013, it
the final determination of the SHPO that both buildings being leased by Healtt
and planned for demolition could be eligible for the National Register of Hist
Places.

The contusion of the SHPO requidea process of further evaluation by HRS/
including a public comment period, to determine what actions to take. This
include some form of mitigation such as documentation of the properties or «
result in a halting of thdemolition. At this time, HealthFirst may not go forwa
with demolition and construction until all required procedures related to
Historic Review process is completed and a final decision is made. No
timeframe has been determined identifyiwpen this will occur. Information
provided during interviews indicate that demolition will likely go forward wi
some form of mitigation being performed based on input from the SHPO and
consulting parties determining the specific requirements.

Based on our research of other properties available for leasing in the Sou
Drive area, the agreadpon r ent al rates i n Hepel
square foot for one buildingnd $10.50 pesquare foot fol seconduilding are
reasonable and comparable to other properties. Similar buildings in the are
lease rates that ranged from $8 to $12 per square foot.
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Observation 3:
Agreement
relating to
property owners
Development Lot.

In the original lease agreement for the Southland Drive property signfither?1,

2012, HealthFirst agreed to pay $7.50 per square foot for the 496 Southland
location that totaled $13,062.50 per month. For the Rosemill building, Health
agreed to pay $10.50 per square foot for a total of $10,412.50. In totabtfor
buildings, HealthFirst agreed to pay $23,475. These rental amounts will rema
same for the first five years of the lease and will increase by a small margin

five-year period.

Per the amended lease agreement that has not yet beendindeenonthly rental
rate for the first five years will remain at $23,475.50 for all leased property.
primary reason for the amended lease was to reflect the decision to remove tl
buildings and to construct a new buildinfhough the new consitction is planned
to haveapproximately 1,200 square fetore than the two buildings that wer
originally going to be renovated, the lease rates have not changed from the o
lease.

The signed lease provides for a-smonth period in which no leagpayments will
be made. After that ti;y based on the originedase agreement, the payments w
begin after the sixnonth period or may be deferred for an agrepdn period of
time. Any deferred payments must be amortized at an interest rate oétoenp
over the |l andlordébés borrowing rate

HealthFirst did not begin making lease payments to the landlord until March 2
choosing to defer some lease payments. As of May 31, 2013, HealthFirs
expendedb86,879 in lease fees over a three month period.

Within the HealthFirst lease agreement for the Southland Drive and Rosemill |
properties, a portion of the Rosemill Drive propestis specifically excluded fromr
the description of the premises. This parcel is noted in the lease document
ADevel opment Lot . i0,000sguare ot affieedretail bulilden
s i tinetie description of the premises, but in aeotkection of the lease it i
indicated that the lot will allow for a 10,000 square foot buildinghe actual
location of this lot is not described specifically in the body of the lease, but a
of the premises is included as an exhibit to the leaskaitiog the proposed
location. The lease and the attached map can be seen in Exhibit

An initial concern expressed to this office related to this Development Lot was
the price HealthFirst agreed to pay for the option to purchase the Ros
properties from the landlord is based on the full $1,025,000 the landlord had p.
purchase the Rosemill properties. This can give the perception that Healt
would not fully receive all the property that wparchasedf that option were
exercised.Based on information provided in interviews and a review of the le
this does not appear to be correct.
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Since the Developmeritot size was clearly disclosed in the lease agreem
HealthFirst appears to have agreed to a price it was willing téopayknown total

property area. The calculation of this area would be the total area of the Ro:
properties excluding theDevelopment Lot. According to Board directors anc
officials, this area was sufficient to meet the needs of the proposed teatih in

conjunction with the 496 Southland Drive location.

At the time the original lease was signed, the location of the Developmen
appears to have been set in one of the few probable places within the bour
given the location of the twoxesting buildings anticipated to be leased. TF
placement of the Developmehntt would likely have impacted the flow of parkin
for the proposed health center, due to the central location in the main parking
could also have impacted federal grdanding if it was determined that th
centralized placement woul d have ¢
substantially benefit from the improvements being made using federal grant f
However, the plan contained in the signed lease was @ely for several months
until the determination was made to demolish the leased buildings and consi
single building.

While the lease signed on June 21, 2012 is still the current lease, it does not
the decisions made by HealthFirst since dbet 2012. By removing the twc
separate buildings from the property, the Development Lot could be moved
new location that is more separated from the HealthFirst leased property so tt
Development Lot does not interfere with the central parkatghd is less likely to
impact federal funding, notwithstanding issues found in Finding 3. The move
of the Development Lot is done at the full discretion of HealthFirst as indicate
the lease term 20 (d), which states:

Seller shall have causede subdivision plat for the subdivision

of the Development Lot to have been recorded on or before the
end of the Due Diligence Period, which subdivision plat shall be
acceptable to Tenant in its sole discretion.

According to Board directors, offels, and contracted engineers, the n
placement of the Development Lot has been established since at least Octobe
See Exhibit 7 for site plans of the existing lease and the proposed amended
Documents submitted t iocatetthatehe prapérty plat loa
been subdivided to reflect the proposed location and not that found in the or
lease. According to HealthFirst, a new lease reflecting all changes being mi
the project will be signed after the completion of thstétic Review process anc
FIP grant funding is extended past the current expiration date of Septemb
2013.
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Observation 4:
HealthFirst option
to buy leased

property.

As a term of the lease agreement for the Southland Drive and Rosemill |
propeties, HealthFirst has the option to purchase the properties four years aft
effective date. This purchase is not a requirement dngording to HealthFirst
officials, is preferred as analysis indicates it would save the organization m
over time The purchase prices of the properties are established in the
agreement. For years four through ten of the lease, if HealthFirst choos
exercise the option to purchase, the price for 496 Southland Drive is s
$1,100,000. The price for theollective Rosemill Drive properties is set at @
percent over the settlement price of the properties paid by the landlord
reasonable costs incurred by the landlord during the purchase process.
proposed purchase pricesrease slightly after éh10year period.

The price for the Rosemill properties was not established with a specified

becausghey had not yet been purchasedr was there an established price fi
those properties at the time the lease was signed. Within the Lettatent

produced by HealthFirst, a limit of $1,275,000 was placed on the amoun
landlord could pay for the Rosemill properties to ensure the final price for
option to purchase was not above what HealthFirst was willing to pay. Base
the final sétlement price of $1,025,000, the total amount HealthFirst would pay
the option to purchase would be $1,332,500. This would maketdeurchase
pricefor all leased property approximately $2,432,500.

There is a concern that the prices HealtbtFagreed to pay under the purcha
option are excessive. This concern appears to be based on two primary factc
note the purchase prices in the lease are more than the property values on
with the PVA and that the purchase prices provideldhdlord with an excessive
amount of return over what was paid for the properties.

In discussions with the PVA, was understoothat PVA values do not necessaril
reflect true market values of property. This appears to be especially tru
commercal properties that have not been sold for an extended period of time ¢
being sold under financial hardship. This was the case for the properties
leased by HealthFirst.

Given thereducedourchase amoumaid bythe landlordto obtain the proerty, the

30 percent ratg@remiumapplied tothe purchase price&loes not indicate that the
amount paid by HealthFirss unreasonable or above market valukhis is also

supported byrivate appraisals, offers, and other documents shared with this o
Further, a property owner assues a level of risk when entering into a leas:
agreement with a newly formed entity, such as HealthFirst, that has lin
financial resources, as well as a federal lien requiring the property to be used
as a healthenter.
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Consideration should be given tiee final price that would be paid by HealthFir
for the value of theproperty they would receig. In this caseHealthFirst funds
would pay less than $2.5 million for an approximately 34,000 square footdsuil
suit medical center with adequate parking in a location preferred by HealthFirs
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me |

i ne of Heal t hFirstaos

Date

Action

1/3/2012

Board reopens search for building locatidnwee realtors make presentations to the Board, one is chg
by the Chair

2/16/2012

Board creates Building Committee

2/22/2012

Offer made on former WinDixie Building (1030 South Broadway)

3/7/2012

Offer made on Oleika Temple (328)6, 302 Southland Drive)

3/21/2012

First meeting of Building Committee

3/21/2012

Offer made on Verizonlding (2001 Harrodsburg Road)

3/28/2012

Offer made on 650 Newtown Pike (Health Department Building)

4/17/2012

Building Committee tours 496 Southland Drive

4/19/2012

Board told by Building Committee Chair they have identified a Southland propertye"sontrol of a
well-known developer"

4/20/2012

Building Committee approves offer for Southland and Rosemill properties

5/1/2012

Offer made for 496 Southland and Rosemill, Letter of Intent sartrtgany

5/2/2012

Letter of Intent for Southland Drive gperty signed

5/2/2012

Landlord presents property information to the Building Committe&tek oflntentupdated

5/17/2012

Settlement date of 496 Southland Drive purchase

5/30/2012

Southland Drive and Rosemill Drive properties presented to the falidBand approved

6/21/2012

Lease Agreement effective date

7/19/2012

Landlord recommended as the Project Manager by member of realty team

7/19/2012

Landlord and Building Committee Chair make presentation on construction processes

7/22/2012

Advertisementor Project Manager

7/25/2012

Settlement date for 4800 & 496 Rosemill & 490 Southland purchase

7/27/2012

Building Committee votes to select landlord as Project Manager

7/30/2012

Original advertised deadline for response to Project Manager resbméssion

8/2/2012

Effective date of Project Manager contract

9/4/2012

Building Committee votes to release Project Manager information to the public

9/20/2012

New Notice of Grant Award issued by HR@&xtending FIP grant funds otyear and changing projec
address to 496 Southland Drive

9/24/2012

Architect and Engineer selected by Building Committee

10/4/2012

Architect and Engineer contracts approved by Building Committee

10/4/2012

Determination by Building Committee made that the property would redeimmlition and construction

10/18/2012

Board told that two buildings would need to be demolished and replaced by a new one

11/15/2012

Full Board receives presentation on new building from Architect and Engineer

12/14/2012

Letter sent to SHPO to initiatHistoric Review process

1/17/2013

Board notified of delay due to HRSA complaint and need for Environmental and HisReidalvs

4/30/2013

Comment Letter from SHPO sent to HealthFirst with conclusiohsibric Review

5/9/2013

Board of Health agreseto provide HealthFirst with $100,000/month in Health Tax funding through 2(

9/30/2013

Current FIP Grant end date
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EXECUTION VERSION

LEASE

THIS LEASE (the “Lease”) is entered into and made as of thca ! 7Lday of June, 2012

(the “Effective Date”), between - s-a-Kentucky-limited- liability -
company (“Landlord”), and HEALTHFIRST BLUEGRASS, INC., a Kentucky non-pmﬁt

corporation (“Tenant™),
WITNESSETH:

Landlord, in consideration of the Rents and covenants hereinafter set forth, does hereby
demise, let and lease to Tenant, and Tenant does hereby hire, take and lease from Landlord, on
the terms and conditions hereinafter sct forth, the Premises (hereinafter defined) to have and to
hold the same, with all appurtenances, unto Tenant for the term hereinafter specified.

SECTION A. BAS!Q. DEFINITIONS AND PROVISIONS. The following basic definitions

and provisions apply to this Lease. Any capitalized terms used in this Lease but not defined shall
have the same meaning as set forth in this Section A:

(D Premises: (i) 496 Southland Drive, Lexington, KY, consisting of, among
other real property, an office building with approximately 20,900
square feet (hercinafter referred to collectively as “496”); and (ii)
480 through 490 Southland Drive and 480 through 496 Rosemill
Drive, Lexington, KY, consisting of, among other real property, an
office building with approximately 11,900 square feet (hereinafter
referred to collectively as “Rosemill”; 496 and Rosemill shall be
referred to herein collectively as the “Premises™)

Including the right for the benefit of Tenant and Tenant’s
employees, patients, customers, agents, licensces, concessionaires
and invitees to use all parking areas, sidewalks, driveways, service
drives and service roads, traffic islands, landscaped areas, loading
and service areas, stairways, eclevators, lobbies, and any other
areas, both indoors and outdoors, within the Premises (collectively,

the “Ancillary Arcas™).

(2 Term: Numbe Months _of Initial Term: = 120 months

Commencement Date: The earlier of (a) 180 days after the
Effective Date or (b) Tenant’s receipt of a Certificate of

Occupancy.
Expiration Date: The date that is 120 months from thc
Commencement Date, as such date may be "extended by the

exercise of any renewal-options,
Renewal Terms: Six (6) sixty (60) month renewal options

“T'erm” as used herein shall include any Renewal Terms.

LEXLibrary 0122685,0588094 514499v5
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3

G

E))

Permitted Use:

medical clinic, as provided for herein.

Office use for providing medical services and operating a

496 Reni: The rent for 496 (the “496 Rent™) is payable in monthly installments
beginning on the Commencement Date and continuing on the first (1%) day of
-each month in accordance with the following Schedule:

MONTHS OF THE TERM RENT /SQ. FT. MONTHLY
. GROSS RENT

1 thru 120 (Initial Term) $7.50 $13,062.50

121 thru 180 (1% Renewal $7.88 $13,724.33

Term)

181 thru 240 (2nd Renewal $8.27 $14,403.58

Term)

241 thru 300 (3rd Renewal $8.68 $15,117.67

Term) :

301 thru 360 (4th Renewal $9.11 $15,866.58

Term) :

361 thru 420 (5th Renewal $9.57 $16,667.75

Term) -

421 thru 480 (6th Renewal $10.05 $17,503.75

Term)

Rosemill Rent: The rent for Rosemill (the “Rosemill Rent”; the 496 Rent and.

Rosemill Rent shall be referred to herein collectively as the “Rent™) is payable in
monthly instaliments beginning on the Commencement Date on the first (1%) day
of each month in accordance with the following Schedule:
MONTHS OF THE TERM ‘RENT /SQ. FT. MONTHLY
: : GROSS RENT
1 through 120 $10.50 $10,412.50
121 thm 180 (Ist $11.03 $10,938.08
Renewal Term)
181 thru 240 (2nd - $11.58 $11,483.50
" Renewal Term) ]
241 thra 300 (3rd $12.16 $12,058.67
. Renewal Term)
301 thma 360 (4th $12.77 $12,663.58
Renewal Term)
361 ‘thru 420 (5th $13.41 $13,298.25
Renewal Term) :
421 thru 480 (6th $14.08 $13,962.67
Renewal Term) - ’
2
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6) Rent Payment Address:

Q)] Parking: Tenant shall have use of all parking spaces on the Premises.

(®) Notice Address:

LANDLORD:
TENANT: HealthFirst Bluegrass, Inc
- 650 Newtown Pike
Lexington, Kentucky 40508
Atin: T A, Lester
1. DESCRIPTION OF THE PREMISES. The Premises are more particularly shown on

Exhibit A attached hereto and incorporated herein, and contain (i) 496, consisting of, among
other real property, an office building with approximately 20,900 square feet; and (ii) Rosemill
Drive, consisting of, among other real property, an office building with approximately 11,900
square feet. The Premises does not include the proposed estimated 10,000 square foot
office/retail building site within Rosemill (hereinafier referred to as the “Development Lot), as
shown more particularly on Exhibit A attached hereto and incorporated herein, which shall be for
the sole use of Landlord and its successors or assigns and not included as part of this Lease.

= TERM AND RENEWAYL OPTIONS. The Tefm of this Lease commences on the
Commencement Date and expires on the Expiration Date, subject to the following: ' :

(@) The Lease shall be effective on the Effective Date and Tenant shall have
reasonable access to the Premises and appropriate documents relating to the Premises as of the
Effective Date in order fo complete its due diligence inspections and reviews; provided, however
that Rent and other obligations of the Lease shall not begin until the Commencement Date.

: (b) The Commencement Date, the Term and the Expiration Date shall be set forth in
a Commencement Agreement in substantially the same form as Exhibit B, attached hereto and
incorporated herein by this reference, to be prepared by Landlord and executed by both parties.

© Tenant shall have the option to extend the term of this Lease for up to six (6)
periods of five (5) years each (each period shall be referred to herein as a “Renewal Term”)
beyond the initial Term in accordance with the provisions of this Section. Such option shall be

. exercisable by written notice of renewal given by Tenant to Landlord not less than six {6) months
prior to the end of the Initial Term or immediately preceding Renewal Term, as applicable. The
terms and conditions of this Lease for any Renewal Term shall be the same as for the Initial
Term, except the Rent shall be as provided in Section A(4) and (5) above and the Option Prices
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shall be as set forth in Section 31 below. Tenant may not effectively exercise a renewal option at
any time that there exists an uncured Event of Default,

3. RENT, Tenant shall pay to Landlord, at the address listed in Section A(6), for the
Premises in the amounts as set forth in Section A(4) and (5). Rent shall be payable in monthly
installments as provided above, in advance, on or before the first-day of-each and every month
throughout the Term; provided, however, that if the Commencement Date shall be a day other
than the first day of a calendar month or the Expiration Date shall be a day other than the last day
of a calendar month, the Rent installment for such first or last fractional month shall be pro-rated
accordingly based on a 365-day year. Notwithstanding the foregoing or anything else in this
Lease to the contrary, if Tenant’s requirement to pay Rent, as set forth above, begins prior to
Tenanl’s medical clinic on the Premises becoming operational, then Tenant may defer its
payment of Rent until the carlier of (i) the date that the clinic becomes operational or (ii) 270
days from the Effective Date (the “Rent Payment Start Date”). All deferred payments of Rent
shall be amortized at an interest rate of two percent (2%) over Landlord’s borrowing rate in equal
installments to be paid on or before the first day of each month over a period of one (1) to three
(3) years from the Rent Payment Start Date (the “Amortized Rent”). The payments of
Amortized Rent shall be in addition to regularly-scheduled Rent payments.

4, TAXES. Tenant shall pay on or before their due dates all real estale taxes, installments of
special assessments, sewer charges, transit taxes, and any other federal, state or local
governmental charge, general, special, ordinary or extraordinary (excluding income, franchise, or
other taxes based upon Landlord’s income or profit, unless imposed in lieu of real estate taxes)
which shall now or hereafter be levied, assessed or imposed against the Premises during the
Term (the “Taxes™); provided, however, that if the assessment period for any Taxes shall cover
any period before the Commencement Date or after the Expiration Date, the payment of such
Taxes shall be pro-rated accordingly between the Landlord and Tenant based on a 365-day year.
Upon receipt of any invoices for Taxes, Landlord shall promptly forward such invoices to

Tenant,

8 INSPECTIONS. Landlord shall permit Tenant reasonable access to the Premises and
appropriate documents relating to the Premises in order to complete its due diligence inspections
and reviews during the period beginning on the Effective Date and ending on the 130" day after
the Effective Date (the “Due Diligence Period”). All inspections and reviews shall be conducted
at reasonable times agreed upon in advance by Landlord and Tenant. Such inspections and
review may include, but not be limited to, (i) a physical inspection of the Premises, including all
wiring, plumbing, HVAC, structural components, foundations, and roofs; (ii) an environmental
study of the Premises, including without limitation, a Phase I and/or Phase 1I study of the
Premises; and (iii) a survey of the Premises, including without limitation, an ALTA survey of the
Premises, Landlord shall take the steps necessary to ensure that Tenant has access to Rosemill
prior to the closing of Landlord’s purchase of Rosemill.

6. TENANT IMPROVEMENTS. Tenant may construct the improvements (the “Tenant

Improvements™) on the Premises at any time after Tenant notifies Landlord in writing that all of
the conditions to this Lease set forth in Section 20 have been satisfied or waived. All Tenant
Improvements shall be constructed in accordance with the following terms and conditions:
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(a) Within ninety (90) days of the Effective Date, Tenant shall provide Landlord with
general schematic plans of improvement for the Premises, showing generally the size, nature and
location of the improvements to be constructed in the Premises (the “Plans™).  Landlord shall
have the right to approve the Plans within ten (10) days of the receipt of the Plans; provided
however, that Landlord’s approval shall not be unreasonably ‘withheld, delayed or conditioned.
Ténant shall cause the coniractor constructing the Tenant Improvements tc obtain a performance
and completion bond in an amount equal to the actual contract cost to construct the Tenant

Improvements.

(b) Tenant shall pay for all costs for the Tenant Improvements.

(c) Tenant shall construct the Tenant Improvements within the Premises set forth in
the'Plans in a good, workmanlike manner and in substantial accordance with the Plans.

“(d) Tenant shall obtain all governmental permits and approvals relating to the
construction and use of the Tenant Improvements. Copies of all building permits, certificates of
occupancy and other governmental notices, permits or licenses received with respect to the
Tenant Improvements shall be promptly furnished to Landlord. Landlord shall cooperate with
Tenant at the request of Tenant in obtaining any of the necessary or advisable permits and

approvals.

(e Within sixty (60) days upon completion of Tenant’s improvements to the
Premises, and specifically those that may be subject to the Notice of Federal Interest (“NFI™)
referenced herein, a Cost Segregation Study (“CSS”) shall be performed, at Tenant’s sole cost
and expense, by an accounting or consulting firm chosen by Landlord and subject to reasonable
approval by Tenant. The purpose of the CSS being to identify all construction related costs that
can be depreciated over a shorter period than the building. -

7. . DELIVERY OF POSSESSION: ADJUSTMENT OF TERM.

(a) Delivery of Possession. Landlord shall deliver possession of the Premises to
Tenant as of the Contingency Satisfaction Date, as defined in Section 20, for Tenant, its agents,
and its contractors to begin construction of the Tenant Improvements.

() Tenant’s Acceptance of the Premlses Upon delivery of possession to Tenant,
the Premises shall be accepted by Tenant “AS IS”, “WHERE IS”, and “WITH ALL FAULTS >

except as otherwise provided in this Lease.

8. USE OF THE PREMISES.

(8) Specific Use. Tenant shall have the right to use the Premises for (&) any lawful
purpose, including, without limitation, in connection with its business of providing medical
services, and (b) any other lawful purposes consistent with the existing zoning of the Premises.
Landlord represents and warrants that Tenant’s use of the Premises for its medical services
business (the “Tenant’s Intended Use™”) does not violate any zoning ordinances or other laws
applicable to the Premises, or any leases, rules and regulations, or agreements, inclnding
exclusive use agreements, with existing tenants or third parties relating to the Premises and
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Landlord agrees fo not enter into any future leases or agreements prohibiting such use for the
Term of the Lease, including all Renewal Terms. ;

(b) Represeniations and Covenants Regarding Use. In connection with its use of
the Premises, Tenant agrees to do the following:

6)) Tenant shall use the Premises and conduct its business thereon in a safe;

careful, reputable and lawful manner; shall keep and maintain the Premises in as good a
condition as they were when Tenant first took. possession thereof, ordinary wear and tear
excepted, and shall make all necessary repairs to the Premises other than those which Landlord is-

obligated to make as provided elsewhere herein. :

(i) Tenant shall not commit, nor allow to be committed, in, on or about the
Premises, or the Building, any act of waste, including any act which might deface, damage or
" destroy the Building, or any part thereof; permit any objectionable or offensive noise or odors to

be emitied from the Premises.

(©) Compliance with Laws. Tenant shall not use or permit the use of any part of the
Premises for any purpose prohibited by law. Tenant shall, at Tenant’s sole cost and expense,

comply with all laws, statutes, ordinances, rules, regulations and orders of any federal, state, .
municipal or other governmental agency thereof having jurisdiction over and relating to the use,

condition and occupancy of the Premises. '

@ Compliance with Zoning, Tenant knows the character of its operation in the
Premises and that applicable zoning ordinances and regulations are of public record. Tenant

shall have sole responsibility for its compliance therewith. Landlord shall reasonably cooperate
with Tenant at Tenant’s request to obtain a compliance letter, an approved development plan,
building permit and/or other planning and zoning or other required governmental approvals
relating to the planned use of the Premises by Tenant or any planned alterations, improvements

or additions by Tenant.

(e) Unsafe Materials. “Unsafe Materials” shall mean any hazardous or toxic
substance, material or waste which is or becomes regulated by any local governmental authority,
the laws of Kentucky or the laws of the United States. Tenant shall not cause or permit any
Unsafe Materials (except for cleaning supplies used in normal quantities in the ordinary course
of business and medical waste handled in accordance with law) to be brought upon, kept or used

in or about the Building by Tenant, its agents, employees, contractors or invitees.

Tenant shall defend, indemnify and hold harmless Landlord from and against any
‘and all claims, judgments, damages, penalties, fines, costs, liabilities or losses of any kind
whatsoever (including reasonable attorneys® fees) directly or indirectly arising out of the
existence of Unsafe Materials or non-compliance with Environmental Laws which have been

" introduced or caused by Tenant.

Landlord shall defend, indemnify and hold harmless Tenant from and against any
and all claims, judgments, damages, penaliies, fines, costs; liabilities or losses of any kind
whatsoever (including reasonable attorneys® fees) directly or indirectly arising out of the

6
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existence of Unsafe Materials or non-compliance with Bnvironmental Laws which have been
intreduced or caused by Landlord.

The indemnities contained in this Section 8(e) shall survive the expiration or
termination of thxs Lease, and shall contmuc for ane year thercafter

9. UTILITIBS AND OTHER BUILDING SERVICES Durmg the Term, Tenant shall
pay for all utility and sanitation services furnished to the Premises during the Term, including
without limitation electric, telephone, natural gas, cable television and internet, water, sewer and
sanitation services. This includes all costs related to bringing any of the above services to the
Premises. Tenant shall pay, and will indemnify Landlord against any liability for charges for
utility services furnished to the Premises during the Term. Landlord does not warrant the

quantity or quality of any unhty services to the Premises.

10. SIGNS. Provided Tenant remains in compliance with all applicable laws and ordinances,
Tenant at its expense may inscribe, paint, affix or display any signs, advertisements or notices on
or in the Premises and visible from outside the Premises.

¥ i REPAIRS, MAINTENANCE, ALTERATIONS, IMPROVEMENTS AND

FIXTURES.

(a) Repair and Maintenance of Building, Tenant shall have the opportunity to
perform all necessary inspections during the Due Diligence Period as provided hereunder, and if
Tenant elects not to terminate this Lease, then Tenant shall accept the Premises “as is” and
“where is” with all faults. Landlord makes no warranties as to the condition of the Premises and
Tenant is to rely on its own inspections. Upon expiration of the Due Diligence Period, and
provided Tenant has not terminated the Lease, Tenant shall be solely responsible for all repau's
maintenance, alterations, improvements, and fixtures in the Premises,

(b) . Repair and Mainienance of Premises. Except as provided in Section 11(a)
hereof, Tenant shall, at its own cost and expense, keep and maintain the Premises in good order,
condition and repair at all times during the Term, and Tenant shall promptly repair all damage to
the Premises and replace or repair all damaged or broken fixtures, equipment and appurtenances
with materials equal in quality and class to the original materials, under the supervision and
subject to the approval of Landlord, and within any reasonable period of time speclﬁed by
Landlord. If Tenant fails to do so, Landlord may, but need not make such repairs and
replacements, and Tenant shall pay Landlord the reasonable cost thereof. o

(c) .Alierations or Improvements. Except for the Tenant Improvements for which
Tenant shall be required to obtain a performance and completion bond, Tenant shall not make,
nor permit to be made, any other alterations or improvements to the Premises, unless Tenant
obtains the prior written consent of Landlord which shall not be unreasonably withheld,
conditioned or delayed; provided, however that Tenant shall have the right to make non-
structural alterations, additions or improvements to the Premises without Landlord’s prior written
consent if the cost of doing the particular alteration, addition or improvement does not exceed -
$500,000 in any one instance. If any such alterations or improvements are permitted, Tenant’
shall make the same in accordance with all applicable laws and building codes, in a good and

7
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workmanlike manner and in quality equal to or better than the standards required by Landlord
and shall comply with such requirements as Landlord considers reasonably necessary or
desirable, including without limitation requirements as to the manner in which and the times at
which such work shall be done and the coniracior or subcontractors to be selected to perform
such work. Tenant shall prompily pay all costs atiributable to such alterations and improvements
arid shall indeninify, defend and hold harmiless Landlord from aud against any mechanic’s liens
or other liens or claims filed or asserted as a result thereof and against any costs or expenses
which may be incurred as a result of building code violations atiributable to such work unless
caused by the negligence or willful misconduct of Landlord, its agents, employees, invitees or
contractors, - Any alterations or improvements to the Premises, except movable office furniture
and equipment and trade fixtures, shall at Landlord’s election, either (i) become a part of the
realty and the property of Landlord, and shall not be removed by Tenant, or (ii) be removed by
Tenant upon the expiration or sooner termination hereof and any damage caused thereby repaired
at Tenant’s cost and expense. In the event Tenant so fails to remove same, Landlord may have

same removed and the Premises so repaired at Tenant’s expense,

Title to any alterations, addition or improvements to the Premises péid for by Tenant
shall vest and remain in and with the Tenant at all times during the Term.

Landlord hereby acknowledges and agrees to Tenant’s improvements for the medical
office space to become a part of the Premises and the property of Landlord at the expiration or
early termination of this Lease. Tenant shall not be obligated to remove any of the foregoing

from the Premises at the expiration or early termination of thJs Lease,

(@ Trade Fixtures. Any trade fixtures installed on the Premises by Tenant at iis
own expense, such as movable .partifions, counters, - shelving, showcases, mirrors, medical
equipment, medical fixtures, and the like may, and, at the request of Landlord, shall be removed

on the Expiration Date or within sixty (60) days of any earlier termination of this Lease,
provided that Tenant bears the cost of such removal, and further that Tenant repair at its own
-expense any and all damage to the Premises resulting from the original installation of and
subsequent removal of such trade fixtures. If Tenant fails so to remove any and all such trade
fixtures from the Premises on the Expiration Date or within sixty (60) days of any earlier
termination of this Lease, all such trade fixtures shall become the property of Landlord unless
Landlord elects to require their removal, in which case Tenant shall promptly remove same and -
restore the Premises to their prior condition. In the event Tenant so fails to remove same,
Landlord may have .same removed and the Premises so repaired to their prior condition at

Tenant’s expense.

12 FIRE OR OTHER CASUALTY:; CASUALTY INSURANCE.

(@) Substantial Destruction of the Buildings. If either of the office buildings on the
Premises should be substantially destroyed by fire or other casualty and such buﬂdmgs cannot be
reconstructed within 18 months, Tenant may, at its option, terminate this Lease by giving written
notice thereof to the other party within thirty (30) days of such casualty. In such event, the Rent -
shall be apportioned to and shall cease as of the date of such casualty. If Tenant does not
exercise this option, and in the event that the buildings can be reconstructed within 18 months,
then the buildings shall be reconstructed and restored, by Landlord out of insurance proceeds to

8
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substantially the same condifion as prior to the casualty within a commercially reasonable time
period. Notwithstanding the foregoing, if the Lease is terminated pursuant to this Section 12(a),
then Tenant shall be entitled to receive any and all insurance proceeds of Landlord attributable to
non-structural and non-affixed Tenant Improvements paid for by the Tenant, unless such
proceeds are required to be pald to the federal government in connectlon with the Tenant’s grant

from the federal government in ordér to rélease the NFI. -

(b) Casualty Insurance. Tenant shall be responsible for insuring and shall at all
times during the Term carry a policy of insurance which insures the buildings and other
improvements on the Premises, against loss or damage by fire or other casualty (namely, the
perils against which insurance is afforded by the standard fire insurance policy and extended
coverage endorsement) in an amount equal to at least one hundred percent (100%) of the actual
replacement cost thereof without any deduction for depreciation, which insurance shall name the
Landlord and Tenant as beneficiaries as their interests may appear. Such casualty insurance shall
also provide standard losses-sustained coverage. Tenant shall furnish Landlord with insurance
certificates evidencing that such coverage is in full force and effect and the insurance shail
require the insurance company to provide Landlord with at least 30 days notice of any pending

termination of insurance coverage.

Tenant shall at all times during the Term, carry, at its own expense, property insurance covering
its personal property, frade fixtures installed by or paid for by Tenant or any additional
improvements which Tenant may construct on the Premises, which coverage in the amount .of
full replacement value. Tenant shall furnish Landlord with a certificate evidencing that such

~ coverages are in full force and effect.

(© Waiver of Subrogation. Landlord and Tenant hereby release each other and
each other’s employees, agents, customers and invitees from any and all liability for any loss,
damage or injury to property occurring in, on or about or to the Premises, improvements and
buildings or personal property within the improvements and buildings, by reason of fire or other
casualty which are covered by applicable standard fire and extended coverage insurance policies,
Because the provisions of this paragraph will preclude the assignment of any claim mentioned
herein by way of subrogation or otherwise to an insurance company or any other person, each
party to this Lease shall give to each insurance company which has issued to it one or more
policies of fire and exiended coverage insurance notice of the terms of the mutual releases
contained in this paragraph, and have such insurance policies properly endorsed, if necessary, to
prevent the invalidation of insurance coverages by reason of the mutual releases contained in this

paragraph. _
13. GENERAL PUBLIC LIABILITY, INDEMNIFICATION AND ]NSURANCE.

(a) Tenant shall be responsible for, shall insure against, and shall indemnify Landlord -
and hold it harmless from, any and all liability for any loss, damage or injury to person or
property, arising out of use, occupancy or operations of Tenant and occurring in, on or about the
Premises, except for that which is caused by negligence or willful misconduct of Landlord, its
agents, employees or contractors. Tenant’s obligation to indemnify Landlord hereunder shall
include the duty to defend against any claims asserted by reason of such loss, damage or injury
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and to pay any judgments, settlements, costs, fees and expenses, including reasonable attorneys’
fees, incurred in-connection therewith.

(b) Landlord shall be responsible for, shall insure against, and shall indemnify Tenant
and hold it harmless from, any and all liability for any loss, damage or injury to person or
property- arising out of use, occupancy or operations of Landlord and occurring in, on or about
the Premises, except for that which is caused by negligence or willful misconduct of Tenant, its
agents, employees or contractors. Landlord’s obligation to indemnify Tenant hereunder shall
include the duty to defend against any claims asserted by reason of such loss, damage or injury
and to pay any judgments, settlements, costs, fees and expenses, including reasonable attorneys’

fees, incurred in connection therewith.

(c) Landlord shall at all times during the Term carry, at its own expense, a policy of
commercial general liability insurance issued by one or more insurance companies acceptable to
Tenant, insuring against claims for bodily injury or death occurring in or on the Premises to the -
limit of not less than amounts customary for owners of similar properties. Landlord shall furnish
Tenant with certificates evidencing such insurance within fifteen (15) days after request by
Tenant. The failure of Landlord to have such insurance shall be a default by Landlord under this
Lease. Landlord’s insurance coverages required hereby shall not discharge or limit Landlord’s

indemnity obligations contained in Section 13(b).

(d) Tenant shall at all times during the Term carry, at its own cxpense, for the
protection of Tenant and Landlord, as their interests may appear, one or more policies of genexal
public liability and property damage insurance, issued by one or more insurance companies
acceptable to Landlord, covering Tenant’s use, occupancy and operations of the Premises
providing minimum coverages of $1,000,000 combined single limit for bodily injury and
property damage per occurrence with $2,000,000 aggregate coverage. Such insurance policy or
policies shall name Landlord, its agents and employees, as insureds and shall provide that they
may not be canceled or materially changed on less than thirty (30) days prior written notice to
Landloxd. Tenant shall furnish Landlord with certificates evidencing such insurance within

fifteen (15) days after request by Landlord.

14, EMINENT DOMAIN, If the whole or any part of the Premises shall be taken for public
or quasi-public use by a governmental authority under the power of eminent domain or shall be
conveyed to a govcmmental authority in lieu of such taking, and if such taking or conveyance
shall cause the remaining part of the Premises to be untenantable and inadequate by Tenant in its
discretion for use by Tenant for the purpose for which they were leased, then Tenant may, at its
option, terminate this Lease as of the date Tenant is required to surrender possession of the
Premises by providing written notice to Landlord. If a part of the Premises shall be taken or

conveyed but the remaining part is tenantable and adequate for Tenant’s Intended Use or any

other use of Tenant at that time, then this Lease shall be terminated as to the part taken or
conveyed as of the date Tenant surrenders possession; Landlord shall make such repairs,
alterations and improvements as may be necessary to render the part not taken or conveyed
tenantable at its sole cost and expense; and the Rent shall be reduced in proportion to the part of
the Premises so taken or conveyed. Landlord shall be entitled to that portlon of the award
“atfributable to its fee' simple interest in the Premises and any repairs, alterations and
improvements made by Landlord as may be necessary to render the part not iaken or conveyed

10
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tenantable, and Tenant shall be entitled to that portion of the award atiributable to its pro-rata
share of any award for the taking of the Premises to the extent that Tenant has contributed to the
cost of any alterations, additions or improvements, such as the Tenant Improvements, for the full
amount. In addition, Tenant shail have the right to recover from the governmental authority, but
not from Landlord, such -compensation as may be awarded to Tenant on account of moving and
relocation expénses, business interruption, and depreciation to and removal of Tenant’s trade

fixtures and personal property.
15. LIENS.

(8) If, because of any act or omission of Tenant or anyone claiming by, through, or
under Tenant, any mechanic’s lien or other lien shall be filed against the Premises, Tenant shall,
at its own expense, bond against or cause the same to be discharged of record within a reasonable
time, not to exceed twenty (20) days after the date of filing thereof; provided that Tenant shall
have the right to contest the validity of any lien or claim if Tenant shall first have posted a bond,
and shall also defend and indemmify Landlord and hold it harmless from any and all claims,
losses, damages, judgments, settflements, costs and expenses, including attorneys’ fees, resulting
therefrom or by reason thereof, unless caused by negligence or willful misconduct of Landlord,
its agents, employees or contractors. If such lien is not bonded against or discharged of record
within twenty (20) days after the date of filing thereof, Landlord, at its sole option, may take all
action necessary to release and remove such lien (without any duty to investigate the validity
thereof) and Tenant shall promptly upon notice reimburse Landlord for all sums, costs and
expenses (including reasonable atiorneys’ fees) incurred by Landlord in connection with such
lien.
(b) Landlord shall indemnify and hold Tenant harmless from and against any
damages resulting from the filing of any liens or claims of lien arising out of work performed,
materials furnished or obligations incurred by, for, or at the request of Landlord, its employees,
agents, or contractors. In the event that any liens on the Premises result in such lienholder
initiating foreclosure proceedings against the Premises, Landlord shall bond against or discharge
the lien within twenty (20) days after notice of such action, If Landlord shall have posted a
bond, the bond must insure that, upon final determination of the validity of such lien or claim,
Landlord shall immediately pay any judgment rendered against it with all proper costs and
charges and shall have such lien released without cost to Tenant.

16. RENTAL, PERSONAT, PROPERTY AND OTHER TAXES. ‘Tenant shall pay before
delinquency any and all taxes, assessments, fees or charges (hereinafter referred to as “Taxes™),

including any sales, gross income, rental, business occupation or other taxes, levied or imposed
upon Tenant’s business operation in the Premises and any personal properiy or similar taxes
levied or imposed upon Tenant’s trade fixtures, leasehold improvements or personal property
located within the Premises, In the event any such taxes are charged fo the account of, or are
levied or imposed upon the property of Landlord, Tenant shall reimburse Landlord for the same.
Notwithstanding the foregoing, Tenant shall have the right to contest in good faith any such tax.

17. ASSIGNMENT AND SUBLETTING. Tenant may not assign or otherwise transfer its _
interest in this Lease or sublet the Premises or any part thereof or allow the use of the Premises
by a third party without the prior written consent of Landlord, which consent shall not be

- 11
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unreascnably withheld, delayed or conditioned. Any assignment or sublease of the Tenant’s
interest in this Lease shall not include the Tenant’s option to purchase set forth in Section 31
below. Tenant shall notify Landlord thirty (30) days in advance of its intent to transfer, assign or
sublet all or any portion of the Premises. Such consent is deemed to be given if not denied by
Landlord within thirty (30) days after Tenant’s request therefor. Landlord shall have the right to
transfer and assign, in whole or in part, all its rights and obligations hereunder and in the
Premises and all other property referred to herein, with the prior written consent of Tenant, at all
times subject to this Lease, which consent shall not be unreasonably withheld, delayed or

conditioned.

18. SUBORDINATION OF LEASE TO MORTGAGES. Tenant agrees that its interest in
this Lease shall be subordinate to any mortgage recorded against the Premises prior or
subsequent to the execution of this Lease if the mortgagee or beneficiary under said mortgage so
elects, and Tenant will, upon request from time fo time by one or more holders of a mortgage,
subordinate this Lease to such mortgage and agree with such holder that Tenant will attorn to
and recognize such holder or the purchaser at any foreclosure sale (or any sale under power of
sale contained in any such mortgage) as the landlord under this Lease; provided, however, that
in the event a morfgage is entered into subsequent to the execution of this Lease, such
subordination shall not become effective until the mortgagee under said mortgage executes a
subordination, non-disturbance and attornment agreement in a form acceptable to Tenant (an
“SNDA™), providing that (i) any action or proceeding commenced by mortgagee for the
foreclosure of the mortgage or sale of the Premises shall not result in the termination of this
Lease or disturb or interfere with Tenant’s possession or use of the Premises or any other rights
of Tenant under this Lease, including, without limitation, any and all rights to exercise the option
to purchase set forth hereunder, and (ii) in the event that the morigagee succeeds to the interests
of Landlord under the Lease, this Lease and all rights of Tenant, shall continue in full force and
effect. All legal expenses incurred in connection with the drafting of any such subordination,
non-disturbance and attormment agreernent shall be the obligation of the Landlord. Landlord

shall cause its existing mortgagee(s) to enter into an SNDA.

18. DEFAULTS AND REMEDIES.

.(a) Default by Tenant. The occurrence of any one or more of the,following‘events
shall be a event of default (a “Default”) and breach of this Lease by Tenant:

@ " Tenant shall fail to pay any monthly installment of Rent within ten (10)
days after the same shall be due and payable. _

Gi) Tenant shaH fail to perform or observe any term, condition, covenant or
obligation (other than payment of Rent) required to be performed or observed by it under this
Lease for a period of thirty (30) days after written notice thereof from Landlord; provided,
however, that if the term, condition, covenant or obligation to be performed by Tenant is of such
nature that the same cannot reasonably be performed within such thirty (30) day period,

Landlord shall give Tenant an additional thirty (30) days if Tenant commences such performance
within the thirty (30) day period and thereafter diligently undertakes to complete the same and i in

any event completes the cure within the additional thirty (30) day penod

T &
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(iii) Tenant makes an assignment for the benefit of creditors; or, substantially
all of Tenant’s assets in, on or about the Premises or Tenant’s interest in this Lease are attached
or levied upon under execution (and Tenant does not discharge the same within thirty (30) days

thereafter).

(b) © Remedies of T.andlord. ‘Upon the occurrence of any event of default and after

any applicable cure periods set forth in Section 19(a), Landlord shall have the following rights
and remedies, in addition to those allowed by law, any one or more of which may be exercised

without further notice to or demand upon Tenant:

(i) Landlord may re-enter the Premises and cure any default of Tenant, in
which event Tenant shall reimburse Landlord for any costs and reasonable expenses which
Landlord may incur to cure such default.

(ii) Landlord may terminate this Lease as of the date of such default and any
applicable cure periods, in which event: (A) neither Tenant nor any person claiming under or
through Tenant shall thereafter be entitled to possession of the Premises, and Tenant shall
immediately thereafter surrender the Premises to Landlord; (B) Landlord may re-enter the
Premises and dispossess Tenant or any other occupants of the Premises by summary
proceedings, ejectment or otherwise, and may remove their effects, without prejudice to any
other remedy "which Landlord may have for possession or arrearages in Rent; and (C)
notwithstanding the termination of this Lease Landlord may either declare all Rent which would
have been due under this Lease for the balance of the Term or exerciséd Renewal Term to be
immediately due and payable, whereupon Tenant shall be obligated to pay the same to Landlord,
together with all loss or damage which Landlord may sustain by reason of such termination and
reentry, or relet all or any part of the Premises for a term different from that which would-
otherwise have constituted the balance of the Term and for Rent and on terms and conditions
different from those contained herein, whereupon Tenant shall be obligated to pay to Landlord as

" liguidated damages the difference between the Rent provided for herein and that provided for in
any lease covering a subsequent reletting of the Premises for the period which would otherwise
have constituted the balance of the Term, together with all of Landlord’s costs and expenses for
preparing the Premises, for reletting, including all repairs, Tenant Improvements, marketing
costs, broker’s and attorney’s fees, and all loss or damage which Landlord may sustain by reason
of such termination, re-entry and reletting, it bemg expressly understood and agreed that the
liabilities and remedies specified above shall survive the termination of this Lease,

(iii) Landlord may terminate Tenant’s right of possession of the Premises and
may repossess the Premises by unlawful detainer action, by taking peaceful possession or
otherwise, without terminating this Lease, in which event Landlord may, but shall be under no
obligation to, relet the same for the account of Tenant, for such Rent and upon such terms as
shall be satisfactory to Landlord. For the purpose of such reletling, Landlord is authorized to
decorate, repair, remodel or alter the Premises, If Landlord fails to so relct the Premises, Tenant
shall pay to Landlord as damagces a sum cqual to the Rent which would have been due under this
Lease for the balance of the Term or exercised Renewal Term as such Rent shall become due and
payable hereunder from time to time during the Term. If the Premises are relet and a sufficient
sum shall not be realized from such reletting to satisfy the Rent provided for in this Lease,
‘Tenant shall satisfy and pay the deficiency in Rent upon demand therefor from time to time.

13

LEXLibrary 0122685.0588094 514499v5

Page39



Property Lease Exhibit 2

(iv) Landlord may sue for injunctive relief or to recover damages for any loss
resulting from the breach.

(c) Default by L.andlord and Remedies of Tenant, It shall be a default and breach
of thjs Lease by Landlord xf

(1) Landlord shall fail to perform or observe any term, condltion, covenant or
obligation required to be performed or observed by it under this Lease for a period of thirty (30)
days after written notice thereof from Tenant; provided, however, that if the term, condition,
covenant or obligation to be performed by Landlord is of such nature that the same cannot
reasonably be performed within such thirty (30) day period, Tenant shall give Landlord an
additional thirty (30) days if Landlord commences such performance within the thirty (30) day
period and thereafter diligently undertakes to complete the same and in any event completes the

cure within the additional thirty (30) day period.

(ii)  If a petition is filed by, or an order for relief is entered against Landlord
under the Bankruptcy Code, or Landlord files a bankruptey petition, or Landlord becomes

insolvent.

Upon the occurrence of any such default, Tenant may sue for injunctive relief or to
recover damages for any loss resulting from the breach, and pursue any and all remedies
available to it at law or cquity, including, without limitation, termination of this Lease and -

cessation of Rent,

(d Non-Waiver of Defaults. The faxlure or delay by either party hereto to enforce
or exercise at any time any of the rights or remedies or other provisions of this Lease shall not be
construed to be a waiver thereof, nor affect the validity of any part of this Lease or the right of
either party thereafter to enforce each and every such right or remedy or other provisions. No
waiver of any default and breach of this Lease shall be held to be a waiver of any other defauli or

breach.

(e) Attorney’s Fees. If either party defaults in the performance or observance of any
of the terms, conditions, covenants or obligations contained in this Lease and either party places
the enforcement of all or any part of this Lease, the collection of any Rent due or to become due
or the recovery of possession of the Premises in the hands of an attorney, or if either party incurs
any fees or out-of-pocket costs in any litigation, negotiation or transaction in which Tenant
causes Landlord (without Landlord’s fault) or Landlord causes Tenant (without Tenant’s fault) to
be involved or concerned, either party agrees to reimburse the other party for the reasonable
attorney’s fees and costs incurréd thereby, whether or not suit is actually filed.

20. CONDITIONS. It is understood and agreed that the following conditions must be
satisfied, or waived by Tenant, prior to the end of one hundred thirty (130) days from the
Effective Date (heretofore defined as the “Due Diligence Period” with the end of the Due

Diligence Period being hereinafter referred to as the “Contingency Satisfaction Date”), in order
for Tenant to be obligated to carry out the terms of this Lease, mcludmg without limitation the

- obligation to pay Rent:

14
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(@) Subordination, Non-Disturbance and Atiornment Agreement., Tenant shall

execute and deliver to Landlord a SNDA and a standard estoppel agreement. Within fifteen (15)
days of delivery by Tenant of the SNDA Landlord shall cause its mortgagee to execute the
SNDA and shall deliver a fully executed copy of the SNDA to Tenant. Tenant may, but shall not
be obligated, to record the SNDA with the Fayette County Clerk’s Office In its sole discretion.

(b) Financing, Lettér of Consent, and Notice of Federal Interest.

@ Tenant shall have obtained financing for this Lease, all obligations of
Tenant under the Lease, and the Tenant Improvements which is satisfactory to the Tenant in its

sole discretion.

(i)  Within thirty (30) days of Tenant providing the plans provided in Section
6a above, Landlord shall have provided the executed Letter of Consent in a similar form to that
attached “Exhibit C” hereto.

(iii)  Prior to the end of the Due Diligence Period, Landlord shall provide an
executed Notice of Federal Interest, the form attached hereto as “Exhibit D* which is the lien to
be filed in the local clerk’s office securing the federal government’s capital development grant to
Tenant, which lien shall include restrictions limiting the use of the Premises for medical-related
uses only (the “NFEI”). Tenant shall not file this NFI until a date no earlier than fifteen (15) days
prior to commencing work on the Premises, provided Tenant gives Landlord no less than thirty

(30) days written notice of its intent to file said NFI on said date.

(c) Closing of Purchase of Premises. Seller shall have closed the _puxchase of

Rosemill by July 31, 2012.

(d) Subdivision of Development Lot. Seller shall have caused the subdivision plat

for the subdivision of the Development Lot to have been recorded on or before the end of the
Due Diligence Period, which subdivision plat shall be acceptable to Tenant in its sole discretion.

(e) Cross-Easement for Parking. Landlord shall sccure Ténant a cross easement
parking agreement (which shall provide for pro-rata maintenance of the parking areas based on
building size) with the Development Lot, which shall be acceptable to the Tenant in its sole
discretion and shall NOT include & cross easement agreement for the proposed parking lot that
will occupy the plat of land currently know as 480 Rosemill Drive (aka condemned white house
and lot), for which Tenant shall have exclusive use, unless required by the development plan for
.the Premises. For this cross easement agreement, Tenant shall pay its pro-rata share of parking
lot common ‘area maintenance expense, Landlord shall cause an ongoing deed restriction to be
put in place on the Development Lot that restricts the size of any building on thc Development

Lot to no greater than 10,000 square feet.

® atisfactory Completion of Due Diligence. Tenant shall have completed to its
satisfaction its due diligence inspections and reviews of the Premises pursuant to Section 5 and
shall have obtained a satisfactory Commitment for a Leaschold Owner’s Policy of Title
Insurance revealing no adverse matters regarding the title to the Premiscs.

15
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(® No Material Adverse Change. No material adverse change shall have occurred
with respect to the Property.

(h) Phase 1 Environmental Reports. Landlord shall provide Tenant with a copy of
the Phase 1 Environmental Study for 496 (496 Phase 1) within thirty (30) days of the Effective

Date; and a copy-of the Phase 1-Environmental Study for Rosemill (“Rosemill Phase 1”) within
thirty (30) days of closing on the Rosemill property

6y Permits and Approvals. Landlord on Tenant’s behalf, and at Tenant’s cost

(except as qualified below), shall have secured any and all permits, licenses, zoning approvals,
development plan approvals, or other approvals from all State, local, and Federal governmental
authorities having jurisdiction over the Premises or the use thereof as may be necessary for
Tenant’s proposed use of the Premises, including without limitation approval of the Premises
from the Bureau of Primary Health Care. Notwithstanding anything in this Lease to the contrary,
Landlord shall bear the sole cost of permits, development plans, subdivision plats, and other

_ approvals required for the Development Lot. Tenant shall reasonably cooperate with Landlord’s
efforts pursuant to this Section 20(i). Tenant and Landlord acknowledge that multiple
development plans may be required or desired for the Premises in order to best carry out the

development of the Premises.

If all of these conditions are not satisfied by the Contingency Satisfaction Date, Tenant shall
notify Landlord in writing of such failure within five (5) days after the Contingency Satisfaction
Date. Landlord may elect to cure any unsatisfied condition, provided however, Landlord shall
not be under any obligation to cure any unsatisfied condition. Within five (5) days after receipt
of notice of the failure of any condition, Landlord shall notify Tenant in writing that it either
elect to cure, or not cure, any unsatisfied condition, and if Landlord elects to cure any unsatisfied
condition, the amount of time required by Landlord to cure such condition. Within five (5) days
after receipt of notice of Landlord’s notice, Tenant shall notify Landlord in writing that Tenant
elects either to (i) terminate this Lease in full and this Lease shall be of no further force and
effect upon such termination notwithstanding Landlord’s election to cure any u.nsatlsﬁed
condition or (ii) accept Landlord’s election to cure the unsatisfied condition.

21. ACCESS TO THE PREMISES. Landlord, its employees and agents and any
mortgagee of the Building shall have the right to enter any part of the Premises at all reasonable
times during normal business hours upon reasonable notice to Tenant for the purposes of
examining or inspecting the same, showing the same to prospective purchasers, mortgagees or
tenants and for making such repairs, alterations or improvements to the Premises so long as such
parties adhere to the safety procedures and requirements of Tenant. Tenant reserves the right to

accompany Landlord during any inspections or examinations,

22. SURRENDER OF PREMISES, Upon the expiration or earlier termination of this
Lease, Tenant shall surrender the Premises to. Landlord, together with all keys, access cards,
alterations, improvements, and other property as provided elsewhere herein, in broom-clean
condition and in good order, condition and repair, except for ordinary wear and tear and damage
which Tenant is not obligated to repair, failing which Landlord may restore the Premises fo such
condition at Tenant’s expense, which shall be payable upon demand. Upon such expiration or
termination Tenant’s trade fixtures, furnifure and equipment shall remain Tenant’s property,
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Tenant shall have the right to remove the same prior to the expiration or within sixty (60) days of
carlier termination of this Lease, so long as none of the property removed may be subject to the
recorded NFI, Tenant shall promptly repair any damage caused by any such removal, and shall
restore the Premises to the condition existing prior to the installation of the items so removed.
Any of Tenant’s trade fixtures, furniture or equipment not so removed shall be considered
‘abandoned and may be retained by Landlord or be destroyed. AT o

23, HOLDING OVER. If Tenant remains in possession of the Premises without the consent
of Landlord after the expiration or earlier termination of this Lease, Tenant shall be deemed to
hold the Premises as a tenant at sufferance subject to all of the terms, conditions, covenants and
provisions of this Lease (which shall be applicable during the holdover period). Tenant shall
vacate and surrender the Premises to Landlord upon Tenant’s receipt of notice from Landlord to

vacate,

24. ASSURANCE OF OCCUPANCY, USE AND POSSESSION. Except as provided in

this Lease to the extent as may be applicable, so long as Tenant pays the prescribed Rent and
performs and observes all of the terms, conditions, covenants and obligations of this Lease
required to be performed and observed by it hereunder, and no Event of Default has occurred
which remains uncured, Tenant shall at all times during the Term hereof have the peaceable
possession, occupancy and use of the Premises without any interference from Landlord or any
person or persons claiming the Premises by, through or under Landlord, subject to any
mortgages, underlying leases or other matters of record to which this Lease is or may become

subject.
25. NOTICE AND PLACE OF PAYMENT.

(a) All Rent and other payments required to be made by Tenant to Landlord shall be
delivered or mailed to Landlord’s agent at the address set forth in Section A(6) hereof or any
other address Landlord may specify from time to time by written notice given to Tenant.

(b) ° Any notice, demand or request required or permitted to be given under this Lease
or by law shall be deemed to have been given if reduced to writing and personally delivered,
mailed by registered or certified mail, return receipt requested, postage prepaid, or sent by a
nationally-recognized overnight courier service, to the party who is to receive such notice,

demand or request at the addresses set forth in Section A(9) or at such other address as Landlord
or Tenant may specify from time to time by written notice. When delivering such notice,
demand or request shall be deemed to have been given as of the date it was so delivered, mailed

* or deposited with the courier service.

26. ENVIRONMENTAL COMPLIANCE.

(a) Tenant’s Responsibility. Tenant covenants and agrees that it will keep and
maintain the Premises at all times in compliance with environmental laws. Tenant shall not

(either with or without negligence) cause or permit the escape, disposal or release of any
biologically active or other hazardous substances, or materials on the Premises, Tenant shall not
‘allow the storage or use of such -substances or materials in any manner not sanctioned by law or
in compliance with the standards prevailing in the industry for the storage and use of such
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substances or materials, nor allow to be brought onto the Property any such materials or
substances except to use in the ordinary course of Tenant’s business in compliance with law.

()  Tenant’s Liability. Tenant shall hold Landlord free, harmless, and indemnified
from.any penalty, fine, claim, demand, liability, cost, or charge whatsoever which Landlord

“ shall incur, or which Landlord would otherwise incur, by reason of Tenant’s failure to comply
with this Section 26.

(c) Limitation on Tenant’s Liability. Tenant’s obligations under this Section 26 -

shall not apply to any condition or matter constituting a violation of any Environmental Laws:

(i) which existed prior to the commencement of Tenant’s use or occupancy of the Premises;

(ii) which was not caused, in whole or in part, by Tenant or Tenant’s agents, employees, officers,
partners, contractors or invitees; or (iii) to the extent such violation is caused by, or results from

the acts or neglects of Landlord or Landiord’s agenis, employees, officers, partners, contractors,
guests, or invitees.

@ Landlord’s Liability. To the best of Landlord’s actual knowledge with
reasonable investigation, Landlord represents and warrants that there are no hazardous materials

on the Premises as of the Commencement Date in violation of any environmental laws other than
that which may be disclosed in the 496 Phase 1 or the Rosemill Phase 1. Landlord shall
indemnify and hold Tenant harmless from any liability resulting from Landlord’s violation of

this representation and warranty.

(e Liability After Termination of Lease. The indemnities contained in this Section
26 shall survive the expn‘atlon or termination of this Lease, and shall continue for one year

thersafter,

27. PARKING. Landlord shall provide Tenant with a minimum of 200 parking spaces on
the Premises and D Development Lot, wh;ch shall exceed the amount that may be required by law

or crdinance.
LANDLORD’S REPRESENTATIONS, WARRANTIES AND COVENANTS.

28.

(@) Landlord represents and warrants that it holds or will hold as provided herein
above good and marketable fee simple title to the Premises free and clear of all liens,
encumbrances and security interests other than 2012-2013 real property taxes, not yet due and
payable, and the exceptions listed on Exhibit E attached hereto and incorporated herein by
reference that shall include certain morigages filed, or to be filed, agamst the Premises to the

-benefit of Landlord’s lenders.

(b) Subject to the contingencies provided herein, Landlord represents and warrants
that it has full authority to execute and enter into this Lease, to lease the Premises, and to
otherwise perform its obligations arising under this Lease. This Lease constitutes the legally
valid and binding obhgatlons of Landlord, enforceable in accordance thh its terms.

29, RESERVED.
30. MISCELLANEOUS GENERAL PROVISIONS.
18
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(a) SNDA’s and Estoppel Letters. Either party shall, within ten (10) days following
written request from the other party, execute, acknowledge and deliver to the requesting party or

to any lender, prospective purchaser or prospective lender or purchaser an SNDA and/or written
statement (estoppel letier) certifying (i) that this Lease is in full force and effect and unmeodified
(or, if modified, stating the nature of such modification); (ii) the date to which Rent has been
" paid; (iif) that theré are not, 10 the party’s knowledge, any uncured defaulfs (6t specifying such -
defaults if any are claimed); and (iv) such further matters as may be reasonab}y requested by the

requesting party.

(b) Claims For Fees. Bach party represents and warrants that it has not engaged the
services of or dealt with any broker, salesperson or other entity who may claim a commission or
other payment in conjunction with this Lease, except as set forth in this Section 30(b). Each
party agrees to indomnify, defend and hold the other harmless from and against all loss, damage,
claims, costs and expenses (including reasonable attorneys’ fees) caused by a breach of the
foregoing representation. Landlord shall be solely liable for a commission payable to Silvesiri-
Craig Realtors (“Broker”) pursuant to that certain For Lease by Owner Protection Period and
Commission Agreement executed on April 18, 2012 by Broker and on April 19, 2012 by

Landlord.

(c) Applicable Law. This Lease and all maiters pertinent thereto shall be construed
and enforced in accordance with the laws of the Commonwealth of Kentucky.

(d) Entire Agreement. This Lease, including all Exhibits, Riders and Addenda,
constitutes the entire agreement between the parties hereto and may not be modified except by an

instrument in writing executed by the parties hereto.

(e) Bindmg Effect. This Lease and the respective rights and obh'gations of the
parties hereto shall inure to the benefit of and be binding upon the successors and a351gns of the

parties hereto as well as the parties themselves.

@ Severability. If any provision of this Lease shall be held to be invalid, void or
unenforceable, the remaining provisions hereof shall not be affected or impaired, and such

remaining provisions shall remain in full force and effect.

(2) No Partnership. Landlord shall not, by virtue of the execution of this Lease or
the lcasmg of the Premises to Tenant, become or be deemed a partner of or Jomt venture with

Tenant in the conduct of Tenant’s business on the Premlses or otherwise.

(h) Hea d gs, Gender, etc. As used in this Lease, the word “person” shall mean and

- include, where appropriate, an individual, corporation, partnership or other entity; the plural shall
be substituted for the singular, and the singular for the plural, where appropriate; and words of
any gender shall include any other gender. The topical headings of the several paragraphs of this
Lease are inserted only as a matter of convenience and reference, and do not affect, define, limit

or describe the scope or intent of this Lease.

@) Time of Essence. Time is of the essence of this Lease and each of its provisions.
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g Memorandum of Lease. Landlord and Tenant agree to execute a Memorandum
of Lease which shall be mutually acceptable to Landlord and Tenant, and either Landlord or
Tenant shall have the right to record the Memorandum of Lease in the applicable county registry.

(§9)] ‘Waiver of Landlord’s Lien. Landlord agrees not to distrain any of the Tenant’s
personal-property; -including-trade- fixtures; or to assert any claim-against the -‘Tenant’s personal-
property, including trade fixtures, for any reason, and Landlord hereby waives any right to a lien
or security interest in the same.

¢)) Exhibits. The following Exhibits are attached hereto and incorporated herein as
if fully set forth in this Lease:

) Exhibit A Premises

(ii) Exhibit B Commencement Agreement
(iii) Exhibit C Landiord Letter of Consent
Gv) ExhibitD  NFI

) Exhibit B Perrpitted Encumbrances

(m) Confidentiality. The parties shall keep this Lease, and its content, confidential,
except that they may disclose this Lease, and its content, to their respective directors, officers,
employees, affiliates, counsel, accountants, consultants, financial advisors, investors, financiers
and agents (collectively, “Representatives™), but only if such Representatives need to know such
information in order to carry out the transactions contemplated by this Lease. '

31. OPTION TO PURCHASE AND RIGHT OF FIRST REFUSAL. At any time during
the fourth (4™) through twentieth (20™) years of the Term of the Lease, Tenant shall bave the
option to purchase either, or both of, 496 and Rosemill at the following prices:

of the Rosemill
purchase price plus
reasonable * direct
costs of Landlord to
purchase Rosemill
as shown on the
Rosemill settlement
| statement (the
“QO_St”))

MONTHS OF THE TERM PREMISES PURCHASE
] i PRICE
37 thru 120 (Years 4 thru . 496 $1,100,000.00
10)
37 thra 120 (Years 4 thru Rosemill (30% over the sum

10)

20
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121 thru 180 (1* Renewal 496 $1,155,000.00
Term)

121 thru 181 (1¥ Renewal Rosemill (30% over Cost)
Term)

181 thru 240 (2™ Renewal 496 $1,212,750.00

181 thru 240 (E'T" Renewal Rosemill (30% over Cost)
Term)

In order to exercise these options, Tenant shall give the Landlord written notice in the manner
provided in Section 25(b) not less than sixty (60) days prior to the expiration of the applicable
months of the Term set forth in the table above. The closing of the option purchase shall take
place on the last business day before the expiration of the applicable months of the Term during

which the option was exercised.

onvey all or any part of the Premises without first

offering to Tenant the right to purchase guch interest for the same amount and otherwise in
accordance with the terms of any bona fide contract that Landlord has entered into. In the event
that Landlord intends to transfer or convey the Premises, Landlord shall give Tenant written
closing a copy of the contract, and Tenant shall on or before

notice disclosing such intent and en
30 days after receipt of such notice from Landlord, notify Landlord in writing that Tenant either

does or does not agree to acquire the Premises on the terms of the contract. If Tenant notifies
Landlord that Tenant elects to exercise the right of first refusal with respect to the contract, then
the closing of the conveyance of the Premises to Tenant pursuant to the contract shall occur on or

before the 90" day after delivery of Tenant’s notice to Landlord. If Tenant notifies Landlord that

Tenant does not intend to acquire the Premises pursuant to the contract, then Landlord may
ded however, any new contract shall be

convey the Premises pursunant to the contract, provi
subject to this right of first refusal.

Landlord agrees not to transfer or ¢

[Remainder of page intentionally left blank. Signature pages Sfollow.]
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WITNESS the following signatures:
LANDLORD:

By: __. -

Print Name: S

Title: . x —— -

TENANT:
HEALTHFIRST BLUEGRASS, INC.

Signature Page to Lease
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EXHIBIT B

COMMENCEMENT AGREEMENT

Attached to and made part of the Lease dated , 2012, -
, a-Kentucky - limited- liability- company; as- Landlerd, and HEALTHFIRST -

BLUEGRASS, INC., a Kentucky non-profit corporation, as Tenant.
,201__, Landlord and Tenant do hereby declare that;

As of this day of
1. The exccution date of the Lease is , 2012,
2. The Commencement Date is - )
3. The Expiration Date is ' , 201,
4. The Lease is in full force and effect as of the date hereof. Any capitalized terms
used herein but not defined shall have the same meaning as set forth in the Lease.
LANDLORD:
By:
Print Name:
Title:
TENANT:

HEALTHFIRST BLUEGRASS, INC.

By:

T.A. Lester, Chairman

B-1
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! EXHIBT ]
Yy
5

"

(Owner)
{Location/Address)

Landiord Letter of Consent '

[lnsert owner), is/(are) the owner(s} of the property located at (insert facllity name and
address). The property Is currently leased by (insert recipient/lesse2). (Insert owner) currently
. has/will have a lease agreement with (insert reclpient/lessee), for a period of ____ yearsthat

will expire on {insert date),

(Insert owner) Is/(are) In full agreement of the proposed Improvements to the aforementioned
leased property as part of the Health Resources and Services Administration (HRSA) (Insert

name of funding opportunity) funding opportunity, and grant permission to (insert
reclplentﬂessee) to undertake proposed Imprcvements.

(Insert owner) also acknowledge that there will be a Federal interest In the property as a result
of the proposed Improvements and that (Insert owner) agrees to file a Notice of Federal
Interest prior to work commencing, If required by HRSA.

Landlord/Corporation Signature:
Typed Name:
Thle:
Date:
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EXHIBIT
D

les*

SAMPLE NOTICE OF FEDERAL INTEREST

On /nseri date, the Health Resources and Services Administration’s Bureau of Primary Health

Care awarded Grant No. to insert name of recipient. The grant provides Federal
funds for describe purpose of grant, e.q., construction, alteration/repair/renovation*, which is

located on the property described below in County, State of :

(GRANTEE INSERT LEGAL DESCRIPTION OF PROPERTY)

The Notice of Grant Award for this grant includes conditions on use of the aforementioned
property and provides for a continuing Federal interest in the property. Specifically, the property
may not be (1) used for any purpose inconsistent with the statute and any pregram regulations
governing the award under which the properly was acquired; (2) mortgaged or otherwise used
as collateral without the written permission of the Office of Federal Assistance Management
(OFAM), Health Rescurces and Services Administration (HRSA), or designee; or (3) sold or
transferred to another party without the written permission of Office of Federal Assistance
Management (OFAM), Heaith Resources and Services Administration (HRSA), or desighes, or
its designee. These conditions are in accordance with the statutory provisions set forth in Title
45 CFR part 74 or 92 (as appropriate), the HHS Grants Policy Statement, and other terms and

conditions of award.

These grant conditions and requirements cannot be nullified or voided through a transfer of
ownership. Therefore, advance notice of any proposed change in usage or ownership must be
provided to the Associate Administrator, Office of Federal Assistance Management (OFAM),

Health Resources and Services Administration (HRSA), or designee.

Signature:
Typed Name:
Title:
Date:

* Description shouid include specificity to determine If the Federal interest applies o the land,
building, or part thereof. Street or campus address shouid be included whenever possible
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EXHIBITE
PERMITTED ENCUMBRANCES

) I-. No_ticé of Fedé;al Intal:est
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AMENDED AND RESTATED LEASE

THIS AMENDED AND RESTATED LEASE (the “Lease™) is entered into and made as
of the day of March, 2013, but is effective as of June 21, 2012 (the “Effcctive Date™),
between , a Kentucky limited liability company (“Landlord™),

WITNESSETH:

WHEREAS, Landlord and Tenant entered into that certain Leasc dated June 21, 2012
(the “Original l.ease”) whereby Landlord leased to Tenant the Premises (as defined below),
which consist of, among other real property, two office buildings; and

WHEREAS, Tenant desires to remove the two office buildings and construct a new
building (the “New Building™) on the Premises and Landlord has agreed to allow Tenant to do

so; and

WHEREAS, Landlord and Tenant now desire to amend and restate in its entirety the
Original Lease according to the terms set forth below.

NOW THEREFORE, Landlord, in consideration of the Rents and covenants hereinafter
set forth, does hereby demise, let and lease to Tenant, and Tenant does hereby hire, take and
lease from Landlord, on the terms and conditions hereinafter set forth, the Premises (hereinafler
defined) to have and to hold the same, with all appurtcnances, unto Tenant for the term

hereinafier specified.

T his Lease is an amendment and restatement, and not a novation, of the Original [.case.
As amended and restated hereby, the Original Lease shall remain in full force and effect.

SECTION A. BASIC DEFINITIONS AND PROVISIONS. The following basic definitions

and provisions apply to this Lease. Any capitalized terms used in this Lease but not defined shall
have the same meaning as sel forth in this Scetion A:

(1) Premises: (i) Consisting of LOT 1 as shown on the attached “Exhibit A™
located at the intersection of Southland Drive and Mitchell
Avenue, Lexington, KY, currently consisting of, among other real
properly, an office building (the “First Building™) with
approximately 20,900 square feet and a smaller office building
with approximately 11,900 square feet (the “Second Building”; the
First Building and Second Building shall be referred to herein
collectively as the “Existing Buildings, including the right for the
benefit of Tenant and Tenant’s employees, patients, customers,
agents, licensees, concessionaires and invitees to use all parking
arcas, sidewalks, driveways, service drives and service roads,
traffic islands, landscaped areas, loading and service areas, and any
other areas within LOT 1 or to which LLOT 1 is entitled to use for

same.

LEXLibrary 0122685.0588094 S14499vah
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2)

(3)

C)

(5)

Term:

Number of Months of Initial Term:

Commencement Date: December 18, 2012

Expiration Date:

Renewal Terms: Six (6) sixty (60) month renewal options

“Term” as used herein shall include any Renewal Terms.

120 months

The date that is 120 months from the
Commencement Date, as such date may be extended by the
exercise of any renewal options.

MONTHS OF MONTIHLY
THE TERM RENT
1 thru 120 (Initial $23,475.50
Term)
121 thru 180 (1% $24,662.41
Renewal T'erm)
181 thru 240 (2nd $25,887.08
Renewal T'erm)
241 thru 300 (3rd $27,176.34

Renewal Term)

301 thru 360 (4th
Renewal Term)

$28,530.16

361 thru 420 (5th $29,966.00
Renewal Term)
421 thru 480 (6th $31.466.42

Renewal Term)

RESERVED

LEXLibrary 0122685.0588094  514499v56
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Permitted Use: 'T'o remove the Existing Buildings located on the Premises and to
construct, occupy, and use the building to be constructed by Tenant at Tenant’s
sole cost and expense within the location provided on the attached Exhibit A
(hercinafter referred to as the “New Building”) on the Premises in order to
provide medical services and operate a medical clinic, as provided for herein.

Rent: The rent for the Premises is payable in monthly installments beginning on
the Commencement Date and continuing on the first (1) day of each month in
accordance with the following Schedule:



Amended and Restated Property Lease Exhibit 3

(6) Rent Payment Address:

7 Parking: Tenant shall have non excluysive use of all parking spaces on the
Premises and to which the premises may be entitled by law or reciprocal
agrcement.

(8) Notice Address:

LANDLORD:
TENANT: HealthFirst Bluegrass, Inc
650 Newtown Pike
Lexington, Kentucky 40508
Atin: T.A. Lester
1. DESCRIPTION OF THE PREMISES. The Premises consist of LOT 1 and are more

particularly shown on Exhibit A attached hereto and incorporated herein, and contain the
Existing Buildings, among other real property, and the Ancillary Areas. The Premises does not
include the office/retail building site located on LOT 2 (hereinafier referred to as the
“Development Lot”), as shown more particularly on Exhibit A attached hereto and incorporated
herein, which shall be for the sole use of Landlord and iis successors or assigns and not included

as part of this Lease.

2 TERM AND RENEWAL OPTIONS. The Term of this Lease commences on the
Commencement Date and expires on the Expiration Date, subject to the following:

(a) The Lease shall be effective on the Effective Date and Tenant shall have
reasonable access to the Premises and appropriate documents relating to the Premises as of the
Effective Date in order to complete its due diligence inspections and reviews; provided, however
that Rent and other obligations of the Lease shall not begin until the Commencement Date.

(b) The Commencement Date, the Term and the Expiration Date shall be set forth in
a Commencement Agreement in substantially the same form as Exhibit B, attached hereto and
incorporated herein by this reference, to be prepared by Landlord and executed by both parties.

(c) Tenant shall have the option to extend the term of this Lease for up to six (6)
periods of five (5) years each (each period shall be referred to hercin as a “Renewal Term™)
beyond the initial Term in accordance with the provisions of this Section. Such option shall be
exercisable by written notice of renewal given by Tenant to Landlord not less than six (6) months
prior to the end of the Initial Term or immediately preceding Renewal Term, as applicable. The
terms and conditions of this Lease for any Renewal Term shall be the same as for the Initial
Term, except the Rent shall be as provided in Section A(4) and (5) above and the Option Prices

LEXLibrary 0122685.0588094 S5i4499v36
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shall be as set forth in Section 31 below. Tenant may not effectively exercise a renewal option at
any time that there exists an uncured Event of Default.

3. RENT. Tenant shall pay to Landlord, at the address listed in Section A(6), for the
Premises in the amounts as set forth in Section A(4) and (5). Rent shall be payable in monthly
installments as provided above, in advance, on or before the first day of each and every month
throughout the Term; provided, however, that if the Commencement Date shall be a day other
than the first day of a calendar month or the Expiration Date shall be a day other than the last day
of a calendar month, the Rent installment for such first or last fractional month shall be pro-rated
accordingly based on a 365-day year. Notwithstanding the foregoing or anything else in this
Lease to the contrary, if Tenan’s requirement to pay Rent, as set forth above, begins prior to
Tenant’s medical clinic on the Premises becoming operational, then Tenant may defer its
payment of Rent until March 18, 2013 (the “Rent Payment Start Date™). All deferred payments

of Rent shall be amortized over a period of years at an interest rate of six and one half
percent (6.5%) in equal installments to be paid on or before the first day of each month
beginning with final payment made (the “Amortized Rent™). The

payments of Amortized Rent shall be in addition to regularly-scheduled Rent payments.

4, TAXES. Tenant shall pay on or before their due dates all real estate taxes, installments of
special assessments, sewer charges, transit taxes, and any other federal, state or local
governmental charge, general, special, ordinary or extraordinary (excluding income, franchise, or
other taxes based upon Landlord’s income or profit, unless imposed in licu of real estate taxes)
which shall now or hercafter be levied, assessed or imposed against the Premises during the
Term (the “Taxes™); provided, however, that if the assessment period for any Taxes shall cover
any period before the Commencement Date or after the Expiration Date, the payment of such
Taxes shall be pro-rated accordingly between the Landlord and Tenant based on a 365-day year.
Upon receipt of any invoices for Taxes, Landlord shall promptly forward such invoices to

Tenant.

5. INSPECTIONS. Landlord shall permit Tenant rcasonable access to the Premises and
app opnatc documents relating to the Premises in order to complete its due diligence mspectlon:.
and reviews during the period beginning on the Effective Date and cndmg on the 130" day afier
the Effective Date (the “Due Diligence Period™). All inspections and reviews shall be conducted
at reasonable times agreed upon in advance by Landlord and Tenant. Such inspections and
review may include, but not be limited to, (i) a physical inspection of the Premises, including all
wiring, plumbing, HVAC, structural components, foundations, and roofs; (ii) an environmental
study of the Premises, including without limitation, a Phase 1 and/or Phase II study of the
Premises; and (iii) a survey of the Premises, including without limitation, an ALTA survey of the
Premises, Landlord shall take the steps necessary to ensure that Tenant has access to Rosemill
prior to the closing of Landlord’s purchase of Rosemill.

6. TENANT IMPROVEMENTS. Tenant may remove at Tenant’s cost the Existing
Buildings and construct the New Building and other related improvements (the *““I'enant
Improvements™) on the Premises at any time after Tenant notifies Landlord in writing that all of
the conditions to this Lease set forth in Section 20 have been satisfied or waived. All Tenant
Improvements shall be constructed in accordance with the following terms and conditions:

LEXLibrary 0122685.0588094 514490v30
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(a) Within three hundred (300) days of the Effective Date, Tenant shall provide
Landlord with general schematic plans of the Tenant Improvements lor the Premises, showing
generally the size, nature and location of the Tenant Improvements to be constructed in the
Premises (the “Plans”). Landlord shall have the right to approve the Plans within ten (10) days
of the receipt of the Plans; provided however, that Landlord’s approval shall not be unreasonably
withheld, delayed or conditioned. Tenant shall cause the contractor constructing the Tenant
Improvements to obtain a performance and completion bond in an amount equal to the actual
contract cost to construct the Tenant Improvements.

{(b) Tenant shall pay for all costs for the Tenant Improvements,

(c) Tenant shall construct the Tenant Improvements within the Premises set forth in
the Plans in a good, workmanlike manner and in substantial accordance with the Plans.

(d) Tenant shall obtain all governmental permits and approvals rclating to the
construction and use of the Tenant Improvements. Copies of all building permits, certificates of
occupancy and other governmental notices, permits or licenses received with respect to the
Tenant Improvements shall be promptly furnished to Landlord. Landlord shall cooperate with
Tenant at the request of Tenant in obtaining any of the necessary or advisable permits and

approvals.

(e) Within sixty (60) days upon completion of ‘Tenant’s improvements to the
Premises, and specifically those that may be subject to the Notice of Federal Interest (“NFI™)
referenced herein, a Cost Segregation Study (*CSS™) shall be performed, at Tenant’s sole cost
and expense, by an accounting or consulting firm chosen by Landlord and subject to reasonable
approval by Tenant. The purpose of the CSS being to identify all construction related costs that

can be depreciated over a shorter period than the New Building.
;8 DELIVERY OF POSSESSION: ADJUSTMENT OF TERM.

(a) Delivery of Possession. landlord shall deliver possession of the Premises to
Tenant as of the Contingency Satisfaction Date, as defined in Section 20, for Tenant, its agents,

and its contractors to begin construction of the Tenant Improvements.

(b) Tenant’s Acceptance of the Premises. Upon delivery of possession to Tenant,
the Premises shall be accepted by Tenant “AS IS”, “WHERE IS”, and “WITH ALL FAULTS,”

excepl as otherwise provided in this Lease.

8. USE OF THE PREMISES.

(a) Specific Use. Tenant shall have the right to use the Premises for (a) any lawful
purpose, including, without limitation, in connection with its business of providing medical
services, and (b) any other lawful purposes consistent with the existing zoning of the Premises,
Landlord represents and warrants that Tenant’s use of the Premises for its medical services
business (the “Tenant’s Intended Use”) does not violate any zoning ordinances or other laws
applicable to the Premises, or any leases, rules and regulations, or agreements, including
exclusive use agreements, with existing tenants or third partics relating to the Premises and

W
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Landlord agrees to not enter into any future leases or agreements prohibiting such use for the
Term of the Lease, including all Renewal Terms.

(b) Representations and Covenants Regarding Use. In connection with its use of

the Premises, Tenant agrees to do the following:

(i) Tenant shall use the Premises, construct the Tenant Improvements, and
conduct its business thereon in a safe, careful, reputable and lawful manner; shall keep and
maintain the Tenant Improvements in as good a condition as they were when Tenant first takes
possession thercof, ordinary wear and tear excepted, and shall make all necessary repairs 1o the
Premises other than those which Landlord is obligated to make as provided elsewhere herein.

(ii) Other than the removal of the Existing Buildings, Tenant shall not
commit, nor allow to be committed, in, on or about the Premises, any act of waste, including any
act which might deface, damage or destroy the Premises, or permit any objectionable or
offensive noise or odors to be emitted from the Premises,

(iii)  Tenant shall defend, indemnify and hold harmless Landlord from and
against any and all claims, judgments, damages, penalties, fines, costs, liabilities or losses of any
kinds whatsoever (including reasonable attorneys® fees) directly arising out of Tenant’s removal
of the Existing Buildings.

(c) Compliance with Laws, Tenant shall not use or permit the use of any part of the
Premises for any purpose prohibited by law. Tenant shall, at Tenant’s sole cost and expense,
comply with all laws, statutes, ordinances, rules, regulations and orders of any federal, state,
municipal or other governmental agency thereof having jurisdiction over and relating to the use,

condition and occupancy of the Premises.

(d) Compliance with Zoning. Tenant knows the character of its operation in the
Premises and that applicable zoning ordinances and regulations are of public record. Tenant
shall have sole responsibility for its compliance therewith. Landlord shall reasonably cooperate
with Tenant at Tenant’s request to obtain a compliance letier, an approved development plan,
building permit and/or other planning and zoning or other required governmental approvals
relating to the planned use of the Premises by Tenant or any planned alterations, improvements
or additions by Tenant.

(e) Unsafe Materials. “Unsafe Materials” shall mean any hazardous or toxic

substance, material or waste which is or becomes regulated by any local governmental authority,
the laws of Kentucky or the laws of the United States. Tenant shall not cause or permit any
Unsafe Materials (except for cleaning supplies used in normal quantities in the ordinary course
of business and medical waste handled in accordance with law) to be brought upon, kept or used
in or about the Premises by Tenant, its agents, employees, contractors or invitees.

Tenant shall defend, indemnify and hold harmless Landlord from and against any
and all claims, judgments, damages, penalties, fines, costs, liabilities or losses of any kind
whatsoever (including reasonable attorneys' fees) directly or indirectly arising out of the
existence of Unsafe Materials or non-compliance with Environmental Laws which have been
introduced or caused by Tenant.
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