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We reviewed the books and records of Coventry Health Center (project). The objective of our
review was to determine whether Coventry Health Center Associates, L.P. (owner), and-or Sterling
Health Care Management Company, an identity-of-interest management agent, used the project’s
funds in compliance with the regulatory agreement and the U.S. Department of Housing and Urban
Development’s (HUD) requirements. The review was conducted based upon our fiscal year 2004
annual audit plan. The review resulted in one finding.

In accordance with HUD Handbook 2000.06, REV-3, within 60 days, please provide us, for each
recommendation without a management decision, a status report on (1) the corrective action taken,
(2) the proposed corrective action and the date to be completed, or (3) why action is considered
unnecessary. Additional status reports are required at 90 days and 120 days after report issuance for
any recommendation without a management decision. Also, please furnish us copies of any
correspondence or directives issued because of the audit.

Should you or your staff have any questions, please contact Michael Motulski, Assistant Regional
Inspector General for Audit or me at (617) 994-8380.



Executive Summary

We reviewed the books and records of Coventry Health Center (project) to determine whether
Coventry Health Center Associates, L.P. (owner), and-or Sterling Health Care Management
Company, an identity-of-interest management agent, used the project’s funds in compliance with
the regulatory agreement and the U.S. Department of Housing and Urgan Development’s (HUD)
requirements. The review was performed based upon our fiscal year 2004 annual audit plan.

We found that the project’s owner and/or management agent used project funds for inappropriate
and unsupported disbursements. The inappropriate and unsupported disbursements occurred while
the project was in a non-surplus-cash position and/or in default of its HUD-insured loan. HUD sold
the project’s note and lost more than $6.3 million.

Owner/Management
Agent Improperly Used
Project’s Funds

Recommendations

We identified $1,858,100 in questionable cash
disbursements made by the project’s owner and/or
management agent between January 1998 and February
2001. The project’s owner and/or management agent
disbursed these funds and paid for non-project-related
expenses, loan repayments, management fees, and
unnecessary services while the project was in a non-
surplus-cash position and/or in default of its HUD-insured
loan.

The owner and/or management agent caused the conditions
identified above by failing to operate the project in
accordance with its regulatory agreement and other
applicable laws and regulations. The owner and/or
management agent disregarded prudent business practices
and exploited weak management controls.

We recommend that the director of HUD’s Boston
Multifamily Housing Hub,

e Pursue the recovery of double the amount of
questionable cash disbursements to identities-of-
interest as stipulated in 12 U.S.C. [United States
Code] Sec. 1715z-4a.

e Obtain from the owner justification supporting the
cash disbursements for unsupported costs.

e Obtain from the owner adequate justification for
disbursements that were deemed unnecessary to the
nursing home.

e Pursue the recovery of questionable distributions to
non-identities-of-interest.



We provided our draft audit report to the auditee for formal
comment on November 10, 2005. On November 21, 2005,
we received a letter from the owner’s counsel dated
November 17, 2005 requesting a 60 day extension to provide
written comment. On November 23, 2005, we replied, in
writing, granting a 15 day extension with a response date of
December 14, 2005. We received no response to our offer to
hold an exit conference. We received the auditee’s written
response through its attorneys on December 14, 2005.
Appropriate revisions were made to the report where
deemed necessary. The complete response is included as

Appendix B
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Introduction

Coventry Health Continuum, Inc., was a 344-bed for-profit nursing home located in Coventry,
Rhode Island. The original owner and borrower under the U.S. Department of Housing and
Urban Development (HUD)-insured mortgage was Coventry Health Center Associates, L.P.
(owner), a Rhode Island limited partnership. The mortgage was financed and serviced through
Suburban Mortgage Associates, Incorporated, an identity-of-interest company, through common
ownership. The amount of the HUD-insured mortgage was $15,308,700.

Section 232 of the National Housing Act authorized a mortgage insurance program for residential
care facilities. The Housing and Community Development Act of 1987 extended Section 232
eligibility to the refinancing or purchase of currently insured Section 232 facilities. Federal
regulations at 24 CFR [Code of Federal Regulations] Part 232 contains the program’s regulatory
guidelines.

The nursing home was first established in the early 1980s under the ownership of Coventry
Health Center Associates, L.P. After completion, the nursing home was leased to an operator not
related to the owner. In 1986, the original HUD-insured loan of $8,667,300 was refinanced to
$9,835,000. The owner, through a series of complex company restructurings, had Coventry
Health Continuum (operator), an identity-of-interest company, operate the nursing home in 1987.
A management agent was also brought in during 1987; however, the agent had no identity-of-
interest relationship with the nursing home’s owner or operator.

In 1994, the $9,835,000 HUD-insured loan was again refinanced to $15,308,700. These funds,
in part, were used to add an additional 34 beds to the nursing home. By 1997, the contract with
the management agent had expired, creating the opportunity for the owner to establish its own
management agent. Sterling Health Care Management Company, an identity-of-interest
management agent, took over as the nursing home’s agent in 1997. At this point, the owner had
full control over the nursing home’s ownership, operations, and management. For the next two
years, the nursing home’s financial condition deteriorated. By August 1999, HUD required
monthly financial monitoring due to the nursing home’s default on its HUD-insured mortgage
and dire financial condition. The note was assigned to HUD on June 28, 2000. By February 19,
2001, the nursing home was placed into receivership.

Before being placed in receivership, the nursing home consisted of three identity-of-interest entities,
controlled and operated through common ownership and management as follows:

e Coventry Health Center Associates, L.P. — owner,
e Coventry Health Continuum, Inc. — operator, and
e Sterling Health Care Management Company - management agent.

Coventry Health Continuum, Inc., operated as Coventry Health Center until October 6, 2000, when
it was changed to Brookside Villa.

HUD sold the project’s non-recourse note for a $6,292,520 loss in September 2002. A detailed
chronological list of key events is outlined in appendix C of this report.



Audit Objectives

Audit Scope and
Methodology

The objective of our review was to determine whether the
owner and/or Sterling Health Care Management Company,
an identity-of-interest management agent, used project
funds in compliance with the regulatory agreement and
HUD’s requirements.

To accomplish the audit objectives, we

Reviewed federal requirements, including the Code of
Federal Regulations, HUD handbooks, and the U.S.
Code.

Reviewed the project’s files maintained by HUD’s
Providence field office. We reviewed the reserve fund
for replacement account, mortgage instruments,
management certification/management agreement,
regulatory agreement, monthly accounting reports, and
independent public accountants’ reports for fiscal years
ending December 31, 1992, through 2001.

Performed limited testing of management controls
relevant to the audit, through inspection, review, and
analysis of documents and records, and evaluated the
effects of any exceptions. Our testing was limited
because the management controls in place during our
audit period were replaced due to the project’s
bankruptcy.

Reviewed the project’s books and records to determine
a) the reliability of information and b) the
appropriateness of disbursements for the necessity and
reasonableness of costs.

Tested payroll items, payments to individuals, and
unusual transactions from the operating account. Our
sample was based on high dollar value and risk. Our
results relate only to those items reviewed.

Reviewed 100 percent of disbursements to a) identity-
of-interest vendors and individuals; b) non-identity-of-
interest vendors providing legal, audit, and accounting



services; c¢) vendors for renovations; and d) activity
from the project’s reserve for replacement account.

e Reviewed the project’s inspection reports performed by
HUD’s Real Estate Assessment Center on March 6,
2000, and July 2, 2002.

The audit was conducted between July 2003 and February
2004 and covered the period from May 5, 1995, to August 22,
2003. Our audit fieldwork was conducted on site while the
project was under the control of a receiver. When appropriate,
the audit was extended to include other periods. We conducted
our audit in accordance with generally accepted government
auditing standards.



Finding 1

Owner and/or Management Agent Diverted
Project Funds

The owner and/or management agent of the project directed the payment of $1,858,100 in
questionable cash distributions between January 1998 and February 2001. Of the $1,858,100,
the owner diverted $1,421,859 in operating funds to identity-of-interest entities of the project, of
which $865,121 was paid for non-project-related expenses, loan repayments, and ineligible
services while the project was in a non-surplus-cash position and/or in default of its HUD-
insured loan. The project’s owner and/or management agent violated HUD’s regulatory
agreement by making these questionable cash distributions. The remaining $556,738 paid to
identity-of-interest entities was not supported. In addition, $436,241 in unsupported distributions
was disbursed to non-identity-of-interest entities. The owner and management agent disregarded
prudent business practices and exploited weak management controls. As a result, the project
ceased being a profitable entity and suffered significant financial problems, including a default
on its HUD-insured mortgage in August of 1999. Due to the questionable cash distributions and
the resulting cash flow problems encountered, the project was unable to sufficiently meet its
operating expenses.

On February 19, 2001, the owner petitioned the Rhode Island Superior Court to appoint a

receiver to take over the project’s assets and operations. By the time of receivership, the project
had accumulated nearly $4.6 million and $400,000 in federal and state tax liens, respectively.

The project’s regulatory agreement, paragraph 6, mandated

Federal Requirements that the owner may not, without the prior written approval
of the Secretary of Housing and Urban Development,
assign, transfer, dispose of, or encumber any personal
property of the project, including rents, or pay out any
funds except from surplus cash, except for reasonable
operating expenses and necessary repairs and make, or
receive and retain, any distribution of assets or any income
of any kind of the project except surplus cash.

Paragraph 13(g) of the regulatory agreement defines
distribution as any withdrawal or taking of cash or any
assets of the project excluding payment for reasonable
expenses incident to the operation and maintenance of the
project.

HUD Handbook 4370.2, REV-1, CHG-1, paragraph 2-10,
section A, states that if the owner takes distributions when
the project is in default or when the project is in a non-



surplus-cash position, the owner is subject to criminal
and/or civil penalties.

Federal regulations at 24 CFR [Code of Federal Regulations]
24.110 permits HUD to take administrative sanctions against
employees or recipients under HUD assistance agreements
that violate HUD’s requirements. The sanctions include
debarment, suspension, or limited denial of participation
that are authorized by 24 CFR [Code of Federal
Regulations] 24.300, 24.400, or 24.700, respectively. HUD
may impose administrative sanctions based upon the
following conditions:

¢ Failure to either honor contractual obligations or to
proceed in accordance with contract specifications or
HUD regulations (limited denial of participation);

e Deficiencies in ongoing construction projects (limited
denial of participation);

e Violation of any law, regulation, or procedure relating
to the application for financial assistance, insurance,
or guarantee or to the performance of obligations
incurred pursuant to a grant of financial assistance or
pursuant to a conditional or final commitment to
insure or guarantee (limited denial of participation);

e Violation of the terms of a public agreement or
transaction so serious as to affect the integrity of an
agency program such as a history of failure to
perform or unsatisfactory performance of one or more
public agreements or transactions (debarment);

e Any other cause so serious or compelling in nature
that it affects the present responsibility of a person
(debarment); or

e Material violation of a statutory or regulatory
provision or program requirements applicable to a
public agreement or transaction including
applications for grants, financial assistance,
insurance, or guarantees or to the performance of
requirements under a grant, assistance award, or
conditional or final commitment to insure or
guarantee (debarment).



Summary of Cash
Disbursements

Title 12, United States Code, section 1715z-4a, “Double
Damages Remedy for Unauthorized Use of Multifamily
Housing Project Assets and Income,” allows the Attorney
General to recover double the value of any project assets or
income that were used in violation of the regulatory
agreement or any applicable regulation, plus all costs
relating to the action, including but not limited to
reasonable attorney and auditing fees.

Title 12, United States Code, section 1735f-15, “Civil
Money Penalties Against Multifamily Mortgagors,” allows
the Secretary of Housing and Urban Development to
impose a civil money penalty of up to $25,000 per violation
against a mortgagor with five or more living units and a
HUD-insured mortgage. A penalty may be imposed for
any knowing and material violation of the regulatory
agreement by the borrower, such as paying out any funds
for expenses that were not reasonable and necessary project
operating expenses or making distributions to owners while
the project is in a non-surplus-cash position.

The Project’s owner and/or management agent made
distributions in the form of loan repayments and payments
for services that were ineligible, unsupported, and/or
unnecessary. The owner and/or management agent also
paid themselves fees that were not supported by contractual
obligation, nor was there evidence of actual services
provided. Of the $1,858,100 in distributions, we identified
$489,900 in ineligible costs, $992,979 in unsupported
costs, and $375,221 in unnecessary and/or unreasonable
costs as shown in the following table.
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Summary of questionable cash distributions

Payee

Identity-of-interest
Owner
Construction software
Consultants, Inc.
Partnership fees
Gregory Building Company.
Management Reality Service
My Place, Inc.

Simon & Windsor Interiors
Sterling Health Care

Distribution Questioned costs Total
Ineligible =~ Unsupported  Unnecessary paid
Loan payment $15,000 $15,000
Accounting fees $53,880 53,880
Executive/owners’ fees 89,400 89,400
Executive fees 182,500 182,500
Landscaping fees $5,510 54,300 59,810
Loan payments 130,000 120,025 250,025
Employee relations 267,041 267,041
Loan & building
improvements 15,000 7,816 22,816

Management fees

Management Company 58.000 406,700 464,700
Advertising &
Mount Saint Francis management fees 16,687 16,687
Sub-Totals $489.900 $556.,738 $375,221 $1.421.859
Non-Identity-of-Interest
Various legal firms Legal fees $132,721 $132,721
Various accounting firms Accounting fees 147,183 147,183
Unidentified payees Various individuals 136,145 136,145
Payroll transactions Operating account 20.192 20.192
Subtotals $0 $436,241 $0 $436,241 |
Grand totals $489,900 $992,979 $375,221  $1,858,100

The project was in serious financial decline from 1993 until
receivership in February 2001. During this period, the
project defaulted on its $15,308,700 HUD-insured
mortgage and ran up substantial debt payable to vendors
and federal and state tax authorities. We identified
$1,858,100 in questionable cash distributions between
January 1998 and February 2001.

We determined that the project’s owner and management
agent circumvented their own established policies and
procedures to divert project funds to pay for ineligible,
unsupported, and unnecessary expenses.

The project’s cash flow troubles made it difficult for the
project to meet current operating expenses. As a result,
both financial and living conditions at the project
deteriorated. In January 1998, the Rhode Island Health
Department cited the project for several violations under
state and federal healthcare care guidelines. In addition,
from 1997 to 2001, the project was under the
administration of five different interim and permanent
administrators.

11



Construction Software

Consultants, Inc.

From July 1, 1997, until the receivership in February 2001,
the identity-of-interest relationships between the project’s
owner, operator, and management agent created an
environment giving the owner direct control of all aspects
of the project. We believe this ability to override the daily
operations of each entity contributed to the questionable
expenditures of $1,858,100.

We identified several identity-of-interest companies having
business connections with the project, for example, a
payment to the project’s owner for $15,000 while the
project was in non-surplus-cash position. The regulatory
agreement defines any withdrawal or taking of cash or any
assets of the project excluding payment for reasonable
expenses incident to the operation and maintenance of the
project as a distribution. Distributions to owners while in a
non-surplus-cash position are a violation of the regulatory
agreement.

The project’s owner and/or management agent paid
Construction Software, an identity-of-interest company,
$53,880 for services that were not provided. According to
the project’s administrator, no services were provided for
the payments made. The monthly invoices from
Construction Software indicate that the following services
were allegedly provided to the project:

Accounting and general ledger review,
Review of monthly reports,

Submission of monthly reports to HUD,
Review of input for financial statements, and
Review of quarterly operations report.

The project’s administrator said these tasks were performed
in house. The administrator acknowledged that
Construction Software employees never worked or came to
the project at any time, although the company was paid
$1,720 per month. Again, no evidence of an agreement or
contract was provided for these services. Therefore, we
consider the $53,880 as unnecessary.

We found evidence within the project’s general ledger and
cash disbursements journal of payments totaling $89,400 to
Consultants, Inc., another identity-of-interest company.
The notes detailing the payments showed these payments
were for owners’ fees, executive service fees, and loans.

12



Partnership Fees

Gregory Building
Company

Management Reality
Services

Contrary to the project’s regulatory agreement, these
payments were made while the project was in a non-
surplus-cash position and/or after it defaulted on its HUD-
insured loan. No agreement between the project and
Consultants, Inc., was provided by the project. We
determined the total $89,400 in payments to be ineligible.

Payments totaling $182,500 were made to the owner’s
partners. These payments were noted in disbursement
records as partnership or executive fees. The notes to the
project’s audited financial statements for 1992 to 1999
indicated these fees were part of an executive fee
agreement. However, an agreement could not be provided
to support these costs. We determined the $182,500 costs
to be ineligible.

The project’s operator had a landscaping contract with
Gregory Building Company, another identity-of-interest
entity. Based on an interview with the project’s
maintenance staff, we determined that Gregory Building
Company subcontracted the effort with Sure Cuts
Landscaping. As a subcontractor, Sure Cuts Landscaping
performed landscaping services at the project that were
previously performed in house. We did not find evidence
of a related party interest with Sure Cuts Landscaping. The
project’s maintenance staff argued the service was not
necessary because they had the equipment and manpower
to do the work. In addition, the maintenance staff said Sure
Cuts Landscaping spent minimal time performing such
tasks as grass cutting, which at times was unnecessary.
Because the project had performed the landscaping before
contracting with Gregory Building Company for minimal
cost, we determined the payments totaling $54,300 to be
unnecessary. In addition, we consider one payment to
Gregory Building Company for $5,510 to be unsupported
due to lack of documentation.

Our audit disclosed payments totaling $250,025 to
Management Realty Services, another identity-of-interest
company. No evidence of a contractual agreement between
the project and Management Realty was provided. We
determined that $130,000 was for the repayment of a loan to
the owner, an ineligible expense of the project. These loan
payments were in direct violation of the regulatory agreement
because the project was in a non-surplus-cash position and/or
in default of its HUD-insured loan at the time. We were

13



My Place, Inc.

Simon & Windsor
Interiors

unable to clearly identify the purpose of the remaining
$120,025 and classified the payment as unsupported.

My Place, Inc., owned and operated by the daughter of the
project’s owner, had an employee relations contract with the
project. The contract, valued at $9,554 per month, was to
provide social services, educational services, administrative
consulting services, promotional activities, and a
comprehensive child-care program. My Place, Inc., also
offered incentive programs for the project’s employees to
show appreciation for the staff. My Place, Inc., held parties
for the staff and their families, conducted raffles, and
provided gifts of nominal value.

My Place, Inc., did not provide child-care services. It only
provided referrals for child-care needs and for support
services on an as-needed basis. It also provided seminars for
the project’s staff, which were later subcontracted out to
Delta Consultants. Our audit did not disclose an identity-of-
interest relationship with Delta Consultants. However, one
seminar was presented by the wife of the project’s owner,
who was also the mother of the owner of My Place, Inc.

As a benefit to employees, we determined that the services
were not necessary and reasonable operating expense of the
project. In addition, the $9,554 per month costs appeared to
be excessive considering that the project was struggling to
make payroll and lease payments. The payments occurred
while the project was in a non-surplus-cash position and/or
defaulted on its HUD-insured loan. For the audit period
covered, we identified $267,041 in payments to My Place,
Inc., and consider the costs unnecessary.

Simon & Windsor Interiors was an identity-of-interest
company also owned by the daughter of the project’s
owner. We determined that disbursements totaling $22,816
paid to Simon & Windsor were both unsupported and
ineligible under the provisions of the regulatory agreement.

An invoice did not support one payment for $7,816.
Another payment for $15,000 was posted in the project’s
general ledger account as a due to/due from Sterling Health
Care Management Company and later reclassified out.
However, because there was a notation listing this payment
as a loan payment, we consider the $15,000 ineligible
under the HUD regulatory agreement.

14



Sterling Health Care
Management Company

Sterling Health Care Management Company, an Identity-
of-interest company, took over as the project’s management
agent on July 1, 1997. From that point, the project’s owner
had complete control of every aspect of the project. The
owner controlled ownership, operations, and the
management agent. As the management agent, Sterling
Health Care Management Company was responsible for
keeping the project running smoothly and in conformity
with HUD’s requirements. The management agreement
stated that Sterling Health Care Management Company was
entitled to 3 percent of net patient revenue for its services.

The project’s administrator said the project’s staff carried
out the majority of Sterling Health Care Management
Company’s management agent functions. Those functions
included such tasks as analyzing and solving project
problems, recruiting, hiring, supervising project personnel,
and monitoring project operations by visiting the project or
analyzing performance reports.

According to the administrator, the only contacts between
the project’s business office and the management agent
were the periodic weekly telephone calls to see how much
money came in. The administrator was then directed to
disburse checks, and in most instances, the checks were
made to identity-of-interest companies.

Our review disclosed that Sterling Health Care
Management Company did not perform the services
required by its management agreement. As a result, it
failed to earn its management fees. Instead, the project’s
staff and consultants managed the project by performing
the services described in Sterling Health Care Management
Company’s management agreement.

A total of $464,700 was paid to Sterling Health Care
Management Company. The payments included two
disbursements for loan-related activities. One payment for
$23,000 was made payable to Sterling Health Care
Management Company for a management loan, and the
other payment for $35,000 was noted in disbursement
records as a loan to Hillside Health Center. Hillside Health
Center was another identity-of-interest entity. The project
was used as a conduit for loan activity at a time when it
was in default on its HUD-insured mortgage. Therefore,
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Mount Saint Francis
Health Center

Disbursements to Non-
Identity-of-Interest
Vendor and Individuals

Project in Receivership

we consider the loan activity total of $58,000 ($23,000 plus
$35,000) to be ineligible.

We believe the balance of $406,700 ($464,700 minus
$58,000) paid to Sterling Health Care Management
Company to be unsupported because there was no evidence
of or clear distinction of duties of its personnel and the
project’s staff.

Our audit disclosed $16,687 in payments to Mount Saint
Francis Health Center, another identity-of-interest entity.
The payments were listed in the cash disbursement journal
with various descriptions such as weekly management,
weekly payroll, marketing, and management fees.
Adequate documentation was not provided to support these
payments. Therefore, we considered the payments
unsupported.

Our audit further identified $436,241 in questionable cash
disbursements to a non-identity-of-interest vendor and
individuals for services and other costs that were
unsupported. These disbursements violated the project’s
regulatory agreement. The cash disbursements were for
various legal, auditing, and accounting services;
unidentified payees; and payroll transactions.

On February 19, 2001, the project’s owner was granted an
order by the Rhode Island Superior Court to have a receiver
appointed to take over the project’s assets and operations.
Court records showed the project was unable to obtain the
payments from governmental regulatory agencies, which
were necessary for it to stay current on its operations. This
caused a cash flow crisis that led the project’s owner to
seek the protection of the court. Court records did not
reveal the true nature for the project’s failure. We believe
that the questionable cash distributions were the root cause
for the inadequate cash flow problems.

The receiver took control of the project’s operation on
February 19, 2001. He kept two key business office
personnel on staff to assist him with the day-to-day
operations. An April 20, 2001, Providence Journal
newspaper article quoted the receiver as saying he cut
$790,000 from the operating budget. The project’s
administrator said that once payments to the identity-of-
interest companies stopped, the financial viability of the
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project improved. The receiver remained in control of the
project until August 22, 2003, when the project was sold
for $10,375,000.

Auditee Comments

We received the auditee’s comments to our audit on
December 15, 2005 and are located in appendix B of this
report.

OIG Evaluation of
Auditee Comments

Our evaluation of the auditee’s comments has not changed
our audit position. Our responses are located within
appendix B of this report, starting on page 60.

Recommendations

We recommend that the director of HUD’s Boston
Multifamily Housing Hub assure the owner

1A. Reimburses HUD $865,121 for the inappropriate
disposition of project assets.

1B. Provides documentation to support the $992,979 in
unsupported payments cited in this audit report. If
adequate documentation cannot be provided, the owner
should reimburse HUD for the appropriate amount.

We recommend that the director of HUD’s Boston
Multifamily Housing Hub, in conjunction with the HUD
Office of Inspector General (OIG),

1C.  Pursue double damages remedies if the owner does
not reimburse HUD for the inappropriate disposition
of project assets.

We also recommend that the Director of HUD’s
Departmental Enforcement Center and/or Associate
General Counsel for Program Enforcement

1D.  Impose civil money penalties against the owner for
the inappropriate disposition of project assets cited in
this audit report that violated the project’s regulatory
agreement.
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1E.  Pursue administrative sanctions against the owner for
the inappropriate disposition of project assets cited in
this audit report.

18



Management Controls

Management controls include the plan of organization, methods, and procedures adopted by
management to ensure that its goals are met. Management controls include the processes for
planning, organizing, directing, and controlling program operations. They include the systems for
measuring, reporting, and monitoring program performance.

|
We determined the following management controls were
Relevant Management relevant to our audit objectives:
Controls

e Program operations - Policies and procedures that
management has implemented to reasonably ensure that
a program meets its objectives.

e Validity and reliability of data - Policies and procedures
that management has implemented to reasonably ensure
that valid and reliable data are obtained, maintained,
and fairly disclosed in reports.

e Compliance with laws and regulations - Policies and
procedures that management has implemented to
reasonably ensure that resource use is consistent with
laws and regulations.

e Safeguarding resources - Policies and procedures that
management has implemented to reasonably ensure that
resources are safeguarded against waste, loss, and
misuse.

We performed limited testing of management controls
relevant to the audit through inspection, review, and
analysis of documents and records and evaluated the effects
of any exceptions. Our testing was limited because the
management controls in place during the audit period were
replaced due to the project’s bankruptcy. In addition, the
availability of source documents was limited; however, we
determined that the limited data obtained were reliable.

It is a significant weakness if management controls do not
provide reasonable assurance that the process for planning,
organizing, directing, and controlling program operations
will meet an organization’s objectives.
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Significant Weaknesses

Based on our review, we believe the following items were
significant weaknesses:

e Program Operations

The project was not operated according to program
requirements. The project’s owner and/or management agent
disbursed funds that were for non-project-related expenses,
loan repayments, unearned management fees, and
unnecessary services while the project was in a non-surplus-
cash position.

e Validity and Reliability of Data

The project’s owner and/or management agent did not
maintain accurate books and records.

e Safeguarding Resources

The project’s owner and/or management agent failed to
safeguard the project’s resources when it disbursed more
than $1.8 million for ineligible, unsupported, and
unnecessary expenses.
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Appendix A

Summary of Questioned Costs

Recommendation Type of questioned costs
number Ineligible costs 1/ Unsupported costs 2/
1A 865,121
1B $992,979
1/ Ineligible costs are costs charged to a HUD-financed or HUD-insured program or

activity that the auditor believes are not allowable by law; contract; or federal, state, or
local policies or regulations.

2/ Unsupported costs are costs charged to a HUD-financed or HUD-insured program or
activity when we cannot determine eligibility at the time of audit. Unsupported costs
require a decision by HUD program officials. This decision, in addition to obtaining
supporting documentation, might involve a legal interpretation or clarification of
departmental policies and procedures.
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One Citzens Plaza, 8th floor
ADLER POLLCCK (A SHEEHAN PC. T

Telephone 401-274-7200

Fax 401-751-0504 / 3514607

173 Federa_ Street
Bostoa, MA 02110-2890
Telephoae 617-482:0600
Fax 6174520604

December 14, 2005 werwapelavicom

VIA FACSIMILE AND REGULAR MAIL

John A. Dvorak

Regional Inspector General for Audit

U.S. Department of Housing & Urban Development
Office of Inspector General for Audit, Region 1
Thomas P. O’Neill, Ir. Federal Building

10 Causeway Street, Room 370

Boston, MA 02222-1092

g4 sl MY S 930500

Dear Mr. Dvorak:

This office is counsel to Antonio L. Giordano, the former general partner of Coventry Health
Center Associates, L.P. (“Coventry”) in connection with the draft Audit Report by the Office of
Inspector General, Department of Housing & Urban Development, referenced in your
November 10, 2005 correspondence to Mr. Giordano.! As requested, we are providing the
following written comments.”

As you are aware, Coventry was the HUD insured mortgagor. A copy of the Regulatory
Agreement for Multifamily Housing Projects with Coventry is attached at Tab A (the Lessor
Regulatory Agreement). As noted in the Audit Report, the Lessor Regulatory Agreement at
paragraph 6(b) contains certain restrictions including prior written approval of HUD with respect
to the assignment, transfer, disposition of or encumbrance of any personal property of the project
including rents, to pay out any funds except from surplus cash, except for reasonable operating
expenses and necessary repairs. It is this provision of the Lessor Regulatory Agreement that

~forms the basis of the Audit’s principal conclusion that Coventry violated the agreement and its
recommendation for reimbursement. As discussed below, there is no violation of the Lessor
Regulatory Agreement and, therefore, no basis for the recommended reimbursement and other
relief.

Comment 1

! By correspondence dated November 23, 2005 from you to Mr. Edward Maggiacomo, you enlarged the
time within which to respond to the draft audit report to December 14, 2005, This response is based on
information presently available.

* Coventry was petitioned into receivership in a proceeding brought in the Providence County Superior =
Court. Final judgment entered on September 22, 2005 and the receivership proceeding has concluded.
Allan Shine, counsel to the receiver, is aware of the audit request and the submission of this response.

j%ﬁg

STATE CAPITAL  Member firms o the State Cagital Global Law Firm Group practice

SLOBAL LAW FIRKE GR00F independently and not in  relaonshiz for the joint practice of law:
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December 14, 2005
Page?2

Coventry leased the real estate to Coventry Health Continuum, Inc., the lessee/operator of the
nursing home (“Continuum”). HUD approved this lease with the signing of the applicable
regulatory agreement,’® Moreover, the restrictions cited in the Audit Report and described above,
do not apply to Continuum. As set forth in the Regulatory Agreement Nursing Homes between
Continuum and the Federal Housing Commissioner (the “Continuum Regulatory Agreement”),
there is no similar restriction as cited in the Audit Report. A copy of the Continuum Regulatory
Agreement is attached at Tab B.

The Audit Report on page 11 provides a summary of claimed questionable cash distributions
incurred between January 1998 and February 2001, For each questioned cost, the following
table identifies whether the questioned cost was incurred by the lessor or the lessee.

Identity of Purpose Amount of Lessor Cost Lessee Cost
Interest Questioned Cost
Owner Loan Payment | $15,000 $0 §15,000
Construction Accounting Fees | $53,880 50 $53,880
Software
Consultants, Inc. | Executive Fee $89,400 $0 $89,400 |
Partnership Fees | Executive Fee $182,500 $0 $182,500 r
Gregory " | Landscaping Fee | $9,810 $0 $9,810 |
Building Co.
Management Loan Payment | $250,025 50 $250,025
Realty Service
My Place, Inc. | Employee $267,041 50 $267.041
Relations |
Simon & Loan & Building | $22,866 $0 $22,866
Windsor Improvements
Interiors
Sterling Health | Management Fee | $464,700 $0 $464,700
Care

¥ Asnoted on page 24 of the draft Audit Report, on March 15, 1989, HUD issued an audit report, which
Coventry does not recollect receiving, However, the draft Audit Report states that such audit report
“recommended that HUD assess the impact on HUD ... including a determination as to whether the lease
and management agreement are in the best interest of the project and HUD.” Since payments under the
lease and management agreement were subsequently approved by HUD for many ycars, HUD determined
that the arrangement was in the best interest of the Project and HUD.
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December 14, 2005

Page 3

Mt. St. Francis Advertising & $16,687 $0 $16,687
Management Fec

Non-Identity of

Interest

Various Legal Legal Fees $132,721 $0 $132,721

Firms

Various Accounting Fees | $147,183 30 $147.183

Accounting

Firms

Unidentified Various $136,145 S0 $136,145

Payces Individuals

Payrell Operating $20,192 $0 $20,192

Transactions Account

A review of the federal income tax returns of Coventry for the years 1998, 1999, 2000, 2001 and
2002 reveals that none of the costs listed as questionable in the Audit Report was incurred or
paid by Coventry, the lessor. All of the questioned costs were, in fact, incurred by Continuum,
the operator/lessee, as reasonable and necessary costs in order to ensure quality of care o the
residents of the nursing home. Since the “questioned costs™ were incurred by Continuum, and
not Coventry, there is no violation of the Lessor Regulatory Agreement and the Audit Report
recommendation for reimbursement is without basis in fact or law.

Although the Continuum Regulatory Agreement does not contain the prohibition lisied in the
Audit Report, and without waiver of Coventry’s rights, a discussion of each of the expenditures
is discussed herein,

Loan Repayment — Various Partics: $287.841

Affiliates of Coventry made emergency short-term advances to Continuum. None of the funds
advanced was required to meet any obligations or demands made on Continuum by the lendor,
HUD or any other party. The advances were made 1o allow Continuum to operate the nursing
home and fulfill obligations on an emergency basis, i.e., to allow Continuum to meet payroll
expenses. The advances were repaid generally when Continuum received the monthly Medicaid
payment. The owner would not have made these advances without the expectation of repayment.
Moreover, there is no prohibition on the repayment of these advances in the Continuum
Regulatory Agreement. Without these advances, Continuum would not have been able to meet
its obligations to its employees, which could have compromised the care of the patients.
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Executive Fees and Management Fees: $736,600

Comment 3 These fees were approved by HUD, as set forth in the Management Agreement Certification
entitled “Project Owner’s & Management Agent’s Certification for Multifamily Housing
Projects for Identity of Interests or Independent Management Agreements.” A copy of the
agreement is at Tab C. As set forth in Section 4 entitled “Special Fees™

The Management Agent is compensated at the rate of 3% of the net
patient revenue under Management Agreement dated July 8, 1987
and as amended on November 30, 1988, In addition, the Agent is
reimbursed for additional services provided including quality
assurance, dietary consulting, and system specialists. The
compensation 1o the Agent is exclusive of compensation to
Consultants, Inc., also at the ratc of 3% of net operating revenue
for services required by the special purpose nature of the facility.

Comment 4 Subsequent to the approvals sct forth in the Management Agent Certification Agreement, the
Providence office of HUD closely monitored all cash disbursements through the required
monthly reporting. The management fees were fully disclosed and the local office never
questioned or objected to any of the disbursements for management fees, thereby giving its
approval for such expenses.

Non-Identity of Interest: $436,241

Comment 5 The Audit Report does not provide any detail as to whom these questioned disbursements were
T miade o, butsiniply states various Tegal firms; varfous acconnting firms; unidentified payees;and————
payroll transactions. The report simply states that “These disbursements violated the Project’s
Regulatory Agreement. The cash disbursements were for various legal, anditing and accounting
services, unidentified payees, and payroll transactions,” As set forth above, such disbursements
do not violate the Continuum Agreement. Moreover, all of Continuum’s expenditures were
ordinary and necessary for operation of Continuum’s business. To the extent HUD can provide
further detail, Coventry will respond accordingly.
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Comment 5

Comment 7

Comment 7

Comment 7

ADLER POLLCEK (X SHEEHAN PC.

December 14, 2005
Page 5

Mt. St. Francis Health Center

The Audit Report does not provide sufficient detail to allow a response. Normally, any
disbursements to Mt. St. Francis would be for Continuum’s share of shared expenses. For
example, one employes identification badge system to be used for employee badge making at all

managed nursing homes, resulting in cost savings.

Construction Sofiware. Inc.

The Management Agent Certification Agreement approved by HUD expressly lists Construction
Software, Inc. (“CSI™) in paragraph 14, CSI was approved by HUD, was fully disclosed to and
monitored on a menthly basis by HUD, and the services, including, without limitation, systems
specialization, were ordinary and necessary for operation of the nursing home.

Gregory Building Company

The Management Agent Certification Agreement approved by HUD expressly lists Gregory
Building Company in paragraph 14. Gregory Building Company was approved by HUD, was
fully disclosed to and monitored on a monthly basis by HUD, and the services, including,
without limitation, landscaping services, were ordinary and necessary for operation of the
nursing home.

My Place, Inc.

The Management Agent Certification Agreement approved by HUD expressly lists My Place,
Inc. in paragraph 14. My Place, Inc. was approved by HUD, was fully disclosed to and

monitored on a monthly basis by HUD. A description of My Place, Inc.’s sefvices is attached
Tab D and confirmed in the draft Audit Report at page 14. The services include, by way of
example and without limitation, employee telations, morale, and counsel, all of which were
reasonable and necessary for the operation of the nursing home. For example, among other
things, the provision of such employee services ensured continuity of care, which would keep the
costs down, Likewisc, the provision of such services was instrumental in fighting union
organization and the accompanying increased costs that would occur. My Place, Inc. services
were reasonable and necessary for operation of the nursing home.

Simon & Windsor Interiors

The Management Agent Certification Agreement approved by HUD expressly lists Simon &
Windsor Interiors in paragraph 14, Simon & Windsor was approved by HUD, was fully
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disclosed to and monitored on a monthly basis by HUD. Simon & Windsor services, including,
without limitation, interior decorating and design, were reasonable and necessary for operation of
the nursing home.

Summary

In conclusion, as set forth above, the underlying predicate of the Audit Report that the
“questionable cash distributions violated the underlying Regulatory Agreement” is nol correct.
Such costs were incurred by Continuum, the lessee/operator of the nursing home, and pursuant to
the clear language of the Continuum Regulatory Agreement thete is no restriction as identified in
the Audit Report, Moreover, all of the costs were disclosed to HUD, approved by HUD,
monitored on a monthly basis, and were reasonable and necessary for the operation of the
nursing home. For these reasons, Coventry disagrees with each of the findings and asks that they
be revised to accurately reflect 1) compliance with the applicable regulatory agreement, 2) that
the services rendered to the nursing home were necessary and reasonable, and were disclosed to
and approved by HUD, and 3) that the recommendations be rescinded.

Should you have any questions, please contact us.
Sincerely,
PATRICIA K. ROCHA

PKR:dh

Attachments

¢c:  Antone Giordano
Allan M. Shine, Esq.
Edward L. Maggiacomo, Esq.

364519 Ldoc
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Tab A
‘Regulatory Agreeme’ “ior S, Denartmé  : Hodsing
Muhitamily Housing Frojects e o R oment
. . quml Hauging Commisgiondr
Under Sactions 207, 220, 221{d)(4), 231 and, 232, Excopt Nonprafits -
project No.  016~43071 E
Morgagsa  Suburban Moregage Asscoiates Incerporated
Amount of Morgage Noce  $15,308,700.00
Morlgege: Recorded: S Rhode Islamd  Coumy Rent
S Sook Page
Qriginally endorsed for insurance under Seclion 232 ,
! This Agreement eatered foto this  24Th dayof  May ¢ 195, eoaesa

Goven! ealth Cenrer Associates
T 10 Woodland Drive. Coventry, Rhode Islaud 02BL6

thalr successors, heirs, u:‘d assigns Geindy and mmg. fereinafter referred to 25 Qwners) and the undersigned Secretary of Hous
i pliralry

Urlbian Devilopment end refrned to 8 Becratary).

In consideration of the ead far | by the Idan hag been accelerated, the Secrefary msy ap|
Secretary of the above described note or in considaeation of the authariza tha application of the balarc in suck
coasent of e Secretary (o the transfer of the mortgaged property amount que on (he miortgage debt asaeceferaied. .
or the ale and conveyance of tha, mertgaged praperty by the g
Secretary, and In order t comply with the requirements of the () Whers Qwncrg ars acquiring a project alvee: o
Nariopal Housing Aet, 25 smended. and the Regulations adopted By &n insured morgage. the ceserve fand for neplac ]
the Seorotary pursuant thercta, Owners ngrae for themaalves, their scrablished will be aqual t the amaun due to b !

suesdssors, heirs and assigns, tat In congection with the mongaged fund under existing agresmsats ar charter pravis

praparty and the praject operated thereon and 2o long as the time Owners acquire such project, and paymens

contract of Mangags insurance cominues in effect, and during sush : shinll bagin with the first payment due on the mc £
Hiaier period of time us he Seceetary shall be (he owoer, holdar unless some ather giediod of establist
or reinsirer of tha marvgage, or during any time (he Secratary e intalning the fund is approved in wridiog by .
obligated % ingure 2 mongage on the mortgage property: I
! 3 Real covered by the mortgage and this
1. Qwners, cacept as fimied by paragraph (7 hereof, assume degcribad in Schedule A atrached hereto.
au:mmmlhprmpdvaﬁummmmmm»# ‘o r
and morgege. ' (This paragraph 4 is not applicable o cases inst:
Sectiod 232), .
2. (2) Dumers shall establish or continee 1o maintin a reserve

fund for replacements by the ailocation to such reserve fund
ina scparate secaunt with the “'925““ or In a $afe and

- L o’ o e
concurrendy with die ing of payments lowardy
amortizatian of the pdmm;?thupmamgm insuted ar held
by the Secrerary of an amount aqual to
per month nless a difforonc da or amoun is approved in

Such fund, whether in the forim of a cash deposit or investsd
in obligations oF, er fully guacattesd as to principal by, the -
United Sausy of America shall at off times be under the
contsol of the mongages. Dishursements from such fund,
whther for the purpoce of cffecting repl af
elements and mechanical equipment of the project ar for any
othar purpose. may be made cnly after recoiving the consant
in writing of the Ssarewcy. In the event that: the awner ic
ungble 10 make & morigage note paymeat an e due dats and
thal paymant canwict be made peior to the due day of the naxt
Such Insealiment or when the morigagee has agreed lo forgo
making an clection 1 assign the mortezge to the Scercimry

' boscd en 0 monctary defoult, or w0 withdraw o claction
elredy made, the Scetetary is authorized to insttuct the
mortgagee ta withdraw funds from the reserve (und for
replycunicnts to be applisd to the mungage payiment in order
ta prevent ar sure the default, In addition, in the event of 2

. default In the toems of the mortgage, purman to which the

g

Ruptaaes FHA-2486 which May bs Lisad Until Supply Exhausted  Page 3 at 6 HUC-L e (10-88)
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6. Owaers shall not without the prior wride appraval of the

{a) Convey. transfer. or mmbar any of the morgaged

.1. Quwners shall maintain the mongeged promiscs,

(o) Make. r receivs and fetain, any distributio
any {ncoemc of any kind of tha project axcept fur:!
and exeept on the follgwing conditions:

(1) All distributions shall be meds only s ot
the end of 4 scmiannual or annual fiscal
.only s pérmittad by the luw of tha gy
Jurisalstion;

@) No disiribution shall be mode from bacrs
prior 10 the complecion of the: peaject ar
is ony default undee this Ageesment oi
aor mangage:

@ Any disribution of any (unda of the proj=al
the party. ceceiving such fuads i not enr
‘hersunder, shalf be held in trust separaie
from' airy echer funds; and

{#) These shell hava been compliance with <
norices of eequitcanents for proper maincs
projest.

(f) Engage, except for natural persans, In any o
oF activity, including the aperation of any nis
praject, or Incut any- Hability or obligutian oo
coanection with the projeet, .

(g) Require, as a condition of the occupancy of |
aay unit in the project. 2ny consideratioa or depus’t
than the propaymeat of the fict moath's rent plt- 2
daposit {a an amount nat in excess af ote o
= dhie parfe of the of th
funds eollected as seourlry deposics shal be ket
apart fvom ail other funds of the project in & trus
the amount of which shall o oll cimes aqual o ¢
agereeate of all outstaeding abligadons.under txc

{) Pormit the use of the dwelting sccommadatioc o
augsing facilities of the praject Rr any purposs &
use which waa eriginally infendad, or parmit sor.
greater then WHat originalty approved by the Seer

dations and the grounds and équlpment appurt
In goad cepni¢ and condition, Tn the event all o
bulldings covérea by the mongage shall ke dest
damagsd by fies ar ather casualty, the moncy

tnsurence on the peaparty shall be applied i _cucijuizs,
with the terms of the mortgage.

4, Owners shall act flc aay petltlon in boakrutey -
» tereiver or in insolvency or for reargaaizaton c.
pogition, ov meke any assig for dhes b
creditors ar to 2 trustes for credisom, or permil

propeTy, of permit the sonveyunce, trunsfor o b
of such property. .

(b Assign, ranafer, dlspose of, or encumber any geraanal
progerty of the project. including reats, or pay out any funds
cxacpt from sueplus cach, except for op=rating
expenses and negessary repales,

(e Convay, assign, or transfer any banoficial latoreat in any
trus holding titie to the property, or te Inerest of any
genaral partner in @ pactnership owning the prapenty, or any
right © manage or receive the ronts aad prafies (rom (e
wortgaged propery.

) Remodel, 4 1o, reconstruct, or demolish any pare of the
martgaged property or sublract from any roal or personal
propenty of tho project.

_"In the evens of default hormundat, it shall be-s

djndicad inmmmmmehkinebi;m
mu;md ar any thaseof by a reo.
sefzup wp;l}:e :fy the mnn‘;“um propeny ar &
thereaf uader judicial procas o¢ pursiiant i any
gale, and fall to have such adverse actions S0
forry-five (45) days.

9, (a) Any management contract entered (O by Ch..ocis o vy
«+-af tham Involving the project shall cantain 3 crt' s

tirminacion withaut penalty upon wrliten cequest
Secretary. Upan such request Owners ghall fin
arrange Lo 1eminate the cantraer within a prdiod o 560 i
than thinty (30) days and shall make acesagemes
satisfastory to the Sacrotary or continuing pog.
managemenc of lne projeet, .

Paoa 40l &
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AR
(49 Payment fac sarviess, ‘suppliss, op mut~  “shall sat
exceed the amotat ordinarily pald for suck _arvices,

o materlals n the area where the gervices are ten or
the supplics ar mateciala ficnished. L

(<) Tha maortaged propary, squip plans, of-

fices, apparatus, devices. baaks, canwracs,

. rmcords,
-documents. und other papers reliv..ipz thereto shall at all times

be in for proper audic snd
subject to examination and Inspectlon o any ceasonable dme
by the Searstary or his duly authorized agents. Owners shall
keep copies af all wrigen contencts or other instruments
which affect the momgaged prapery, all or any of which
may, bo subjest to inspestion and szamination by the
Jeereiary or hlg duly authorized agents,

{d) The books and accounts of tha apersicns of tha mongag-
e property and of the project shall be kept la accordance
with the vequirements of the Secretary. .

(e} Within sixty (60) days [ollowing the cnd of each fiscal
yeur the Sacretary thall b Rirnietied with 2 complata annual
firanclal Toport tosed upon an cramination of the baoks sod
resords of mortgagar prepared in accardance with the e+
quircments of t Secratary, proparcd and cortifiad w by an
afficer ar responsiole Owner and, when required by the
Secretary, prepared and contificd by 2 Cortified Public Acv
countast, ot ather purson scceptabla ta the Secrotary.

(D Ac raquest of the Secretary, his agenss, employess, or ar-
forneys, ‘the Owners shall furnish moathly eccupancy reports
and stall give specific answers (o questions upon wiich in-
formation iv desivad from time to trs: relative to income,
assely, lidbilires, peraton, and af the
praperty nd'the stams of the insured mortgoge,

() All rents and other recaipts af Ihe project shad be
itution,

- depaited in the name of the praject In 3 flnaactal insi

whase depogits are [nsured by an agency of the Federal
Goverament. Such funds shall be withdrawn only in aceor-
dancs with the provisions of this Agraement for expansea of
the praject or for distributions of surpius cash as pocmitied
by paragraph 6(e) abdve. Any Owner receiving fuads of the
Fmiﬂcl other than by such distribusion of surplus cash shall
imemediately depasic such furds in the prajest bank accannt
and fuiling 5o o du in violation of dris Agresment shall hold
such funds in BUSL Ady Owner. feesiving of the
prajeet in violarion af this Agresment shall hald such funds
in trust, At such tims as the Owneea shall have lost contenl
and/or possession of the projeat, all funds heid Lo orust shall
%a dalivared 10 the momgages w the axtene that the mortoage
‘Indebedness has not ben amtiaficd.

(B) £ the morsgag is nspiced under Socsion 232

1. The Dwners ar lessezs shall at all times maintain in fafl
forta and affcct from the atal or ather licensing autho

such ficanse a5 may be required to operate the project 45 &
nurilng home and shall ot lesse all or part of the project ex-
cept on teems approved by the Secreary,

2. The Owners ghall sulbly equip the project for aursin
& : &quip the proj ']
3. The Owners shall exeriute & Secueity Agroeraent and
Financing Statement (ar. other form of chatt! Hen} upon ait
flane of equipmant, except a5 the Secratacy may exompt,
whith are aot Incorparaled as securlty ar the (nsured mar~
tgdge. The Sccurity Agreement and Finkncing Statement shall
constituie 4 first lioa upna such eyaipront and shall run in
favor of the mongages as addltlonal sccurity for the insured
mongsge,

1

oy

() If the mong . insured pinder Section 231, Ownery
of legsass shalt o all times malnaln in full foros and =
fect from the state or gther licensing authordyy such |
licenss 43 mag be required to operate the. project as hats-
ing for the clderly.

10. Ownars will comply with the provisions of any Federal,

Stare, or local law pronlldng jon in housing oa
the grounds of race, color, religian of creed, sex, of nationz!
origin, including Titls VII! of the Civil Righe Act of (963
{(Public Law 50-284; 82 S.ar. 73), as amended, Bxeoudve
Ordae 11063, and all requircments imposed by o purstant i
the regularions of the Pepartment of Housing and Utban
Development implementing these authoritics (includiag 24
CFR Darts 100, 107 and 110, aod Subparrs [ and M of Pure

00).

Upon.a violation af any of We above provisiond of this
Agreamant by Oumers, the Scorttary may give writen
niotice thereof, w Ownars, by repiscred or comificd mail,
addressed to the addresses stated (a this Agreemant, or such
other addresses as may subsequantly, upon approprite writ

" ten notlee thereof 1o the Secremry, be designaced by the

Owners 25 their ogal business address, If such vielatiots is
1ot corrosted ta the sotisfaction of the Secratary within thiey
(30) days aRer the date such notcs ls mailed ar within such
further time aq'the: Secretary determines is necessary lo cor-
recx the vialation, without further notics the Seeratry may
declare a default under this Agresmeat effective ort the dats
of such daclaration of default and upon sush defaule the
Secretary may: -

() () IF the Sesretary holds the nate ~ declara the wholo of
. said indebtzdness immedlately due and payssle and
then prosesd with the foreclosure of the mongage:

(il If said not is nor held by the Seoretary - notifyy the
hulder of the note of such defsult and request halder
1o declare a default under the nate and mongee, and
Holdor after recsiving such nacles snd request, but ot
otherwisc, at its option, may declate the whole in-
debtedness due, snd thereupan procecd with
foresloauns of the mortguge, or assign the nate and
martgage to the Secretacy as provided In tie

ntions:

() Collect #ll ronts and charges In connection with the
aperation of the profect and wex such collactions ta puy th .
Qwness* obligaclons under this Agreement and uader the nocs
and mortguge and the necessary expenses of pres=rving the
propanty, and aparuting the project.

(c) Take plissession of the project, bring any action necessz:
to cnforec any rights of the Owners growing ot of the pro.
ject operation, and operate the project In desordance with t:
tarma of this Agreement uatil such time s the Secretary in
his diseretion determunes thac the Owners arc agaia In a posi-
tion lo operats the projest in accordance with the terms of
this Ag and i complions with the requi of
the nate and' MOrZage. .

(d) Apply w any court, Stae or Federal, for specific perfes
mance of this Agreement. for an injunction agninst any viob:-
tion: of the'dgceement, for tha appoimment of a receiver &
ke over dnd of the pi In accomance with tha
teens of the Agreemeat, or for such othes reliaf as may be
approprivc, since the Injury to the Secrewry crising from =
default undcr any of the terms of tls Agrezment would bi:
ireeparable and the amoune of damags would be difficulr o
ascerain. - :

Faga § ol 6 .

HUD-GI466,{ 1L
He 467,

1
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12. s seuurify-for the paymenr due qndcr’w
resetve, fund Tor mplacements., and 1o seeure fhe Secrelary

beausa of his liability under the endorsement of the noie far .

lnsmance, and s sccurly for the mim nhhpnmu under this
greoment, the Cwers respestively assign, pledge and mart-

gge M the Secretary their ights ta the rents, profita. incame
and charges of whatsoever soit which they may recetve or be
amiitled to receive from the npcmm of the martgeged prape
erty, aubijee, however, 19 any agsigoment of ronts in the in-
sured mortgnes referred 10 herein, Uneil a defanlt is deflared
andzv this Agresmant, howavar, permiaaion is granied 1o

, Owners 0 coliect and retin under the provisions ar tis
Agresment such tents, prafits. income, and chaeges, but
spon dofeuit this pormission is terminated 13 to all renc dus
ar collectsd lhereafter.

l:‘AsuudmmuMmmﬁecm

. (a) *Morgage" includes “‘Dead of Trus", "Ch:ml Mart-
gnge" *Seeqrity nstrument™, and any other geelrity for the

dentified herein, and endorsed for insurance or held by
the S::mm-

() “Mortgages™ refers w the holder of the mortgage iden- .
fified hereln, iis suocewsers and migns; .

(¢) **Quernaca" rafors to the parsons namod in the first
mmgnpn h:mnnd designaied a8 Cwners, thefr successars,

{dy “*Mortgaged Propery™ inchudes aff property, ral, per-
sanal ar mixgd, scvarad by the mortgage or morgages sesur-
log te aote endarsed for Insurance or ficka by the Secreary;

{6) “Profect™ ieludes the maigaged property and all it
other asscts of wialsoever dature or wheresoever situate, us-
<l in aa:hﬁwﬁnbmmemmumud tmartgaged
- propeTy business u'prwnd: heusing and ether ac-
tivities aa are incidental thereto! *

(1) ““surplus Cash™ means any cash remaining after
{1} thy payment of:

) A:Idwmn dus or currently required ta be paid
unider the terma of any morgage or note insured
of held by the Sucretnry.

(il AlL amounts requicad (o be u.epmed ia the
rasarve fund for replacements:

(iiiy Ant Wli;atim of the project other than the in-
stired morigage unless funds far pagment are sat
aslde or deferment of payment, has beor ap-
und

_proved by the Secreirry:
@) the ug{qmon aft

{D An amount equal ta tha aggregute of ail special
::lddl required  be maintained by the praject;

(i) All nant security dopostes held.

() D stritati "mmuny idwlrawal or toking of cash
-ar aay asscls of the project, including the scgrogration of
cash or aaotd for subgsaquent withdrawsl within tho limic-
tigns of Faragraph §(c) herear, and exciuding ﬂmm for
ressorable expenscs incideal ta the operation

waincnance of e projest,

(b} “Defuaule™ mesns 3 dafault doslared by the Scemiary

Agreemant to the

whan a vicld
savisfacrion within the time allowed by thiz Agreement
sueh funher time as may be allowed by the Secrenary fer
writton notics;

of this Agreement is nat carrected to

() “Seetion'” rzfers o a Smlr.m af the National Houols s
Act, &5 amended,

§) “Displacad ptmﬂm or familics** shsll mean o f
famities, or & person, displaced fom 20 urban reng
' or as the result of government actloa, or &5 & realt's
Jor diswscr a3 dowermined by the Prasident pacsant © s

" Disaster Relief Aet of 1570,

w “Eldur]y pereon’’ means any perom, marvied or Jbg!
wha is slxry-twa years of age or aver.

4. 'mls instrument snall bind, and the benefls shafd ip:
the respective Owners, their helrs, representati
ecutors, administrators, suesscrs i offics or inter
assigns, and ta ‘the Secretary and his sucecssors so loc
the contract of mongage insucarce continses fn eff:
during such fursfier tme u the Sccrctary shall be the
halder, or reinsurer of the mongage, or abligaicd lo rel

the mongage. .

15 nwnm warrint |qu :hey have ot md will mf exels L
‘ef, o
msuion to, the DMIDN ereaf, and that; {n any e
of ihis Ag ara p and o,
Ing a.s Io the rights and collgadons s&x forh and supe:
ther requirements in conllict thorewith,

16. The invalldity of any clause, mn or provisioa af !
rmaes ehall nat affoct the validity or the remaining po
thereol,

17. The fellowing Qwnerar  Coventry Healrh Ceucew

Assoclatas, angh any of ics ip.ar:na: J
together with chieir respeccive suc
exgcutuu 2 a&ministrazoga, heirs o
do not assume pacsonal Habiliyy for payments dua uad
note and martgage, ar fae Me paymems ta the reserve
replucements, or for matters not under thelr contrel, &
" phc said Owners fall remain llable under this Agye
anly with respect 1o the manters herefater stared: paz

Morpmofme fest coming into Ciis
hmlsw{uch by the pravisions hersef, they 2re not e
1 raain; and

o:mrmmmnmmddmkmasnﬂdemuf ez
whhiurmcy have sutharizad In violation of the provisic
hetreo

{10 be executed with [bﬂ!ﬂlmﬂﬁ(ﬂfﬂnﬂﬂgl deed fo racd il

-

aAg aig-e8z

Paga 6 of ] o
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TN WITNESS WHEREOF, the parties have sec chelv hiuds aud seals on the darc
firat hersinabove writcteu.

ATTEST: Caovantry anlth Gun::r'A::ac.iq.t:: s
a Bhaoda Island Limiced Parwnecship

. . ]
o
' CACT I 3?‘@5%:;
I : " Robert A. Rocchio, Gemeral Farfmex

SECRETARY OF HQUSING AND LRBAN
DEVELOFMENT acting by and through
o TEE FEDERAL HOUSING COMMLSSTONER

By ‘.@f;‘é’ﬂwf{.é / ;g .
e s peoa O

STATE OF RHODE ISLAND DRec e,
COUNTY OF PROVIDENCE :

in Providence, iz said County, an.the 24th day of May, 1994, bafcre me
personally appeared Rgpert A. Roechio to ma known and known by me ta b
the Canaral Partmer of Coventry Health Center Associates, a Rhads Island
Liniced Parcpership, who executed the foregoing imstrumeac in his sedd
capacity, end he acknowledged the forsgoing Regulatery Agreament so exacut:
ta be his free act and deed in his sald capacity and the free aet and deed

of ga1d parrnership, (\

. Notarp-Tublin
M?}a A.‘ Liberati

My Commission Expiras: January 7, 19¢J

STATE OF RHCDE ISLAND
COUNTY OF PROVIDENCE

In Providenca, in said County, on the 24rh day of May, 1994, before ma
personally appeared N , to me known and kuou.i
by me to be che-duly authordzed sgent of the Foderal Bousing Commisaionar :ii
the parsen dasoribad harain, who axacuted the foragping Regulatory Agreemeirs -
by virtue of the authority vested in him a3 such authorized agent, and he
acknovledged said instrument so ex=cuted to be his free act snd dagd on bakwll
of the Federal Housing Commisslonar 24 s !

My Comntssion Expires: Jsauary 7, 19%%

Saa Schadule A attsched hereta for a description of the real property cover:d
by this Agreement. '
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Schedule A

LEGAL DESCRIPTTON

COVENTRY HEALTH CENTER

That certain tract or parcel of land with all buildings and
improvements thereon, located in the Town of Coventry, County of
Xent, State of Rnode Island, being bounded and described as
follows'

Beginning at a point in the southerly line of Nooseneck Hill
Road (State Route 3), said peint being the northwest corner of the
herein described parcel, said point also being the intersection of
the westerly line of Woodland Drive and the southerly line of
Nooseneck Hill Road, said point also being located in the arc of
a curve to the rlght having a central angle of 0" 23’ 22", and a
radius of 5885.25 feet, and arc distance of forty feet easterly of
a Rhode Island State Highway bound at Station 206+76.60 on
Nooseneck Hill Road as shown on RI Highway Plat No. 563, said bound
being at the point of curvature of a curve; said point also being
the northeasterly corner of land now or formerly of V.S.H. Realty,
Inc.

thence running a course of South 41° 15’ 06" East, a distance
of three hundred and 017100 (300.01) feet to a point; the first
145.86 feet of said first course is bounded westerly by land now
or formerly of V.H.S. Realty, Inc, and the remainder of said first
course is bounded westerly by land now or formerly of Boston Neck
Realty Corp.;

thence turning and running South 48°, 44’ 54" West, a distance
of six hundred twenty-six and 64,/100 (626 64) feet to a point of
curvature, said last course being bounded northerly in part by land
now or formerly of Boston Neck Realty Corp., in part by Route 3
Investments and in part by Stanton Associates;

thence turning and running along an arc of a curve to the left
having a radius of 2812.54 feet and a central angle of 3" 377 207,
a distance of 177.81 feet to a point of tangency;

thence turning and running South 45° 07/ 34" West, a distance
of twenty-five and 99/100 (25.99) feet to a point at land now or
formerly of Bonnie Lee Assalone, said last two courses being
bounded northerly by land now or formerly of Stanton Associates:

thence turning and running South 80" 57’ 01" East, a distance
of one hundred fifty eight and 20/100 (158.20) feet to a point:
said last course being bounded southerly by land now or formerly
of aforementioned Assalone,

thence turning and running South 42" 40’ 25" East, a distance
of four hundred eighty-nine and 92/100 (489.92) feet to a point;
sald last course being bounded westerly by land now or formerly of
Leisure Village, Inc.,

GO cassen
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Schedule A Continued

thence turning and running North 52° 317 24" East, a distance
of four hundred ninety-nine and 99/100 (499.95) feet to a point;

thence turning and running North 11° 12/ 47" East, a distance
of seventy-two and 43/100 (72.43) feet to a point;

thence turning and running ﬁorth 75" 14’ 48" East a distance
of one hundred twenty-five and 00/100 (125.00) feet to a point:

thence turning and running North 14° 457 22" West, a distance
of thirty-five and 58/100 (35.58) feet tc a point; said last four
courses being bounded generally southerly and easterly by land now
or formerly of Maplercot Develcpment, WM Associates IP, and GRA
Associates with the exception of the last 4.54 feet of said last
described course being bounded easterly by land now or formerly of
Woodland Manor II Assoc.;

thence proceeding along the arc of a curve to the right having
a central angle of 19° 28’ 50" and a radius of one hundred thirty
(130.00) feet, a distance of forty-four and 20/100 (44.20) feet to
a point;

thence turning and running along a radial line having a
bearing of North 47 43’ 38" East, a distance of twenty (20.00) feet
to a point;

thence turning and running North 79" 52' 36" West, a distance
of twenty-one and 96/100 (21.96) feet to a point;

thence turning and running along a radial line having a
bearing of South 16° 11 11" West, a distance of twenty (20.00)
feet to a point;

thence proceedinq along the arc of a curve to the right having
a central angle of 51" 31 20" and a radius of one hundred thirty
(130.00) feet, a distance of one hundred sixteen and 90/100
(116.90) feet to a point of tangency; said last five courses being
along the easterly line of Woodland Drive;

thence turning and running North 22" 17’ 26" West, a distance
of one hundred and fifteen (115.00) feet to a point;

thence turning and running North 67° 42’ 34" East, a distance
of eleven (11.00) feet to a peoint:

thence turning and running North 227 17’ 26" West, a distance
of sixty (60.00) feet to a point;

thence turning and running North 67° 42’ 34" West, a distance
of eleven (11.00) feet to a point:

thence turning and running North 22° 17’ 26" West, a distance
of two hundred sixty-one and 287100 (261.28) feet to a point;

GO sesser
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thence turning and running North 48" 44’ 54" East, a distance-
of eighteen and 07/100 (18.07) feet to a point;

thence turning and running North 41° 15’ 06" West, a distance
of sixty (60.00) feet to a point; the last said seven courses being
bounded generally easterly by land now or formerly of Woodland

‘Manor II Associates;

thence turning and running North 41° 337 14" West, a distance
of three hundred and 29/100 (300.29) feet to a point along the
southerly line of Nooseneck Hill Road; the last described course
being bounded easterly in part by land now or formerly of Woodland
Mapor II Associates and in part by land now or formerly of Coventry
Credit Union;

thence proceeding along an arc of a curve to the left in the
southerly line of Nooseneck Hill Road, having a central angle of
00" 35" 03" and a radius of 5,885.25 feet, a distance of sixty
(60.00) feet to the point and place of beginning.

Said parcel containing 10.62 acres more or less.

said above described parcel is shown on that plan entitled:
nplan of As-Built Survey, Coventry Health Center Associates,
Coventry Health Center, Coventry, Rhode Island, by George J.
Geisser Jr., Co., Consulting Engineers, 227 Wampanoag fTrail,
Riverside, RI 02915, Dated: 5/30/86, Revised: 5/19/94, Scale:
1"=40', Project No. F-592".

GY gesser
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Legal Description (Continued)
Coventry Health Center

The above-described parcel is conveyed together with RIGHTS OF
WAY and EASEMENT RIGHTS as set forth in that deed from
Mapleroot Development Corporation to Coventry Health Center
Associates recorded in the Land Evidence Records of the Town
of Coventry, Rhode Island, on October 16, 1981, at 1:43 p.m.
in Book 138 at page 1088. :

The above described parcel is conveyed together with EASEMENT
RIGHTS as set forth in that certain deed from Woodland Manor
Improvement Association to Coventry Eealth Center Associates
recorded in the Land Evidence Records of the Town of Coventry,
Rhode Island, on October 16, 1981, at 1:44 p.m. in Book 138 at
page 1098.

Subject to and togethef with covenants, agreements, easements
and restrictions of record.
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Requlatory Agreement US. Depariment of Housing Y
: . d U [
Nursing Homes ooty opment ar
Federal Housing Commissioner
Mongagee 5
Suburban Mortgage Associates Tpegr
Amount of Morigage Note Date
$15,308,700.00 May 24, 1994
Mortgage Rocorded (State) County Dato
Rhode Island Kent 5/31/94
300k ) Page
461 "' 0071
This Agreement entered into thi /a g of 24 day of May 19 94

betweer  Coventry Health Continuum, Inc.
whose addressis - 10 Woodland Drive, Coventry, Rhode Island 02816

(jointly and severally, hereinafier referred to s Lessee) and the undersigned Federa! Housing Commissioner, (hereinafter called Commissioner,

In consideration of the consent of the Commissioner to the leasing of the aforesaid projectby Coventry Health Center

Associates, l.p. : » Mongaga
and in order to comply with the requirements of the National Housing Act and the Regulations adopted by the Commissioner pursuant theretc
Lesseesagres for themselves, their successors, heirs and assigns, that in connection with the mortgaged property and the project operated therea
and 50 long as the Contract of Mortgage Insurance continues in effect, and during such Further period of time as the Commissioner shall be th
owner, holder or reinsurer of the mortgage, or during any time the Commissioner is obligated to insure a mortgage on the mortgaged property

(1) The lease shall be subject and subordinate to the mortgage © I shall mainain i good repeir and condition any pansc |

securing ﬂ?c fw‘e o other obligation endorsed for insurance by the project for the maintenance of which lessee is responsibl
R under the terms of the lease;
{2) Lessee shall make payments under leasz when due; ) (7 Lessee shall no remodel, reconstruct, 2dd to, or demolish an
{3) Payments by the lessee to the lessor shall be sufficient to pay all part of the mortgaged property or subiract from any real ¢
mortgage payments including payments to reserves for taxes, personal property of the project;

insurance, eic., payments to the Reserve for Replacements, and Lessce shall not use the project for an e excent (h
to take care of necessary maintenance, If at the end of any ® apesation ofan:w:i?gh:nf:m or ny Bl &

calendar year, or any fiscal year if the project operates on the ’
basis of a fiscal year, payments under the lease have notbeen  (9)  If a default is dectared by the Commissioner under the provi

sufficient to take care of the above items, the lessor and lessee sions of Paragraph 10 of the Regulatary Agrecmententered int
upon request in writing from the Commissioner shali renegotiate by the lessor-mortgagor and the Commissioner on the
the amounts due under the lease so that such amounts shali be 24 dayof May 1994 ,acopyc
sufficient Lo take care of such items; the Commissioner shall be notice of default having been given to the lessee, the lessce wi
[urnished by the lessee, withinthirty days afterbeing calledupon thereafter make all future payments under the Jease 10 th
10 do so, with a financial report in form satisfactory to the Commissioner;
E:mmlssmncr ccv.ennbg the operations of the mortgaged prop- (10} Theleasemay bcancelled upon ity days writen notice byth
y and of the project; BT A A
Commissioner given Lo the lessor and the lessee for a violatio
(4) The lesses shall not sublease the project or any part thereof of any of the above provisions unless the violation is corrects
without the consent of the Commissioner; 10 the satisfaction of the Commissioner within said thirty da

Lo iod.
(5) The lessee shall at all times maintain in full forcs and effect a perd
license from the State or other licensing authorily o operate the (11} The Commissioner must approve any change in or wansfer o

projectas 2 nursing home, but the owner shall not be required 1o ownesship of the lessee entity, and any change in or transfer o
maintzin such a license; the management aperation, or control of the projecl.
Previous Editions Are Obsolele Page 1ol 2 form HUD-D'ZASG—N!{L};‘?

37



Appendix B

Ref to OIG Evaluation Auditee Comments

BK599P602L: 3

ATTACHMENT “A"

IN WITNESS WHEREOF, Coventry Health Continuum, Inc., a Rhode Island Corporation, has caused
this instrument to be executed by its duly authorized officer and the Secretary of Housing and
Urban Development, acting by and through his authorized agent, has executed this Regulatory
agreement, on the date first above written. ‘

ATTEST: //Cove Health Continuum Inc.

%Smmm%'\ N,

ohn Assalone, Vice President

/

SECRETARY OF HOUSING AND URBAN
DEVELOPMENT acting by and through

THE FEDERAL HOUSING COMMISSIONER
STATE OF RHODE ISLAND Ltist 6. Osborne
COUNTY OF PROVIDENGE m“&mm

In Providence, in said County, on the 24th day of May, 1994, before me personally appeared John
Assalone to me known and known by me to be the Vice-President of Coventry Heaith Continuum
Inc., a Rhode Jsland Corporation, who executed the foregoing instrument in his said capacity, and
he acknowledged the foregoing Regulatory Agreement so executed to be his free act and deed in
his said capacity and the free act and deed of said corporation: %

otgrd %
My Commission Explres:__7'_?_'_¢7___

In Providence, in said County, on the 24th day of May, 1934, before me personally appeared
L 3G (25007 ne  tome known and known by me to be the duly authorized agent of
the Federal Housing Commissioner and the person described herein, who executed the foregoing
Regulatory Agreement by virtue of the authority vested in him as such authorized agent, and he
acknowledged said instrument so executed to be his free act and deed on behalf of the Federal

Commissioner as such authorized agent. 2 s )
S Ll

Py 2 el 5]
w

STATE OF RHODE ISLAND .
COUNTY OF PROVIDENCE

Notary'Public

My Commission Expires:
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‘07661
MAB 03/24/91

FIRST AMENDED

LERSE AGREEMENT

¥

! THIS AMENDED LEASE AGREEMENT ("Lease”) is made &

entered into on the date, between the parties and upon the
terms and conditions hereinafter set forth.

a. Date of Lease: July 8, 1987
Date of Amendment: March , 1991

b. Lessor: Coventry Health Center Assoclates, .
c. Lessee: Coventry Health Continuum, Inc.
d. Term of Lease:

{1) From: July 8, 1987,
(2) To and including: December 31, 1997

e. Description of Premises: The real property
located off Nooseneck Hill Road in Coventry, Rhode
Island known as Coventry Health Center and all
personal property located at that facility. A
description of the real property is more fully
described on Exhibit A attached hereto and made a
part hereof.

f. Rental: From commencement of term to expiration
date of original term:

Annual: $18,000 plus an amount egqual to
all mortgage and other debt
service payments, including
escrows, paid by Lessor with
respect to indebtedness of Lessor
during the applicable year,
including payments to reserves for
taxes and insurance, ete., =
payments to the Reserve for
Replacements, payments to the
Lessee by the Rhode Island
Department of Humen Services
(Medicade) & Federal Medicare
System via its intermediary, Blue
Cross, for depreciation expense
reimbursement ("Depreciation
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Reimbursement”) and payments to
take care of necessary maintenance
and other necessary property -
related expenses including legal,
auditing and accounting expenses.,
less an amount equal to all’
principal and interest paid by

. Lessee to Lessor during the

! applicable year pursuant to that
certain Promissory Note executed
by Lessee in favor of Lessor in
the original principal amount of
$400,000 (the "Note"). If at the
end of any calendar year, or any
fiscal year if the project
operates on the basis of a fiscal
year, payments under the Lease
have not been sufficient to take
care of the above items, the
Lessor and Lessee, upon request in
writing from the Federal Housing
Commissioner ("Commissioner"),
shall renegotiate the amounts due
under the Lease so that such
amounts shall be sufficient to
take care of such items; the
Commissioner shall be furnished by
the Lessee, within thirty (30)
days after being called upon to do
so, with a Financial report in a
form satisfactory to the
Commissioner covering the
operations of the mortgaged
property and of the project.

Monthly:  $1,500 plus an amount equal to all
debt service, including escrows,
paid by Lessor with respect to
indebtedness of Lessor during the
applicable month, & Depreciation
Reimbursement paid to Lessee
during the applicable month, less
an amount equal to all principal
and interest paid by Lessee to .
Lessor during the applicable month
pursuant to the Note.
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qg. Option to Renew:
(1) Additional years: Five (5)

(2) Notice prior to end of original term:
three (3) months.

(3) Rent:
(a) Apnual: See paragraph 24 hereof .

(b) Monthly: See paragraph 24 hereof.

TERMS AND CONDITIONS

1. PREMISES

: Lessor, in consideration of the rents, covenants
and aqreements to be paid, kept and performed by Lessee as
herein provided, hereby demises and leases unto Lessee the
premises described above. :

2. PURPOSE

said premises may be used only for the operation
of a nursing home. Any use of said premises in violation of
this provision may be enjoined by Lessor without prejudice to
any other remedy therefor.

3. RENTAL

Lessee shall pay the rental set forth above in
consecutive monthly installments, in arrears, at the office
of Lessor, on the last business day of each month during said
‘term. The rent for the calendar month during which rent ‘
shall begin to accrue and for the last calendar month of the
term, if either is not a full month, shall be apportioned.

4.  USE OF PREMISES

Lessee shall comply with and observe all statutes,
ordinances, regulations, orders and/or decrees of the
federal, state and city governments, or any departments,
bureaus or agencies thereof, or of any Insurance Inspection
or Rating Bureau in any way affecting the use and maintenanceé
of said premises, including obtaining a license from the
state or other licensing authority te operate the project as
a nursing home, but the Lessor shall not be required to
maintain such a license. Lessee shall forever hold and keep
Lessor harmless and indemnified on account of any loss, cost,
damage or liability resulting from the violation by Lessee of
any such statute, ordinance, regulation, order or decree or
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based or in any way arising out of the use and occupancy of
said premises by Lessee. At the expiration or other
termination of this Lease, Lessee shall remove from said
premises all goods and effects, and peaceably and quietly
surrender to Lessor possession of the premises and of all
erections and additions made to the same, whether ‘made in
replacement, substitution of, or addition to, existing
facilities, including, without limitation, piping, electrical
installations, switch boxes, transformers, lighting fixtures,
all wiring both for light and power up to the point that the
same may be attached to any machines, and partitions and
constructions of all kinds, broom clean and in good repair,
order and condition in all respects, reasonable use and wear
and damage by fire or other casualty only excepted.

5. UTILITIES

Lessee shall provide and pay for all heat, water
. for drinking and other purposes, electricity, gas and any
other utilities consumed on the demised premises and sewer
charges connected therewith.

6. MAINTENANCE, REPAIRS AND REPLACEMENTS

During the term of the Lease, Lessee shall be
responsible for all interior and exterior maintenance and
repairs to the premises, fixtures and parking areas and
driveways, and shall make all structural repairs and
replacements of integral and component parts of the |
structure, premises and fixtures,. toward the end that Lessor
shall not be responsible for any maintenance, repairs or
replacements of the premises, structure and/or fixtures.

7. TAXES, ASSESSMENTS AND CHARGES

During the term of the Lease, Lassee shall pay to
the Lessor, as Rental payments provided for in paragraph £.
herein, all taxes upon the premises. Such taxes shall
include: all taxes and special assessments of every kind and
nature assessed and levied against the building (as a
completed taxable entity), land and fixtures including, but
not limited to, any taxes upon the building, land or fixtures
levied or imposed by any governmental tax authority in
addition to, in lieu of or as a substitute for real estate or
personal property taxes, installments and interest on
agsessments for public betterments or public improvements
(such assessments to be paid over the longest pericd
permitted by law), all personal property taxes upon air
conditioning equipment or similar building appurtenances and
expenses, including but not limited to reasonable legal
expenses, of any proceedings for abatement of taxes and
assessments with respect to the first or any subsequent
calendar year or fraction of a calendar year.
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8, SERVICE CONTRACTS

Lessee shall not enter into any service,
maintenapce or other contracts relating to the premises which
shall terminate after the expiration of the term hereof,
without Lessor's written consent. Each service, maintenance
or other contract entered into by Lessee shall provide that
it shall be assigned to Lessor, effective only upon
termination of this Lease (pursuant to paragraph 20 hereof or
otherwise) and only if Lessor accepts such assignment by
notice in writing to the contractor.

9. FIRE AND CASUALTY

In case the premises shall be destroyed or damaged
by fire or other casualty, this Lease may be terminated at
~ the election of Lessor but if not so terminated and said
- premises shall be reéndered unfit for occupation-on-account of
said fire or casualty, the Rental hereinbefore reserved, or a,
just and proportionate part thereof according to the nature
and extent of the injury sustained, shall be abated until
said premises shall have been put in proper condition by
Lessor. Otherwise, this Lease shall continue in full force
and effect under its terms.

10.  CONDEMNATION

In the event the whole or any part of the premises
or any interest therein shall be taken or condemned by any
competent authority for any public or quasi-public use or
purpose, the term of this Lease shall cease and terminate on
the date when the possession of the part or interest so taken
shall be required for such use or purpose or on the date of
such taking or condemnation (at Lessor's optiop) and without
apportionment of the award, it being agree? that Lessor shall
be entitled to the entire amount of the award for the
premises; provided, however, if only & part of the premises
is so taken, and if Lessee can without necessity of any
substantial repairing or alteration, carry on its business in
the part of the premises not so taken or condemned, this
Lease shall continue in full force and effect as to the part
not so taken or condemned but there shall be a proportionate
adjustment of the Rental to be paid hereunder. g

11. PROPERTY LOSS OR DAMAGE

All merchandise, furniture and property of any
kind, nature and description, belonging to Lessee or any
person claiming by, through or under it, which may be in, on
or about said premises during the continuance of this Lease,
or any extension or renewal thereof, is to be at the scle
risk and hazard of Lessee; and if the whole or any part
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.renewals, modifications, consolidations, replacements and

* premises, except as herein expressly set fecth, have been

BKS99P6021:9

thereof shall be destroyed or damaged by fire, water, steam,
smoke, by the leakage or bursting of water pipes, or in any
other way or manner, no part of said loss or damage is to be
charged to or to be borne by Lessor in any case whalsoever.

12.  INDEMNITY

, Lessee agrees to save Lessor harmless from, and
jhdemnify Lessor against any and all injury, loss or damage
of whatever nature, to persons or property arising out of the
use or occupancy of the premises, or out of any act, omission
or negligence of Lessee or anycne claimipg under Lessee.

13.  SUBORDINATION

Thig Lease is subject and subordinate to the
mortgage securing the note and/or any other obligations
endorsed for insurance by the Commissioner, and to all

extensions thereof. This clause shall be self-operative and
no further instrument of subordination shall be required by
any mortgagee. .

14. QUIET ENJOYMENT

Lessee, paying the rent and performing all the
covenants, terms and conditions in this Lease contained to be
performed on the part of Lessee, may peacefully hold and
enjoy said premises during the term hereof without any lawful
let or hindrance by Lessor or any person claiming by, through
or under her.

15, NO REPRESENTATIONS BY LESSOR

No representations or promises with respect to the

made by Lessor, and Lessee agrees that it takes the same in

their present condition and state of repair. The taking of

possession by Lessee shall be conclusive evidence as against
Lessee that the real estate and personal property were in

satisfactory condition at the time such possessicn was 50
taken.

16. LESSOR'S RIGHT TO PAY MONEY TO EFFECT PERFORMANCE .

If Lessee at any time, or from time to time, shall
fail to perform any of the covenants, terms and conditions in
this Lease contained to be performed on the part of Lessee,
Lessor may immediately, or at any time thereafter without
notice, perform the same for the account of Lessee, and in
any such event, any monies paid by Lessor for such purpose
shall be deemed to be additional rent due hereunder and shall
be payable: forthwith to Lessor upon rendition of an invoice

therefor.
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17.  NO WAIVER

The failure of Lessor to seek redress for
violation of, or to insist upon the strict performance of,
any covenant, term or condition of this Lease shall not
prevent a subsequent act, which would have originally
constituted. a violation, from having all the force and effect
of an original viclation. The receipt by Lessor of remnt,
with knowledge of the breach of any such covenant, term OF
condition shall not be deemed a waiver of such breach and no
provision of this Lease shall be deemed to have been waived
by Lessor unless such waiver be in writing signed by Lessor.
No act or thing done by Lessor, Lessor's servants and agents,
during the term of this Lease shall constitute an eviction by
Lessor, nor shall it be deemed an acceptance of a surrender
of said premises, and no agreement to accept such surrender
shall be valid unless in writing, signed by Lessor. The
various rights, powers and remedies of Lessor herein
contained shall not be considered as exclusive of, but shall
be considered cumulative to any of the rights, powers and
remedies now or hereafter existing at law, in equity, by
statute or by contract between said parties.

18. ~ ASSIGNMENT

Lessee shall not assign, mortgage, pledge or

- otherwise encumber this Lease or its interest therein or
sublet the whole or any part of the premises without
obtaining on each occasion the consent in writing of the
Lessor and the Secretary of the Department of Housing and
Urban Development ("Secretary”) and/or Commissioner; provided
however, that the Lessor and Secretary and/or Commissioner
shall not unreasonably withhold their conmsent to any
assignment of this Lease or subletting of the demised
premises. In case of any such assignment, the Assignee shall
assume in writing to Lessor the performance and observance of
all the covenants, terms and conditions in this Lease
contained, to be kept and performed on the pir: of Lessee,
and such writing of assumption shall be delivered to Lessor
simultaneously with said assignment. In the event of any
such assignment or subletting, notwithstanding any assumption
hereof by the Assignee of sublessee, Lessee shall remain
primarily liable for the performance of all of the covenants,
terms and conditions hereof. Lessee further agrees not to
sublease the Premises or any part thereof without the consent
of the Commissioner.

19.  PAYMENTS

All sums due Lessor or any other party under the
provisions hereof shall be deemed to be rent due hereunder
and Lessor shall have all the rights and remedies relative to
the nonpayment thereof as Lessor has for the nonpayment of

rent.
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20. DEFAULTS OF LESSEE AND REMEDIES OF LESSOR

In case of failure on the part of Lessee to pay
the rent and all other charges herein provided within fifteen
(15) days subsequent to the time when the same shall become
due and payable (and it shall not be reguired that any demand
chall be made for the same); or in case Lessee shall neglect
or fail to perform or observe any of the other covenants,
térms or conditions imposed upen Lessee by this Lease and
fail to remedy and/or remove said breach, within fifteen (15)
days of the receipt of notice thereof from Lessor the term of
this Lease shall terminate, provided that Lessor shall not be
deemed to have accepted a surrender thereof. In any such
event Lessee shall indemnify and hold harmless Lessor against
all loss of rent or other payments due hersunder or which
Lessor may suffer by reason of such termination, including
damages for anticipatory breach.

21, ACCESS TO PREMISES

Lessor, Lessor's servants and agents, shall have
the right to enter upon the premises or any part thereof,
without charge, at all reasonable times to inspect the same,
to show the demised premises to prospective purchasers or
tenants, or to make or facilitate any repairs or alterationms
to the premises.

22,  NO _BROKER

Lessee represents that the premises, or any
portion of the premises, were not presented to it or to any
person representing it by any broker or other person and that
no broker or other person was involved in the leasing of the
premises, and warrants that no claim for commission for said
leasing shall be presented to Lessor.

23.  NOTICE

All notices .and other communications authorized or
required hereunder shall be in writing and shall be given by
mailing the same by certified or registered mail, return
receipt requested, postage prepaid, to the parties at their
addresses set forth above, or in the case of Lessee, to the
demised premises, or in either case, ta such other person or
at such other address as either party may hereafter designate
by notice te the other party.

24, QPTION TO RENEW
If this Lease is then in full force and effect as

to Lessee and Lessee is not in default under any of the terms
hereof, Lessee shall have the option to renew the term of
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this Lease for the period set forth above, by giving notice
in writing to Lessor no later than the number of months prior
to the end of the original term hereof set forth above. The
terms and conditions applicable to the original term hereof
shall also apply to the renewal term hereof .

25. PARTIES AND DEFINITIONS

! The terms Lessor and Lessee wherever used in this
Lease shall include the heirs, executors, administrators,
successors and assigns of said parties, wherever the context
requires or permits of such construction, and all of the
covenants, terms and conditions herein contained shall be
binding upon and inure to the benefit of the heirs,
executors, administrators, successors and assigns of gaid
parties in the same manner as if they were expressly
mentioned. The term Lessor as used in this Lease means only
the owner for the time being of the premises, so that in the
event of any sale, Lessor shall be and Lessor hereby is

“entirely freed and relieved of all covenants and obligations

of Lessor hereunder, it being understood and agreed that the
purchaser has assumed and. agreed to carry out any and all
obligations of Lessor hereunder. .

26. DEFAULT DECLARED BY HUD COMMISSIONER

If a default is declared by the Commissioner under
the provisions of Paragraph 11 of the Regulatory Agreement
entered into by the Lessor (mortgagor) and the Commissioner
on June 2, 1986, a copy of notice of default having been
given to the Lessee, the Lessee will thereafter make all
future payments under the Lease to the Commissioner.

27,  TERMINATION

The Lease may be cancelled upon thirty (30) day
written notice by the Commissioner given to the Lessor and
the Lessee for a violation of any of the provisions contained
herein unless the violation is corrected to the satisfaction
of the Commissioner within said thiry (30) day perioed.

28. LESSEE MANAGEMENT AGREEMENTS

The Lessee shall not enter into any management
contract involving the project, unless such contract shall
contain a provision that in the event of default under the
Regulatory Agreement as recited in paragraph 26 of this
Agreement, the management contract shall be subject to
termination without penalty upon written request of the
Commissioner. Upon such request, the Lessee shall
immediately arrange to terminate the contract within a period
of not more than thirty (30) days and shall make arrangements
satisfactory to the Commissioner for proper management of the

project.
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29,  NOTICE OF LEASE

At any time following the execution hereof, the
parties shall at the request of Lessee also execute a.Notice
of Lease in form reasonably satisfactory to both parties,

which Lessee may record. ,
mmTS, ADDITIONS AND DELETIONS TO ABOVE LEASE

30.

. Any alterations or deletions herein were made in

the Lease before execution, and any additional provisions to
which the parties have agreed and which are added herein or
in any addendum attached hereto shall be considered a part

hereof.
LESSEE REGULATORY AGREEMENT

The parties hereto acknowledge that the Lessee an
Commissioner have entered into a Regulatory Agreement (FHA

31.

.. Prom 2466-NHL) dated March 2y, 1991, provided further, that

the parties agree that in thé event of a conflict between th
aforesaid Regulatory Agreement and the provisions of this
Lease,. the provisions of the Requlatory Agreément will

control. ‘

IN WITNESS WHEREQF, the parties have executed thi
Lease on the date set forth above.

COVENTRY HEALTH CENTER ..
ASSOCIATES, 1.p.

RV C ﬂ 2
By: /"‘).'/)M‘, ’tr_-)((ﬂ"lf"“z ”»L/-

.General Partner

WITN'E%._E,‘._ESa7

COVENTRY HEALTH' CONTINUUM, INC.

v : .
By: //’7/;’4 qr/z}‘/// R

President ~
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Project Owner's & Management Agent's Certification

U.S. Department of Housing
and Urban Development

N

1

o

Management Agent (Agent), we make the following certifications and
agresments to the United States Department of Housing and Urban
Development {HUD) regarding of the above project
Wa corfily that: .

- 4. We have executed or will execute, within 30 days after :emiv&u the

1<)

) required by paragraph b below, a
mwsprqeamakgreemempmmslwnprmdehalmmnage-
ment Agent will manage tha project for the term and fee described

below. Changes in the fee wil be implemented anly In accordance with

HUD's tequitements
(1) Term of Agresment: 07/01/87 - 06/30/%
(2) Fees:
{a)_- % of residential income collected;
(b, % of commerdial incoma collectad;

(e % of miscellaneaus income collected (This
percantage must not exceed the perceniage in (2){a)
abovs).

[C] al Foss No (J Yes ¥l if yes, describe in paragraph
ﬁiﬂmﬁsm 1. o Silyes el

(3) Caleulation of Esti Yield (See 1)

b. We wil disburse management fees from project income anly after:
{1} We have submitted this Certification to HUD;
(2) HUD has approved the Agent to manage this project; and
{3} HUD has approved the management fee (if required).

¢, We understand that no fees may be earned or paid after HUD has
inated the M Agi

¢, If HUD notifies me of an excessive management fes, |, the Agent, will
within 30 days of HUD's notice either:

(1) Reduce the compensation to an amount HUD determines
to be reasenable and

(2) Require the administrator o refund to the project all excessive
fees callected, or

(3) Appeal HUD's decision and abide by the results of the appeal
process, making any required reductions and refunds within 30
days after the dats of this decision letier an the appeal.

6. HUD helds the residential management fae yiekl hamless under the
transition provisions of Chapter 2, Section VI of HUD Handbook
43815,

{1) We undarsland that HUD will adjust the management fes per-
centage each ime HUD approves a rent increase.

(2) We agrea to be bound by that percentage until the next rent
increase or until HUD approves a different fee, pursuant o our
request.

2. We wil, it the project is subsidized by HUD, selact and admit tenants,

compute tenant rents and assistance payments, recertify tenants and

carry out other subsidy contract administration responsibiliies in accar-

dance with HUD Handbook 4350.3 and other HUD instructions.

We agree to:

a. Comply with this preject’s Regulatory Agreement, Mortgage &
Morigage Note, and any Subsidy Contract or Warkout / Modification
Agreement.

5, Comply with HUD handbooks, netieas or omef policy directives that
relate to the management of the project.

¢. Comply with HUD lem:iremenls legarding payment and reasonable-
ness of fees and ai of costs
batween the management fes and the project account (This does nat
agply to projects listed in Paragraph 2-18 of HUD Handbook 4381 5).

4,

“o

“for Muitifamily Housing Projects for Identity-of- Offce f Hausing Tr
Interest o nden nt Agen OMB Approval No. 2502.0306 [exp. 7/312)
Public mpwlnguuman foe meol!mion of informaton is estimaled o average 0. lshm:: inchmnu ma time hrmlmm mmmmmmw data sources,
@mmmm moqgemw'odwng#;;dannlguﬁom Olﬂeaol D 1nfml-lr:$dng
C. 20410-3600 and o momolmanmtmu Budwl, Papmﬁ( Raduction Project (2502—0903%
Project name: FHA project ro:
Coventry Health Center 016-43050 -pM 05.’28/93
Cly, Stala Section B na:
Coventry, Rhode Island
Acting on benalf of Coventry Health Continuus, Inc. e project o Retrain from purchasing goods or services fom snies that have
Owner (Owner), and_Health Management Services, o, , te identity-ak-interest with us unlass the costs are as low as of lower than

arms-ength, open-market purchases.

The Agent agrees to:

a. Assure that all expenses of the project ase reasonable and necessary.

b. Exert reasonabie efiort to maximize project income and o take
advantage of discounts, rebates and similar money-saving lechniques.

c. Obtain contracts, materials, supplies and services, Indluding the
preparation of the annual audit, on terms most advantageous to the
project.

d. Credit the project with all di rebates of
mysaiesorpmenytaneliefgramedbym:mabmigwm
ment) teceived.

. Obtain the necessary verbal or wiitten cost estimates and document
the reascns for accepting other than the lowest bid.

f. Maintain copies of such documentation and make such documentation
available for your inspection during normal business hours.

g. Ivest project funds that HUD policies require to be invested and take
reasonabie effort to invest other project lunds unless the awner
specifically directs the Agent not to invest thesa other funds.

We certify that the types of insurance policies chacked below are in force

and will be maintained 1o the best of our abiity at all times. Fidefity bonds

and hazard insurance policies will nama HUD as an additional loss payee.

Nole: For any box not checked, attach an explanation as to why you

cannot obtain that type of i Such icns should be ly

rare,

a. §1 Fidelity bond or employee dishonesty coveraga for $300,000.

(1) all principals of the Agent and;Sea Attached Letter 10/23

(2) all persans who participate directly or indirectly in the manage-
ment and maintenance of the project and its assets, accounts
and records. Coverage will be at least equal o the project's
gross potential income far two (2) months.

b. X Hazard insurance coverage in an amount required by the project’s

Martgage.

<. %) Public Fabifly coverage with the Agent designated 2s one of the

insured.

gl flodt

6.The Agent agrees to:

a. Fumish a response to HUD's management seview reports, physical
inspaction reports and written inquiries regarding the preject's annual
financial statements or menthly accounting reports within 30 days after
receipt of the repost or inquiry.

b. Establish and maintain the project's accounts, bocks and records in
accordance with:

(1) HUD's administrative requirements;
(2) genarally accapted accounting principles; and
(3)in a condition that will facitate audit

7. We agree that:

2. All records refaled to the operation of the project, regardless of where
they are housed, shall be considered the property of the project.
b. HUD, the General Accounting Office {GAO), and thoss agencies'
representatives may inspect
(1} any records which relate to the project's purchase of goods or
services,
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(2) the records of the Owner and the Ageat, and
(3) the records of cempanies having an idwﬁtyd—imress with the

awner and the agent.
¢. The following clausa will be included in any contract entered into with
an identity-of-interest individual ar business for the provision of goods

or sesvices 16 the project: *Upon request of HUD or (name of owner of
Agent), (name of contractor of supplier) will make available 1o HUD, at
a reasonable time and place, its records and records of identity-of-
interest companies which relate to goods and services charged to the
project. Recards and information will be sufficient to permit HUD to
determine the services performed, the dates the services wero
performed, the location at which the services ware performed, the time
consumed in providing the services, the charges mads for materials,
and the per-unit and total charges levied for said services.” The owner

. agrees t taquest such records within seven (7) days of teceipt of
HUD's request to do so.

8. We certify that any Management Agreement does not contain the type of
“hold hasmless® clause prohibited by HUD.
9. We agree lo include the following pravisions in the Management Agree-
ment and to be bound by them:
a. HUD has the right 1o terminate the Management Agreement for failure
o comply with the provisiens of this Certification, or other good cause,
thirty days after HUD has mailed the ewner a wrilten notice of its desire
1 the Manag Agi
In the event of a default under the Mortgage, Note or Regulatory
Agreement, HUD has the right to terminate the Management Agree-
ment immediately upon HUD's issuance of a notice of terminaticn to
the Owner and Agent.
If HUD exercises this right of hermmatton I, the Owner, agree to
promptly make g forp ] g that is

&

2]

satisfactory to HUD.
d. If there is a conflict between the Management Agreement & HUD's
rights and requi HUD's rights & requi wil prevail.
6. Ifthe M A is torminated |, the Agent, will give 1o

meOwnerallolh pro(ecl‘s cash, rust accounts Investments and’
recards within thirly (30) days of the date the Management Agreament
is lerminated.
10.1, the Owner, agree to submit a new Management Certification to HUD
befere taking any of the foliowing actions:

a. Authorizing the agent lo collect a fee different rom the percentages

feas and any special fees specified In Paragraph 1 of this Certification:

b. Changing the date of the Manag it Ag

¢. Renewing the Management Agresment.

d. Permitting a new Agent to operate the project.

¢, Permitting 2 new Agent fo collect a fee,

f. Undertaking selt-management of the project.

- 11, We agree lo:

a. Comply with all Federal state, or local laws prohibiting discrimination
against any persons on grounds of race, color, creed, familial status,
handicap, sex or national origin, Including Title VI of the Civil Rights Act
of 1964, Fair Housing Act, , Executive Qrder 11063 and all regulations
When the head or spouse is otherwise efigible, give families with
children equal consideration for admission,

Giva handicapped persons priarity for subsidized unils that were built
and equipped specifically for the handicapped.
. If the project receives any form of direct Federal financlal assistance,
comply with the provisions of Section 504 of the Rehabifitation Act of
1973 as amended, Ihe- Age Dlscﬂminaﬁon Act of !975 and all
and d g these laws.
The Agent understands that these laws and leguiations prohibit dis-
crimination against applicants o tenants who are handicapped of of a_
cerlain age.
e. Furnish HUD's Office of Fair Housing and Equal Opportunity any
reparts and information required to manitor the project's compliance

&

1

o

. Not discriminale against any employee, applicant for employment or
contractor because of race, color, handicap, refigion, sex or pational
origin.

9

with HUD's fair housing and affirmative marketing requirements -
{including HUD Form 849, i applicate). \4

¢. Provide minorities, women and socially and economically disadvantaged
firms equal opportunity to participate in the groject's pfocummentam
contracting activities.

. I the project receives any form of direct Federal financial assistance,
comply with Section Snl the Housing and Urban Development Act of
1968 and its impk lations. |, the Agent, that
Ihsiawandms regulations requlre the project o make wraining, em-
ployment and conlracting opportunities available, o the greatest exiant
feasible, to lower-income project area residents and smalt businesses.

12.We certify that we have read and understand HUD's definition of ‘identity-

otinterest” and that the (s} checked and i entered
below are true. (Check box a or boxes band / or ¢.)

=

a. (] Naidentity-of-interest exists among the Ownar, the Agent
 and any indwiduals or companies that regularly do business with

the project

b. [ Only individuals and companies isted in Section 11a.of the  Man-
agement Entity Profile have an identity-okintarest with the Agent

c. (§ Only the individuals and companies listad balow have an identity-
ok-interest with the Owner. (Show the name of the individual or
company; st the services rendered; and deseribe the nature of he
Identity-of-interest relationship. Attach additional sheets, if
necessary.)

13.1, the Agent, certily & agtea:

a. that the Management Entity Profile, dated_10/23/H1 __is
accurate and current as of the dale of this Ceriification.

b. To submit an updated profile whenever there is a significant change in
1he organization or operalicns of the Management Entity.
14.The items checked below are attached:
O Atachment 1-Calcutation of Est. Yields from Proposed Mgt Fees
g New Management Enfity Pmme
e m,”:::;”“ E'J’nir [denmy of Interest
Conpanies = Gregory Building Co., My Place, Inc.,
Construction Software, Inc &
Consultants, Inc.

Warnings:

There are fines and rnprisonment—smooulsym—m anyone who makes
false, ficitious, or fraudulent statements or entries in any matter within the
jurisdiction of the Federal Government (18 U.5.C 1001).

There are fines and imprisonment—$250,000/5years—for anyona who
misuses rents & proceeds in violation of HUD reguiations relative to this
prejact. This applies when the motgage note is in dafault or when the
project is in a nonsurplus cash position (12 U.S.C 17152.9).

HUD may seek a *double damages™ civil remedy for the use of assets or
income in violation of any Regulatory Agreement or any appiicable HUD
regulations {12 U.S.C 1715z-43).

HUD may seek addilional civil money penalties to ba paid by the martgagor
thiough persenal funds for ©
{1) Violation of an agreement with HUD to to use nonproject funds for
certain specified purposes as a condition of receiving transfers of physical
assets, flexible subsidy loan, capital improvement loan, modification of
morgage terms of workout. The penalties could be as much as the HUD
Secretary's less at floreclosure sale ofsahaﬂarbmdnstn
(2} Certain specific of the R A the penalties

Oﬂoperoocurrenmuzu.scﬂsal-lﬂ

Goskz

ject Owner: , e, signature, r.lah / 4
!Iealth Hanagement Services Co.,

g 2, {2573
X // o T
By Mansgement Agent: Name, fitlg,/Signature, date:

50




Appendix B

Ref to OIG Evaluation

Auditee Comments

* Projact Name: +.

016-43050 -P¥ 05/28/93

Coventry Health gontor

HUD Fiald Otfice Usa Only (Check alf boxes that appiy)

An up-front review of the management foe was: [X] Required [} Notrequired

1 of this Certification are approved.

@Themamgerrmhasthdin, graph 1a and exphined in A

D The management fees quoted in Paragraph 1a and explained in Attachment 1 of this Certification are nat approved. The attached letter, dated
explains the masons for this disapproval and sets forth the allowable management fees.

[7] The rasidontal fea P geis held hamless at %.

The residendal management fea Yield is capped at § PUPM. Each time you approve a rent increase, adjust the management fee Percentage

o maintain this yiold and enter the infdrmation required below.

Adjusted Management

Effectiva Date
Fea Percertage

of New Fea %" Monihly Rent Potential Collections % Assumed**

* This should be the same data the rent increase is effective.
** 95% unless you approve a dilarent percantage.

By Loan Senvicer By rvisory Load ServicerLoan Management Branch Chief
Signature Data é Signante Date

Chwatre Kogdhwre | gliqlaz 'P/?/é?
Name U e\ 7 o

Christine Keshura é..\_claire Oberman
Tide zU Tite

Loan Management Specialist Chief, IM/PD

Page 3 of 4 form HUD-9839-8
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" sAttachment 1—Calulation of Estl d Yields from Proposed Management Fees . R
Praject Name: : FHA Project No.: Date:
Coventry Health -Center S 016-43050-FPH 05/28/93
1. Resldentlsl Foe 2 oG fal Fee (Descib ial space, how itis usad and what
. services management provides.)

a Monthly residential rent patential (from Part A

of the st recant HUD-approved Fent Schodula | $ N / AA N/A
b. Line 1a times 95" $
¢. Percentaga fee ‘%
d. Monthly rasidential s yield (Line 1b fimes 1) | $
. Total number of residential units (include

ran!-ir':emis.} ‘ N/ A units
. Residential fee yield per unit per month .

(Ling 1d diided by 18.) $ PUPM
*Nole: Gsnnﬂywlhcﬁaunwstbaesmanadalmofgmssww If  {a  Monthly commercial rent polential PartE
you use a Jower tage, attach an expl for the am%mnun&mm
percentage used. Make sure that any assumption of a lowar collections base Schedule) $ N/A
coes not compensate the agent for services for which a special fee will be
paid. b. Percentage fee %

c. Commetcial fee yield (Line 2a fimes 2b) $
3. Misceilaneous Fee
%

a. Percentage fee (not to exceed e residential inconie fod percentage in Line 1c)

N/A

b. LmanymiseelhlmmincomeonwhiuhHUDalmafaembnuhn.hutnnwhichywhaveagmedaleewilnolbepaid.

N/A

4. Special Fees

Shaow dollar amount(s), s) and time covered.
addtonl shogr MP“W’ periods) Describe performance standards and target dates for accomplishment of specialtasks. (Attach

The Management Agent is compensated at the rate of
3% of the Net Patient Revenue under Management Agreement dated
July 8, 1987 and as ammended on November 30, 1988. In addition’
the agent is reimbursed for additional Services provided including
Quality Assurance, Dietary Consulting, and Systems Specialist.
The compensation to the Agent is exclusive of compensation to
Consultants, Inc., also at the rate of 3% of Net Operating Revenue
for services required by the special-purpose nature of the facility.

“Note: Projects listed in Pasagraph 2-18 of HUD Handbook 4381.5 REV-1 may quote masagement fees in ways other than 5 shown in fis altachment.
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Ref to OIG Evaluation

Tab D

Auditee Comments

My Place Inc.’s Services
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Ref to OIG Evaluation Auditee Comments

My Place Inc.

Daily & Weekly Responsibilities:
1} company representative available from 9:00 AM to 5:00 PM five days a week

Representative capable of answering phones in a professional manor and be able to direct calls
fo the proper department accessing an available answering service during off hours for MeSsages,

a) Representative able to help employees with any social service questions or needs

regarding:

i) social agencies,

i) state agencies,

iii) psychological services,

iv) health programs,

v) adult programs,

vi) childcare programs,

vii)federal programs,

viii)  dependence programs,

ix) and other financial aid programs.

b) This representative will also make the first introduction of the employee and/or their
families to the agencics that they have requested. Further, they will follow-up with the
employee to see if they are happy with the agency or program they have chosen and if
they would fike to be dirccted to another agency.

2) Counseling

a) Provide Short-Term and Long-Term Counseling models to better service employees
needs, Access to these programs is provided through the In-Service Coordinator,
Personnel Director and the Administrator at the request of an employee or the request of
n Administrator for an under performing employee. The Counseling services provided
will aid employees with the following:

i) Coping with juggling daily responsibilitics.
iiy  Coping with Life’s Problems.

iif)  Dealing with an unexpected crisis.

iv)  Dependence issues.

v)  Dealing with stress.

v)  Dealing with self esteem.

vii)  Dealing with relationships.

viii)  Dealing with Health issues.

ix)  Dealing with job performance issues.

b} Counselor made available on site once a month or on a as need basis for evaluations

and/or guidance on which counseling direction would be best suited for an employee.
3) Health and Wellness Program
a) Set-up Exercise Weight Loss Programs on a need basis
4) Make available a Comprehensive Child Care Referral Program for all employees on a daily
as needed basis. This program unites employees with the proper child care, educational, and
social agencies necessary to suit their child care needs. Note, the program contains the
following components and sub-activities. .

Page 2of 7
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Auditee Comments

Ref to OIG Evaluation

a} Need Asscssment Program: with the ability to conduct a survey to determine need;

Set-up a Referral Network Program
1) Aide families in the selection for an appropriate child care service by making the
selection process more informed and easier., Further, the goal of the referral network
program is to help parents understand the following:
(1) The different types of child care offered;
() For Profit or Non-profit
(b) In-Home Care
(c) Tamily Day Care Homes
(d) Day Care Centers and Nurseries
(2) The advantages and disadvantages to each type of child care,
(3) The importance of certification and licensure of child caze facilities.
(4) What to look for when choosing a child care facility,
(5) Questions to ask child care providers when researching child care facilities.
(6) How to monitor your child’s progress in the day care setting you have chosen.
b) Set-up Screening Services
1) The putpose of this service is to help parents identify, at an early age, potential
problems with their children which could interfere with their natural growth and
development. Further, to unite parents with the appropriate agencies that could help
them. With carly identification, many of these problems may be alleviated before the
child is ready for school. The following are some of the Screening services we offer:
(1) Hearing Screening
{2) Vision Screening
(3) Speech and Language Screening
(4) Development Screening
¢) Hotline
i) Employees are able to call any time during business hours and ask staff for assistance
in finding child care services or just talk about a simple parental concemn.
d) Corporate Liaison ‘
1) maintaining a list of all licensed and certified day carc centers in the State of Rhode
Island in order to act as a resonree for employee child care options.
ify aready and available list of specialists for children who are found during the testing
period to have special needs,
€) TFinancial Child Care Assistance
i) providing employees who are in nced of subsidized child care information, to
determine eligibility, and determine which program best suits family’s needs.
cireumstances.

Monthly Responsibilities:
5) Educational & Motivational programs:
#) Provide (2) % hour seninars per month,

1) Hold Meetings with the Tn-Service Director, social service department, employee
relations department, administrators, and employees to defermine seminar topics that
will meet their needs or the facility needs.

ii) All Seminars provided by a Licensed Therapist, Psychiatrist, or Certified Specialist,

Page 3 0f7
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Auditee Comments

Ref to OIG Evaluation

6) Newsletters and Flyers
a) Produce Communication and Management bulletins for the administrator, and
management.
b) Produce Health newsletters for employees.
* 7) Produce Monthly Social Event calendars in conjunction with the state Department of
Tourism for all employees on up coming family events within the State,
8) Administrative Consulting Services
a) Work with administrators to help implement top-down management policies, company
policies, company procedures, and additional concerns.
9) Employee Assistance Program snggestion box
a) Provide suggestion Box for employees to make comments and suggestions.
b) Analyze all comments/suggestions and formalize a report to Owners, Administrator, and
Management Company.
10) Stress Reduction In-Services
&) Provide (2} % hour seminars per month.
i) The Goal is to provide employees and management with an opportunity to work
together in a relaxing and fim atmosphere through in-service acfivities.
ii) Some examples are as follows:
(1) Arts-n-crafts
(2) Mini-projects

Yearly Responsibilitics
11) Children Activities ‘
a) Provide (2) Holiday Activities per year for the parents and their children to get together
and enjoy cach others company.
i) Activities consist of following and include clowns, magicians, and holiday characters
(1) dinner azd or lunch
(2) beverages and party favors
iiy Providing at least two persomnel for the event,
12)Provide an annual employee appreciation/ health fair in the form of a carnival atmosphere. It
held on 2 Pay Day and begining at 6:00am and ending at 4:30pm.
a) providing all:
i} Outdoor Tents
if)  Tables
iy  Flectircal equipment needed
iv)  Chairs
v)  Table Cloths
vi) Table skirts
vii) Provide at least six personnel for the event.
viif) Breakdown of equipment
b) Set-Up booths with ontside agencies targeting the employees well being. Following are
some examples;
i) Iealth Representative.
ii) Nutrition and/or Weight Control Representative.
iif) Athletic Club Representative.
1) Insurance Coverage Representative.

Pagedof 7
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Auditee Comments

¢)

c)

v)  Hobby and Crafts Representative,
vi) Childeare Representative,

vii) Counseling Representative,

viii) Motivational Representative.

ix) Uniform Representative,

x) Massage Therapist Representative,
xi) Other or by Special Request.
Provide each attendant with giveaways such as:
i) T-shirts

i) Hats

iii) Bags

d) Set-up Cammival Games (At least 3)

i) Provide Prizes such as the following examples;
(1) Stuffed Animals
(2) Lollipops
(3) Chocolate Bars
4) Flowers
(5) Key-chains
(6) Coffee Mugs
(7) Pens/Pencils
(8) Miniature Tool Sets
(9) Fanny Packs
(10) Lunch Bags
(11) Frisbees
Set-up Carnival Activities (At I.east 3)
i) Balloons
i) One minute craft
iii) Tattoo’s and Face Painting
iv) Other ie pie eating contest
Set-up Food Concessions (At Least 3)

1) Candy

ii) Complimentary Lunch
iif) Coffee

iv) Pastry

v) Other

g) Provide Seminats on a variety of topics such as the following examples:

i) Employee Seminars
() How to Budget a Single Paycheck
(2)  Understanding Altitudes of The Aging

() Communication Workshop — How to Work with Resident’s Families

() Stress Workshop

(5)  Team Building

(6)  Stress on The Job

(7)  Relationships — Who? What? And Why?
(8)  Howto Create a Positive Environment
() Little Things Make a Difference

Page 50f7
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(10)  Time Management
(1) Understanding Different Personality Types
(12)  Assertive Communication
(I3)  Caring For the Elderly
(14)  Having Patience With Your Patient
(15)  Resident Skin, Nail and Hair Caze
(16)  Massage Therapy— How to Give a Massage
(17)  Reflexology - Care of Resident Hands and Feet
(18)  The Importance of Wearing a Nursing Uniform
i) Corporate mandatory Seminars
(1} Hire Vision- Secrets to Reducing Absenteeism & Turnover or If You want
Engles, Stop Hiring Turkeys
(@) Howto Motivate Employees to do More Than is Expected!
(3)  Beyond Superior Customer Service - The Competitive Edge
(4)  Dynamic Community Relations That Work and Win Support!
(5} How to Help People Work Together More Effectively!
iii) Facility Seminars
(I)  Achieving The Ultimate Winning Team!
(2)  IDoMake a Difference
13) Set-Up employee picnic
a) Provide the Following:
i) Games
if) Prizes
iii) Raffle
iv) Organization and Oversite of events such as:
(1) Baseball
{2) Volley Ball
(3) Relay Races
4) Bre.
V) Clowns, Magicians, & Holiday Characters when requested
i) Provide at least two personnel for the Fvent,
14)Provide entertainment or prizes for the community when the facility is holding open houses
for new patients during their oureach weeks,
@) Entertainment could be following:
i) Magicians
i) Musicians
iii) Other
15) Provide flyers to employees explaining the employee assistance program available to them

16) Promotional Activities Monthly.
a) Door Prizes provided for each seminar.
b)Bach month the facility is provided with  raffle for every employee. Some examples
are as follows:
1) Thanksgiving Turkey Raffle
ii) St.Patty’s Day Raffle
iif} Mother’s Day Raffle

Page 6 of7
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Auditee Comments

. iv) Father’s Day Raffle
v) 4%of July Raffle
vi) Christmas Raffle
vii) Easter Hunts
Bach employee would receive a free raffle ticket with their pay check fo enter. Prizes
consisted of the following;
viii)  Alexander Uniform Shopping Spree
ix) A Turkey Basket, Faster Basket or other gift basket themes
x) Pawtucket Red Sox, Broadway Plays or other event tickels
xi) Gift certificates to grocery stores
xi)Free Gift Certificates to stores and restaurants
xifi) ~ Camation Gifts
xiv)  Employee Carnival Day
xv) Candy Giveaways
xvi)  Movie Passes
b) Each month each employee would receive a small perishable gift to thank them for their
dedication and hard work. (gourmet chocolates ot lemonade on hot days).

Page 70f7
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Comment 1

Comment 2

Comment 3

Comment 4

OIG Evaluation of Auditee Comments

We disagree that Coventry Health Continuum, Inc., the operator/lessee, was not
subject to the restrictions outlined in paragraph 6(b) of the Regulatory Agreement
for Multifamily Housing Projects. Although the auditee is correct in the wording of
the regulatory agreement, based on our interviews and audit work, the same parties
controlled the owning entity, operator, and management company. For example,
John Montecalvo held various positions within these entities and ran the day-to-day
activities of Coventry Health Continuum, Sterling Health Care Management and
Construction Software Inc.

Also, based on interviews, the officers for Coventry Health Continuum did not have
an active role in the operations of the nursing home, yet the entity signed as the
owner on HUD documents that brought Sterling Health Care Management into the
organization. Overall direction came from Antonio L. Giordano, a general partner.
Based on the day-to-day activities performed by this owner, we often could not
determine for which entity he was making decisions. For this reason, we are treating
all the entities as one and holding the acts of each commonly owned entity to the
requirements of the owner’s regulatory agreement. Any separation of these entities’
responsibilities was only for the clear circumvention of regulations by the owner.

We have added attachment H to show the relationship between the owner, operator,
management company, and related companies.

Coventry Health Continuum repaid various loan amounts to identity-of-interest
companies while the project was in a non-surplus position and-or in default of its
HUD insured loan, without HUD approval. HUD Handbook 4370.2, chapter 2,
clearly outlines an owner’s responsibility regarding repayments advanced by
owner’s, or affiliates of owner’s, as required by the HUD regulatory agreement.
These advances cannot be repaid unless they are scheduled and approved in advance
by HUD.

As stated in comment 1, the Management Agent’s Certification Agreement supplied
in the auditee’s response expired on June 30, 1996, and was superseded by a
subsequent Management Agreement signed and dated April 1, 1997 (see attachment
A). Section 4 of the revised agreement entitled “Special Fees” does not provide for
compensation to Consultants, Inc., or Giordano, Assalone, and Confreda
(Partnership Fees). Therefore, $89,400 in fees paid to Consultants, Inc., and
$182,500 paid to Giordano, Assalone and Confreda (Partnership Fees) were clearly
ineligible.

HUD’s receipt of monthly accounting reports did not constitute approval of the
project’s actions. The auditee’s response suggests that HUD conducted long term
ongoing monthly monitoring of project disbursements. This was not the case. The
local HUD office officially requested monthly accounting reports on August 19,
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Comment 5

Comment 6

1999, one month after the owner defaulted on its HUD insured loan. Although cash
disbursement data was submitted, detailed supporting documentation was not
required. Therefore, HUD had limited understanding or visibility of project activity.

We identified $132,721 (see attachment C) in various legal and $147,183 (see
attachment D) in accounting firm payments for the period January 1998 through
December 2000. During our audit we were not provided nor could we locate
supporting documentation for the numerous payments. The substantial legal and
accounting fees paid by the project do not appear to be necessary and/or reasonable
given the size of the operation. Also, some of these services were to be provided by
the management agent.

Furthermore, $53,880 was paid to Construction Software, Inc., an identity-of-interest
company. Construction Software, Inc., was paid for services that the auditee’s
response described as systems specialization. However, according to various
monthly accounting reports submitted to HUD, the services were described as either
consulting, management fees, service contract, or purchased services. Construction
Software, Inc., invoices billed to the project described the services as accounting
related. The invoices further detailed the services as follows:

Accounting and General Ledger Review.
Review of Monthly Reports.

Submission of Monthly Reports to HUD
Review of Input for Financial Statements
Review of Quarterly Operations Report.

M

The services provided by Construction Software, Inc., duplicated those that were to
be provided by the management agent that was receiving a management fee. The
management agreement, signed and dated July 1, 1997, between Coventry Health
Continuum, as the “Owner,” and Sterling Health Care Management Company, LLC,
as the “Manager” (see attachment B), stated that the management agent was
responsible for providing all financial aspects of the operation of the facility
including operating and management statements showing all income, expense and
cash flow and management review.

Details of expenditures of $136,145 to unidentified payees (see attachment E), and
payroll transactions totaling $20,192 (see attachment F) are provided at the end of
our response.

The auditee’s response indicated that these disbursements would normally be for
the continuum’s share of shared expenses. We could not determine the
reasonableness or necessity of these costs based on available documentation.
Details of expenditures to Mt. St. Francis Health Center are provided at the end of
our response (see attachment G).
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Comment 7 The auditee’s response implied that HUD performed lengthy ongoing monitoring
through monthly accounting reports of Gregory Building, My Place, Inc, and
Simon and Windsor Interiors. This was not the case. HUD began monitoring the
project only after it defaulted on its HUD insured loan. As stated in comment 4,
the submission of monthly accounting reports to HUD did not constitute approval
of the project’s actions.

Based on information outlined in the audit report we consider the payments of
$54,300 to Gregory Building as unnecessary, and $5,510 to be unsupported. In
addition, the monthly fees of $9,554 paid to My Place, Inc., were excessive and
unnecessary for the project. Also, we consider the payments of $7,816 and
$15,000 to Simon and Windsor to be unsupported and ineligible, respectively.
Finally, repayment of loans to affiliates during a period when the HUD loan was
in default or the project was in a non-surplus cash position was a violation of the
HUD regulatory agreement, and therefore, ineligible.
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Comment 1

Attachment A

Project Gwner's & Manzgement Agent's Ceriification

or Multifzmily Housing Projects for [dentity-of-Interest
or Independent Management Agents

u.s. Dépanmunl af Housing
and Urban Develepment
Offi i

fice of Housing )
Federal Housing Commissionar  OMT Agproval No. 2502:0305 {axp. 103487,

2. shcra partng surdea lor s collecion o informatanis asimated to averaga 0,16 hours per responsa, ncluding the time for reviewing instructions, searching exlsting
it saurcas, gathering and maintaining e dala needed, and compleling and reviewing the caliaction ef Infomation. Sand comments ragarding this burden esnmah

' other.aspect al #his collecon of information, including sug gesticns lor reducing

Ihis buiden, lc the Regerts Managament Oificar, Otica of Information Policies 4

2ms.U.5.DaparrmentafHousing and Urban Dsvelopmant, Washingion, D.C. 204102600 and1a the Cfice of Managemieniand BUUQELPaPEMOlkReducUGn Projec

{£502.0305), Washingtan, 0.C. 20503, Do not send this complsted fom lo enlher of the abovs addressees.

Frejac name; FHA project na: Dats:
Coventry Health Center 016-43071 &1/97
Gy, Slate: Seclion B na:
Coventry, Rhede Island 02816 - N/A

" Actng on henall o lovENtTy Health Continam, IIT. the Froject

Qwingt (Qvmar), 310 Tealth Care 1 aagamentAgent

(Agent), wa make the fellowing cerlifications and agresments fo ha Uniled Slates
Department of Housing and Urban Development {(HUD) regarding mznagement
of the abova project.
1. We carily bhat:
a. Wewill comply with HUD requirements and contractabigations, and agres
thal no payments wi be mada lo the owner in relun for 2wacdng he
managemant cantract la tha aganl, and that such paymants wil nolbe made
in the futwre.
b. We have grecuted of wil axeclle, within 20 days alter recshing the
apptaval(s) requiredby paragraph bbalow, aManagement Agreementtor tis
project The Aqreernent provides / il provide that the Management Agent il
manage the projec lor the leim and lee described below. Changes inthe fee
will be imiplemented only in accordanca with HUD's requirements

(1] Tem of Agreement Coteminius with Birtoership Agtesmt
Agreanent expires

(2) Fees: L0 Sxpire Wren Partrersip
A ool cesidenial incame celeced;
OL_N/A il commerdil core colected;
e W/A %ot miscetanecus income collected (This percent-
age must not exceed the percentage in (2)(a) abave).
{d) Special Fees Mo 7] Yes 31t yes,-descﬂbe in paragraph 4 af
Arachment 1,
3) Caleulation of Estmated Yield (See Atachment1.)
¢. We will disburse managemant lees from preject incoma anly aker:
(1) We have submitizd this Cerification to HUD;
[2) HUD has approved the Agenl lc manage bis project; and
{3} HUD has appraved the management fee (i required).
d. We understand that no Ieu may be eamed or paid after HUD has
inaled tha
¢. 1HUDnotttes meslan exsessive managementlee | the Agenl, wilvnnn
30 days of HUD's notice efther:

(1) Reduce the compensation o an amount HUD datemines o te

feasenatle and
(2} Require the adminiatraior 1o refund Lo the project all excessive fees
coliecled, o
(3) Appeal HUD's decisien and abida by the resuls of the appeal pro-
¢ass, making any required reductions and refunds within 30 days after e
daic of $is docision letier on the appeal.
1 WHUD helds the residenil managerent ea yield harmless under the
fransiten provisions of Ciapter 3, Section 4 of HUD Handboak 43815,
{1 We understand that HUD will adjust te management (eg par-
cenlage sach tma HUD approves a rent incréase.
(2) We agree to e bound by tal percentage uali the naxlren!m:.eaae
or untl HUD approves a different fea, pursuant to our request

© 2. Weil, i heprajectls subsidized by HUD, sslectand admil ienants, compula

tprant rents snd assistance payments, recertly tenants and carry out olher
subsidy contract administration responsivillies in accordance wilh HUD Hand-
ook ¢350.3 and other HUD Instructions.

ﬁ 3 e agrae lo: : 5

Cumply with this project’s Regulalory Agreema t, Marlgage & Morlgage
ale, and any Subsidy Goniract o Warkoul/ Medification Agresment.
. Camply with HUD handbaaks, notces ar olher policy diractives thatrelate
‘athe management of e project.
¢. Camply with HUD requi garding pdyment and redsg

blergss

of management fees and alosation. of managamant costs betwesn he
management fsa and he projact dogaunt,
d. Reltainfram purchasing Goods o services (romentiles thathave idemity
olnterast wilh us unless the coss a2 23 ow 2s or lower than arms-ength
open-market purchases.
The Agentagrees lo:
2. Assure lnat all expenses of e projectare raascnabla and necassary.
b, Exert raascnatle aforlomadinize projecthcamaandto lake advanlage
of discounts, rebales and simiar money-saving techniques.
<. Obtain canlracts, manenals  supplies and services, including Iheplepara
on of tha annual audi, on terms most advanlageous o the project.”
d. Creditthe project with all discounts, rebates or commlssiens (including
any sales of pioperty tax refiel granted by the Skte or local government,
recaived,
e, Obainthe ner.essary verbal or writien cost esﬁmal&iaﬂddowma‘li He...
reasans for aceepling other than the lowast bid.
! Mainizn copies of sish documentation and make such documentatior
availabls lor your inspection duing normal business haurs.
q. Invest project finds that HUD palicles require 15 b invested and lake
reasonable effort b ivest cther project funds nless the awner specifically
directs he Agent not to invest lhose other funds.
5, Wearlly thattha types ol insuranca policles checkad below are in forc anc
will be maintainad o lhe best of cur ablfy at 2l Umes. Fdahly bends ‘and hazai
insurance poficies wil aame HUD as anaddibonal payesin heeventalicss. Not
For any box not chacked, attach an axplanation as lowhy you cannatebiain the
Wpe ¢i Insurance, Sueh sitvations should be exvemely rare.
4, [KFdekty band or smployse dshonesty coverage for
(1) all principals of tha Agentand; i
(2) allparsons who participale directly o indicectly n the managementar
makitenance of the project and its assels, accounis and records, Cover
‘age vl be atleast equal to the project’s gross polenl\a incoma for two {¢
manibs,
b. .Haza(d insurance cuverage in an amount (equu’ed by the prject’
Mortdage.
e, [yPublic bty coverage wun the Agen! designated as one of &
Insured.
§,The Agantagrees lo;
2, Fumish a response lo HUD's managament review reporls, physic
inspacion reporis and written Inquides iegarding the praject’s annual financt
statements or monlhly aceounling reparts vitin 30 days altar receiptol
report or inquiry.
b, Establish and maintain the project’s accounts, bum’s and records
accordance with: a0
(1) HUD's administrative requirements;
{2) generally accepied accouating principles; and
{3} in a cendition (hat will faciitate audit
. Waagres lhat:
a. Alirgeords related o Ihenparamn ol the project, regardless o where the
are housed, shiall bs considared the property o the project.
b.. HUD, the General Accounling Qffice (GAG), and thase agendles repn
sentatves may inspect ! ‘
(1) any records which refais o tiaprojeet's puichassol goods arsenvice
{2) the recards of the Owner and the Agent, and
{2) the recards of campanies having an idenity-ol- mtexesl*mm the own
and e agent.

-

-

- Irm HUN-GR30-B (032578
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Tha lolowing clouse will be inzluded in any contract entered inia wilh an ‘

nity-cl-ntgrestindividual orbus nass for the provision o goods or sarvices
he praject: 'Upan requestof HLID o {name of awner or Agent), (name of
niractar o supglier) will make awalletle to HUD, ata reasonable tma and
1ca, ils racords and recards of iclentity-of-inleras! companies which (eﬁ'!&'

tsand services charged to (ha prefact, Recards and hformation wilbe

i to parmi HUO o determing the sarvices perfarmed, the dates the
rices were parformad, Lha lecation atwhich the sarvices were performed,
2ime consumed in greviding the sevices, the charges made far materials,
dtheper-unit and tatal charges levied lor said services,” The owner agrees
request stch cecords within sewen (7) days of receipt of HUD's request ta

50,

scerlily thatany Management A greementdoes notcantain the ypel held
ess” clause pronibited by HUC.

agrealoinclude e lallowing provisions in he Management Agreementand
bound by them: .

HUD'has the fight toterminate the Management Agreement for f2iureto
mplywilh the provisians ofthis C erification, orclhergoodcause, thiry days
ter HUD has mafled the owner a. wirlten notice of its desire to terminate e
anagement Agreement '

n the event of a default under the Morlgage, Nale or Regulatory Agree-
ent, HUD has the right to tarminale fie Management Agraement immedi-
ely upon HUD's issuance of a notice of terminadon to the Owner and Agent.

|1 HUD exercises this right of termination, J, the Cwner, agree to promplly
ake arangements for providing managament thatis satstactory lo HUD.

{f there is 3 conflic: batwaen the Managemen! Agreement & HUD's rights:
1d requirements, HUD's richis & requirements wil prevall,

It he Management Agreemant i4 terminated |, the Agen, will give 10 he
wmer lfol Ine prejects cash, bustaceeunts inyestments andrecards ihin
irty (30) days of the date e Management Agreement is terminatec,
the Owiner, agreeto submit anew Management Cartification to HUD balare
3 any of e lelewing actions:

Autherlzing the agentto collecta feedifferent bom the parcentages fees and
1y special lees speciied in Paragraph 1 of this Certifcaion:
j\ging the exgiraton date of e Management Agreement.
&wing the Management Agresmenl,
, Permiting 2 new Agant lo operate e profect.
, Permitiing a new Agant 1o collect 2 lee,

Undertaking sell-management of the peafecl
Yo agree to:

. Comply with al Federal state, or local laws prohiziling discriminaton
gainst any parsons on graunds of race, color, eread, lamilial status, hand-
3p. sex or national rigin, including Title W1 of the Civil Rights Actof 1864, Fair
‘ausing Act,  Executive Order 11063 and ai ragulatons implamentng those
s,
. When the head or speuse is othenyise eligible, giva famifies with children
qual considaration for admission.
. Give handicagped persans priority for subsidized unils Lhat were bultand
quipped specifically for the handicapped,
. Il tha project recelves any form of direc! Federal financial assistancs,
cmply with the pravisions ol Section 504 of the Rehabiltation Actaf 1973, 23
mended, e Age Discrimination Act of 1575 and all regulations and admi-
jtrative instructions implementing these taws. The Agent understands that
v2sg laws and prohibit diseriminalion against of
anants who are handicapped of of a certain age.
. Futnish HUD's Offica of Fair Housing and Equal Coportunlty any teporls
nd informatien reqired to moniter the project’s campliance with HUD's fair
iousing and markeling requi {inchuding HUD Form 349,if
inplicable),

Not discriminata ngainst any employee, appiicant for smplayment or
ontrator because of race, eolor, handicap, refigion, sex or natianal origin.

PE

I. Pravide minorities, women and saciall and economicaly disadvantaged ‘

s equal opportunity 1o parlicipate In the projects procurement and con-
ratng achvilies, )
17 Jo profect receives any form of direct Federal financal assistance,

somily with Sechion 3o!the Housing ane Urban DevelopmentAciol 1968and

s implamenting regulations, |, the Agent, understand that this Jaw and the
eguladans requlia i project o maka kaining, employmentand contaciin

ies availabls, to the g extentfeasible, 1olow project
irea residents and small businesses.

122 certly thatys hava fead and understand HUD's definifon ol “deny ol
interest” and thal the statemen!(s) checked and infermalion entered below aie
tree. (Cheek box a or boxes band / or ¢

a. [[JMo identtj-clnierest exisls among o Owner, e Agent and Loy
Individuals or companies that reguiarly do business with  tha projse

b. (]Cnly Individuzls and camparies listed in Secton 112 of the
agemant Entity Profile have an Idently-of interest with the Agent,

. []Only the individuals and companies lisled below have an idently-ol-
interastwith the Ownar, (Show the name of the dndividual or company; list bg
services iendered; and escribe the natura of the identy-ol-intetes! refafiors
ship, Attach addilional sheets, Il necessary.]

See Attached.

13.], the Agent, certily & agres:

2. thatthe Management Entity Proflle, dated 41097 is aoturale

and current as of the date of this Certification.

b. Tosubmlian updated profle whenever thare Is asigallicant change inthe

organization ot operations of the Managemant Endty

14, The itams chacked helow are anached:
(3 Anachment 1-Calculaton of Es!, Yields rom Propased bt Fags
[ Mew Management Enity Profile

s e ] Updaled Managemenl Eny Profle

7] Qther (Specify) .

Warnings: ' P
There are fines and imprisonment==510,000/5years~lor anyene who makes
false, fctitious, or fraudulsnt statements of eatdes in any matier within the
jurisdiciion of the Federal Governmenl {18 U.S.C 1001),

There ara fines and imprisonment—$250,000/Syears—lor anyone wha misuses
rents & procaeds in violation of HUD requlations reladve ta tis praject. This
applies when the moigaga nole s in dafaull o when the prefectls in 2 nonsurplus
cash positisn (12U.S.C 17152:9), )
HUD may séeka “doublo damages™ civilramedy for the use of zssats of indoma
[ violation of any Regutatory Agreementor any applicable HUC reguiadons {12
US.C {T152-da). L
HUD may seek additonal civil money penallies 1o be paid by ihe morigager
through personal funds for : .
(1) Viotation of an agreement with HUD to to usa nonproject funds lof cartain
specified purposes as aconcifon ofrecaiving ransfers of physicalassets, fetila
subsidy Joan, capital improvement laan, modification of morigage lerms it
wotkaut, The penallies could be as much as the HUD Secratary's less at
foreclosure salo o salp aher foreciosure, . 30
(2) Certain spetific vislations ol the Reguiatory Agreement, e penalies could
be as much as $25.000 per aceurrence [12 U.S.C 1735M18). -

By Project Owner: Name, e, signature, date:
Coventry Health Contimmm, Inc.
John J. Monteeglvo,.. t

&

_ Her,
ff enl Agent: Name, §lle, signature, date.
latte.A. Vaccaro, Ceneral Manager

rlin, 1t C?je ? a; ém t %%%?%%7

LiC

figus editons are absolet

lorm HUD-9839-8 (03/25/98)
cnd Umnrdnant 4984 £ 3 4221 1

Wb iy
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;-‘rq'e;v Name: . FHA Project Number: Data;
Coventry Health Center 016-43071 4f1/97
43 Fiald Offica Usa Omly (Check all boxes thatapply)  «
) Jireat review of e management fee was: D Aequired E_} Net required

Q Tha management fess quated in paragraph 12 and explained i Atachment 1 of this Certfication are approvad,

The management leas quoled in Paragraph Ta and explained In Attachment 1 of this Cerlfication are not approved, Tha attached letter, daled' )
axplains the reasens for this disapproval and sats forth the allowabls management fees,

D Thé residandal management (oe Percentago s held harmlass al A

E] Tha rasidental management fee Yield is capped at$ DU, Each time you agpreva a rent increase, adiust he maragement les Percentage b
maintain tis yield and enler the Inforaton required below, : .

Eltective Date Acjusled Managernent
of New Fae %” Monthly Rent Potential Collacrions % Assumed™ Fee Percantage
* This should te [he same dale the rent increase s ellective,
** 95% uniess you approve a different parcantage.
-0an Servicar By Supenfsory Load Servicar/Loan Management Granch Chief 3
e l H .

Signaue Date b
Clogting, Keabhusnel 112/ /177
Chashpe keshuea Mlcrr— G WATSIV

CHUEE JSSET irnisspeT §iiwe

JSign;lule

Frsset Jﬁwngaf

Pravious editions are absolela Baca A nld fom HUD-9839-8 [03/;5@6]
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Mtach 1—5 o1 Esllmatad Ylelds Irom Proposed Managemenl Fees
Zroject Name: FHA Project No.t Date:
Coventry Health Center . 16-43071 4/1/97

Reaicenllal Fee i 2 G lal Feo {Describe ial spaca, how It is used and what )

) . - B services management providas )
.. Manihly résidential rent potendal {from Part A

of the mest racant HUD-ap praved RantSchedula |$ /A
3 Une fadmes 095" $
5. Percentaga lea k3
4. Manthly residential fea yield (Line 1b times 1e) $
3. Talal number cl residential Unils (inciude

cent-free units.) N/ A units
I Rasidential fes yi'eld per unit par menth »

{Lina 1d divided by 15.) 3 BUPM
* Mote: Generally collectons mus! be estimated at 95% of g(o.ss patental, If a, Montnly commercial rent potential (lrom Part E
you usa 2 lower percantags, attach an explanaﬂnn for the coliactions ol the mos! recent HUC-approved Rent
percenlage used. Make sure thatany of a lower collections bass hed 3 N/A
does not compensats the agent for servicas for which a special fze will be
paid. b. Parceniaga fee g %

¢ Commercial lee yiald (Line 22 Ymes 2b) 3
3. Miseellaneous Fee
%
a. Percentage fea (not to exceed Lhe resideatial incoma lee percentage in Ling 1¢)
N/A ’
b, Listany miscellanecus income on which HUD allows a lee to be taken, but on which you have agreed a lee will not be paid.
N/A

4. Special Fees .
Show dollar amouni(s), purpose(s) and tme perlod(s) coverad. Describe periotmance standards and target dates lor accamplishment ol special tasks, {Attach
additienal sheels, il neadad.}

The Management Agent is compensated at the rate of 3% of Net Patient Revenue
under Management Agreement dated 7/1/97. In addition, the agent is reimbursed EB: ;
additional services provided including Quality Assurance, Dietary Consulting,

Systems Specialist, and other services not contemplated in the Management Agreement..
Comment 3 ‘ :
-
wious editions are absclete Pagadatd- ' . lorm HUD-36839-8- (03/25/36)
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MANAGEMENT A GREEM’EN T

This agreement made and entered into as of July 1, 1997 by and between
Coventry HealthContinuum, Inc., Rhode Island Corperation (hereinafter calied
“OWNER"}, and Sterling Health Care Managemsnt Company, LLC, a Rhede Island
Limited Liahility Company, (herginafter called “Manager”).

1. INTRODUCTION,

1.1 OWNER desires to arrange for the management and operation of
Coventry Health Center, a 344 bed nursing facility located in Coventry, Rhode
Istand, (hereinafter called the "FACILITY™}.

1.2 MANAGER is in the business of oparating and furnishing
management and other services to nursing facilities in Rhode Istand.

- 2. MANAGEMENT SERVICES *

2.1 MANAGER shall have complete authority to manage and control
all health care facilities and financial aspectsof the operation of the FACILITY.
MANAGER'S authority shall include, without limitation thereto, the powers 10
salect, amploy, fix the compensation and from time to time change all accounting,
bockkeeping, record keeping, and reporting activities; to effect the purchase, and
control the dispasition of, all supplies and equipment; and from time to time
institute, implement and effectuate such policies, rules, regulations and procedures
for the rendering of nursing care as it deems necsssary or appropriate for the proper
and orderly functioning of the FACILITY.

2.2 MANAGER shall provide all necessary services for the operation
of the FACILITY, including but not limitad to the following:

a. Select, employ and supervise one or more administrators,
a director of nursing, a chef, and all other personnel required to operate the :
FACILITY; .

b. . Act as a liaison between FACILITY and outside State,
Federal and Private entities; ‘

¢. Arrange for contracts for the purchase of all medical
supplies, dietary, office and other items required to operate the FACILITY;
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=

d. Establish standardized personnel and operational policies
and procedures;

e. Provide management review of costs of all departments of
the FACILITY:

£, Arrange for in-service training seminars for all personnei;

g. Provide continuous review of all operational aspects of the
FACILITY: .

h. Advise on ali laws and regulations with respect to

_compliance requirements for licenser of the FACILITY;

i. Establish and maintain banking relationships for said
EACILITY including but not limited to bank financing if necessary; &

j. Provide management review for all interior, exterior and
equipment maintenance for the FACILITY; |

k. Do everything necé:ssa’ry to ensure the continued operation
of the FACILITY. ' i

3. STATEMENTS AND REPORTS

3.1 MANAGER shall furnish or Eause to be furnisﬁed to-OWNER:

- a. Cpmputeﬁzed operating and management statements
within twenty-one (21) days after the and of each manth showing all income,
expense, and cash flow;

b. Prepare and file guarrerlv payrell tax returns within twenty-
five (25} days after the end of each quarter, unless delayed by circumstances
beyond its control.

3.2 MANAGER shall prepare of cause to be prepared for the
FACILITY Medicare and Mediceid reports, budgets, internal financial reports, and
MANAGER shall supervise the preparation of such other reports or statements as
may be required by Citys State and Federal laws and regulations. MANAGER shall
submit to OWNER for prior review any such report ten {10) days before such report
is filed with the proper City, State of Federal agency. f OWNER does not notify
MANAGER of any changes to such report within five days, then it shall bé assumed
OWNER has approved such report. :

3.3 OWNER shall appoint independent certifitd public accountants
to perform and annual audit and prepare annual certified financial statements and all
tax raturns except payroll tax retumns which shall be prepared and filed by

MANAGER: S e S S—

.\\2-
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4. TERM OF AGREEMENT

4.1 This Agreement shall be co-terminous with the Partnership
Agreement and will expire when the Partnership Agreement expires.

4.7 At the termination of this Agresment, OWNER hereby grants to
MANAGER the right to employ directty of in any other nursing facility owned or
managed by MANAGER all key and/or supervisory employees of the FACILITY,
including, but not limited to , the Administrator, and assistant Administrator or Co-
Administrator, ithe Director of Nurses, and the Chef. Any employee leaving the
employ of OWNER at termination of this Agreement to then be employed by
MANAGER as above shall give OWNER at least four(4) months written notice of
termination. .

4.3 The United States Department of Housing & Urban Development
(HUD) may terminate this agresment:

a. For failure to comply with the provisions of the
management certification or other good cause, 30 days after HUD has mailed the
OWNER and MANAGER a written notice of its desire to terminate the agreement.

b. Inthe event of a default under the mortgage note or
regulatory agresment, immediately upon HUD's issuance of & notice of termination
to the OWNER and MANAGER. If HUD terminates the agreement, the OWNER will
promptly make arrangements for providing management satisfactory to HUD.
HUD's rights and requirements will prevail in the event the management agreement
conflicts with their requirements. The MANAGER will turn over to the OWNER all
of the FACILITY’S cash, trust accounts, investments, and records within 30 days of
the date the management agreement is terminated. .

5. COMPENSATION OF MANAGER
5.1 Asits compensation for providing services under this
Agreement, Qwner shall pay to MANAGER, commencing July 1, 18897, three
percent] (3%) of net patient revenue educed by any costs that are directly
reimhuisea’ﬁ THE operatng management company for services provided by its
employees and designees. Compensation shall be due and payable by the OWNER

to MANAGER by the twentieth (20th) day of each month for the services rendered
# in that month.

6. EXPENSES .

FACILITY shall reimburse MANAGER for all proper, reasonable, and
reimbursable out-of-pockat expenses incurred or paid by MANAGER in connection
with performance under this Agreement, including, but not limited to, reproduction
costs, telephone charges, and items which OWNER would normally purchase on its

#* gwn, but which are purchased by MANAGER gn behalf of OWNER., MANAGER

¢
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k]

shall cause vendors of all items purchased for the FACILITY to hill the FACILITY™
directly on a net basis including any pro rata credits which may be due by virtue of
pooled.or joint purchases. The FACILITY shall promptly pay all such charges.
MANAGER shall under no circumstances be required to advance any funds, or t¢
obligate itself in any manner, to employces of QWNER or to third parties for or en
hehalf of OWNER.

7. INSURANCE

MANAGER will arrange for all insurance coverage normally in effect
‘or the operation of a nursing facility, including, but not limited to, fire and extended
coverage, workers' compensation, and malpractice. MANAGER will be named a co-
insured under all liability and other insurance policies covering any phase of the
operation of the FACILITY. All such insurance policies ‘will be with reputable
companies, and in amounts reasonably satisfactory to MANAGER.

8. REPRESENTATIONS AND WARRANTY OF OWNER
B dWNEH hereby represents-and warrants as follows:

. 8.1 That OWNER is a duly formed Rhode Island Limited Partnership
and is in compliance with all applicable Federal, State and local laws and
regulations. .

8.2 That Antonio L. Giordano is the general partner and that he is
authorized to enter into this Agreement on beha!f of OWNER.

8. REPRESENTATIONS AND OBLIGATION OF MANAGER

Based upon all representations. and warranties of OWNER as set forth
in this Agreement, and on condition that QWNER fulfills and continues to fulfill all
such representations and warranties on a timely basis, MANAGER hersby
represents as follows:

. That MANAGER is a duly formed Rhode Island Limited
Lizbility Company and is in compliance with all applicable Federal, State and local
laws and regulations. ’

10. RESERVES FOR REPLACEMENT

The FACILITY'S mortgage is insured by HUD, therefore, MANAGER
will use its best efforts to insure that ali capital improvements, major repairs and
replacement of major movable equipment {as défined by HUD) are paid for from
available cash flow of the FAQLITY: however, if such capital impravements, major
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repairs, and major and/or. minor movable replacement cannot be so funded, thefi
OWNER shall be rasponsible for obtaining funding for said items.

-~ 11.  INDEMNIFICATION

OWNER agrees to indemnify and hold harmiess the MANAGER in any
situation arising out of or from this agreement, where the MANAGER has notified
the OWNER, by certified mail, return receipt requested, of any svent, occurrence of
happaning which places the OWNER or MANAGER in non-compliance with any
Federal, State or local notice ar where the OWNER instructs the MANAGER not to
take any action.

12, OTHER ACTIVITIES
OWNER acknowledges that MANAGER is engaged in the business of
owning, operating and advising nursing facilities, some of which may be in the
geographical area of the FACILITY. MANAGER may continue all such activities and
may at some time in the future acquire, advise or manage other such facilities in the
geographic area of the FACILITY, provided that it will in no way favor any of such
other facilities of the FACILITY. .

13.  DISPUTES

Any controversy or claim arising out of or relating to this Agreement
shall be settied by arbitration conducted in Rhode island, in accordance with the
~“rules-then obtaining of the American Arbitration Association, and judgment upon the
award rendered by the arhitrator(s) may be entered in any court, Federal or State.

14. NOTICES

Notices required or permitted to be given thersunder shall be in
writing and shall be deemed sufficient only if sent by United States registered or
certified mail, return receipt requested, postage prepzid, as follows:

If to OWNER: Coventry Health Cantinuum, Inc.
190 Broad Street
Providence, Rl 02903

If to MANAGER:  Sterling Health Care Management Company, LLC.
190 Broad Street
Providence, Ri 02903

) ’ o at such other addresses as the resoective parties designated by written notice.
& : i
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15. PARTIES BOUND AND BENEFITED; ASSIGNMENT: SUBCONTRACTS

This Agreement shall bind the parties hereto, their successors and
assigns. This Agreement is solely for the benefit of OWNER and MANAGER, their
successars and assigns;: no other persen or entity shall acquire or have any right
under or by virtue of this Agreement; and MANAGER shall have no obligation or
liability to any person or entity other than OWNER in connection with this
Agreement or the providing of services thereunder.

16, MISCELLANEQUS

This Agreement contains the complete understanding of the parties
and incorporates all prior agreements, oral or written. Any modification of this
Agreement shall be ineffective unless made in writing and signed by both parties.
The headings used before the various paragraphs of this Agreement are for ease of
referance only and do not constitute parts of this Agreement. If any provision of
this Agreement shall be declared invalid or unenforceable, the remaining terms of
this Agreement shall not be affected thereby. This Agreement shall be governed by
and construed in accordance with the laws of the State of Rhode Island applicable
to contracts made and to be performed therein in conformity with the Department
of HUMAN Services Guidelines or HUD Regulatory Agreement or any other

. Federal/State requirements. “Upon request of HUD or OWNER, MANAGER will

make available to HUD, as a reasonable time and place, its recerds and records of
identity-of-interest companies which relate to goods and services charged to the
project. Records and information will be sufficient to permit HUD to determine the
services performed, the dates the services were performed, the location at which
the services were performed, the time consumed in providing the services, the

- tharges made for materials, and the per-unit and total charges levied for said

services.” The OWNER agrees to make available such records within seven (7)
days of receipt of HUD's request to do so.

In the svent of non-compliance with any of the aforesaid, then said
parities to this Agreement shall have ninety {90) days to cure said non-compliance.

18. SEVERABILITY CLAUSE

Wherever possible, each provision of this agresment shall be
interpreted in such manner as to be effective and valid under appliceble taw.
Should any portion of this Agreement be declared invalid for any reason in any
jurisdigtion, such declaration shall have no effect upon the remaining portions of
this-Agreement. Furthermore, the entirety of this Agreement shall continue in full
force and effect in all other jurisdictions and said remaining portions of this
Agresment hed been executed with the invalid portions thereof deleted.
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I Witness Whersof, OWNER, by its duly authorized general partner,.and
MANAGER, by its duly authorized officer, have executed the Agresment in multiple

originals as of

WITNESS: Coventry Health Continuurn, Inc.

Sterling Health Care Management
Company, LLC.

Vit Wit N
’ J [fﬁli tfeA. Vaccaro, General Manager
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CHECK
NUMBER

12392
12403
14303
15586
15089
15321
15486
15492
14819
15433
16854
16855
17184
17197
13822
12894
16028
16186
16164
16343
16256
13842
16491
16125
17424
17518
17224
15756
16013

FY 1998 - 2000
QUESTIONAELE LEGAL

PAYMENTS
CHECK
DATE

1191938
11191959
321939
120201959
831999
1111939
11/30/1999
11/30/1959
6231999
111221999
911472000
911472000
12152000
12152000
2472000
21812000
372000
4/20/2000
4/21/2000
51972000
5172000
212812000
61372000
4/6/2000
11/20/2000
12182000
82172000
172472000
372000

Total

AMOUNT

2,627 .40
5,000.00
645.95
5,000.00
10,000.00
15,000.00
17,000.00
100.00
7.50
2,000.00
10,000.00
5,000.00
5,000.00
15,000.00
2,500.00
2,500.00
2,500.00
2,500.00
15,000.00
5,000.00
799,62
823.54
805.50
1,000.00
500.00
500.00
121125
1,000.00

3,500.00

$132,720.76
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FY 1998 - 2000

QUESTIONABLE ACCOUNTING

CHECK
NUMBER

12317
12243
12281
12426
12452
12483
12512
12532
12572
12606
12637
12692
12723
12743
12795
12837
12259
12883
12912
12945
12969
12992
13042
13067
13111
13139
13160
13192
13215
132653
13279
13295
13234
13274
132906
13417
13453
12765
13525
13693
15276
14424
14832
15553
16760
15583
16230
16293
16293
16213
15244
16427
16479
16511
16556
16830
16690
16724
167TET
16214
17183
15952
15994
16027
16079
16106
16286
16241
17130

PAYMENTS
CHECK
DATE

1/2M998
1raM1998
1161998
1/ 231998
1/30M1 998
2EM998
2131992
2201995
AHZFT199s
AEML998
321992
3201992
JFZTMO9s
AfZM998
A T99E8
AF241998
SM1M1958
S/2M1998
SM 51992
Sf2Z21M1992
SfZ291995
B/5M1 908
B 191992
B 261995
TI2M1998
THOM 99
THTMa99s
TrzamMa9s
TrEAM199s
aTMe95a
af14M199s
Sf2Z21M1992
afZzaM1a99s
41958
af 111998
af 1381992
GFZ5MM1992
A1 Z2000
1W16/1998
1121998
121999
AS2M1 999
SITM999
12/16/1999
12/M17/1999
12/21/1999
AFZT2000
SIS2000
SIS2000
5M1 272000
5192000
/122000
2000
6162000
B/ 232000
T/IZ20/Z2000
2442000
a8M 72000
a8 252000
Q12000
12/152000
22000
31102000
31 TF2000
32452000
332000
SE2000
5192000
TIZ202000

AMOUNT

1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
2,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
1,000
195,
5,800
S5
2,500
1,102
2,372
1,000
5,000
452

4 508
5,000
5,000
5,000
5,000
5,000
5,000
10,000
5,000
5,000
5,000
5,877
5,000
TS0
1,000
1,000
1,000
1,000
1,000
2,000
5,000
4,000

oD
o0
o0
o0
oD
o0
o0
oo
oD
o0
o0
oo
o0
o0
o0
oo
o0
oD
o0
o0
o0
o0
o0
o0
oo
oD
o0
o0
oo
o0
o0
o0
o0
o0
oD
o0
o0
oo
o0
o0
o0
oo
oo
o0
50
oo
o0
o0
o0
o0
o0
oD
o0
o0
oo
o0
o0
o0
o0
oo
o0
o0
oo
o0
o0
o0
o0
o0
oD
(4 ]0]

Total

S  147,182.50
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FY 1238 - 2000
QUESTIOMNAEBLE PAYMENTS TO
INDIVIDUALS
CHECK CHECHK CHECHK
DATE AMOUNT NUMBER DATE AMOUNT
20.54 13501 plaTe=Ry E=i=t=1 &00.00
Comment 5 1.438.07 12511 10M15/M1508 224 .88
G5.85 13530 10415/ 823 &00.00
118.00 132531 10M18/M1508 <400.00
11401898 340.00 13532 10M18/M1508 260.00
1151828 200.00 13533 10/18/M1508 TE.00
1/M11&/1828 [=1=m=2-1 13534 10M18/M1508 Tr.e2
1/M11&/1828 133.00 13563 240.00
11201898 318.42 12564 104231508 &00.00
11201898 45.00 13568 104231508 40.00
111901898 45.00 12560 102311508 80.00
11201898 250.00 13673 182.13
1/22/M898 330.00 136577 45.00
1/23/1898 51.01 13522 80.00
1/26/1898 217.00 13593 1020 EaE 4ZET
26587 12597 1052001508 &00.00
E2.00 13823 11512988 45.80
110.00 136835 11/8M1 288 172.55
1/3001898 165.00 136836 11/8M1 288 &00.00
1/3001898 [=1=m=2-1 12860 il P =T f=2= = &00.00
21255 12861 11M13M1e28 82.54
21.25 13862 il P =T f=2= = 158.80
1.200.00 13564 R P =Tl f=2=1 = 2z2.41
500.00 12874 17176
&E2.21 136886 23219
25.81 12880 112001808
2M3M1e98 50.01 125890 il Bhetu By f=2= =
202001998 G223 125821
202001898 To.Es@ 12701
202001998 45.00 13702
202318928 398.74 13709 112401508
202318928 120.00 13716 112401508
202318928 E8.00 13725 11251508
20231098 3Z7.00 13740
202401998 19520 13779 12983
202401998 520.00 13780 12983
20271998 G223 137381 12983
20271998 138.00 12801 bety u By f=2= 1=
=a=l=3 &3.00 13803 1ZA0MeEaa
=t=l=2 &E2.21 13816 1ZM11eaE
D ==t &0.00 13816 1Z2M2Meaa
I ZMe9s8 3.547.50 13821 120141508
I ZMe9s8 17.00 13837 12810
311828 42.00 12848 12M15/M1883
3MEr1898 5282 12847 12MsME0E
3Mar1e98 73.28 12840 12MsME0E
32001898 8s0.00 12850 12MBME0E
320018998 115.45 12830
320018998 38.28 13893
3/25/18998 2.520.00 12895 2,970.00
3/26/18998 250.00 12014 TZ2.68
3/28/1898 20.78 128185 1.200.00
3/26/18998 &8.25 12817 200.00
3271898 &840 12918 Z20.00
< =t=l=2 &E2.21 12034 1.711.24
4131998 4024 14012 L 83.21
4131998 12.486 14028 1rz1Mag92 82.568
4131998 13.21 14045 17251282 231.35
22280 14058 1/zaM oo 520.35
45.00 14068 1/zaM oo 128.01
42101898 I2Zo0.24 14071 1/zaM oo 40.00
4/22/1828 108.25 14074 1rzaMega E332.50
42301998 &0.00 14075 34.38
12181095 48.79 14079 80.00
T.23a4Ta 14098 2542
32.83 14100 130.85
45.00 14106 2,700.00
&0.00 14133 Zrzmege 174.50
5/M11/1898 &0.00 14134 Zrzmege 80.00
515898 &0.00 14160 Zramogo 200 .34
S5/M15/1898 203.00 14163 Zriamags 93,95
S5/M18/1898 500.00 14155 Zriamags 94.08
S/M18/1899 500.00 14337 k=D f=l=t=] 2655.52
5/21/1898 45.00 14340 k=D f=l=t=]
B/28/1998 125.00 14341 amanmago 58.82
26.71 14343 jelpeelly i =t) 108.63
120.20 14347 Ty f=l=t=] 17.57
102.52 14353 =ty E=i=t=] 40.00
3G8.20 14354 =ty E=i=t=] 58.57
a1 1/1828 138.81 14373 et Ty =l = =) 108.52
=Tl k=Tl k=i=1-] &0.00 144221 et ==t Tag a3
a/2201998 118.25 1t 4fa01ee9 129.60
a/2201998 11813 14250 AS15M1999 500.00
a/25/19928 57.70 14220 AS15M1999 500.00
ar2si1ees 159.49 14525 4181289 32.83
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Continued

CHECK
NUMEER

13057
13074
13077
13080
13081

13082
130832
13054
13085
13088
13087
13088
13089
13000
13091

130032
13004
13008
13008
13097
13008
13009
13100
13118
13119
13128
13127
13128
13144
13148
13168
13170
131895
132032
13204
13207
13210
13228
13229
13231

132332
13237
13238
132432
13254
13258
13261

13267
13268
13269
13208
13297
13202
13205
132132
13218
13220
13321

132232
13238
13239
13240
13241

13242
132432
13244
13245
13248
13247
13248
13252
13259
132868
13208
13437
13442
13455
13457
13458
13461

13462
13488
13489
13400

CHECK
DATE

62551008

Br21/1098
BrZ1/1598
BrZ1/1598
Sr25/1595

Q2S998
f=lpel =g ft=l )
BIZe1eas
10/841998
10/841998
10/841998

AMOUNT

100.00
1.563.53
235.80
25.00
25.00
25.00
25.00
25.00
25.00
25.00
25.00
25.00
25.00

15891
35.38

25.00
25.00
25.00
25.00
25.00
25.00
178.55
3.785.04
T3.38
B2 50
48.18
540.00
50.00
&0.00
AET 90
&0.00
10000
&3.50
250.00
124 00

-

% 51.584.17

CHECHK
NUMBER

14558
14578
14570
14813
14820
14837
14862
14863
14885
14895
14719
14738
14743
14750
14753
14782
14820
14822
14828
14850
14860
14871
14820
14821
14822
14897
14948
14947
14965
14871
15100
15101
15133
15166
15178
15197
165235
15241
165276
15310
15333
15373
15370
15414
15468
15457
15510
15511
15512
15548
15540
16550
15554
15565
15566
15833
15842
15720
15832
15857
1605«
16119
16133
16152
18266
18270
18370
15450
16460
168478
16567
16850
16696
16740
18810
18873
16874
1600
15048
16853
1688«
170&5
17076
171E7

CHECK
DATE

A22M1909
AFZ3M909
AFZ3M909
551999
51990
ln bl b=}=E=)
ftpdutly b=l=E=]
Sr20Meee
Srz1e89
Srz4/12809
8171999
Br4/1990
[SR= Tl b=l=F=]
[l b=]=F=]
[l Bl b=l=E=]
k=Tl b=]==]
Brzareog
Brz2aregg
Brzareog
TIZMaga
TG990
Fraarmegg
=0 b=1=t=)
=0 b=1=t=]
Gk b=1=F=]
=0 b=1=t=]
Traomeog
Traomeog
281990
a/111e8e
=ty b=]=t=]
=ty b=]=t=]
=Eheiruty b=l=t=]
SUz4/1289
=ped=ly pl=pe)

il et f=2=1=]
112001809

1/28/2000
2842000
2r18/2000
22042000
4852000
4fFr2000
4102000
532000
5642000
S/1e/2000
82000
82000
82000
Br30/2000
FIETI2000
872000
8/21/2000
812000
S/1e/2000
Sr1e/2000
SY2212000

111002000
121152000

AMOUNT

S00.00
82.20
146.52
1.500.00
83.52
50.02
1.103.50
2,605.00
2,422.58
524.31
200.00
40.21
10.280.00
150.00
150.00
33.82
7.50
7.50
8&.54
444 .58
587.79
14.58
144,85
132.09
45.00
23777
281.88
94.30
109.28
28340
zgo.08
58.85
7475
89.38
318.89
22.02
53.13
2,976.00
8278
TE.47
109.85
100.00
259042
1.780.31
17E.50
538.85
200.00
100.00
50.00
100.00
&37.00
48224
30.00
S500.00
S500.00
§55.00
100.00
400.00
S00.00
1547
82.54
TZ.44
15882
45.15
110.89
14227
55.48
3280
2.,6688.58
352.38
+4,185.00
488.39
40.48
12,95
T4.89
2,553.27
T17.07
231.58
151.80
16.92
17.47
2,134.78
1.845.50
279.82

$ 84 560.28

= SR, e.es

Total

$ 138,144 45
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Attachment F
FY 1999 - 2000
QUESTIOMABLE PAYMENTS
PAYROLL
CHECK NUMBER CHECK DATE AMOUNT
14857 TH1EM D99 e
Comment 5 15527 1271999 8
15541 121001999 10
12171999 a5
121741999 00
/s/1999 R
12431999 176,50
122201999 17375
12171999 33.08
1242062000 70.00
2/31/2000 449 98
SU/22/2000 21878
/2242000 26379
14T/Z000 12289
2/2/2000 51262
111042000 60.00
102062000 52,69
/2242000 S8.00
1041242000 86.45
1241 3/2000 35.00
4/21/2000 144 51
1042042000 4810
UZ2E/2000 32970
S 2E/2000 32970
12/28¢2000 40.00
1242142000 50.00
1142742000 150.00
/1742000 TOZ.89
4/14/2000 327.30
&/1E/2000 255 64
1041242000 286.08
1/14/2000 18141
2/11/2000 66.56
11/1042000 18288
4/21/2000 30.70
=/25/2000 309 28
1241 8/2000 50.00
B/25/2000 45072
S/2E/2000 20431
S/2E/2000 204,21
T/14/2000 18.42
S/ 1/2000 22405
14742000 5282
1042042000 33.82
S/23/2000 50.00
4/10/2000 300.00
124442000 200.00
1242142000 551.65
S/2/2000 47607
4/21/2000 265 .99
12742000 228.85
1 O/E/2000
Z/18/2000
14T/Z000
FITIZ000
1043042000 30.81
B/25/2000 245 14
12428/2000 14877
12/28¢2000 14877
S/4/Z000
54442000
4/21/2000
S/12/2000
3/3/2000
3/3/2000
4/18/2000
4/21/2000
Z/18/2000
2432000
Total $20,191.75
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Attachment G
FY¥ 1538 - 2040
GUESTIOHASLE PAYMENTS
TO MSF
CHECK HUMBER CHECK DATE AMOUNT

Comment 6 12383 19398 248.00
18274 10201 eaL T45.00
15303 10r2E e T4500
183341 111411393 T45.00
1831 117119129 T4500
15372 11719/1 290 T4500
155851 127 e 1. 74502
15644 1162000 EGE.ED
15672 122100 33334
15507 1202000 33334
15759 1242000 33334
15785 21172000 33334
15825 2IFFa00 33334
15358 2142000 33334
1590< ZiE1ra10d 33334
15843 2iFr2a0d 33334
154TE A0 333
154989 232100 33334
102 2000 333
1E0ES 32100 33334
16104 ArAr000 333
16143 41072100 33334
1E1E1 47302000 33334
16251 /232100 334.00
1E2E9 S5r000 33400
16302 Sraraa0g 334.00
16335 SH9r2100 33400
16551 Si4ra000 6400
1E4E1 G000 1.002.00
16531 EM9r2100 33334
16635 2100 1.666.70
Todal E1E.E$E.H4
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Attachment H

Antonio L. Giordano Related Entities

1. Antonio L. Giordano, Inc.
(Real estate business)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Antonio L. Giordano
Vice President: Antonio L. Giordano
Secretary: Janice M. Strang, dates of service unavailable
Treasurer: John J. Montecalvo, dates of service unavailable

2. Construction Software Inc.
(Computer systems business)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: John J. Montecalvo, From 2000 to 2004
Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)

3. Consultants Associates, Inc.
(Real estate consulting firm)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Antonio A. Giordano, From 2001 to 2003, (Son of Antonio L. Giordano)
Vice President: Mary D. Gentili, From 2001 to 2003, (Daughter of Antonio L. Giordano)
Secretary: Madonna D. Giordano, From 2001 to 2003, (Daughter of Antonio L.
Giordano)
Treasurer: Antonio A. Giordano, From 2001 to 2003, (Son of Antonio L. Giordano)
President: Casimir Kolaski, From 2004 (Former Director of HUD Providence Office)
Secretary: Janice M. Strang, From 2004

4. Consultants, Inc.
(Real estate consulting firm)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Antonio A. Giordano, From 2000 to 2004, (Son of Antonio L. Giordano)
Vice President: Mary D. Gentili, From 2002 to 2004, (Daughter of Antonio L. Giordano)
Secretary: Janice M. Strang, From 2000 to 2004
Treasurer: John J. Montecalvo, From 2000 to 2004

5. Coventry Health Associates
(Nursing home owner)
Giordano interest
General Partner: John Assalone, Sr. dates of service unavailable
General Partner: Pasquale Confreda, dates of service unavailable
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General Partner: Domenick Delvecchio, dates of service unavailable
General Partner: Antonio L. Giordano, dates of service unavailable
General Partner: Robert Rocchio, dates of service unavailable

6. Coventry Health Continuum, Inc.
(Nursing home operator)
Giordano interest
President: John J. Montecalvo, dates of service unavailable
President: John Assalone, Sr., 2001
Vice President: Pasquale Confreda, 2001
Secretary: Pasquale Confreda, 2001
Treasurer: Pasquale Confreda, 2001

7. Coventry Sewage Associates
(Private sewer line in which serviced Coventry Health Center)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
General Partner: Antonio L. Giordano

8. Gregory Building Company
(Construction company)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)
Vice President: Peter Castriotta, From 2001 to 2004
Secretary: Madonna D. Giordano, From 2002 to 2004, (Daughter of Antonio L.
Giordano)
Secretary: Mary D. Gentili, 2001, (Daughter of Antonio L. Giordano)
Treasurer: Mary D. Gentili, From 2001 to 2004, (Daughter of Antonio L. Giordano)

9. Hillside Health Center Associates, LP
(Nursing home owner)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
General Partner: Consultants Inc. (See above)

10. Hillside Health Center, LL.C
(Nursing home operator)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
Manager: John J. Montecalvo, From 2000 to 2003
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11. Management Reality Services
(Real estate management agent)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Mary D. Gentili, From 2003 to 2004, (Daughter of Antonio L. Giordano)
President: Mona Renchan, 2002
President: Juliette A. Vaccaro, 2001
Vice President: Mary D. Gentili, 2002, (Daughter of Antonio L. Giordano)
Secretary: Mary D. Gentili, From 2002 to 2004, (Daughter of Antonio L. Giordano)
Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)

12. Mount Saint Francis Associates.
(Nursing home owner/operator)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
General Partner: Antonio L. Giordano

13. My Place, Inc.
(Employee relations firm)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Mary D. Gentili, From 2001 to 2004, (Daughter of Antonio L. Giordano)
Vice President: Madonna Giordano, From 2001 to 2004, (Daughter of Antonio L.
Giordano)
Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: John J. Montecalvo, From 2001 to 2004

14. Simon and Windsor Interiors
(Interior design firm)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
President: Mary D. Gentili, From 2001 to 2004, (Daughter of Antonio L. Giordano)
Vice President: Antonio A. Giordano, From 2001 to 2004, (Son of Antonio L. Giordano)
Secretary: Janice M. Strang, From 2001 to 2004
Treasurer: John J. Montecalvo, From 2001 to 2004

15. Sterling Health Care Management Company, LL.C
(Nursing home management agent)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
Manager: John J. Montecalvo, From 2000 to 2003
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16. Suburban Mortgage Associates Inc.
(State of Maryland public records)
Giordano interest
President: J. Walsh Richards, From 1978 to present
Vice President: Antonio L. Giordano, From 1978 to 2003
Vice President: Edmond Richards, dates of service unavailable,
Vice President: Kimberly Papuchis, dates of service unavailable
Vice President: David N. Eaton, dates of service unavailable
Treasurer: Ngyuet M. Pham, dates of service unavailable

17. Woodland Manor Improvement Association
(Operates private sewer which serviced Coventry Health Center)
Giordano interest
RI Office of Secretary of State records indicate the officers as follows;
Director: Antonio L. Giordano, From 2002 to 2003
Director: Pasquale Confreda, From 2002 to 2003,
Director: Domenic DelVecchio, From 2002 to 2003,
President: Pasquale Confreda, From 2002 to 2003
Secretary: Pasquale Confreda, From 2002 to 2003
Treasurer: Antonio L. Giordano, From 2002 to 2003
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Key Events

The following is a chronological list of significant events that have taken place since the
inception of the project:

October 15, 1981, initial construction of the nursing home was financed by a mortgage insured
under Section 232 (Federal Housing Administration No. 016-43038), which was given final
endorsement by HUD in March 1984 for $8,667,300. At the same time, the owner obtained a
Section 223(d)-insured operating loss loan (working capital) for $1,167,700.

October 1981, a syndication of associates was effected through First Winthrop Corporation.
The general partners of the associates were Antonio L. Giordano and several individuals (the
Giordano Group). The Giordano Group also was the original limited partner. The Giordano
Group remained general partners, and the owner, a District of Columbia limited partnership, was
admitted as limited partner.

March 1984, after final endorsement, another amendment to the partnership agreement was
filed, under which the members of the Giordano Group withdrew as general partners and became
special limited partners. Winthrop Financial Co., Inc., an affiliate of First Winthrop Corporation,
became sole general partner.

June 1, 1984, the nursing home was leased to Coventry Nursing Care, Inc., an operator that was
not affiliated with the owner or related businesses.

June 1986, the original Section 232-insured first mortgage and the operating loss loan were
refinanced, pursuant to Section 223(a)(7), by a new Section 232-insured first mortgage in the
amount of $9,835,000 (Federal Housing Administration No. 016-43050).

April 1987, Winthrop Financial Co., Inc., withdrew as general partner due to disputes, including
litigation, between the Giordano Group and First Winthrop Corporation. An agreement was
reached along with the termination of the operating lease with Coventry Nursing Care, Inc.

May 5, 1987, HUD suspended processing of an April 30, 1987, transfer of physical assets for
failure to provide required audited financial data regarding the operating loss loan. Later that
month, the owner was suspended from participation in HUD housing programs pending
completion of an investigation relating to alleged activities of an entity under his control as
general contractor regarding several Rhode Island nursing homes.

July 8, 1987, the owner effected a transfer of physical assets without HUD approval. This had
the effect of restructuring ownership interests of the partnership by moving the Giordano Group
from limited partners to general partner. The transfer removed Winthrop Financial Co., Inc., as
general partner and special limited partner to limited partner. Consideration for the transfer and
resulting restructure was $1.00. A transfer in itself is not improper; however, the fact that HUD
was not aware of the transaction is. There was potential risk to the government because HUD
was not given the opportunity to review the action, especially in light of HUD defining the
project as financially troubled.
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July 8, 1987, the owner entered into a 10-year lease agreement regarding the nursing home with
Coventry Health Continuum, Inc., d/b/a Coventry Health Center, an identity-of-interest operator,
which expired on December 31, 1997. The nursing home was now owned and operated by
related parties.

July 8, 1987, the owner entered into a management agreement with Health Management
Services Company for a term that expired on July 1, 1997. Health Management Services
Company was a Rhode Island-based management company not affiliated with the owner.

December 1988, the owner’s suspension was terminated due to expiration of the maximum 18-
month duration under 24 CFR [Code of Federal Regulations] 24.415(b) without initiation of
further proceedings. In October 1989, the United States Attorney confirmed to HUD that it had
declined prosecution.

March 15, 1989, we issued an audit report on the project (Audit No. 89 BO-212-1015). The
report found that an unauthorized transfer of physical assets occurred and recommended that
HUD assess the impact on HUD and risk associated with the various financing arrangements
resulting from the transfer, including a determination as to whether the lease and management
agreement are in the best interest of the project and HUD.

Due to the lapse of time and lack of records, we were unable to determine the final disposition of
that audit.

May 24, 1994, initial endorsement was signed to refinance the June 1986 HUD-insured loan.
The new HUD loan was insured for $15,308,700 under Section 232 of the National Housing Act
(Federal Housing Administration Project Number 016-43071). The new loan, in part, financed a
34-bed addition to the nursing home. In addition, on May 24, 1994, a regulatory agreement for
nursing homes (HUD Form 92466-NHL) was entered into between the owner and the operator.
In May 1995, the loan was given final endorsement.

July 1, 1997, the operator contracted management services through Sterling Health Care
Management Company, an identity-of-interest management agent through common ownership.
The July 8, 1987, management agreement with Health Management Services Company was not
renewed. The nursing home was now completely controlled (owned, operated, and managed) by
related parties.

August 1999, the owner defaulted on its loan payment to Suburban Mortgage Associates,
Incorporated. A few months later, HUD requested that the operator start submitting monthly
accounting reports (HUD Form 93479).

June 28, 2000, Suburban Mortgage Associates, Incorporated, assigned the mortgage to HUD.

February 19, 2001, the Rhode Island Superior Court entered an order appointing a receiver to
control the assets and business of the operator.
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September 6, 2002, the $15,308,700 note was sold to Allied Capital, along with six other
nursing homes, for $34,777,000. The loss to HUD was $6,292,520.

August 25, 2003, Haven Eldercare of New England, LLC, purchased the project for $10,375,000
and took control of the assets and operations from the receiver.
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