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IN THE UNITED STATES BANKRUPTCY COURT 

FOR THE MIDDLE DISTRICT OF TENNESSEE  

NASHVILLE DIVISION 

 

In re: 

 

Vanguard Healthcare, LLC, et al.,1 

 

Six Cadillac Dr., Suite 310 

Brentwood, TN  37027 

    

Debtors. 

) 

) 

) 

) 

) 

) 

) 

) 

 

 

 

Case No. 16-03296 

Chapter 11 

Judge Mashburn 

 

Jointly Administered 

 

 

 

DISCLOSURE STATEMENT ACCOMPANYING 

DEBTORS’ FIRST AMENDED JOINT PLAN OF REORGANIZATION  

 

I.  INTRODUCTION 

 

This Disclosure Statement is submitted by Vanguard Healthcare, LLC and its 

affiliated debtors and debtors in possession (each a “Debtor” and collectively, the “Debtors”) for 

the benefit of all creditors and parties in interest (hereinafter referred to as “Claimants”) in the 

above Chapter 11 cases.  This Disclosure Statement notifies Claimants of the terms of the 

Debtors’ First Amended Joint Plan of Reorganization dated February 14, 2017 (the “Plan”), and 

enables Claimants to make an informed decision in exercising their rights under the Bankruptcy 

Code in voting on the Plan.  Excluded from this Plan are the liquidation of assets of Vanguard of 

Memphis (Case No. 16-03318) and Vanguard of Crestview (Case No. 16-03316).  As further 

discussed herein, the creditors in those cases will be paid from the proceeds derived from the sale 

of the assets in those cases pursuant to a liquidation plan to be filed upon the conclusion of the 

sale of Vanguard of Memphis.   

 

The Debtors Urge Creditors To Vote To Accept The Plan. 

For Each Applicable Debtor 

 

The Debtors include, as an integral component of the reorganization proposal 

under the Plan, a restructuring of loan obligations that both the Debtors and certain non-Debtor 

borrowers owe to its secured creditors, Healthcare Financial Services (“HFS”).  Much of the 

collateral for the loan obligations owing to HFS is owned by non-Debtor parties.  The Debtors 

                                                 
1 The Debtors in these cases, along with the last four digits of each Debtor’s federal tax identification number, are: 

Vanguard Healthcare, LLC (9650); Vanguard Healthcare Services, LLC (7563); Vanguard Financial Services, LLC 

(3403); Aurora Australis, LLC (7099); Boulevard Terrace, LLC (8709); Elderscript Services, LLC (4179); Eldercare 

of Jackson County, LLC (7855); Glen Oaks, LLC (8238); Palace RBS, LLC (9601); Shady Lawn, LLC (7397); 

Vanguard of Ashland, LLC (8367); Vanguard of Church Hill, LLC (1049); Vanguard of Crestview, LLC (1046); 

Vanguard of Manchester, LLC (6203); Vanguard of Memphis, LLC (4623); Vanguard of Ripley, LLC (1050); 

Vicksburg Convalescent, LLC (7298); and Whitehall OpCo, LLC (6186).  
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and HFS have engaged in extensive negotiations regarding the terms of a proposed consensual 

restructure of the loan obligations owing by the Debtors and non-Debtor borrowers that has been 

incorporated into the proposed Plan.  It is HFS' position that, with respect to the non-Debtor 

borrowers and their properties, any restructure is possible only with HFS' agreement, and that the 

consensual restructure proposed under the Plan provides for recoveries by other constituencies 

that are not available in any non-consensual scenario. 

 

The Official Committee of Unsecured Creditors Committee Opposes Debtors’ Plan 

 

The Official Committee of Unsecured Creditors (the “Committee”) opposes confirmation 

of Debtors’ Plan and recommends that unsecured creditors in Class 5 vote to reject the Plan.  

Among other reasons, the Committee believes that the Plan does not treat unsecured creditors 

fairly when compared to many other classes of creditors or with respect to William Orand or Jere 

Ervin, the holders of the equity in the Vanguard companies.  For example, even though HFS is 

an over secured creditor that has already received more than $5.0 million in payments since the 

filing of these bankruptcies cases, the Plan provides that HFS will receive on the effective date of 

the Plan at least an additional $500,000 in partial payment of its professional fees.  Moreover, the 

loan covenants and fees in favor of HFS provided for in the Plan are onerous and are likely to 

prevent Debtors from making payments to unsecured and other creditors. Additionally, certain 

Japanese limited partnerships for which Mr. Orand serves as general partner will receive 

$820,000 on the effective date of the Plan, and the amounts owed to the insider captive insurance 

company will be paid over only a three year period. 

 

On the other hand, the holders of Allowed unsecured claims in Class 5 receive nothing on 

the Effective Date of the Plan and are being asked to accept payment of their claims over an 

unacceptably long period of at least 7.5 years and at a significantly lower interest rate than is 

being paid to HFS, as an over secured creditor.  Moreover, during the 7.5 year period proposed 

for payment to Allowed Class 5 unsecured creditors, the Plan places no restrictions on 

distributions or salaries to Mr. Orand, Mr. Ervin or other insiders, and under the Plan those 

individuals retain their ownership interest without any infusion of new equity.  The Committee 

believes that these and other terms of the Plan mean that it is in the best interests of Class 5 

unsecured creditors to oppose confirmation of the Debtors’ Plan.  Thus, the Committee 

recommends that unsecured creditors vote to reject the Plan.   

 

General Statements Regarding this Disclosure Statement 

 

The Bankruptcy Court has conducted a hearing as required by 11 U.S.C. § 1125 

on the question of whether the Disclosure Statement contains adequate information to enable 

Claimants to make an informed judgment about the Plan.  The Court has entered an Order 

approving the Disclosure Statement and authorizing distribution of a copy of this Disclosure 

Statement and Plan to all creditors and equity security holders.  The Court’s approval of the 

Disclosure Statement does not constitute an endorsement or recommendation by the Court of the 

substantive provisions of the Plan but is merely an approval of the adequacy of the information 

contained within this Disclosure Statement. 
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NO REPRESENTATIONS CONCERNING THE DEBTORS OR THE PLAN, 

OTHER THAN AS SET FORTH IN THIS DISCLOSURE STATEMENT, ARE 

AUTHORIZED.  ANY REPRESENTATIONS OR INDUCEMENTS MADE TO SECURE 

YOUR VOTE WHICH ARE OTHER THAN AS CONTAINED IN THIS DISCLOSURE 

STATEMENT SHOULD NOT BE RELIED UPON BY YOU IN ARRIVING AT YOUR 

DECISION TO ACCEPT THE PLAN.  ANY SUCH ADDITIONAL REPRESENTATIONS OR 

INDUCEMENTS SHOULD BE REPORTED TO THE DEBTORS OR THEIR COUNSEL 

IMMEDIATELY. 

The information contained in this Disclosure Statement has been derived from 

information known to the Debtors.  This information is believed to be reliable, but has not been 

independently verified and has not been subjected to a certified audit.  Every reasonable effort 

has been made to present accurate information, however, the accuracy of the information 

contained herein cannot be guaranteed. 

The Plan contains definitions of certain terms.  Where those terms are used in this 

Disclosure Statement with initial capital letters, they have the meanings set forth in the Plan. 

 

All creditors are urged to review the Debtors’ Plan in addition to this 

Disclosure Statement. To the extent the Plan and this Disclosure Statement are 

inconsistent, the terms of the Plan shall control. 

II.  BACKGROUND 

A. Debtors’ Organizational History and Operations 

The Debtors are primarily long-term care providers, providing rehabilitation and 

skilled nursing services at 13 facilities in four states (Florida, Mississippi, Tennessee and West 

Virginia).  The Debtors and their operations are summarized below: 

i. Vanguard Healthcare, LLC 

Vanguard Healthcare, LLC (“Vanguard Healthcare”) is a Tennessee limited 

liability company, headquartered in Brentwood, Tennessee.  William D. Orand is the majority 

owner and chief executive officer of Vanguard Healthcare.  Vanguard Healthcare is the parent 

entity/holding company for all other Debtors and numerous other subsidiaries that serve as either 

operating companies, property ownership companies, or management and support companies for 

the various long-term care facilities.   

Pursuant to Bankruptcy Rule 2015.3, Vanguard Healthcare filed a Periodic 

Report Regarding Value, Operations and Profitability of Entities in Which Vanguard 

Healthcare, LLC Holds a Substantial or Controlling Interest (Docket No. 113) (the “Periodic 
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Report”) on June 1, 2016.2  The Periodic Report contains descriptions and financial information 

regarding Vanguard Healthcare’s subsidiaries that did not file for bankruptcy.  The Periodic 

Report is incorporated herein by reference.   

ii. Vanguard Healthcare Services, LLC  

 Vanguard Healthcare Services, LLC (“Vanguard Healthcare Services”) is a wholly 

owned subsidiary of Vanguard Healthcare headquartered in Brentwood, Tennessee.  As of the 

Petition Date, it had no employees.  Its purpose is to provide support services to many of the 

other Vanguard Healthcare entities, including providing “common paymaster” services to the 

Vanguard Management companies, which provide the management services to the Debtor 

entities.  “Common paymaster” is permitted by the IRS when a designated entity is assigned the 

task of maintaining all payroll records.  The rule allows the designated entity to issue either a 

single consolidated paycheck to each employee, or to issue several paychecks, with each check 

drawn on an account controlled by the subsidiaries at which the employees actually work.  The 

designated common paymaster is responsible for remitting all payroll taxes.  Those subsidiaries 

included in the arrangement remain jointly and severally liable for their respective shares of any 

payroll taxes that are supposed to be remitted by the common paymaster. 

Vanguard Healthcare Services is a Credit Party on the secured obligations owed 

to Healthcare Financial Solutions, LLC, (“HFS”) a subsidiary of Capital One, N.A. 

 

iii. Vanguard Financial Services, LLC 

Vanguard Financial Services, LLC (“Vanguard Financial”) is a wholly owned subsidiary 

of Vanguard Healthcare headquartered in Brentwood, Tennessee.  It currently has approximately 

21 employees.  Its purpose is to provide financial services to the Vanguard Healthcare entities.  It 

has no independent assets other than office furnishings and equipment and is a Credit Party on 

the secured obligations owed to HFS. 

iv. Aurora Australis, LLC 

Aurora Australis, LLC (“Aurora”) is a wholly owned subsidiary of Vanguard 

Healthcare that operates a long term care facility known as Aurora Health and Rehabilitation 

located at 310 Emerald Drive, Columbus, MS  39702.  As of the Date of Filing, Aurora had 

approximately 120 beds for patients and approximately 139 employees.  The Facility is managed 

by East Mississippi Management Associates, LLC, a wholly owned subsidiary of Vanguard 

Healthcare.  Aurora leases the long term care facility from TMJ Limited Liability Partnership, a 

Japanese limited liability partnership that is owned by Japanese investors.  The Debtors have 

filed a motion to amend and assume this lease effective on the Effective Date of the Plan.  This 

amended lease provides Aurora a lease purchase option in the amount of $3,075,000 that can be 

exercised beginning January 1, 2023.   

                                                 
2 All references to “Docket No. __” are to the docket in Case No. 16-03296 and are available for viewing and 

download through the Bankruptcy Court’s website at https://ecf.tnmb.uscourts.gov or the Debtors’ case information 

website at www.bmcgroup.com/vanguardhealthcare.   
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As of July 28, 2015, Aurora was appraised by HealthTrust, LLC as a going 

concern in the amount of $11,100,000.  If any sale took place, Aurora would need to apply a 

portion of the sale proceeds to its lease purchase option.   

Aurora shares in the secured debt obligations owed to HFS and is allocated 

internally by the consolidated accounting of the Debtors in the amount of 8.91% of the HFS 

indebtedness.  Aurora has scheduled undisputed unsecured debts as of the Date of Filing in the 

amount of $1,041,323.   It is current on the payment of its post-petition obligations incurred as of 

the Date of Filing and as evidenced by the income statement attached hereto as collective Exhibit 

A, had $1,141,558 net operating income (EBITDAR) for fiscal year 2016. 

 

v. Boulevard Terrace, LLC 

Boulevard Terrace, LLC (“Boulevard Terrace”) is a wholly owned subsidiary of 

Vanguard Healthcare that operates a long term care facility known as Boulevard Terrace 

Rehabilitation and Nursing Center located at 1530 Middle Tennessee Blvd., Murfreesboro, TN  

37130.  As of the Date of Filing, Boulevard Terrace had approximately 100 beds for patients and 

approximately 86 employees.  The Facility is managed by Murfreesboro Management 

Associates, LLC, a wholly owned subsidiary of Vanguard Healthcare.  Boulevard Terrace leases 

the long term care facility from GSJ Limited Liability Partnership, a Japanese limited liability 

partnership that is owned by Japanese investors.  The Debtors have filed a motion to amend and 

assume this lease effective on the Effective Date of the Plan.  The amended lease provides 

Boulevard Terrace a lease purchase option in the amount of $3,259,500 that can be exercised 

beginning January 1, 2023.   

As of July 28, 2015, Boulevard Terrace was appraised by HealthTrust, LLC as a 

going concern in the amount of $4,400,000.  If any sale took place, Boulevard Terrace would 

need to apply a portion of the sale proceeds to its lease purchase option.   

Boulevard Terrace shares in the secured debt obligations owed to HFS and is 

charged internally by the consolidated accounting of the Debtors in the amount of 5.22% of the 

HFS indebtedness.  Boulevard Terrace has scheduled undisputed unsecured debts as of the Date 

of Filing in the amount of $1,079,678.  It is current on the payment of its post-petition 

obligations incurred as of the Date of Filing and as evidenced by the income statement attached 

hereto as collective Exhibit A, had a negative ($296,926) net operating income (EBITDAR) for  

fiscal year 2016. 

 

vi. Elderscript Services, LLC 

Elderscript Services, LLC (“Elderscript”) is a wholly owned subsidiary of 

Vanguard Healthcare doing business in Tupelo, Mississippi as a pharmacy.  It is a wholly owned 

subsidiary of Vanguard Healthcare and as of the Date of Filing had 26 employees.   Elderscript 

shares in the secured debt obligations owed to HFS and also has inventory and accounts that are 

subject to the security interest of AmerisourceBergen to secure obligations owed to that vendor 

for the sale of medical drugs and supplies for the pharmacy.  The AmerisourceBergen lien, 

however, is junior to the secured claim of HFS and accordingly the claim of AmerisourceBergen 

is treated as unsecured in this Chapter 11 case.   

Elderscript has scheduled undisputed unsecured debts as of the Date of Filing in 

the amount of $555,652.  The Debtors believe the value of Elderscript to be approximately 
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$8,000,000.  Elderscript is current on the payment of its post-petition obligations incurred as of 

the Date of Filing and as evidenced by the income statement attached hereto as collective Exhibit 

A, had $1,546,266 net operating income (EBITDAR) for fiscal year 2016. 

vii. Eldercare of Jackson County, LLC 

Eldercare of Jackson County, LLC (“Eldercare”) is a wholly owned subsidiary of 

Vanguard Healthcare that owns and operates a long term care facility known as Eldercare Health 

and Rehabilitation located at 107 Miller Drive, Ripley, WV  25271.  As of the Petition Date, 

Eldercare of Jackson County had approximately 120 beds for patients and approximately 117 

employees.  The Facility is managed by Eldercare Management Associates, LLC, a wholly 

owned subsidiary of Vanguard Healthcare.   

The estimated value of Eldercare is based on a offer to purchase Eldercare in the 

amount of $15,500,000 received just prior to the Date of Filing.   

Eldercare shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 13.11% of the HFS 

indebtedness.  Eldercare has scheduled undisputed unsecured debts as of the Date of Filing in the 

amount of $795,570.  Eldercare is current on the payment of its post-petition obligations incurred 

as of the Date of Filing and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $2,035,004 net operating income (EBITDAR) for fiscal year 2016. 

 

viii. Glen Oaks, LLC 

Glen Oaks, LLC (“Glen Oaks”) is a wholly owned subsidiary of Vanguard 

Healthcare that operates a long term care facility known as Glen Oaks Health and Rehabilitation 

located at 1101 Glen Oaks Road, Shelbyville, TN 37160.  As of the Petition Date, Glen Oaks had 

approximately 130 beds for patients and approximately 103 employees.  The Facility is managed 

by Middle Tennessee Management Associates, LLC, a wholly owned subsidiary of Vanguard 

Healthcare.  Glen Oaks subleases the long term care facility from Vanguard Healthcare, which in 

turn leases the facility from GMJ Limited Liability Partnership, a Japanese limited partnership 

that is owned by Japanese investors.  The Debtors have filed a motion to amend and assume this 

lease effective on the Effective Date of the Plan.  The amended lease provides Glen Oaks a lease 

purchase option in the amount of $2,173,000 that can be exercised beginning January 1, 2023.   

As of July 28, 2015, Glen Oaks was appraised by HealthTrust, LLC as a going 

concern in the amount of $5,700,000.  If any sale took place, Glen Oaks would need to apply a 

portion of the sale proceeds to its lease purchase option.   

Glen Oaks shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 4.14% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $1,392,201.  Glen Oaks is current on the payment of its post-petition obligations incurred as 

of the Date of Filing and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $515,634 net operating income (EBITDAR) for fiscal year 2016. 
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ix. Palace RBS, LLC 

Palace RBS, LLC (“The Palace”) is a wholly owned subsidiary of Vanguard 

Healthcare that operates a long term care facility known as The Palace Healthcare and 

Rehabilitation located at 309 Main Street Red Boiling Springs, TN 37150.  As of the Petition 

Date, The Palace had approximately 119 beds for patients.   

The Palace’s long term care facility is managed by CMC II, LLC (as successor to 

Shoreline Healthcare Management, LLC) pursuant to a third party management agreement, 

unrelated to Vanguard Healthcare.  Approximately 86 employees work at the long term care 

facility.  The Palace leases the long term care facility from HKJ Enterprise Partnership Ltd. LLP, 

a Japanese limited liability partnership that is owned by Japanese investors.  The Debtors have 

filed a motion to amend and assume this lease effective on the Effective Date of the Plan.  The 

amended lease provides The Palace a lease purchase option in the amount of $2,173,000 that can 

be exercised beginning January 1, 2023.   

As of July 28, 2015, The Palace was appraised by HealthTrust, LLC as a going 

concern in the amount of $5,700,000.  If any sale took place, The Palace would need to apply a 

portion of the sale proceeds to its lease purchase option and would also have to deal with the 

potential reduction in the net value caused by the third party management agreement.   

The Palace shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 5.89% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $737,244.  The Palace is current on the payment of its post-petition obligations incurred as of 

the Date of Filing, and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $609,965 net operating income (EBITDAR) for fiscal year 2016.    

 

x. Shady Lawn, LLC 

Shady Lawn, LLC (“Shady Lawn”) is a wholly owned subsidiary of Vanguard 

Healthcare that operates a long term care facility known as Shady Lawn Health and 

Rehabilitation Center located at 60 Shady Lawn Place, Vicksburg, MS 39180.  As of the Petition 

Date, Shady Lawn had approximately 100 beds for patients and approximately 111 employees.  

The Facility is managed by West Mississippi Management Associates, LLC, a wholly owned 

subsidiary of Vanguard Healthcare.  Shady Lawn leases the long term care facility from 

Vicksburg PropCo, LLC, which is a wholly owned subsidiary of Vanguard Healthcare. 

As of July 28, 2015, Shady Lawn was appraised by HealthTrust, LLC as a going 

concern in the amount of $7,800,000.   

Shady Lawn shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 4.85% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $737,244.  Shady Lawn is current on the payment of its post-petition obligations incurred as 

of the Date of Filing, and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $698.220 net operating income (EBITDAR) for fiscal year 2016. 

It is anticipated that Vicksburg PropCo, LLC, the entity that owns the real 

property where Shady Lawn is located, will sell its interest in the real estate for $7,500,000, of 

which $3,500,000 will be paid to HFS in consideration for a release of its lien on the property.  
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This will generate additional working capital for the Debtors to use in the confirmation of the 

Plan.  In order to obtain the financing to replace the HFS lien, it is expected that the new lender 

will require Vanguard Healthcare to guarantee this replacement loan.  Additionally it is 

anticipated that the Debtors will have a lease purchase option to purchase the real estate for the 

investment price of $4.4 million. 

 

xi. Vanguard of Ashland, LLC 

Vanguard of Ashland, LLC (“Ashland”) is a wholly owned subsidiary of 

Vanguard Healthcare that operates a long term care facility known as Ashland Healthcare and 

Rehabilitation located at 16056 Boundary Drive, Ashland, MS 38603.  As of the Petition Date, 

Ashland had approximately 60 beds for patients and approximately 71 employees.  The Facility 

is managed by North Mississippi Management Associates, LLC, a wholly owned subsidiary of 

Vanguard Healthcare.  Ashland leases the long term care facility from Ashland Properties 91, 

L.P., a Tennessee limited partnership that is owned by Japanese investors.  The Debtors have 

filed a motion to amend and assume this lease effective on the Effective Date of the Plan.  The 

amended lease provides Ashland a lease purchase option in the amount of $1,190,489 that can be 

exercised beginning January 1, 2023.   

As of July 28, 2015, Ashland was appraised by HealthTrust, LLC as a going 

concern in the amount of $6,800,000.  If any sale took place, Ashland would need to apply a 

portion of the sale proceeds to exercise its lease purchase option.   

Ashland shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 2.26% of the HFS 

indebtedness It .has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $737,244.  Ashland is current on the payment of its post-petition obligations incurred as of the 

Date of Filing, and as evidenced by the income statement attached hereto as collective Exhibit A, 

had $926,981 net operating income (EBITDAR) for fiscal year 2016.   

 

xii. Vanguard of Church Hill, LLC 

Vanguard of Church Hill, LLC (“Church Hill”) is a wholly owned subsidiary of 

Vanguard Healthcare that operates a long term care facility known as Church Hill Health Care 

and Rehab located at 701 West Main Boulevard Church Hill, TN 37642.  As of the Petition Date, 

Church Hill had approximately 124 beds for patients and approximately 118 employees.  The 

Facility is managed by Church Hill Management Associates, LLC, a wholly owned subsidiary of 

Vanguard Healthcare.  Church Hill leases the long term care facility from Church Hill Properties, 

LLC, a Tennessee limited liability company, a wholly owned subsidiary of Vanguard Healthcare.   

As of July 28, 2015, Church Hill was appraised by HealthTrust, LLC as a going 

concern in the amount of $11,400,000.    

Church Hill shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 10.12% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $737,244.  Church Hill is current on the payment of its post-petition obligations incurred as of 

the Date of Filing, and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $1,701,418 net operating income (EBITDAR) for fiscal year 2016. 
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xiii. Vanguard of Manchester, LLC 

Vanguard of Manchester, LLC (“Manchester”) is a wholly owned subsidiary of 

Vanguard Healthcare that operates a long term care facility known as Manchester Health Care 

Center located at 395 Interstate Drive, Manchester, TN 37355.  As of the Petition Date, 

Manchester had approximately 120 beds for patients and approximately 121 employees.  The 

Facility is managed by Manchester Management Associates, LLC, a wholly owned subsidiary of 

Vanguard Healthcare.  Manchester leases the long term care facility from Manchester Properties 

2010, LLC, a Tennessee limited liability company that is a wholly owned subsidiary of 

Vanguard Healthcare.   

As of July 28, 2015, Manchester was appraised by HealthTrust, LLC as a going 

concern in the amount of $4,600,000.    

Manchester shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 12.91% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $804,809.  Manchester is current on the payment of its post-petition obligations incurred as of 

the Date of Filing, and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $1,047,578 net operating income (EBITDAR) for fiscal year 2016. 

 

xiv. Vanguard of Ripley, LLC 

Vanguard of Ripley, LLC (“Rest Haven”) is a wholly owned subsidiary of 

Vanguard Healthcare that operates a long term care facility known as Rest Haven Health and 

Rehabilitation located at 103 Cunningham Drive Ripley, MS 38663.  As of the Petition Date, 

Rest Haven had approximately 60 beds for patients and approximately 53 employees.  The 

Facility is managed by North Mississippi Management Associates, LLC, a wholly owned 

subsidiary of Vanguard Healthcare.  Rest Haven leases the long term care facility from Ripley 

Properties 91, LP, a Tennessee limited partnership that is owned by Japanese investors.  The 

Debtors have filed a motion to amend and assume this lease effective on the Effective Date of 

the Plan.  The amended lease provides Rest Haven a lease purchase option in the amount of 

$1,043,750 that can be exercised beginning January 1, 2023. 

As of July 28, 2015, Rest Haven was appraised by HealthTrust, LLC as a going 

concern in the amount of $4,100,000.  If any sale took place, Rest Haven would need to apply a 

portion of the sale proceeds to exercise its lease purchase option.   

 Rest Haven shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 2.19% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $1,000,955.  Rest Haven is current on the payment of its post-petition obligations incurred as 

of the Date of Filing, and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $92,060 net operating income (EBITDAR) for fiscal year 2016. 

 

xv. Vicksburg Convalescent, LLC 

Vicksburg Convalescent, LLC (“Vicksburg”) is a wholly owned subsidiary of 

Vanguard Healthcare that operates a long term care facility known as Vicksburg Convalescent 

Center located at 1708 Cherry Street, Vicksburg, MS 39180.  As of the Petition Date, Vicksburg 
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had approximately 100 beds for patients and approximately 98 employees.  The Facility is 

managed by Vicksburg Management Associates, LLC, a wholly owned subsidiary of Vanguard 

Healthcare.  Vicksburg leases the Facility from Vicksburg PropCo, LLC, which is a wholly 

owned subsidiary of Vanguard Healthcare. 

As of July 28, 2015, Vicksburg was appraised by HealthTrust, LLC as a going 

concern in the amount of $5,700,000. 

Vicksburg shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 4.85% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $477,149.  Vicksburg is current on the payment of its post-petition obligations incurred as of 

the Date of Filing, and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $722,605 net operating income (EBITDAR) for fiscal year 2016. 

 

xvi. Whitehall OpCo, LLC 

Whitehall OpCo, LLC (“Whitehall”) is a wholly owned subsidiary of Vanguard 

Healthcare that operates a long term care facility known as Whitehall Boca Raton located at 

7300 Del Prado South, Boca Raton, FL 33433.  As of the Petition Date, Whitehall had 

approximately 154 beds for patients and approximately 223 employees.  The Facility is managed 

by J-W Del Prado, LLC though a third party management agreement, unrelated to Vanguard 

Healthcare.  Whitehall leases the long term care facility from WHJ Limited Liability Partnership, 

a Japanese limited liability partnership that is owned by Japanese investors.  The Debtors have 

filed a motion to amend and assume this lease effective on the Effective Date of the Plan.  The 

amended lease provides Whitehall a lease purchase option in the amount of $7,200,000 that can 

be exercised beginning January 1, 2017 through June 30, 2017.  If it is not exercised by June 30, 

the option increases to $12,070,000 with an exercise date of January 1, 2023.   

Vanguard Healthcare has received offers to purchase Whitehall for approximately 

$30,000,000 and thus believes that the value is at least this amount.  If any sale took place, 

Whitehall would need to apply a portion of the sale proceeds to exercise its lease purchase option 

and would also have to deal with the potential reduction in net value caused by the third party 

management agreement.  

Whitehall shares in the secured debt obligations owed to HFS and is charged 

internally by the consolidated accounting of the Debtors in the amount of 21.71% of the HFS 

indebtedness.  It has scheduled undisputed unsecured debts as of the Date of Filing in the amount 

of $2,876,922.  Whitehall is current on the payment of its post-petition obligations incurred as of 

the Date of Filing, and as evidenced by the income statement attached hereto as collective 

Exhibit A, had $926,325 net operating income (EBITDAR) for fiscal year 2016.   

 

B. Non-Debtor Property Companies 

Of the twelve long term care Facilities, only Eldercare and Poplar Point own their 

own real estate.  Four others are on real estate owned by separate non-debtor subsidiaries of 

Vanguard Healthcare: Church Hill, Manchester, Vicksburg and Shady Lawn.  Seven Facilities 

are on real estate owned by non-debtor entities that are owned and controlled by Japanese 

investors: Aurora, Rest Haven, Boulevard Terrace, Glen Oaks, The Palace, Ashland and 

Whitehall.   In these instances, all of the seven lease agreements have lease purchase options that 
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enable the Debtor operating company to purchase the property from the landlord for a specific 

price that ensures that the Debtor would be able to control a sale of the Facility.  The purchase 

amounts for each Facility are disclosed in Article II(A) above. 

C. Events Leading to Commencement of the Chapter 11 Cases 

The Debtors each filed separate Chapter 11 cases on May 6, 2016.  The moving 

force for the filing of these cases was the pending due date of the Debtors’ secured loan 

obligations to Healthcare Financial Solutions, LLC (“HFS”), a subsidiary of Capital One N.A.  

These obligations are evidenced by credit agreements for a revolver loan with a principal balance 

of approximately $6 million and a term loan with a principal balance of approximately $74 

million.  All of the Debtors and the non-debtor property companies, discussed further in Article 

II(B) above, are liable on this indebtedness.   

D. Bankruptcy Filing and Procedural History 

i. Commencement and First Day Motions 

On May 6, 2016, the Debtors commenced these Chapter 11 cases (the “Chapter 

11 Cases”) and continue to operate their businesses and manage their assets as debtors in 

possession pursuant to §§ 1107(a) and 1108 of the Bankruptcy Code.   

Immediately upon the filing, the Debtors sought approval of certain first day 

orders authorizing the Debtors to, among other things, use cash collateral approved by order 

entered June 16, 2016 (Docket No. 168), pay certain pre-petition wages of employees approved 

by order entered May 11, 2016 (Docket No. 42), retain existing bank accounts approved by order 

entered May 11, 2016 (Docket No. 44), and establishing procedures for the adequate assurance 

of payment of utility claims approved by order entered May 11, 2016 (Docket No. 43); the 

appointment of BMC Group as the noticing agent for the Debtors approved by order entered 

May 11, 2016 (Docket No. 41), and authorizing certain notice procedures and the joint 

administration of the Debtors’ Chapter 11 Cases under Case No. 16-03296 approved by order 

entered May 11, 2016 (Docket No. 38).  

ii. Schedules and Statements of Financial Affairs 

The Debtors filed their schedules of assets and liabilities and statements of 

financial affairs on May 25, 2016 (the “Schedules”).  A copy of each of the Debtors’ Scheduled 

can be found on the website created by the noticing agent for the Debtors, BMC Group at 

www.bmcgroup.com/vanguardhealthcare. 

iii. Debtors’ Professionals  

On May 13, 2016, the Debtors filed an application to employ Bradley Arant Boult 

Cummings, LLP (“Bradley”) as their bankruptcy counsel.  The Bankruptcy Court approved the 

Debtors’ retention of Bradley by order entered June 14, 2016 (Docket No. 161).   
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The Debtors also filed applications to approve Baker Donelson as special 

litigation counsel, approved by order entered June 22, 2016 (Docket No. 189); Burr & Forman as 

special litigation counsel, approved by order entered January 11, 2017 (Docket No. 812) ; 

accountants Stewart & Barnett, Ltd by order entered June 21, 2016 (Docket No. 184), and the 

payment of ordinary course professionals, including certain accountants that prepare Medicare 

and Medicaid cost reports, perform audits, and prepare the Debtors’ taxes approved by order 

entered July 12, 2016 (Docket No. 283).  

iv. Unsecured Creditors Committee  

On May 24, 2016, the United States Trustee appointed an official committee of 

unsecured creditors (the “Committee”) in the Chapter 11 Cases.  The members of the Committee 

are Kindred Nursing Centers East, L.L.C., Medline Industries, Inc., Healthcare Services Group, 

Inc., Signature Healthcare, LLC, Express Courier, and Rezult Group, Inc.  The Bankruptcy Court 

approved the Committee’s retention of Bass, Berry & Sims PLC as counsel to the Committee on 

July 5, 2016 (Docket No. 254) and financial adviser, Cohn Reznick, LLP, on September 25, 

2016 (Docket No. 327).   

v. Patient Care Ombudsmen 

Pursuant to 11 U.S.C. § 333, the United States Trustee appointed Laura E. Brown 

as the patient care ombudsmen in the Chapter 11 Cases (Docket No. 112).  Ms. Brown is the 

State Long-Term Care Ombudsman for the Tennessee Commission on Aging and Disability.  

Her first report was filed with the court on August 1, 2016 (Docket No. 367).  Since the 

commencement of these Chapter 11 cases, there have been no noted decline in the quality of 

resident care at any of the Facilities. 

vi. Claims Bar Date Order 

By order dated June 9, 2016 (Docket No. 137), the Bankruptcy Court set 

September 6, 2016 as the general deadline for filing all claims against any of the Debtors, 

including administrative claims under 11 U.S.C. § 503(b)(9).   By subsequent Amended Order 

entered June 21, 2016 (Docket No. 185), the deadline for filing government claims was extended 

to November 2, 2016. 

vii. Sale of Vanguard of Crestview, LLC Long Term Care Facility 

The Court has approved the terms of the Asset Purchase Agreement dated 

February 29, 2016 of substantially all of its assets of Crestview for the purchase price of $2.7 

million to Skyline Health Care, LLC by order entered August 1, 2016 (Docket No 363).  This 

sale was closed on or about August 31, 2016 and a separate liquidating plan is being filed on 

behalf of this entity. 

viii. Sale of Vanguard of Memphis, LLC and Whitehall OpCo, LLC 

The Debtors have received offers to purchase the Facilities know as Poplar Point 

in Memphis, TN and Whitehall in Boca Raton, FL.  Motions will be filed to approve each of 

Case 3:16-bk-03296    Doc 968    Filed 02/15/17    Entered 02/15/17 21:42:49    Desc Main
 Document      Page 12 of 40



 

13 

7/3852749.8 

these sales.  The proposed purchase price for Poplar Point is $9,000,000 and for Whitehall is 

$30,000,000.  The Debtors expect that the combined sales will cause a pay down of $29,000,000 

in the secured debt and about $2,445,444 in unsecured debt ($1,577,079 for Whitehall and 

$868,365 for Poplar Point).  The Debtors further intend to distribute the net sale proceeds 

pursuant to a liquidation plan to be filed following the closing of the sale.  The proceeds from the 

sale of Whitehall will be added to the assets of the Debtors for distribution under the terms of 

this Plan. 

ix. Assumption of Evergreen Contracts 

The Debtors own and operate long-term care facilities that provide rehabilitation 

and skilled-nursing for patients recovering from surgery, illness or injury.  In order to staff the 

Debtors’ facilities and provide needed care for patients, thirteen of the Debtors have entered into 

Therapy Management Services Agreements dated March 30, 2016 effective as of January 1, 

2016 (collectively, the “Therapy Services Agreements”), with Evergreen Rehabilitation LLC 

(“Evergreen”) pursuant to which Evergreen has agreed to provide such Debtors, inter alia, 

licensed/certified physical therapists, occupational therapists and speech-language pathologists to 

provide therapy to the skilled nursing facility residents or home health agency patients, as well as 

administration and supervision of such therapy services at such Debtors’ facilities pursuant to the 

terms of the Therapy Services Agreements for an initial period ending December 31, 2018.  The 

Therapy Services Agreements are executory contracts as defined in Bankruptcy Code § 365. 

Evergreen is party to Therapy Services Agreements with all of the Debtors that 

operate facilities with the exception of The Palace.  Additionally no agreements exist between 

Evergreen and Vanguard Healthcare, Vanguard Healthcare Services, Vanguard Financial 

Services, and Elderscript.   

The terms of the Therapy Services Agreements require, among other things, that 

the Debtors pay Evergreen for the services provided thereunder within sixty days of receipt of an 

invoice from Evergreen.  The Debtors and Evergreen have reconciled the pre-petition non-

priority unsecured claims held by Evergreen against the Debtors as of the Petition Date for 

amounts owing but unpaid under the Therapy Services Agreements in the amounts set forth in 

Exhibit C, attached hereto and Schedule 7.01 to the Plan.  The Debtors propose to assume these 

contracts and cure the amounts set forth in Schedule 7.01 by equal payments over a period of six 

months following the Effective Date of the Plan.   

x. Assumption of Insurance Policies 

In 2001, BHC-LTC Insurance Ltd. (the "Insurer") was formed under the 

Companies Laws of the Cayman Islands and was capitalized consistent with existing regulatory 

requirements3.   The Insurer is not a subsidiary of any of the Debtors, and is wholly-owned by 

                                                 
3  Additionally, the Debtors are subject to various regulatory and contractual requirements in the states in 

which they operate.  In particular, certain states require, either directly or through the use of managed care contracts 

for Medicaid patients, minimum amounts of insurance coverage before the Debtors may be permitted to serve those 

Medicaid patients.  Additionally, the Debtors have multiple managed care contracts pursuant to which they provide 

services to patients with private insurance, any many of those managed care contracts also require that minimum 
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Brentwood Holding Company, LLC (the "Owner").  William D. Orand, directly or indirectly 

controls 50%, and Ervin General Partnership holds the remaining interest.   

Since its formation, the Insurer has insured the Debtors pursuant to the terms of 

Healthcare Professional Liability - Claims Made and Healthcare General Liability - Claims Made 

policies for Long Term Care Facilities.  Copies of such policies for 2013 through 2016 (each an 

"Insurance Policy," collectively, the "Insurance Policies”) are attached to the Debtors Motion to 

Assume Insurance Policies as Exhibit A (Docket No. 244). 

The Debtors' decision to obtain professional and general liability insurance from 

the Insurer has resulted in several distinct business advantages. First, the Debtors have realized 

substantial cost savings through use of the captive model.  The model itself provides a greater 

level of premium management and a higher degree of cost-certainty for the Debtors' businesses.  

In an industry beset by skyrocketing coverage costs, the Debtors estimate that their annual 

premiums have increased no more than five percent (5%) over the last several years as compared 

to industry-wide increases of up to twenty percent (20%) for similar coverage brokered on the 

open insurance market. 

Second, the ongoing and long-standing relationship between the Insurer and the 

Debtors means that coverage will remain available to the Debtors at a stable cost.  Arguably, and 

based on the Debtors' experience, replacement coverage for identical products is not available in 

the marketplace.  To the extent similar coverage may be available, obtaining new policies would 

be cost-prohibitive.  Notwithstanding the long-standing relationship with its Insurer, the Debtors 

have continued to test the market in order to evaluate their insurance options.  The first barrier to 

locating alternative insurance coverage is the insurance underwriting process.  Due to the nature 

and size of the Debtors' businesses, experience has shown it is nearly impossible to obtain an 

accurate, realistic quote for alternative coverage without submitting to an exhaustive and 

expensive underwriting process.  After engaging in such a process, and assuming that a similar 

product is available, based on the information available to them, the Debtors estimate that the 

premium cost would be double that currently paid to the Insurer.  

Finally, over the last fifteen years, the Insurer and the Debtors have established a 

comprehensive and centralized claims management system that allows the Debtors to effectively 

manage their covered litigation.  The Debtors have used a single firm to coordinate, manage, 

litigate and when appropriate, settle, nearly all covered claims.  The result has been the 

accumulation of a vast amount of institutional knowledge, and the establishment of ingrained, 

integrated processes and procedures that have resulted in the resolution of nearly all claims 

within policy limits.  The continuation of the existing claims management function is critical to 

the Debtors' ongoing operations.  The relationship between the Debtors and the Insurer is central 

to this function.   

As of the Date of Filing, one or more of the Debtors were defendants in 

approximately thirty open litigation matters that are covered by the Insurance Policies.  While 

                                                                                                                                                             
amounts of insurance coverage be maintained.  The Insurer has consistently provided the Debtors the required level 

of coverage to satisfy these regulatory and contractual requirements. 
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certain of those matters were resolved under the terms of pre-petition agreements (the 

"Settlement Agreements"), they are not concluded due to the Debtors' ongoing settlement 

obligations, including payment of the remaining required settlement payments.  If the Debtors 

fail to satisfy their ongoing obligations, it is likely the Debtors will face numerous requests for 

relief from stay wherein litigants will ask the Court to allow them to revive the underlying 

litigation to pursue amounts that greatly exceed the amounts due under the prior settlements, and 

in some cases, amounts well in excess of policy limits.  A list of the Debtors' Settlement 

Agreements and a description of the Debtors' remaining obligations thereunder are attached to 

the Debtors’ Motion to Assume Insurance Contracts as Exhibit B (Docket No. 244).  The 

payments required under the Settlement Agreements are being paid by insurance funds pursuant 

to the terms of the Settlement Agreement.  As of the date of this Disclosure Statement there are 

three monthly payments left under the Settlement Agreement for an aggregate total of 

approximately $360,000. 

Prior to the Date of Filing, pursuant to the Insurance Policies, the Insurer was 

providing payment for the Debtors' cost of defense on covered litigation matters and to make 

payments due under the Settlement Agreements.  Subsequent to the Date of Filing, at the 

direction of the Debtors, the Insurer suspended payments to allow the Committee and the Court 

to consider the Debtors’ Motion to Assume Insurance Policies.   

Prior to the Petition Date, the Debtors fell behind on the premium payments due 

on the Insurance Policies.  As of the Petition Date, the Debtors owed the Insurer $1,596,577.04, 

for the premium for the 2015 Insurance Policy.4  Notwithstanding the Debtors' failure to pay the 

required premiums, the Insurer has continued to provide insurance coverage to the Debtors.  The 

Insurer cannot further maintain coverage without the Debtors' assumption of their obligations 

under the Insurance Policies, including the payment of past-due premiums.   

Continuing the Debtors' claims management system and preserving the Insurance 

Policies will benefit the Debtors, their creditors, and estates by assisting the Debtors in emerging 

from Chapter 11 expeditiously and with only a limited number of unresolved litigation claims.  

The Debtors must assume their Insurance Policies and satisfy the amounts due and owing to the 

Insurer to maintain the benefits of such policies.  Assuming the Insurance Policies is particularly 

important as these are claims made policies, and the Debtors have few options to insure the 

existing claims other than the Insurance Policies.   

To cure their default, Debtors filed a motion to assume the Insurance Policies that 

was set for hearing on July 26, 2016.  By Agreed Order entered August 17, 2016 (Docket No. 

399), the Debtors agreed to limit the assumption to the Insurance Policy for 2016 and to defer the 

assumption of the remaining policies to the confirmation of the Debtors’ Plan.  Under the Plan, 

the Debtors propose to assume the prior policies and cure existing defaults (excluding the 

                                                 
4  The Insurer also previously provided Debtors' worker's compensation insurance and medical stop loss 

insurance.  The Debtors owe the Insurer $1,059,497.32 in unpaid premiums on prior worker's compensation 

insurance policies and $1,339,860.80 in unpaid premiums on prior medical stop loss insurance policies.  The Insurer 

no longer issues such policies to the Debtors; accordingly, the Debtors are not seeking permission to pay any amount 

of those obligations at this time. 

Case 3:16-bk-03296    Doc 968    Filed 02/15/17    Entered 02/15/17 21:42:49    Desc Main
 Document      Page 15 of 40



 

16 

7/3852749.8 

allocated portion owed by the Facilities that are being sold) by increasing the monthly payments 

to the Insurer after the Effective Date of the Plan from a premium for 2017 of $166,915 per 

month plus $33,176.25 per month for 36 months until the outstanding amounts due under the 

Insurance Policies in the aggregate amount of $1,194,345 are paid in full.   

xi. Order Authorizing the Payment of Patient Refunds 

The Debtors obtained an order entered June 29, 2016 (Docket No. 231) 

authorizing the payment of patient refunds in the ordinary course of the Debtors business.  

During the course of the Debtors’ operations of the Facilities, patients may overpay for services.   

At the Date of Filing, the Debtors’ estimated that approximately 100 patients were due refunds in 

the total amount of approximately $130,000.  These payments are being paid by the Debtors in 

due course. 

xii. Termination of Bond for Patient Accounts and Utility Deposits 

The Debtors have bonds issued by International Fidelity Insurance Company 

(“IFIC”) assuring the Debtors obligations regarding their possession, control and management of 

money owned by patients of the Debtors and obligations to local utilities for utility bills (the 

“Bonds”).  IFIC has filed a motion requesting relief from stay to terminate its obligations as a 

surety for future claims under the Bonds (Docket No. 261).  By Agreed Order entered August 25, 

2016 (Docket No. 417), the Bonds were terminated and the Debtors have obtained an alternative 

bonding source. 

xiii. Assumption of Provider Agreements 

On August 15, 2016, the Debtors filed a motion to assume all Medicare and 

Medicaid Provider Agreements and cure the defaults in the amount of approximately 

$348,507.30.  This motion was approved by the entry of an Order entered September 12, 2016 

(Docket No. 487).  The cure payment has since been made to the government. 

III.  SUMMARY OF ASSETS 

The assets for each Debtor were listed in the Schedules filed with the Court on 

May 25, 2016.  The aggregate value (without including the value of Crestview and Poplar Point) 

is listed at $117,800,000.  The assets consist primarily of inventory and accounts associated with 

the operation of each Facility.  Most of the Debtors own no real estate, but instead lease the 

premises from the various entities identified with the summary of each Debtor found in Article 

II(A) above.  Nevertheless the value of each Facility is listed on the Debtors’ schedule at the 

appraised value as a going concern that includes the value of the real estate.  The reason for this 

inclusion is that the real estate and operations have very little value without the other.  The value 

of the real estate without the operating permits would be limited to the value of the empty 

building and obviously the Facility could not operate without the building.  What gives the 

Debtors the value in the real estate is the lease purchase option that exists in each lease.  These 

options give the Debtors the ability to purchase the property from the landlord upon any sale of a 
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Facility, but the realized value will be reduced by the amount of the option that is paid to the 

landlord.  The exception is that the following three Debtors own the real estate where the 

Debtors operate their respective Facility: Manchaster, Eldercare and Poplar Point.  The amounts 

of the estimated value and the amount of the options for those Debtors who lease the real 

property are listed in the description for each Debtor in Article II(A). above.   

The consolidated amount of accounts held by the Debtors as of January 31, 2017 

is approximately $10.8 million without reduction for collectability or other factors. 

Included in the asset values in the Schedules for Vanguard Healthcare are two 

claims as follows: 

i.  Counterclaim against Kindred Nursing Centers East and Kindred 

Healthcare Operating, Inc. asserted in pending litigation in Williamson 

County, TN, Case No. 2014-535 in the amount of $26 million. 

ii. Claim against Signature Healthcare, LLC for breach of contract in the 

amount of $2,319,000.  

These claims relate to the assumption of the Medicare Provider Agreement for the facilities 

owned by a subsidiary of Vanguard Healthcare known as 2013 First Leaseco, LLC.  The rights to 

both of these claims will be retained by Vanguard Healthcare as a Reorganized Debtor under the 

Plan and are asserted to offset claims that have been asserted against Vanguard Healthcare. 

IV.  SUMMARY OF LIABILITIES 

A. Secured Debt. 

i. Healthcare Financial Solutions 

The operating Debtors, as borrowers, and Vanguard Healthcare as an obligated 
credit party, are obligated to HFS under a revolving credit facility pursuant to that certain Credit 
Agreement dated as of July 31, 2012 (as has been amended from time to time, the “Revolving 
Credit Agreement”).  The Revolving Loan Credit Agreement and all related loan and security 
documents are referred to collectively as the "Revolving Loan Documents."   

As of the May 6, 2016 Petition Date, the operating Debtors, Vanguard Healthcare, 
and the other obligated parties are jointly and severally liable to HFS under the Revolving Loan 
Documents for outstanding revolving loans (the "Revolving Loans") in the aggregate principal 
amount of at least $5,990,766.92 plus accrued and accruing interest, fees, expenses, attorneys’ 
fees and costs, and other amounts owing under the terms of the Revolving Loan Documents.  
Collectively, all of the Debtors' obligations under the Revolving Loan Documents are referred to 
as the “Revolving Loan Obligations”. 

The operating Debtors and other non-Debtor borrowers (that own Facilities), as 
borrowers, and Vanguard Healthcare as an obligated credit party, are jointly and severally liable 
to HFS under a term loan credit facility provided pursuant to that certain Credit Agreement dated 
as of July 29, 2011 (as has been amended from time to time, the “Term Loan Credit 
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Agreement”).  The Term Loan Credit Agreement and all related loan and security documents are 
referred to collectively as the "Term Loan Documents", and, together with the Revolving Loan 
Documents, are referred to collectively as the "Loan Documents". 

As of the May 6, 2016 Petition Date, the operating Debtors, the non-Debtor 
Borrowers and Vanguard Healthcare are indebted to HFS under the Term Loan Documents for 
outstanding term loans (the "Term Loans") in the aggregate principal amount of at least 
$73,912,238.33, plus accrued and accruing interest, fees, expenses, attorneys’ fees and costs, and 
other amounts owing under the terms of the Term Loan Documents.  Collectively, all of the 
obligations of the Debtors and other borrower entities under the Term Loan Documents are 
referred to herein as the “Term Loan Obligations”, and, together with the Revolving Loan 
Obligations, shall be referred to as the "Loan Obligations".   

Both the Revolving Loans and the Term Loans matured as of July 28, 2016, and 
now all Loan Obligations are fully due and payable.   

Under the Loan Documents, the Loan Obligations are secured by first priority 
liens on and security interests in, among other things, substantially all of the personal property of 
the operating Debtors and Vanguard Healthcare (as well as first priority liens and security 
interests in the Facilities owned by owner/operator Debtors) (the "Debtor Collateral").  The 
Debtor Collateral includes, without limitation, all of the operating Debtors' accounts, accounts 
receivable, health-care-insurance receivables, cash, general intangibles, deposit accounts, 
inventory, equipment, investment property, and all proceeds therefrom.   

In addition to the Debtor Collateral owned by the Debtors, the Term Loans also 
are secured by first priority liens and security interests in, among other things, all of the real 
property and personal property owned by each of the non-Debtor borrowers (including all of the 
Facilities owned by these entities).   

In the Bankruptcy Cases, the Court entered that certain Stipulated Final Order 

Authorizing Debtors’ Limited Use of Cash Collateral, Granting Adequate Protection, and 

Granting Related Relief [Docket No. 168] (the “Cash Collateral Order”).  The Cash Collateral 

Order provided a Lookback Period for any statutory committee (a "Committee") in the 

Bankruptcy Cases, or any other party with standing, to object to, challenge, or seek to avoid the 

amount, validity, or enforceability of the Loan Obligations or any of HFS' liens and security 

interests in the collateral securing the Loan Obligations.  Since no such action, objection or other 

challenge was commenced by any Committee or any other party within the Lookback Period, 

under the terms of the Cash Collateral Order (i) the Loan Obligations are deemed and 

adjudicated finally and indefeasibly as valid and enforceable, (ii) HFS' liens and security 

interests in the collateral securing the Loan Obligations are deemed and adjudicated finally and 

indefeasibly as valid, enforceable and perfected liens and security interests in that collateral, and 

(iii) any affirmative claims or causes of action of any kind against HFS with respect to the Loan 

Documents, the Loan Obligations, or the liens and security interests securing the Loan 

Obligations, are forever barred.   

Pursuant to the terms of the Cash Collateral Order, the Debtors have been making 

monthly payments in the amount of $560,000 to HFS since June 2016 to be applied to the Loan 

Obligations.  Additionally HFS received $2.1 million from the sale of Crestview that closed 

September 1, 2016 and is scheduled to receive additional lump sum payments upon the closing 

of the sale of Poplar Point and Whitehall.  See Article II(D)(viii).  The monthly payments are 
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based on the amortization of principal and interest and tax escrows owed to HFS under the Credit 

Agreements evidencing the Loan Obligations to HFS and constitute rent payments owed by the 

Debtors under the real property leases.  The Committee disputes this characterization that the 

payments constitute rent.  On the other hand, the Debtors assert that by making these payments 

to HFS, the Debtors are providing adequate protection to HFS for the Debtor’s use of cash 

collateral and also paying rent obligations to its third party landlords as required under the 

Bankruptcy Code.  The Committee is concerned that the monthly payments are making it 

difficult for the Debtors to pay administrative expenses incurred in these Chapter 11 cases and 

have stated that they may seek to reduce or eliminate these payments before the Effective Date of 

the Plan.      

ii. AmerisourceBergen 

Elderscript is indebted to AmerisourceBergen Drug Corporation 

(“AmerisourceBergen”) as evidenced by a Prime Vendor Agreement dated January 1, 2011 (as 

the same may have been amended and/or modified from time to time, and together with any 

other documents or instruments evidencing the obligations of Elderscript to AmerisourceBergen, 

under which, inter alia, Elderscript granted AmerisourceBergen a security interest in all of its 

inventory and accounts and proceeds and products thereof.  The Debtors acknowledge that 

AmerisourceBergen holds a pre-petition secured claim in the aggregate amount of approximately 

$657,061.42, which is junior in priority to the security interests granted to secure the HFS 

Allowed Secured Claim.  Approximately $373,852 of this debt is entitled to administrative 

priority under § 503(b)(9) of the Bankruptcy Code and has been paid.  The remaining balance of 

approximately $270,000 is believed by the Debtors to be unsecured by virtue of its junior lien 

behind the HFS secured debt of approximately $75,000,000.  Thus in the Elderscript Plan, 

AmerisourceBergen will be treated as a Class 5 Claim, provided if AmerisourceBergen objects to 

that treatment and is able to convince the Court that it has a secured claim, the Elderscript Plan 

will provide that the portion that is determined to be secured will be paid over 12 months in 

Class 2. 

Even though the AmerisourceBergen claim is evidenced by an executory contract, 

the agreement between Eldersript and AmerisourceBergen ended December 31, 2016, and thus 

the agreement has very little value as an executory contract.  Accordingly, the Debtor does not 

intend to assume this agreement.   

B. Priority Debt. 

Priority claims that may exist are as follows: (i) employee wages and benefits that 

were unpaid as of the Petition Date, (ii) unpaid tax obligations entitled to priority under 11 

U.S.C. § 507(b), (iii) unpaid U.S. Trustee fees accrued during the Chapter 11 Cases, (iv) unpaid 

administrative priority expends allowed pursuant to § 503(b)(9) for goods delivered to any of the 

Debtors within twenty days of the Date of Filing, and (v) unpaid operating expenses and 

professional fees incurred after the Date of Filing.  By order entered May 11, 2016 (Docket No. 

42), permission was given by the Bankruptcy Court to pay all of the employee wages and 

benefits that were unpaid as of the Date of Filing.  Accordingly the priority claim for these wages 

and benefits have been satisfied.  The Debtors were generally current in the payment of tax 

claims and thus do not anticipate any significant priority tax claims to be paid under the Plan. 
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The only significant priority claim that is likely to exist will be administrative 

priority claims under § 503(b)(9).  The largest of these is believed to be the claim of 

AmerisourceBergen for the delivery of medical drugs and supplies to Elderscripts in the amount 

of approximately $373,000, which has now been paid.   Any remaining § 503(b)(9) expenses will 

be paid on the Effective Date of the Plan. 

The largest category of administrative expenses will be for the post-petition 

professionals of the Debtors and the Committee.  As of the filing of this Disclosure Statement, 

the following fees and expenses have been allowed for services through at least October 2016: 

Professional Fees and Expenses Services 

Bradley $855,374.49 Bankruptcy counsel 

Baker Donelson $672,818.19 Special litigation counsel 

Bass Berry & Sims $222,001.40 Committee counsel 

Cohen Reznick $312,044.80 Committee financial advisers 

Total $2,062,238.88  

 

Pursuant to the Cash Collateral Order entered June 16, 2016 (Docket No. 168), as 

extended by Agreed Order entered October 19, 2016 (Docket No. 590), a Fee Reserve was set up 

to provide for the payment of professional fees.  The amount of this Fee Reserve is funded 

monthly in the amount of $200,000.  As of January 31, 2016, $1,513,379 of the allowed fees 

have been paid.  The remaining balance will be paid as funds are deposited monthly in the Fee 

Reserve, and otherwise the amounts owed will be paid on the Effective Date of the Plan.  Based 

on the currently accrual rate of the fees, it is estimated that as of the end of May, 2017 there will 

be approximately $1,589,000 in professional fees remaining unpaid unless the Debtor is allowed 

to increase the monthly Fee Reserve payment. 

C. Unsecured Debt.  

i. General Unsecured Claims 

The Debtors’ unsecured debt, as reflected on the Debtors’ Schedules and filed 

proofs of claims, are as follows: 

  

Debtor Undisputed 

Trade Debt 

503(b)(9) 

Claims 

Disputed 

Personal 

Injury 

Claims 

Cure Claims 

for Assumed 

Contracts 

Gov’t False 

Claim Act 

Vanguard 

Healthcare 

$2,726,627 $38,072 $4,730,000  $56,545,506 
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Vanguard 

Healthcare 

Services 

$764,467 $8,531 $1,500,000  $58,731,516 

Vanguard 

Financial 

Services 

$192,958  $750,000  $58,731,516 

Aurora Australis $376,538 $15,860  $197,343  

Boulevard 

Terrace 

$470,347 $31,348 $750,000 $157,699 $8,722,008 

Eldercare of 

Jackson County 

$562,626 $22,903 $750,000 $203,565  

Elderscript 

Services 

$820,862  $750,000  $58,731,516 

Glen Oaks $378,255 $28,331  $191,495 $12,582,366 

Palace RBS $488,525     

Shady Lawn $367,453 $22,820  $153,902  

Vanguard of 

Ashland 

$236,913 $9,852  $112,380  

Vanguard of 

Church Hill 

$445,845 $34,970  $228,060  

Vanguard of 

Manchester 

$601,538 $45,479  $247,855 $385,968 

Vanguard of 

Ripley 

$163,284 $8,257  $128,829  

Vicksburg 

Convalescent 

$278,628 $11,473  $157,564  

Whitehall OpCo $987,804 $37,871 Unliquidated $589,275  

Total $9,862,659 $315,767  $2,367,967  

 

Some of the larger claims are claims from executory contracts and unexpired 

leases and accordingly, to the extent such contracts are assumed and assigned, the prepetition 

claims will be paid in full promptly following the assumption of those contracts.  See discussion 

of the assumption of the Evergreen contracts and the Insurance Policies in Article II(D)(ix) and 

(x) above.  Thus the amount in the fourth column will be paid when the contracts are assumed 

and cured.  Additionally all of the administrative claims in the second column will be paid on the 

Effective Date of the Plan.  The amounts in the first column will be paid as Class 5 claims. 

 

The Debtors have no special provision within the Plan on dealing with personal 

injury claims that have arisen post-petition or that may arise after the Effective Date of the Plan.  

The Debtors will deal with these claims as they arise in the ordinary course of the Debtors’ 

business and pursuant to the terms of the Debtors’ insurance policy limits. 
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ii. Disputed Claims 

The Debtors have filed, or will soon file, objections to the following claims: 

Claimant Amount 

Health Dimensions Consulting, Inc. (Docket No. 802) $126,873.00 

FTI Consulting, Inc. (Docket No. 791) $349,852.70 

Healthcare Services Group, Inc. (Docket No. 790) $607,429.35 

U.S. Foods (Docket No. 788) $400,447.83 

CCP Mustang Holdings, LLC (Docket No. 643) $12,262,000.00 

Signature Healthcare, LLC $1,663,269.89 

Kindred Nursing Centers East LLC $610,918.00 

Medline Industries, Inc. $1,233,199.09 

Total $17,253,989.86 

 

None of these claims are included in the above schedule of claims, with the 

exception of the Medline claim, which is included in the Undisputed Trade Debt in the amount 

that the Debtor has owing in its books and records.  If any of these claims are allowed in any 

amount, the amount will be paid as a Class 5 Claim.  The allowance of the CCP Mustang 

Holdings claim would have the most significant impact on the Debtor.   A motion to disallow 

this claim in full based on waiver under a prior agreement has been filed with the Court (Docket 

No. 818) and will be heard on February 21, 2017. 

iii. Personal Injury Claims 

As of the commencement of these Chapter 11 cases, there were pending over 30 

cases that had been filed against various Debtors asserting either personal injury, wrongful death 

or employment related claims.  Liability on all of these claims are disputed.  These matters were 

being handled by attorneys at Baker Donelson in Nashville, TN prior to the commencement of 

these Chapter 11 cases and this firm has been retained as special counsel for the Debtors to 

continue this legal representation in these matters.  Baker Donelson is also representing the 

Debtors in defending employment claims asserted against the Debtors.  Such claims may also be 

covered by insurance, provided, these policies have a large deductible and thus payment under 

the policy may not occur. 
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The personal injury claims are generally covered by insurance provided by BHC-

LTC Insurance Ltd. (the “Insurer”), previously discussed in Article II(D)(x) above.  The Debtors 

have obtained Court permission to assume the 2016 year insurance policy by order entered 

August 17, 2016 (Docket No. 399).  The assumption of the remaining policies was deferred until 

the confirmation of this Plan.  This order permits the Insurer to settle and pay any professional 

and general liability claims without further notice or court order.   

Additionally, by order entered September 28, 2016, (the “ADR Order”) the Court 

has approved certain alternative dispute resolution procedures for the Debtors to resolve personal 

injury claims that have been filed (Docket No. 545).  Under the ADR Order, all pending personal 

injury claims would participate in nonbinding mediation to occur within 90 days after the entry 

of the order approving the procedures (which mediations have been completed for all pre-

petition claims covered under the 2016 policy), or 75 days following the approval of the Plan for 

all other personal injury claims.   

Since the entry of the ADR Order, the Debtors have engaged in mediations that 

have settled nine of the disputes through payments under the Insurance Policies.  Of the claims 

that had been asserted before the commencement of these Chapter 11 cases, nine have filed 

proofs of claim in the amounts shown in the chart in Article IV(C)(i) above, provided some 

designated the claim amount as unliquidated and thus no claim amount was asserted.   

Additionally the Debtors have received notice of seven post-petition claims.  The 

amounts of these claims are unknown because many of the claims have not been formally 

asserted. 

It is the Debtors’ hope that all of the insured claims can be resolved in amounts 

sufficient to be paid by the Insurance Policies.  For this to occur, however, the Debtors will need 

to assume the insurance policy for 2015, which will require the Debtor to pay $1,194,345 over 

the next three years.  This cure payment has been factored into the Debtors’ projected payments 

under the Plan shown in Exhibit E, attached hereto.  To date, the Debtors have been able to settle 

within the policy limits, and thus no additional amounts are scheduled under the Plan for these 

claims.  To the extent a claim is determined to exceed the policy limits, the surplus amount will 

be paid over a period of seven years in the same manner as other Class 5 Allowed Claims under 

the Plan. 
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iv. Claims Under the False Claims Act 

The United States, on behalf of the U.S. Department of Health and Human 

Services (“HHS”), and the State of Tennessee, have filed claims against certain Debtors as 

follows: 

 

Debtor Proof of Claim 

Vanguard Healthcare, LLC $56,545,506 

Vanguard Healthcare Services, 

LLC 

$58,731,516 

Vanguard Financial Services, LLC $58,731,516 

Elderscript Services, LLC $58,731,516 

Vanguard of Manchester, LLC $385,968 

Boulevard Terrace, LLC $8,722,008 

Glen Oaks, LLC $12,582,366 

 

The Debtors dispute these claims and expect a long process before any determination will 

be made on the amounts asserted against the applicable Debtors.  The government has also filed 

a complaint in U.S. District Court for the Middle District of Tennessee, Case No. 3:16-cv-2380, 

against the same Debtors, excluding Vanguard Financial Services, LLC and Elderscript Services, 

LLC, which are not named defendants. The Debtors assert that the appropriate forum to decide 

these claims will be the Bankruptcy Court through the proof of claim process.  The government 

disagrees and a preliminary issue to be decided is which court should determine the amount of 

the claims.  The government has filed a motion to withdraw the Debtors’ objections to the proofs 

of claim to the District Court and that matter is pending before the District Court. 

In an effort to resolve the amounts owed to the government on these claims, the parties 

engaged a mediator to settle the disputes.  Three full days were devoted to the mediation, but no 

resolution was reached.  An agreed stay of the proceedings in the District Court ended January 

20, 2017.   

It is likely that settlement discussions with the government will continue, but in the 

interim, the Debtors intend to proceed with this Plan.  The claim of HHS and TennCare is in a 

separate class under the Plan for each affected Debtor.  It is the Debtors’ belief that whatever 
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amount may be allowed for these claims, that the affected Debtors will be able to satisfy those 

claims over a period of seven years.   

The Debtors’ Position on the Government’s False Claims Act Claims 

The Government’s proofs of claims stem from the above-noted FCA lawsuit, specifically 

based on “False Claims Act damages” for the several entities that are named defendants5 in that 

lawsuit and on “alter ego claim for False Claims Act damages” for the entities that are not named 

defendants.6 The Debtors have objected to these proofs of claims because they are based not on 

any reasoned estimate, but rather merely on the Government’s self-serving interpretation of the 

allegations in the Complaint. 

In the Complaint, the government alleges that several Vanguard nursing homes, in 

varying combinations, engaged in two types of misconduct: (1) providing grossly substandard or 

worthless care to residents (“standard-of-care allegations”) or (2) submitting certain pre-

admission forms with forged signature (“signature allegations”). Based on that alleged 

misconduct, the government alleges that the nursing homes, along with Vanguard Healthcare 

Services, LLC (Vanguard’s common paymaster) and Vanguard Healthcare, LLC (the corporate 

holding company), caused false claims for payment to be submitted. The Debtors’ believe that 

the Complaint suffers from multiple potentially fatal problems that negate or significantly 

diminish the likelihood of any award and, correspondingly, should negate or significantly 

diminish the proofs of claims. 

The standard-of-care allegations constitute a significant percentage of the Government’s 

alleged damages. Far from establishing the likelihood of such an enormous judgment, those 

allegations are based on a novel application of the oft-rejected “worthless services” theory of 

FCA liability. The Debtors’ assert that this theory does not apply here because the entire bundle 

of services provided to nursing home residents and billed to Medicare was not worthless. Indeed, 

the nursing homes met the applicable regulatory requirements for skilled nursing facilities under 

42 CFR Part 483, Subpart B, to receive payment under the Medicare or Medicaid programs 

during the period in question. 

Moreover, even assuming liability could be established for all of the claims stated in the 

lawsuit, the Debtors’ assert that the resulting damages would not reach even a small fraction of 

the figures asserted in the proofs of claims. Specifically, the Complaint alleges that substandard 

or worthless care was provided to six residents at different nursing facilities of Debtors. The total 

alleged damages, as listed in the Complaint, total approximately $122,000. Even assuming the 

statutory maximum trebled damages ($366,000) and the maximum per-claim civil monetary 

penalty, the total result would only likely be in the vicinity of one percent of the total proof-of-

claim amount, and perhaps even less depending on how the number of FCA claims is measured. 

                                                 
5 Vanguard Healthcare, LLC; Vanguard Healthcare Services, LLC; Vanguard of Crestview, LLC; Glen Oaks, LLC; 

Vanguard of Manchester, LLC; Vanguard of Memphis, LLC; and Boulevard Terrace, LLC. 

 

6 Vanguard Financial Services, LLC and Elderscript Services, LLC. 
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While the source of the Government figures is unclear, they may stem from some sort of 

statistical extrapolation as to liability. In other words, the overwhelming majority of the damages 

reflected in the proofs of claims is based on facts and claims that have never been, and 

presumably will never be, revealed specifically. Instead, that lion’s share of damages will be 

inferred from a still unseen statistical methodology. If that is indeed the Government’s approach, 

the Debtors’ assert that there is no accepted basis to reach the amount. And attempting any such 

untested approach is even more controversial—and even more frequently rejected by courts—

than the Government’s questionable theory of liability.  

 

Finally, the proof-of-claim figures appear to assume not just full liability, nor even just 

full liability based on extrapolation, but also a full assessment of trebled damages and per-claim 

civil monetary penalties. The Debtors believe that there is no stated basis to assume that, even if 

some liability were found, that the statutory maximum penalties and a damages multiplier would 

apply. 

 

In sum, it is the Debtors’ position that the Government’s proofs of claim are, at this point, 

based upon layers of untested legal theories, conjecture, and assumptions. The Debtors’ assert 

that there are no bases to accept nearly $60 million worth of claims. 

The Debtors have evaluated the maximum claim that it could pay to the government and 

stay in compliance with its proposed Plan.  The limit of this ability to pay based on the Debtors’ 

current Plan projections is believed by the Debtor to be approximately $5 million, which was 

itself an aggressive estimation that leaves the Debtors with effectively no financial margin of 

error.  The Debtors believe that it will be able to limit the government’s claim of liability to an 

amount that does not exceed this amount. 

One consequence of the continued litigation with the government will be the additional 

legal expense to defend the claims.   This expense is likely to average $100,000 per month 

during the discovery phase of the litigation and $200,000 during the trial phase.  These additional 

obligations have been factored into the Debtors’ projections provided on Exhibit E. 

The United States and Tennessee’s Position on Their Proofs of Claims 

 

The United States and Tennessee sued seven of the Vanguard Debtors in United States 

District Court, United States v. Vanguard Healthcare, LLC, Civ. Action No. 3:16-cv-02380 

(M.D. Tenn. 2016) (the Civil Action), asserting well-supported Medicare and TennCare fraud 

claims for treble damages and civil penalties under the False Claims Act, 31 U.S.C. § 3729(a)(1), 

the Tennessee Medicaid False Claims Act, Tenn. Code Ann. § 71-5-182(a)(1), and the federal 

common law theories of payment by mistake and unjust enrichment.  The complaint alleges that 

Vanguard and five of its nursing homes fraudulently billed Medicare and TennCare for grossly 

substandard care and submitted forged physician and nurse signatures to wrongly obtain 

TennCare payments for new residents.  

 

 The United States and Tennessee filed proof of claims that total up to $58,731,516 

against a total of nine Vanguard Debtors, based on claims asserted in the Civil Action. 
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 Contrary to the Debtors’ position, the United States and Tennessee believe their theories 

of liability are valid and well-established, and disagree with the Debtors’ criticisms of the 

amount and validity of their claims.    

 

v. Lease Claims of Property Companies. 

The real property leases between the Debtors and the respective landlords have 

rent provisions that determine the applicable rent to be the “Debt Service Rent” required to be 

paid to HFS.  Thus the payment of the debt obligations to HFS satisfies the rent obligations to 

the landlords.  In addition to the Debt Service Rent, however, there are additional rent 

obligations owing to the landlords defined as “Landlord Rent”.  The right of these landlords to 

receive the Landlord Rent, however, is subordinated to the HFS Allowed Secured Claim, and 

accordingly, the Debtors have not made any additional rent payments to the landlords for several 

years leading up to the Date of Filing.   

The Debtors have renegotiated these lease obligations and have filed a motion for 

Court approval of restructured leases with the landlords (“Lease Motion”) (Docket No. 670) to 

be effective upon the Effective Date of the Plan.  Copies of the amended leases are attached to 

the Lease Motion.  The amended leases will benefit the Debtors by continuing the Debtors’ use 

of the leased premises for the applicable facilities, which is critical to the Debtors’ operations, 

while reducing the amount required to be paid under § 365 of the Bankruptcy Code to cure 

exiting amounts due under the leases.  Under the terms of the amended leases, (i) the amounts 

owed for rent in 2014 in the amount of $1,804,500 will be added to the purchase options in each 

of the amended leases, (ii) the amounts owed for rent in 2015 will be reduced to $820,000 and 

paid following the Effective Date of the Plan, (iii) the amount owing for 2016 will be reduced to 

$820,000 and added to the purchase option options in each of the amended leases, and (iv) the 

amounts owing in 2017 and thereafter will be reduced and payable in the amount shown on 

Exhibit H attached to the Lease Motion.   

 

The only objecting party to the Lease Motion was HFS, who objected on the 

grounds that the assumption should not take place until the Plan is confirmed.  By agreement, the 

Debtors have deferred any hearing on the Lease Motion until confirmation of the Plan. 

vi. Intercompany Debt 

The management of the Debtors allocate obligations paid from the consolidated 

bank accounts held at Vanguard Financial Services based on allocations that have were 

originally provided in the secured loan documents in existence before HFS became the lender.  

These allocations are reflected on internal financial statements for the Debtors, but are zeroed out 

on the consolidated tax returns.  Furthermore, the payment of operating expenses of a particular 

Debtor when the revenues of that Debtor do not exceed its debt requirement, are advanced by 

Vanguard Healthcare from surplus funds on deposit in the consolidated bank account.  These 

advances are deemed to be equity advances by the parent entity, Vanguard Healthcare, and are 

not evidenced by debt instruments that accrue interest.  The Plan does not provide for any 

payment of these intercompany allocations. 
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V.  LIQUIDATION ANALYSIS 

For the Bankruptcy Court to approve the Plan, a determination may be necessary 

that the Plan will provide to each creditor or equity security holder an amount, as of the Effective 

Date of the Plan, that is not less than the value of the property that each such creditor would 

receive or retain if all of the assets of the Debtors were sold and the proceeds thereof were 

distributed under Chapter 7 of the Bankruptcy Code. 

In Article II(A) above, the values for each of the Debtors’ Facilities are listed.  

These are all based on appraisals done as of July 28, 2015 by HealthTrust, LLC.  These values 

are summarized on the attached Exhibit B.  : 

 

The values were “as is” and assumed a twelve month sale period.  Based on these 

values, there is sufficient value in the Facilities to pay all secured and unsecured claims in full.  

 

No appraisal was done for the management companies and Elderscripts, but based 

on offers to purchase, the Debtors believe that Elderscripts has a value of at least $8 million.  The 

value of the management companies, other than the equity value that Vanguard Healthcare has 

for the ownership of the operating Debtors, would be negligible. 

 

Based on this information, the Debtors assert that the consolidated Plan proposed by the Debtors 

is in the best interest of creditors and the equity holders.  By consolidating the payment of the 

secured debt owed to HFS and the allowed claims of the unsecured creditors in Class 5, the 

Debtors are able to pay the claims of some of the marginal entities in full with interest.  If the 

Debtors were each liquidated separately, the Allowed Secured Claim of HFS totaling 

approximately $80 million would overwhelm the values of each individual Debtor.  Even if the 

liquidation of the Debtors were marshalled, the last of the Debtors to be sold would be the only 

Debtors to generate sufficient revenue to pay the unsecured claims in full.  This would not be fair 

to those creditors of Debtors sold first.  Further a liquidation under Chapter 7 would incur 

transaction costs to complete the sale of at least ten percent of the value and such a forced 

liquidation, even as going concerns over twelve months, would not guarantee full value to the 

creditors and equity holders.  Finally, the Debtors also believe that because the operations of 

certain management entities consist primarily of employee services, there is a substantial risk 

that unsecured creditors of these Debtors (including in particular the parent entity, Vanguard 

Healthcare, and the management companies, Vanguard Healthcare Services and Vanguard 

Financial Services) could receive little or nothing in a liquidation. 

 

VI.  SUMMARY OF PLAN 

THE FOLLOWING IS A SUMMARY OF SOME OF THE SIGNIFICANT ELEMENTS 

OF THE PLAN. THE SUMMARY OF THE PLAN CONTAINED HEREIN IS 

QUALIFIED IN ITS ENTIRETY BY REFERENCE TO THE MORE DETAILED 

INFORMATION SET FORTH IN THE PLAN. 
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The Plan is a combination of multiple plans, one for each Debtor, summarized as 

follows: 

i. Classification of Claims. 

There are five Classes of Claims and one Class of equity interest as follows: 

Class 1. The Secured Claim of Healthcare Financial Solutions, LLC 

Class 2. The Secured Claim of AmerisourceBergen.   

This Class only applies to Elderscripts Services. 

Class 3. The Claims asserted by the United States on behalf of the 

Department of Health and Human Services and the State of Tennessee on behalf 

of TennCare, a Division of Health Care Finance & Administration.   

This Class only applies to the following Debtors:  

Vanguard Healthcare, LLC, Case No. 16-03296 

Vanguard Healthcare Services, LLC, Case No. 16-03297 

Vanguard Financial Services, LLC, Case No. 16-03298 

Elderscript Services, LLC, Case No. 16-03306 

Boulevard Terrace, LLC, Case No. 16-03302 

Glen Oaks, LLC, Case No. 03310 

Vanguard of Manchester, LLC, Case No. 16-03317  

 

Class 4  The Claims asserted for damages from personal injuries or 

wrongful death that are covered by the Debtors’ insurance policy with BHC-LTC 

Insurance Ltd. 

Class 5  Unsecured Claims not otherwise in a Class herein 

Class 6. The Interests in the Debtor 

 

ii. Treatment of Classes 

The Claims in each of the following Cases will be paid as follows: 

Aurora Australis, LLC, Case No. 16-03300 

Eldercare of Jackson County, LLC, Case No. 16-03308 

Palace RBS, LLC, Case No. 16-03312 

Shady Lawn, LLC, Case No. 16-03313 

Vanguard of Ashland, LLC, Case No. 16-03314  

Vanguard of Church Hill, LLC, Case No. 16-03315 
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Vanguard of Ripley, LLC, Case No. 16-03319 

Vicksburg Convalescent, LLC, Case No. 16-03321 

Whitehall OpCo, LLC, Case No. 16-03322 

 

Class Impairment Treatment 

Class 1 – 

Healthcare 

Financial Services  

Impaired 

 

 

 

 

This Class consists of the secured claim of Healthcare 

Financial Services evidenced by the Revolving Loan and the Term 

Loan further described in Section IV(A)(i) above.   

Under the terms of the Plan, this claim will be allowed in 

the full amount, plus post-petition non-default interest, fees and 

expenses with interest at the floating rate equal to 90-day LIBOR, 

plus 425 bps.  Certain fees will be payable as set forth in Section 

5.01 of the Plan.  

HFS is reserving its rights under that certain guaranty 

executed by Vanguard Healthcare known as the Madison Loan.  

This guaranty was for the remaining balance of a $17,500,000 

loan in the acquisition of a group of long term care facilities 

known as LeaseCo.   Most of that loan was paid but there was 

approximately $250,000 remaining that was not paid upon the 

liquidation of accounts following the transfer of the LeaseCo 

operations.   

The term of the Restructured Loan will be 36 months after 

the Effective Date, provided if an event of default under the loan 

documents for the Restructured Loan has not occurred, Borrowers 

will have (i) an option to extend the maturity of the Restructured 

Loan until 48 months after the Effective Date (at a non-default 

interest rate with a Spread of 475 bps, with a floor of 50 bps), and 

(ii) a further option to extend the maturity of the Restructured 

Loan until 60 months after the Effective Date (at a non-default 

interest rate with a Spread of 525 bps, with a floor of 50 bps). 

The Restructured Loan will contain further covenants and 

loan documents as set forth in Section 5.01 of the Plan and 

specific loan documents to be made available prior to the 

solicitation of votes on the Plan. 
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Class Impairment Treatment 

Class 2 

AmerisourceBergen 

Impaired Class 2 consists of the claims held by AmerisourceBergen, 

which is secured by a security interest in the accounts and 

inventory of Elderscript.  This security interest is junior to the 

interests of Healthcare Financial Services in that same collateral, 

and thus AmerisourceBergen does not hold a Secured Claim 

pursuant to § 506(a).  Accordingly the Allowed Claim of 

AmerisourceBergen (for the portion that is not determined to be an 

Administrative Expense) is to be paid as an Unsecured Claim in 

Class 5.  To the extent that this Claim is determined to be a 

Secured Claim, the amount of the Secured Claim will be paid in 

twelve monthly installments with interest accruing from the 

Effective Date of the Plan at the fixed rate of 4.5%. 

Class 3 

Department of 

Health and Human 

Services and 

TennCare  

Impaired Class 3 shall consist of the claims asserted by the 

Department of Health and Human Services and TennCare.   These 

claims are disputed and will not be allowed until the entry of a 

court order.   

Allowed Claims in Class 3 shall be paid by each applicable 

Debtor that incurred the liability in an amount equal to 100% of 

the Allowed Claim in fourteen (14) semi-annual installments paid 

with interest at the applicable federal rate over a period of seven 

(7) years with the first installment beginning on the later of (i) six 

(6) months following the Effective Date of the Plan, or (ii) the first 

day of the first full month following the determination of the 

Allowed Claim, and then semi-annually for seven (7) years 

thereafter.  If under the terms of a settlement of any portion of a 

Claim in this Class can be paid without impairment to the 

payments of any other Class, then such payments can be 

accelerated upon notice to the Master Service List and Court 

approval. 

Class 4 

Personal Injury 

Claims  

Impaired Class 4 consists of all personal injury claims that are within 

the policy limits of that certain insurance provided by BHC-LTC 

Insurance Ltd with the Debtors in existence as of the Date of 

Filing.  To the extent that an Allowed Claim is within the policy 

limits, it shall be paid in full by BHC-LTC Insurance Ltd.  To the 

extent that an Allowed Claim exceeds the policy limits, the 

amount of the Allowed Claim that exceeds the policy limits will 

be paid by the Debtors in fourteen (14) semi-annual installments 

paid with interest at the fixed rate of 4.5% over a period of seven 

(7) years with the first installment beginning on the later of (i) six 

(6) months following the Effective Date of the Plan, or (ii) the first 

day of the first full month following the determination of the 
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Class Impairment Treatment 

Allowed Claim, and then semi-annually for the remaining seven 

(7) year period thereafter (in which case the number of 

installments will be less than fourteen (14)).   

 

Class 5 

Unsecured Claims 

 

Impaired Class 5 shall consist of all Unsecured Claims that are not 

otherwise included in another Class herein.  Unless earlier paid 

upon a sale of a Facility as provided under the Plan, Allowed 

Claims within this Class shall be paid in the aggregate amount 

equal to 100% percent of the Allowed Claim in fourteen (14) 

semi-annual installments paid with interest at the fixed rate of 

4.5% over a period of seven (7) years with the first installment 

beginning on the later of (i) six (6) months following the Effective 

Date of the Plan, or (ii) the first day of the first full month 

following the determination of the Allowed Claim, and then semi-

annually for the remaining seven (7) year period thereafter.  As 

defined in Section 2.21 of the Plan, the Effective Date of the Plan 

shall be the first day of the third full month following entry of a 

Court order approving the Plan.  This is estimated to be June 1, 

2017. 

The payment of Unsecured Claims hereunder will be 

allocated to each applicable Debtor that incurred the liability, 

provided, except as otherwise provided herein, the aggregate 

liability in Class 5 will be assumed by each Debtor to the extent 

necessary to make the required payments to this Class.  

Additionally upon the sale of Whitehall, the Allowed Claims 

against that Debtor will be paid from the proceeds remaining after 

the closing of the sale and the distribution of the Release payment 

to HFS and the payment of Administrative Expenses and Priority 

Claims in the Whitehall case, provided to the extent that Allowed 

Claims remain unpaid after this distribution is made, such 

Allowed Claims will be paid as provided within this Class 5.  

 

Notwithstanding the previous paragraph, the aggregate of 

Allowed Claims held by any Creditor for any of the Debtors in 

this Class 4 in amount of $500 or less and the aggregated of 

Allowed Claims in amount greater than $500 for which the 

Creditor elects to reduce the aggregated of its Allowed Claims to 

the amount of $500, shall be paid their Allowed Claim in full, 

without interest, six (6) months following the Effective Date of the 

Plan.  The election by the Creditor must be made on or before the 

date that Ballots are due by providing notice of the election to the 

Debtors. 
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Class Impairment Treatment 

 

Class 6 –Interests 

in the Debtor 

Not 

Impaired 

The Interests in the Debtor will continue in the same 

amount as in existence as of the Date of Filing. 

 

 

A. Tax Consequences 

There are no known negative tax consequences created by the Plan.  Distributions 

to creditors will be taxed in the same way that any payment by the Debtors to those creditors 

would have been taxed.  In most instances, the payments will be taxable income to the creditor 

for which the creditor may pay income taxes if its business expenses and deductions do not offset 

the amount of income received by that creditor. 

B. Executory Contracts. 

Except for executory contracts or unexpired leases that are subject to a motion to 

reject filed prior to the Effective Date of the Plan or were otherwise rejected by court order 

entered prior to the Effective Date of the Plan, all defaults under executory contracts and 

unexpired leases that remain in existence as of the Effective Date of the Plan shall be deemed 

cured and the agreements will be assumed as of the Effective Date of the Plan.   

Specifically included in the assumption of executory contracts will be (i) the 

existing provider agreements with the Debtors and the Centers for Medicare & Medicaid 

Services and the relevant state Medicaid authorities further described in Docket No. 393 and 

assumed by Order entered September 12, 2016 (Docket No. 487), (ii) the insurance policies with 

BHC-LTC Insurance Ltd. further described in Docket No 244, (iii) the agreements with 

Evergreen Rehabilitation LLC further described in Docket No. 174 and listed on Exhibit C, . (iv) 

any other insurance policies for coverage to any of the Debtors and all agreements, documents or 

instruments relating thereto that have not otherwise expired or lapsed as of the Date of Filing, (v) 

any equipment leases  for copiers or other operating equipment, and (vi) all management 

agreements associated with each of the Debtors’ facilities.  A listing of known executory 

contracts is attached hereto as Exhibit C.   

Regarding the Evergreen contract, the Debtors will cure all past due amounts 

under each contract with that party as of the Effective Date of the Plan by payments equal to six 

equal monthly installments of the amounts owed as set forth in Schedule 7.01 attached to the 

Plan until all past due amounts are paid in full. 
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Regarding the BHC-LTC Insurance Ltd policies, the Debtors will cure the amount 

due for policy year 2015 in the amount of $1,115,283 (excluding the allocated amounts owed by 

the sold Facilities) by payments in an amount equal to $33,176.25 per month to be applied until 

all past due amounts are paid in full.  The premiums for all other policy years are paid in full.   

Regarding any other insurance policies, including all insurance policies (together 

with all agreements, documents or instruments relating thereto, the “Insurance Contracts”) issued 

to or providing coverage to any of the Debtors at any time, including those Insurance Contracts 

issued by ACE American Insurance Company, Westchester Surplus Lines Insurance Company, 

Federal Insurance Company, and Bankers Standard Insurance Company (together with each of 

their affiliates and successors, the “Chubb Companies”), all terms, conditions, rights, claims, 

liabilities, obligations, defenses, limitations and exclusions set forth in, or arising pursuant to the 

applicable Insurance Contracts shall survive and shall not be amended, modified, waived, 

released, discharged or impaired in any respect under the Plan, the Confirmation Order, or any 

document related thereto (including without limitation, any provision that purports to be 

preemptory or supervening, or grants an injunction or release), and shall remain in full force and 

effect and subject to applicable non-bankruptcy law, and the Reorganized Debtor shall be liable 

for all obligations thereunder regardless of when they arise and of which Debtor(s) the 

underlying Claim relates to without the need or requirement of any insurer including the Chubb 

Companies to file  a proof of claim or motion for payment or allowance of any administrative 

expense pursuant to § 503 of the Bankruptcy Code or other cure claim or objection to cure 

amount. 

The cure amount for any executory contract will be either (i) the amount listed by 

the Debtors on Schedule 7.01, (ii) the amount determined by the Court upon any objection to the 

Schedule 7.01 filed by a creditor on or before the Effective Date of the Plan, or (iii) the amount 

stipulated by the Debtors and the contract party, with consent of the Committee. 

C. Unexpired Real Property Leases 

The Debtors have the real property leases listed on Exhibit D-1, attached hereto.  

The leases associated with a Facility are further described in the discussion regarding that 

Facility in Section II.A above.  The Debtors have negotiated new terms with certain third party 

landlords and will assume seven existing leases under the amended terms provided in Exhibit D-

2, attached hereto.  Additionally Vanguard Healthcare leases certain office space for its 

operations and four other Debtors lease the real property where their facility is located.  These 

leases are current and no cure payment is required to assume those leases.  A further description 

of the leases is provided in the Debtors’ Omnibus Motion to Assume Unexpired Facilities Leases 

filed November 30, 2016 (Docket No. 670). 

D. Implementation of the Plan. 

The provisions relating to the implementation of the Plan are found in Article VIII 

of the Plan.  The major provisions are as follows: 

Unless the Debtors designate an earlier date, the Effective Date of the Plan will be 

the first day of the third full month after the entry of the Court order confirming the Plan.   
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Upon Confirmation, each Reorganized Debtor will retain all Property of that 

Debtor, including Causes of Action as defined in the Plan and will continue to be managed by 

Vanguard Healthcare with financial and employee benefit services provided by Vanguard 

Financial Services and Vanguard Healthcare Employee Benefits Plan, LLC.  William D. Orand 

will continue to be the Chief Executive Officer of Vanguard Healthcare and John T. Fick will 

continue to be the Chief Financial Officer.  Both officers will be paid the same annual salary paid 

to them before the commencement of these Chapter 11 cases, which was $400,000 and $180,000 

respectively.  Benefits will also be retained in the same amounts existing prepetition, which 

include Key Man Insurance in the amount of $3 million and a car lease for Orand and 50% 

payment of health insurance. 

Since 2013, Vanguard has reduced its facilities from 26 long term care facilities to 

an anticipated eleven facilities after the sale of Poplar Point and Whitehall.  Accordingly at the 

end of 2016, Vanguard reduced its corporate staff and changed its management approach to a 

facility level management instead of the previous centralized corporate office management.  

Fourteen corporate management positons have been eliminated at a cost savings of 

approximately $1,750,000.   

Asset purchase agreements have been signed regarding both Poplar Point and 

Whitehall and motions are being filed to obtain Court approval of the sales.  See Docket No. 848 

for sale of Poplar Point.  As discussed in Article II(D)(viii), these sales are important because 

they significantly reduce the secured debt of HFS by approximately $29 million and will ease the 

burden on the Debtors in their payments under the Plan to Class 5 unsecured creditors by 

eliminating the negative operations of Poplar Point and reducing the aggregate amount of 

administrative and general unsecured claims owing to creditors. 

Upon the Effective Date of the Plan, the Committee will terminate as to all of the 

Cases under this Joint Plan, but will remain in effect pending the completion of the Crestview 

and Poplar Point liquidations.  Under the Joint Plan, the Debtors will work with counsel for the 

Committee and the U.S. Trustee to designate an ad hoc committee of creditors of the Debtors 

(“Post-Confirmation Committee”) to monitor the implementation of the Plan after the Effective 

Date of the Plan until payments to Class 5 are paid in full.  If a consensus cannot be reached with 

these parties, the matter may be presented to the Bankruptcy Court for appointment of the Post-

Confirmation Committee.  During the period of existence of the Post-Confirmation Committee, 

the Reorganized Debtors will reimburse the Post-Confirmation Committee fees and expenses 

reasonably incurred by counsel for the Post-Confirmation Committee in assisting the Post-

Confirmation Committee during the period of payments to Class  

After the Effective Date of the Plan, each Reorganized Debtor will have the power 

and authority to sell it assets and settle and compromise any Cause of Action (as defined in the 

Plan) or the allowance of any Claim without further notice or Court approval. 

The Reorganized Debtor will file with the Court an accounting and will seek the 

entry of a Final Decree as required under Bankruptcy Rule 3022 following the Effective Date of 

the Plan and the administration of the estate.  During this period the Reorganized Debtor shall 

submit reports and pay quarterly fees to the U.S. Trustee as required by law. 
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The Confirmation of the Cases shall effect a cure of any existing default under a 

contract or unexpired lease, and notwithstanding the provision of any lease or loan document that 

may survive the Confirmation, an event of default as to any Claim after Confirmation shall exist 

(i) as to any holder of a Claim in Classes 2, 3, 4 or 5 only if the Reorganized Debtor fails to make 

monetary payment when due under the Plan to an Allowed Claim and that default is not cured 

within fourteen (14) days following delivery of written notice of that default to the Reorganized 

Debtor as provided below, and (ii) as to Class 1, only upon an Event of Default specified for 

Class 1. 

Exculpation and Injunction provisions are provided in Article IX of the Plan.  

Subject to some exceptions, as long as there is no default under the Plan, the Plan will 

enjoin all parties, with the exception of Class 1, holding a Claim to be paid under the Plan 

from asserting against the Reorganized Debtor, Non-Debtor Borrowers (as defined in the 

Plan), each of their respective officers, directors, successors and assigns, or any insurance 

company that has insured such Claim, and each of their assets and properties, any claims 

or interests based upon any document, instrument, guaranty, or any act or omission, 

transaction or other activity of any kind or nature that relates to an Allowed Claim under 

the Plan.   

VII.  CONFIRMATION REQUIREMENTS 

This Plan is a joint plan with each Debtor having a separate plan.  To confirm the 

Plan, the Court must, after notice provided by separate order, hold a hearing on the question of 

confirmation of the Plan for each Debtor.  Any Creditor of any of the Debtors may object to 

confirmation of the Plan that applies to that Debtor and may appear at the confirmation hearing 

to prosecute such objection(s).   

The requirements for confirmation of a Chapter 11 plan are set forth in detail in 

11 U.S.C. § 1129.  The following is a summary of the more notable requirements: 

a. Acceptance by Impaired Classes.  One of the requirements for a 

plan to be approved by the Court is for at least one class of impaired claimants must vote to 

accept the plan.  11 U.S.C. § 1129(a)(10).  For a class to accept the plan, the plan must receive 

favorable votes from claimants within that class who hold at least two-thirds in dollar amount of 

the claims that vote and more than one-half (½) in number of the claims that vote.  Only the 

amount and number of claims who actually submit a timely ballot are counted in determining the 

requisite number.  All ballots will be due at a date established by the Court in the order 

approving this Disclosure Statement.  This Debtors seek to obtain accepting classes for each 

Debtor Plan. 

In regards to the counting of votes, the Debtors will adhere to the following counting 

rules: 
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1. The date that ballots are due will be the record date for voting.  Transferors who 

transfer their claims after that date shall retain voting rights, with no impact to the 

transferee’s distribution rights. 

2. Seven days after the entry of the order approving the Disclosure Statement shall be 

the deadline for a Claim to become disputed by the filing of an objection to the Claim 

for the purposes of exclusion from being counted.  The date that ballots are due shall 

be the deadline for any holder of a disputed Claim to file motion to allow the Claim to 

be counted for voting purposes. 

3. Only the last amendment to a previously filed Claim will be counted. 

4. Duplicate Claims may be counted against a Debtor only if the claimant has a separate 

legal right to assert the Claim against the Debtor. 

5. Claims with “unknown, contingent, or unliquidated” amounts will be counted as a 

Claim of $1 except the liquidated portion of the Claim will be counted in the 

liquidated amount. 

6. Late filed Claims will not be counted unless the late Claim amended a timely filed 

Claim. 

7. Creditors holding multiple Claims against a single Debtor will be counted as a single 

creditor for numerosity and the sum total of their Claims will be determined for the 

dollar amount. 

8. Any creditor objecting to any of these counting rules must file motion to have the 

Claim counted on or before the deadline for ballots and request an expedited hearing 

on that motion to be heard on or before the Confirmation Hearing. 

 

b. Feasibility.  The Court is required to find that confirmation of a 

plan is not likely to be followed by liquidation or the need for further financial reorganization of 

the Debtor.  11 U.S.C. § 1129(a)(11).  In short, the Court must find that the plan adequately 

addresses the needs for reorganization and that it is likely that the reorganized entity will be able 

to perform pursuant to the Plan.  A finding by the Court that a plan meets these requirements is 

not a guarantee that the plan will be fully performed.   

In this case the feasibility of the Debtors’ Plan depends on the Debtors’ ability to 

accomplish three things: 

1) Cash Flow.  The financial statement attached hereto as Exhibit E projects 

the consolidated cash flow of the Reorganized Debtors’ operations following the Effective Date 

of the Plan.  This projection estimates that the Debtors will need approximately $3,384,947 in the 

first six months after the Effective Date of the Plan to pay administrative expenses incurred and 

allowed under the Bankruptcy Code during these Chapter 11 cases.  These include administrative 
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expenses allowed under § 503(b)(9) of the Bankruptcy Code (estimated to total $317,363), 

professional fees of the estate (estimated to total $1,425,000), professional fees of HFS (fixed at 

$500,000), payments required for administrative convenience claims (estimated to be $50,000), 

and payments require to be made to real property landlords as cure claims under the assumed 

leases (fixed at $820,000).  Additionally the Debtors will be obligated to make the first 

installment to the Class 5 creditors in the amount of approximately $750,000 within six months 

following the Effective Date of the Plan. 

In order to make these payments, the Debtors will need to raise some capital.  

This can be accomplished by selling the real estate associated with the Facility operated by the 

Debtor, Shady Lawn, located at 60 Shady Lawn Place, Vicksburg, MS 39180.  An agreement has 

been reached with one of the Debtors’ Japanese investors to purchase the real estate from 

Vicksburg PropCo, LLC, which is a wholly owned subsidiary of Vanguard Healthcare, for 

$7,500,000.  HFS has agree to release its lien in the real estate upon the payment of $3,500,000, 

and the Debtors are making arrangements with a lender to advance the amount of this lien 

payment to HFS.  Upon the investor’s payment of $4 million, the Debtors will increase their 

working capital, after closing costs, of approximately $3,700,000.  This should be sufficient 

capital to make the initial payments required under the Plan.  This sale will be subject to Court 

approval and will be accomplished before the Effective Date of the Plan. 

After the first year, the Debtors payments under the Plan will be paid from 

operations and cash flow.  Attached hereto as Exhibit F is a comparison of the Debtors’ 

projections with the financial statements for 2015 and 2016.  This projection is believed to be a 

conservative projection of cash flow during the term of the Plan and is consistent with the 

revenues and operating expenses realized by the Debtors during the prior years. 

2) Disputed Claims.  The most significant threat to the feasibility of the Plan 

is the allowance of the disputed claims that have been asserted against the Debtors.  These 

include the claims asserted by the federal and state government under the False Claim Act (See 

Article IV(C)(iv)), the personal injury claims (See Article IV(C)(iii)), and the disputed contract 

claims (See Article IV(C)(ii)).  Unfortunately, a determination of the amount owed on these 

claims will not occur before this Plan is presented to the creditors and the Bankruptcy Court for 

approval.  Nevertheless, the Debtors’ are prepared to present testimony to the Court that is 

consistent with the discussion of these disputed claims found within this Disclosure Statement 

that will provide sufficient proof to the Court that it is more likely than not that the Debtors will 

be able to operate throughout the term of this Plan in the manner that they have operated 

throughout their existence and thus satisfy these disputed claims as they are litigated.  It is not 

uncommon for long term care facilities to deal with personal injury and commercial litigation, 

and such claims are not the reason the Debtors commenced these Chapter 11 cases.  Initially the 

biggest threat was the maturity of the Debtors’ secured debt with HFS (See Article III(A)), but 

now that an agreement regarding an extension of that secured debt has been negotiated, the 

Debtors should be able to operate in a manner consistent with its previous operations and satisfy 

disputed claims as they are litigated.  Based on the Debtors’ projections, they should be able to 

satisfy an additional $5 million in unsecured liability without having to liquidate its assets, and 

the Debtors believe that they will be able to keep the disputed claims within that amount.  
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Additionally, the Debtors have projected approximately $1 million per year in additional legal 

fees to litigate these claims.  This additional expense has been incorporated in the Debtors’ 

projections. 

3) Refinance of HFS.  Another hurdle will be the refinancing of the HFS 

secured debt.  This has been a long term goal of the Debtors since the commencement of the 

Chapter 11 cases and will need to be accomplished within five years from the Effective Date of 

the Plan.  The Debtors do not expect any difficulty in arranging this financing.  During this 

Chapter 11 case through the sale of three of the Debtors’ facilities (Crestview, Poplar Point and 

Whitehall), the Debtors will have paid HFS approximately $31 million from a beginning 

principal balance of approximately $80 million.  Through the amortization of the HFS loan 

following the Effective Date of the Plan, the HFS Loan (beginning with a balance of 

approximately $49 million) will be paid down to approximately $42 million by the end of five 

years.  At that time, the Debtors estimate that the loan to value ratio should be less than 40% 

based on a current capitalization rate of 8.5% and the projected cash flow in five years as shown 

on Exhibit E.  This loan to value ratio of this amount would easily meet commercial lending 

criteria. 

c. Liquidation Test.  As discussed in Article V above, the Plan must 

pay to each class that has not accepted the Plan an amount determined as of the Effective Date of 

the Plan that is not less than the amount a claimant within would receive or retain if the Debtors 

were liquidated under Chapter 7 of the Bankruptcy Code.  11 U.S.C. § 1129(a)(7).  As pointed 

out in Article V, a liquidation would involve more costs of the sale of the assets and in respect to 

some Debtors may result in less than full payment.   See Article V for a complete discussion of 

the Debtors’ liquidation analysis. 

d. “Cramdown” Provisions.  If an impaired class does not vote to 

accept a plan, as discussed in paragraph a above,  the Court may still confirm the plan if the 

Court determines that the plan treatment of the class of claims rejecting the plan is fair and 

equitable and does not discriminate unfairly.  11 U.S.C. § 1129(b).  The Debtors intends to 

invoke these “cramdown” provisions should any class of impaired claims fail to accept the Plan.  

The Debtors believes that with respect to each class, the Plan as to each Debtor is fair and 

equitable and does not discriminate unfairly. 

February 14, 2017. 

VANGUARD HEALTHCARE, LLC  

VANGUARD HEALTHCARE SERVICES, LLC  

VANGUARD FINANCIAL SERVICES, LLC  

AURORA AUSTRALIS, LLC 

BOULEVARD TERRACE, LLC 

ELDERSCRIPT SERVICES, LLC  

ELDERCARE OF JACKSON COUNTY, LLC 

GLEN OAKS, LLC 

PALACE RBS, LLC  

SHADY LAWN, LLC  

VANGUARD OF ASHLAND, LLC  
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VANGUARD OF CHURCH HILL, LLC 

VANGUARD OF MANCHESTER, LLC 

VANGUARD OF RIPLEY, LLC 

VICKSBURG CONVALESCENT, LLC 

WHITEHALL OPCO, LLC 

 

By: /s/ William D. Orand 

 William D. Orand 

 Chief Executive Officer  

 

 

/s/ William L. Norton, III 

William L. Norton, III 

James B. Bailey (pro hac vice) 

BRADLEY  

1600 Division St., Suite 700 

Nashville, Tennessee  37203 

(615) 252-2397 

bnorton@bradley.com 

jbailey@bradley.com 

 

Attorneys for Debtor 
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Debtor Facility Beds

Estimated 

Value

Lease 

Purchase 

Option

Net Value 

to Estate

Aurora Australis, LLC Columbus, Ms 120 $11,100,000 $3,075,000 $8,025,000

Boulevard Terrace, LLC Murfreesboro, Tn. 100 $4,400,000 $3,259,500 $1,140,500

Eldercare of Jackson County, LLC Ripley, WV 120 $15,500,000 $0 $15,500,000

Glen Oaks, LLC Shelbyville, Tn 130 $5,700,000 $2,173,000 $3,527,000

Palace RBS, LLC Red Boiling Springs, Tn 119 $5,700,000 $2,173,000 $3,527,000

Shady Lawn, LLC Vicksburg, Ms 100 $7,800,000 $0 $7,800,000

Vanguard of Ashland, LLC Ashland, Ms 60 $6,800,000 $1,190,489 $5,609,511

Vanguard of Church Hill, LLC Church Hill, Tn 124 $11,400,000 $0 $11,400,000

Vanguard of Manchester, LLC Manchester, Tn 120 $4,600,000 $0 $4,600,000

Vanguard of Ripley, LLC Ripley, Ms 60 $4,100,000 $1,043,750 $3,056,250

Vicksburg Convalescent, LLC Vicksburg, Ms 100 $5,700,000 $0 $5,700,000

Elderscripts Services, LLC Tupelo, Ms $8,000,000 $8,000,000

Total 1153 $90,800,000 $12,914,739 $77,885,261
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 Payment of Landlord’s Rent for 2013 and earlier years is shown in Column 4 
Payment of Landlord’s Rent for 2014 was waived and added to the option and purchase prices set forth in Sections 28.3 and 28.4 of the Lease, with 
the amount shown in Column 5  
Landlord’s Rent for 2015 will be reduced to the amount shown in Column 6, and paid within thirty (30) days of confirmation of the Plan by the 
Bankruptcy Court 
Landlord’s Rent for 2016 will be reduced to the amount shown in Column 7 and added to the option and purchase prices set forth in Sections 28.3 
and 28.4 of the Lease  
Landlord’s Rent for 2017 will be reduced to the amount shown in Column 8 and paid in accordance with the terms of the amended Lease 
Landlord’s Rent for 2018 will be reduced to the amount shown in Column 9  and paid in accordance with the terms of the amended Lease 
Landlord’s Rent for 2019 and subsequent years will be reduced to the amount shown in Column 10  and paid in accordance with the terms of the 
amended Lease 
 

1 2 3 4 5 6 7 8 9 10 

Facility 
Name/City Landlord Tenant 

Original 
Landlord’s 

Rent 

2014 
Landlord’s 

Rent 

2015 
Landlord’s 

Rent 

2016 
Landlord’s 

Rent 

2017 
Landlord’s 

Rent 

2018 
Landlord’s 

Rent 

2019 and 
Subsequent 

Years 
Landlord’s 

Rent 
          
Boulevard 
Terrace 
Murfreesboro, 
TN 

GSJ Limited 
Liability 
Partnership 

Boulevard 
Terrace, 
LLC $238,500.00 $238,500.00 $106,000.00 $106,000.00 $106,000.00 $132,500.00 $159,000.00 

          
Glen Oaks 
Health and 
Rehabilitation 
Shelbyville, 
TN 

GMJ 
Limited 
Liability 
Partnership 

Glen Oaks, 
LLC 

$275,000.00 $275,000.00 $100,000.00 $100,000.00 $100,000.00 $125,000.00 $150,000.00 

          
Whitehall 
Boca Raton 
Boca Raton, 
FL 

WHJ 
Limited 
Liability 
Partnership 

Whitehall 
OpCo, LLC $810,000.00 $810,000.00 $360,000.00 $360,000.00 $360,000.00 $360,000.00 $360,000.00 

          
Ashland 
Health and 
Rehabilitation 
Ashland, MS 

Ashland 
Properties 
91, LP 

Vanguard 
of Ashland, 
LLC $68,750.00 $68,750.00 $37,500.00 $37,500.00 $37,500.00 $46,875.00 $56,250.00 
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1 2 3 4 5 6 7 8 9 10 

Facility 
Name/City Landlord Tenant 

Original 
Landlord’s 

Rent 

2014 
Landlord’s 

Rent 

2015 
Landlord’s 

Rent 

2016 
Landlord’s 

Rent 

2017 
Landlord’s 

Rent 

2018 
Landlord’s 

Rent 

2019 and 
Subsequent 

Years 
Landlord’s 

Rent 
Rest Haven 
Health and 
Rehabilitation 
Ripley, MS 

Ripley 
Properties 
91, LP 

Vanguard 
of Ripley, 
LLC $68,750.00 $68,750.00 $37,500.00 $37,500.00 $37,500.00 $46,875.00 $56,250.00 

          
Aurora Health 
and 
Rehabilitation 
Columbus, MS 

TMJ 
Limited 
Liability 
Partnership 

Aurora 
Australis, 
LLC $225,000.00 $225,000.00 $100,000.00 $100,000.00 $100,000.00 $125,000.00 $150,000.00 

          
The Palace 
Red Boiling 
Springs, TN 

HKJ 
Enterprise 
Partnershjp 
Ltd., LLP 

Palace 
RBS, LLC $118,500.00 $118,500.00 $79,000.00 $79,000.00 $79,000.00 $98,750.00 $118,500.00 
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