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IN THE UNITED STATES BANKRUPTCY COURT 
FOR THE SOUTHERN DISTRICT OF TEXAS 

HOUSTON DIVISION 

IN RE: § 
§ 

NORTH BAY GENERAL HOSPITAL, INC. § CASE NO. 08-20368-11 
Hospital. § 

ORDER APPROVING COMPROMISE AND SETTLEMENT (11;4 77) 
(North Bay General Hospital, Inc.'s Adversary Against Northern Healthcare Capital, LLC. 

Adversary No. 09-2047) 

The Court has considered North Bay General Hospital, Inc.'s (the "Hospital") Motion to 

Compromise Controversy under Bankruptcy Rule 9019. The proposed compromise meets the 

requirements for a compromise as outlined in Protective Comm. for Indep. Stockholders of TMT 

Trailer Ferry, Inc. v. Anderson, 390 U.S. 414 (1968) and should be approved. The Court finds 

that the proposed settlement is fair and equitable. The Court further finds that adequate notice of 

the motion and the hearing on the motion has been given to the all creditors and parties-in-

interest. Accordingly, it is therefore 

ORDERED THAT: 

1. The Motion to Compromise Controversy under Bankruptcy Rule 9019 IS 

GRANTED. 

2. The Settlement Agreement between the Hospital and Northern Healthcare Capital, 

LLC ("NHC") as contained in the February 24, 2010 letter, attached hereto as Exhibit A and the 

Settlement Agreement between the Hospital and the Internal Revenue Service attached hereto as 

Exhibit B, are approved in all respects. The Hospital, NHC and the IRS are authorized to take 

all actions necessary to consummate their respective settlements. 

3. All parties to these compromises and settlements shall execute and deliver all 

documents reasonably necessary to effectuate the intent of these compromises and settlements. 
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4. This order shall be deemed to be i) the filing and allowance of NHC's 

administrative proof of claim in the amount of $1 ,580,000.00 (and shall relieve the Hospital from 

augmenting the NHC Escrow as previously ordered in Order Authorizing the Hospital to 

Substitute Care Holdings, LLC as Lender (Docket No. 439); and ii) constitute an amendment of 

NHC's claim (Claim No. 92) to an allowed secured claim in the amount of$3,825,768.00 and an 

allowed unsecured claim in the amount of $805,997.67. NHC's unsecured claim is subordinated 

to all other unsecured claims allowed in this case. 

SIGNED this _1-#-_A~-,--_day of ~~'2010. 

~ 
JEFF BOHM 
UNITED STATES BANKRUPTCY JUDGE 

AGREED, APPROVED AND ENTRY REQUESTED: 

HIRSCH & WESTHEIMER, P.C. 

/s/ Michael J. Durrschmidt 
Michael J. Durrschmidt, Esq. 
State Bar No. 06287650 
25th Floor, Bank of America Center 
700 Louisiana 
Houston, Texas 77002 
713-220-9165 - Telephone 
713-223-9319 - Facsimile 
Email: mdurrschmidt@hirschwest.com 

ATTORNEY FOR NORTH BAY GENERAL HOSPITAL, INC. 

2 
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~ ,. QUlWOlM¥1IT 
1IIW01DmID __ ~ 

lCICAS ~ Of' UllAU.lCW.IlAllOIII 

tnJUZO,-J1.'65 

steven Shum, Esq. 

.... OFI'ICE:i OF 

HIRSCH" WESTHEIMER. P.C. 
700 LOUl:~wu., 25'" R.OOIt 
HO\ISnlIl, ,WCAS 7700Z-"Q12 

,;wn Offlclt: (7UU2HlIl Fxslmlk: {11l)'22)-tJ19 

February 24.2010 

Hughes Watters Askanase, LLP 
Three Allen Center 
333 Clay. 29th Floor 
Houston. Texas 77002 

Re: North Bay Gsnel'al Holpilal, Inc. v. Northern H,alIhcare Capital. LLei In U1c 
United StaJcs BankrupteyCourt for the Southern Distric1 of Texas 
Adversary No. ()9.2047 

Dear Steve: 

Outlined below is the propo$ed settlement of the above-referenced adversary proceeding, 
subject to Bankruptcy 'CQurt approval after notice Wld an opportuoity for hearing. ~ 
settlement is also subject totbe Sale DocwnentS (as that teml is defined in tho Pion) being 
executed and becoming effectivcand title to the Transferred Assets (as that tenus is defined in 
the Plan) being conveyed to em Holdings, LLC or another bidder Who a~y cOI1$W1Ull8leS 
the Sale (as that terms Is defined in the Plan). 

NRC's AdmiDiltnttveCIaim 

We have agreed that NRC shall be entitled to an ad:ministrativo claim in the amoWlt of 
$l~BOtOOO.OO~ wbiChwill be paid in fuU as follows: 

A) Out of the NHCBscrow. eStablished by ap:emen1 of the parties. pursuant to the 
Order Granting Emergenoy Motion to Substitute Care Holdings. LLC as Leader 
Under Ibe Previously Approved DIP Final Order [Docket No. 439), NHC will 
receive $790,000.00 within five (5) business days ("Pay Date") after the Court's 
order confirmIng the Hospiw's Plan of Liquidation becomes final. 

8) NRC will receive $316.000.00, on the Pay Date. out of the settlement proceeds 
generated by the Hospital's litigation against the insider and the prior case 
professionals [Adversary Nos. 08·3422 an408-3489]. 

C) The balanCe ofNHC's administrative claim ($474.000.00) will be paid from the 
initial S5OQ,OOO.OO payment due from Care Hol~ LLC ("Buyer'') for, the 
~hage of the Ho~itaJ's real ~e.. which is to be paid all or before 1he end of 
1ho thirty-sixth (3~ month after the initial closiDg with the Buyer. 

EXHIBIT "A" 
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D) After NHC receives the payments set forth in Paragraphs A and B. other than a 
lien on an the Dcbtor~s real property ('~Rea1 Property'') 10 secure lhe $474,000.00 
acl.ministnmve claim discussc:d in Paragraph C. NHC will have no other claim or 
lien on any afthe Hospital's or the Bankruptcy Estate~s assets regarding NRC's 
administrative claim. The lien for the $474,000.00 administrative claim shall (I) 
have the same priority as NHC's allowed pn>-petition secured claim discussed 
below arid (li) be perfec1cd pursuant to NHC's already tecorded deed of trust. 

NBC's Pre-Petltloll Claim 

NRC shall be altov..:d a ~petition secured claim in the amount of$3;825.768.oo. This 
secured claim wilJ be junior and subordinated to the outstanding administrative claims ('m an 
~ount up to $l~OOO.OOO.OO, inclUSive of NRC's $474.000.00 remaining administrative claim) 
~'Adminlstrativc Carve-Out") and to a prior distribution of '$120,000.00 to the Class 16 
unsecured creditors. and a second distribution oC S120,OOO.00 to Class 16 unsecured creditors 
only after NHC is pai4 $3,600,000.00 on i~ secured cteim C'Unsecured Carve-OUt") 
(eoUectivety, the "Carve.OUts"). If, for any reason. the administrative expense claims arc: less 
than $1.000,000.00 when the Real Property is sold then the administmti:ve glDJm carve'out shall 
be reduced to such lesser amount. In no event shall the administrative claim carve out be greater 
than $1.0oo,ooO.QO. 

The Debtor anticipates selling its Real Property for $4,500,000.00 through its Plan (·'Real 
E$tatc Purchase Price"). Based upon 'the above, it is anticipated that at the closing of such sal~ 
NBC will receive $3.380,000.00 on its S3,82S,768.00secured claim, plus the $90.000.00 of 
anticipated lease payments diseussed below. 

It is anticipated that NHC will reCeive $90,000.00 of'thcanticipated lease payments 
scheduled to be received from the Buyer in months thirty-seven (37) through forty-eight (48). 
These· sums will be paid to NHC in quarterly payments of $22,500.00 beginniog on the fifteenth 
(lS~ day after the Hospital receives abe Buyer's rent payment number thltty-ufnc (39). forty-two 
(42). forty· five (4S) Imd forty-eight (48). 

In addition to NHC's pre-peti1ion allowed 53,825,168.00 secured claim and the allowed 
$1,580.000.00 administrative claim discussed above, NHC will be allowed an unsecured claim in 
the amount of $805,997.67. which claim shall be subordinated to all Class 16 claimants. 

In- addition. NBC shall retain its licn on the Hospital's prc-petition accounts (those 
generated prior to July 8, 2008) ("Prc.Petition Accounts"). At NRC's request. (and after Court 
approval ,of this settlement) the Debtor shall convey ownership of the Pre-Petition Accounts Uu 
is. ~ is" and without any represcritation to NHC and shalltakc such actions as NBC may 
reasonably request. at NIle's cost. to assist NHC mgmding pos$ible limitation impcdimentsto 

EXHIBIT "A" 
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the collection of the Pre-Petition Account!. Collectious o~ the Pre-Petition A~uots. if any. 
sbalI not reduce NBC's entitlement to any other proceeds described herein. The Debtor and 
Buyer shall provide reasonable access to any and aU information. SupportiDI documentation and 
data relating to 1he Pre-Peti.tion Accounts. 

The Hospital BUd NRC recognize that this settlement has risks that arc out of either 
parties' controls. For example, in the event the Buyer j) offsets (either with or without 
justification) lease peyments or the.purCbase price; ti) fails or refuses to make timely payments; 
or ill) disrupts the flow of anticipated funds, the ultimate return to NBC may ~ adversely 
effected. Once the Buyer pays the Rea1 Estate Purchase Price and makes all tho required 
payments under the lease (collectivcly me ~oDSideration") to or for the benefit of the Hospital'& 
bankruptcy estatc, and NIle rccoives 1iom the Consideration, all amounts it is eotilled to receive 
attributable 10 its secured olaim and administrative claim based on the priorily of NRC's lien. 
NHC shall release its lien against the Real &tate. Until NBC receives the Considemtiou, NBC, 
subject to the. Carve-Outs shall retain a lien (with all rights as pi'ovidcd Cor in NH~s deed of 
trus~ subject to the Plan) in and to the Real Property. NBC's lien shan be junior only to the real 
property ad valorem tax liens of the San Patricio Taxing Authorities and 1heir assigns and the 
Carve Outs. However, any and all other Hens or claims of NHC (other than the Prc-petitiOD 
Accounts) sbal1 be released upon the receipt oftbc iuitiaJ two payments on NRC's administrat.iVc 
claims 10 be paid on the Pay Date, subject to Paragraph "0" above. So long as the Buyer is 
complying with.thc·Lease and Sale Documcats and Distributions are being made under the Plan. 
NHC shall not exerciSe ita remedies tmder the deed of trust and its loan documents. 

NRC and the Hospital will exchange mutual releases thereby releasing each other 
togetbcr with tJieir teSpeCtive officers, employees, agents. attorneys aDd Iq)tcsentativcs. NRC 
will release any and all c;1aims it may have .againSt NTune, LLC. Us principals, employees. 
agents, attorneys aod rcprcscntativcs. Likewise, NTunc Will release any and all claims it may 
have against NRC, its priDcipaJs, employees. 8aents. attDmeys and repreSentatives. PrOvided. 
however, tba1 NHC shall retain any and all rights, claiins and causes of action ag8inst Thomas 
McNauU pursuant to the Guaranty Agreement or otherwise. 

The Debtor will seek Bankruptcy Court approval of this compromise through its Plan or 
through a Motion to Compromise Controversy. 

If thts letter agreement accumtely reflects our understanding, please sign below on behalf 
ofNHe. 

EXHIBIT "A" 
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Very tnIly yours, 

~~
-.-----

-..- -' 
~. .. .. -

~ = 
TlmothyPe 
Maull" of Northern Healtbeare Clpital, LLC 

MID/lpr 

EXHIBIT "A" 
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MICHAEL J. DURRSCHMIOT 

B(WlD CERTIAH> BUSINESS BANKRUP'TcY 

TEXAS BOARD OF LEGAL SPECIAlIZATIOH 

(713) 220·9165 

LAW OFFICES 01' 

HIRSCH & WESTHEIMER, P.C. 
700 LOUISIANA I "5 .... FLOOR 

HOUSTON I TEXAS 77002·2772 

Main Office: (713) 223·5181 facsimile: (713) 223·9319 

February 9, 2010 

www.hlrschwest.com 
mdurrschmidt@hirschwest.com 

Ms. Judy A. Robbins Via Email: judy.robbinS@USdoj.gov 
Assistant United States Attorney 
919 Milam, Suite 1500 
P.O. Box 61129 
Houston, Texas 77208 

Re: Case No. 09-02047; In re North Bay Genera! Hospital, Inc. v. Northern 
Healthcare Capital, LLC; In the United States Bankruptcy Court for the Southern 
District of Texas 

Dear Ms. Robbins: 

This letter is to confirm our agreement that the IRS will waive its post-petition penalties 
on its administrative claim(s) filed in the above-referenced bankruptcy case provided the IRS 
receives payment within five (5) business days following the Bankruptcy Court's confirmation 
order ofthe Hospital's plan of liquidation becoming a final order. 

Since these funds will be coming out of escrowed fWlds held by my Firm, please advise 
as to wiring instructions. 

Please indicate your agreement by signing below. 

Very truly yours, 

Agreed and Accepted: 

MJD/lpr 
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