(INSERT NHC LOGO)

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD APRIL 24, 2007
4:00 PM CDT

To Our Shareholders:

We cordially invite you to attend the Annual Meetiof the Shareholders
(the "Meeting") of National HealthCare Corporat{@NHC” or the "Company").
The Meeting will be held at City Center,"1Bloor, 100 Vine Street, Murfreesboro,
Tennessee on Tuesday, April 24, 2007, at 4:00 DT, for the following
purposes:

1. To re-elect two directors;

2. To approve and re-ratify the existing NHC “Extdee Officer
Performance Based Compensation Plan;”

3. To transact such other business as may propente before the
meeting or any continuances of it.

The nominees for re-election as directors are RickalLaRoche, Jr. and
Lawrence C. Tucker. They currently serve as dimsobf the Company.

The Board of Directors (th@Board’) has fixed the close of business on
Friday, March 9, 2007 as the record date {fRecord Dat® for the determination
of shareholders who are entitled to vote at thetMggincluding any continuances.
We encourage you to attend the Meeting. Whetheraye able to attend or not, we
urge you to indicate your vote on the enclosed ypa¢d:

* FOR re-election of Mr. LaRoche and Mr. Tuckand
* FOR ratification of the NHC Executive OfficBerformance Based
Compensation Plan.

Please sign, date, and return the proxy card pigrimpthe enclosed
envelope. If you attend the Meeting, you may vatperson even if you have
previously mailed a proxy card.

John K. Lines,
March 23, 2007 Secretary
Murfreesboro, Tennessee



NATIONAL HEALTHCARE CORPORATION
100 Vine Street, Suite 1400
Mur freesboro, Tennessee 37130

PROXY STATEMENT

ANNUAL MEETING OF THE SHAREHOLDERS
TO BE HELD APRIL 24, 2007

The accompanying proxy is solicited by Nid®oard of Directors to be
voted at the Annual Meeting of the Shareholders (Meeting") to be held on April
24, 2007, commencing at 4:00 p.m. CDT and at amjirm@ances of the Meeting.
The Meeting will be held at City Center,"L&loor, 100 Vine Street, Murfreesboro,
Tennessee. ltis anticipated that this proxy niedtesill be mailed on or before
March 23, 2007, to all shareholders on the Recat DOn the Record Date there
were 12,528,227 shares of our common stock outstgnd

A copy of the Annual Report on Form 10-K for thenGany for the year
ended December 31, 2006, including audited findistéiements, is enclosed.

You have the power and right to revoke the proxgmattime before it is
exercised. A proxy may be revoked by filing witletSecretary of the Company (i)
a written revocation or (ii) your proxy with a latgate than the prior proxy.
Furthermore, if you attend the Meeting, you maggle vote in person, thereby
canceling the proxy.

How We Count the Votes

* Shares of common stock represented in persdny proxy at the Meeting
(including shares which abstain or do not vote wétspect to one or more of the
matters presented at the Meeting) will be tabulatethe Company's Secretary who
will determine whether or not a quorum is present.

* Abstentions will be counted as shares thafpaesent and entitled to vote for
purposes of determining the number of shares tegbr@sent and entitled to vote
with respect to any particular matter, but will et counted as votes in favor of
such matter.

* If a broker holding stock in "street name" ioglies on the proxy that it does not
have discretionary authority as to certain shave®te on a particular matter, those
shares will not be considered as present andeshtitl vote with respect to that
matter. Accordingly, a "broker non-vote" may effestablishment of a quorum,
but, once a quorum is established, will have neafbn the voting on such matter.

* A majority of the issued and outstanding sharesommon stock entitled to vote
constitutes a quorum at the Meeting. In the edactif directors, the affirmative
vote of a plurality of the votes present in persoby proxy and entitled to vote at
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the meeting is required. In other words, the dimenominees receiving the greatest
number of votes will be elected. Abstentions Wwidlve no effect on the outcome of
the vote. The affirmative vote of the holders ahajority of the votes cast at the
Meeting is required for the ratification of the NHEXecutive Officer Performance
Based Compensation Plan. An abstention will hheeeffect of a vote against this
proposal.

VOTING SECURITIES AND PRINCIPAL OWNERS

The outstanding voting securities of the Compangfdsbruary 28, 2007
consisted of 12,528,227 shares of common stockyadae $.01 per share
("Common Stock"). Shareholders of record as ofRkeord Date are entitled to
notice of and to vote at the Meeting or any corgimees. Each holder of the shares
of Common Stock is entitled to one vote per sharalbmatters properly brought
before the Meeting. Shareholders are not permittedimulate votes for the
purpose of electing directors or otherwise.

The following information is based upon (a) filinggde by the persons or
entities identified below with the Securities anccBange Commissio$EC’) or
(b) reports provided by the Depository Trust CompaBExcept as set forth below,
on February 28, 2007, no person was known to osvtobeneficially more than 5%
of the outstanding Common Stock:

(1) 2 (3) (4)
Title Of Name And Address Of Amount And Nature | Percent
Class Beneficial Owner Of Beneficial Of Class
Ownership
Common Stock| W. Andrew Adams 1,413,657 11.3%

100 Vine Street, Suite 1200
Murfreesboro, TN 37130

Common Stock| National Health Corporatf@n 1,271,147 10.2%
P. O. Box 1398
Murfreesboro, TN 37133

Common Stock| Ira Sochet 1,022,255 8.2%

1602 Micanopy Avenue
Miami, FL 33133
Common Stock| FMR Corp. 868,550 6.9%
82 Devonshire Street
Boston, MA 02109
Common Stock| The 1818 Fund II 790,155%) 6.3%
140 Broadway

New York, NY 10005
This number includes 320,000 shares in stock optiurtstanding to Mr. Adams.

@ Owned solely by the NHC Employee Stock OwnershigsT Its Board of Directors is composed of
Robert G. Adams, Ernest G. Burgess Ill and Michésdery, all of whom disclaim any beneficial
ownership thereof; Richard F. LaRoche, Jr. and @bKaDaniel serve as the Trustees.

® This number includes 70,000 shares in stock optinristanding to Mr. Tucker and 30,000 shares
owned by Mr. Tucker, all of which The 1818 Fundli$claims ownership.
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The following table presents the security ownersifiimanagement,
showing the ownership of directors, named execuiffieers and directors and
executive officers as a group:

(3
Amount And
(@) 2 Nature Of (4)
Title Of Name Of Beneficial Percent
Class Beneficial Owner Ownership?@ |  Of Class
Common Stock | J. Paul Abernathy, M.D., Directo 164 *
Common Stock | Robert G. Adams, Director, CEQ|& 596,221 4.8%
President
Common Stock | W. Andrew Adams, Director 1,413,P6411.3%
Common Stock | Ernest G. Burgess lll, Director 19420 1.5%
Common Stock | Emil E. Hassan, Director 51,p00 ~*
Common Stock | Richard F. LaRoche, Jr., Directo 480), 3.2%
Common Stock | Lawrence C. Tucker, Director 790,154  6.3%
Common Stock | D. Gerald Coggin, Sr. V.P., 359,270 2.9%
Corporate Relations
Common Stock | Donald K. Daniel, Sr. V.P. & 212,943 1.7%
Controller, Principal Accounting
Officer
Common Stock | Charlotte A. Swafford, Sr. V.P. & 189,123 1.5%
Treasurer
Common Stock | Michael Ussery, Sr. V.P., 76,054 *
Operations
Common Stock | Directors & Executive Officers Ag 4,290,154 34.3%
A Group

* Less than 1%

™ Assumes exercise of stock options outstanding “Sption Plang. Included in the amounts above are
0 shares to Dr. Abernathy, 320,000 shares to MiAWAdams, 170,179 shares to Mr. R. G. Adams,
45,000 shares to Mr. Burgess, 45,000 shares téi&bsan, 60,000 shares to Mr. LaRoche, 70,000 shares
to Mr. Tucker, 39,000 shares to Mr. Coggin, 39,6808res to Mr. Daniel, 39,000 shares to Ms. Swafford
and 31,200 shares to Mr. Ussery, of which all maatquired upon the exercise of stock options goant
under the Company's 2002 Stock Option Plan, 200dkS®lan and 2005 Stock Plan.

@ None of the shares owned by members of managdmestbeen pledged as security for any
obligation except as follows: 86,767 shares byeBri&. Burgess lll, 116,141 shares by D. Gerald
Coggin, 29,000 shares by Charlotte A. Swafford &5d9 shares by Michael Ussery.

@ Mr. Tucker, as a general partner of Brown Brothéasriman & Co., which is the general and
managing partner of The 1818 Fund I, is attributeslownership of the 1818 Fund Il shares (690,155
shares), but does not claim beneficial ownerstepethf. All other shares (30,000 shares and 70900
stock option grants) are owned beneficially by Wucker with sole voting and investment power.

DIRECTORSAND EXECUTIVE OFFICERS OF REGISTRANT

NHC is managed by its seven person Board of Dirsct®irectors each
serve a three-year term and may be removed froiecedtir cause only. Officers
serve at the pleasure of the Board of Director&ftarm of one year. The following
table gives information about our directors andcetige officers:



Name and Address of Directors Age Position Expiration of

& Executive Officers Term®

J. Paul Abernathy, M.D. 71 Director 2009

2102 Greenland Dr.

Murfreesboro, TN 37130

Robert G. Adams 60 Director, CEO & President 2009

100 Vine St., Ste. 1400

Murfreesboro, TN 37130

W. Andrew Adams 61 | Director & Chairman 2008

750 S. Church Street, Suite B

Murfreesboro, TN 37130

Ernest G. Burgess Il 67 | Director 2008

7097 Franklin Road

Murfreesboro, TN 37128

Emil E. Hassan 60 | Director 2008

1704 Irby Lane

Murfreesboro, TN 37127

Richard F. LaRoche, Jr. 61 Director 2007

2103 Shannon Dr.

Murfreesboro, TN 37129

Lawrence C. Tucker 64 | Director 2007

140 Broadway

New York, NY 10005

Joanne M. Batey 62 Senior V.P., Homecare -

100 Vine St., Ste. 800

Murfreesboro, TN 37130

D. Gerald Coggin 55 | Senior V.P., Corporate -

100 Vine St., Ste. 1400 Relations

Murfreesboro, TN 37130

Donald K. Daniel 60 | Senior V.P. & Controller, -

100 Vine St., Ste. 1200 Principal Accounting

Murfreesboro, TN 37130 Officer

Stephen F. Flatt 51 | Senior V.P., Development -

100 Vine St., Ste. 1400

Murfreesboro, TN 37130

David L. Lassiter 52 | Senior V.P., Corporate -

100 Vine St., Ste. 600 Affairs

Murfreesboro, TN 37130

John K. Lines 47 | Senior V.P. & General -

100 Vine St., Ste. 1400 Counsel

Murfreesboro, TN 37130

Julia W. Powell 57 | Senior V.P., Patient -

100 Vine St., Ste. 800 Services

Murfreesboro, TN 37130

Charlotte A. Swafford 59 | Senior V.P. & Treasurer -

100 Vine St., Ste. 1100

Murfreesboro, TN 37130

Michael Ussery 48 | Senior V.P., Operations -

100 Vine St., Ste. 1400
Murfreesboro, TN 37130

@ All officers serve one-year terms. Directors sefiwee-year terms.




Dr. J. Paul Abernathy, M.D. (Independent Direcfomed the Board in
2003 and is a retired general surgeon. He wps\vate practice at Murfreesboro
Medical Clinic from 1971 until retirement in 199%reviously, he served as a
general practice physician for Hazard Memorial Hiaéjin Hazard, Kentucky. Lt.
Col. Abernathy additionally served as a flight o for the Homestead Air Force
Base in Florida and Chief of Surgery for the Unigtdtes Air Force at Keesler Air
Force Base in Mississippi. Dr. Abernathy twiceveeras President of the
Rutherford County Stones River Academy of Mediané holds memberships in
the Southern Medical Society, the Southeasterne®yiigociety, and is a Fellow in
the American College of Surgeons. Dr. Abernathy &8.S. degree from Middle
Tennessee State University and an M.D. degree thhenuniversity of Tennessee.
Dr. Abernathy also serves as a director for Natibtealth Realty, Inc. He serves
on the Comparig Audit Committee, Compensation Committee and igi@an of
the Nominating and Corporate Governance Committee.

Robert G. Adams (CEO, President & Inside Direct@3 served NHC for
33 years - 18 years as Senior Vice President, & y=aPresident and 16 years on
the Board of Directors. He has been Chief Exeeu¥ficer since November 1,
2004. He has extensive long-term health care éxpeg, including serving NHC as
a health care center administrator and Regiona Piesident. He is the President
of National Health Realty, Inc!NHR”) and serves on the Board of Directors of
NHR. Mr. Adams has a B.S. degree from Middle Tesee State University. He is
the brother of W. Andrew Adams and brother-in-lavWbo Gerald Coggin. His son-
in-law, J. Buckley Winfree, is the Administrator AflamsPlace in Murfreesboro,
Tennessee.

W. Andrew Adams (Affiliated Director) has served Ntas Chairman of
the Board since 1994 and has been a director §8icé. Mr. Adams resigned as
President and Chief Executive Officer in 2004 aritmues as Chairman of the
Board, focusing on strategic planning for the ComypaMr. Adams serves as
Chairman of the Board and President of Nationalliidavestors, Inc. (“NHI”) and
Chairman of the Board of NHR. In addition, he ssren the Board of SunTrust
Bank, Nashville. He is the brother of Robert GaAt and brother-in-law of Ernest
G. Burgess and D. Gerald Coggin.

Ernest G. Burgess, Il (Affiliated Director) servad NHCs Senior Vice
President of Operations for 20 years before retinn1994. His Board of Directr
position spans fifteen years. He has an M.S. @efyoen the University of
Tennessee, and also serves on the Board of Diseat®tHR. He is the brother-in-
law of W. Andrew Adams. His daughter, Lynn B. Fosgerves as Administrator of
NHC HealthCare, Murfreesboro.

Emil E. Hassan (Independent Director) joined thaf@dn April 2004. In
2004 he retired from the position of senior vicegilent of manufacturing,
purchasing, quality and logistics for Nissan Noktherica, Inc. He now serves as
chairman of Auto Services Americas, which handiesgreat majority of Nissé&n
vehicle transportation logistics, preparation aalivéry requirements and some
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other auto manufacturer’s vehicles. Prior to jognNissan, he was with Ford Motor
Co. for twelve years, where he held various managemositions in engineering
and manufacturing. Mr. Hassan is the chairmahefBusiness/Education
Partnership of Murfreesboro and Rutherford Court. sits on the board of Middle
Tennessee Medical Center and the Tennessee BuBlnassgtable. He is a member
of the Society of Automotive Engineers, the Leadigr&utherford Alumni
Association, the Leadership Nashville Alumni Assdicin and the Rutherford
County Chamber of Commerce. He is a former boathber of the Federal
Reserve Bank of Atlanta, Nashville Branch. Mr. sisis Chairman of NHE
Compensation Committee and also serves on ’Ni@minating and Corporate
Governance Committee and Audit Committee.

Richard F. LaRoche, Jr. (Independent Director) e 27 years with NHC
as Secretary and General Counsel and 14 yearsaw S&e President, retiring
from these positions in May 2002. He has servesl Bgsard member since 2002.
He has a law degree from Vanderbilt University andA.B. degree from
Dartmouth College. Mr. LaRoche serves as a diragftdlational Health Investors,
Inc. and National Health Realty, Inc. He also serag a director of Lodge
Manufacturing Company (privately held).

Lawrence C. Tucker (Independent Director) has l@dmBrown Brothers
Harriman & Co., private bankers, for 40 years aaddme a general partner of the
firm in January 1979. He serves on that fgsteering committee and is responsible
for its corporate finance activities, which inclut@anagement of the 1818 funds,
private equity investing partnerships with origlgalommitted capital of
approximately $2 billion. The 1818 Fund Il is anéstor in NHC. Mr. Tucker has
been a director since 1998 and is Chairman of ISH@dit Committee and serves
on the Compensation and Nominating and Corporatef@ance Committees.

Joanne M. Batey (Senior Vice President, Homecas)skerved NHC since
1976. She served as Homecare Coordinator foryaes before being named Vice
President in 1989. Prior to that she was Diresf@@ommunication Disorders
Services for NHC. Ms. Batey received her bacheland mastés degrees in
speech pathology from Purdue University.

D. Gerald Coggin (Senior Vice President, CorpoRddations) has been
employed by NHC since 1973. He served as bottalirheare center administrator
and Regional Vice President before being appoitidds present position. He
received a B.A. degree from David Lipscomb Univgrand an M.P.H. degree from
the University of Tennessee. He is responsibléflerCompan'g rehabilitation,
managed care, hospice, legislative activities, staeand public relations. He is the
brother-in-law of W. Andrew Adams and Robert G. Ada His son, Robert
Coggin, is the Life Safety Coordinator for NHC.



Donald K. Daniel (Senior Vice President & ControllBrincipal
Accounting Officer) joined the Company in 1977 am€oller and serves as the
Principal Accounting Officer. He also serves NHRhinse capacities. He received a
B.A. degree from Harding University and an M.B.£orh the University of Texas.

Stephen F. Flatt (Senior Vice President, Develogjrjeimed NHC in June
2005. He served as the President of Lipscomb Wsityefrom 1997 through June
2005 and prior to that President of Ezell Hardirngi§tian School in Nashville and
Vice President of Financial Affairs and InstitutadriPlanning at Lipscomb. Dr. Flatt
served on the Board of Directors for the NCAA Dioisl, as President of the
Atlantic Sun Athletic Conference and is the immésligast chair of the Board of
Directors of the Tennessee Independent CollegdJangersities Association. He
currently is a member of the Board of SunTrust BanMashville. Dr. Flatt
received his B.A. degree from David Lipscomb Cadlemd his M.S. degree and
PhD from George Peabody College of Vanderbilt Ursirg.

David L. Lassiter (Senior Vice President, Corpovafiairs) joined the
Company in 1995. From 1988 to 1995, he was ExeeMice President, Human
Resources and Administration for Vendell Healthcafeom 1980-1988, he was in
human resources positions with Hospital CorporadbAmerica and HealthTrust
Corporation. Mr. Lassiter has a B.S. and an M.Brém the University of
Tennessee.

John K. Lines (Senior Vice President & General Galinjoined the
Company in September 2006. He served as Geneuwalsgbof Trinsic, Inc. and
Counsel at the law firm of Schiff Hardin LLP fromayl 2005 through August 2006.
Prior to that Mr. Lines was the Assistant Gen@uailinsel of Quest
Communications International from April 2003 to M2§05. Prior to April 2003,
Mr. Lines acted as General Counsel to several coiepancluding Sorento
Networks, Inc., ResortQuest International, Inc. hArgignia Financial Group, Inc.
He was also an associate with the law firm of Sg8anders and Dempsey. Mr.
Lines has a B.S. in both Accounting and FinanceafRurdue University and a J.D.
from Indiana University-Bloomington.

Julia W. Powell (Senior Vice President, Patienvi®es) has been with the
Company since 1974. She has served as a nurs@ltemtsnd director of patient
assessment computerized services for NHC. Ms. Pbaga bachelor of science
in nursing from the University of Alabama, Birmiregh, and a mastsrof art in
sociology with an emphasis in gerontology from M&d@iennessee State University.
She co-authored Patient Assessment Computeinze@80 with Dr. Carl Adams,
the Compang founder.

Charlotte A. Swafford (Senior Vice President & T8aeger) has been
Treasurer of the Company since 1985. She als@sémthese capacities for NHR.
She joined the Company in 1973 and has servethffisA8countant, Accounting
Supervisor and Assistant Treasurer. She has adBdgee from Tennessee
Technological University.



Michael Ussery (Senior Vice President, Operati¢nas) been with the
Company since 1980. During his tenure with NHQhag served as Senior Vice
President-Central Region, Regional Vice Presidamd, Administrator in multiple
locations. Mr. Ussery also won the top companyonari Administrator of the Year
in 1989. He was promoted to Senior Vice Presid®pgrations in early January
2005. Mr. Ussery has a B.B.A. from Notre Dame andV.B.A. from Middle
Tennessee State University.

The above officers serve in identical capacitewdNHC's administrative
services contractor, National Health Corporation.

Board of Directors and Committees of the Board

The Board of Directors held 11 meetings during 2088 directors were
present at the regularly scheduled meetings oBtiegd and of committees on
which they served, with Mr. Hassan unable to at@sgecial telephonic meeting on
October 9, 2006. The Company strongly urges, basahot require, directors to
attend the Annual Meeting. At the 2006 Annual Ntegetll directors were in
attendance. The American Stock Excharf@eMEX”) listing rules require that a
majority of the Board be comprised of independémadors. The Board has
identified Dr. Abernathy, Mr. Hassan, Mr. LaRocheldr. Tucker as independent
directors. Except for Mr. LaRoche’s previous relaship as an executive officer,
the independent directors have no relationshipls thie¢ Company. Prior to May 22,
2002 Mr. LaRoche was an executive officer of thenpany; however, since May
22, 2002, Mr. LaRoche has received no compensétiomthe Company for any
services other than that as a director for all thagods after May 22, 2002. The
Board of Directors has determined that with thespge of time Mr. LaRoche is
independent.

During 2006 a Special Committee comprised of Masshn and Mr.
Tucker was formed to negotiate with a Special Camemiof the Board of Directors
of NHR regarding a potential merger of NHR into NHDBuring 2006, the Special
Committee held numerous informal and formal mestimgpth separately and with
the NHR Special Committee. There were four formaktings of the full Board
during 2006 regarding the possible merger. The Ngp€cial Committee retained
outside counsel and an outside financial advisethi® purposes of advising them
on the negotiations. Ultimately the parties neajeti and signed a Merger
Agreement and Voting Agreement on December 20, 2006

The Board has formed and chartered three subcoe®sjtthe charters
being published on NHE website at www.nhccare.com. Each committee is
comprised of three independent directors, and eagtmittee is submitting a report
in this proxy. Each committee adopted its respeatharter, which provides that
each committee elects a chairman. These comnnitsetings serve as the vehicle
for regularly scheduled executive sessions of tremanagement directors. A
presiding officer is elected by the non-managerBersrd members at each
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executive session meeting that is held. The AQdinmittee charter is attached to
this proxy as Exhibit B.

The Audit Committee has adopted procedures toveaeid address
complaints regarding accounting, internal contaold auditing issues. The full
Board has adopted the NHC Code of Conduct and Hi& Maluesline, which are
described on the Comparywebsite and in this proxy under the heading
“Shareholder Communicatiofis.

COMMITTEE REPORTS

The Audit Committee, which formally met four times2006, has filed the
following report:

Report of the Audit Committee

The Audit Committee engaged BDO Seidman, L{BIYO”) for the
guarterly 2006 reviews and the December 31, 200@ afithe Company’s
consolidated financial statements and internalroboter financial reporting. At
the 2006 Annual Meeting, shareholders ratifiedAhdit Committeés selection of
BDO as independent registered public accountimg for the year ending
December 31, 2006.

During 2006, the Audit Committee reviewed the Compafinancial
reporting process on behalf of the Board of Diresend shareholders.
Management has the primary responsibility for theppration of financial
statements in the reporting process and for estabfj and maintaining effective
internal control over financial reporting. The Caanp's independent registered
public accounting firm is responsible for expregsam opinion on the conformity of
NHC's financial statements with generally accepterbunting principles, as well as
attesting to the effectiveness of NK@nternal control over financial reporting.

In this context, the Audit Committee has reviewad discussed with
management and the independent registered pulgiimatng firm the audited
financial statements, which are included in theemals accompanying this proxy.
It also meets quarterly in executive session Wwith@Companyg §404 compliance
officer and BDO. The Audit Committee has discussét the independent
registered public accounting firm the matters resglito be discussed by Statement
on Auditing Standards No. 61, as amended (Commtioicaith Audit
Committees) and as required by SEC and AMEX rulasaddition, the Audit
Committee has received from the independent regidtgublic accounting firm the
written disclosures and the letter required by pedelence Standards Board
Standard No. 1 (Independence Discussions with ADditmittees) and discussed
with them their independence from the Company &thanagement. Aggregate
fees billed for the following categories of send@e as follows:



2005 2006

Audit Fees (review of the Companyfinancial statements $437,014 $548,39Q
included in Form 10-Q, audit of the annual finahstatements
and Sarbanes-Oxley Section 404 attestation sejvices

Audit-Related Fees (assurance and related semades audit) -0 -0-
Tax Fees (tax compliance, tax advice and tax pfay)ni -0- -0-
All other fees -0- -0-

We were not billed for any other services for figgsar 2006 or 2005.

The Audit Committels Pre-Approval Procedure requires the full Audit
Committee to pre-approve any transaction with titeependent registered public
accounting firm, which was done.

In reliance on the reviews and discussions refeexbove and the
Restated Audit Committee Charter and legal requer@sapplicable for 2006, the
Audit Committee recommended to the Board of Dires;tand the Board has
approved, that the audited financial statementsnaaithgement’s Section 404
attestation report be included in the Company'suahReport on Form 10-K for the
year ended December 31, 2006 for filing with theuBities and Exchange
Commission and distribution to our shareholders.

The members of the Audit Committee are listed bel@&ach has been
determined to be independent and the Chairman fimdecially literate pursuant to
American Stock Exchange Rule 121(A). The Boardadiss found that Audit
Committee member and Chairman Lawrence C. Tucketsitbe SEC definition of
“Audit Committee Financial Expett.

Submitted by the National HealthCare CorporatiomlifCommittee.
Lawrence C. Tucker, Chairman
J. Paul Abernathy, M.D.

Emil E. Hassan

Report of the Compensation Committee

The Compensation Committee, which met three time&006, sets the
compensation principles for the Company and reviamésestablishes the principles
for individual compensation levels for the execetofficers.

The Compensation Committee has reviewed and disdutke
Compensation Discussion and Analysis with managéniased on this review
and discussion, the Compensation Committee recomhedeto the Board of
Directors that the Compensation Discussion and ysigbe included in our proxy
statement.
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The Compensation Committee adopted its charteretanuary 10, 2004,
and has published this charter on Nsl@ebsite.

COMPENSATION DISCUSSION & ANALYSIS

Since our founding in 1971, we have believed thatpartners (as we call
our employees) are the single most important eléimesur success. From our
Company’s beginning, we have attempted to desigrtanmpensation program to
be as similar as possible for all partners, irrespe of location, title or
responsibilities. For example, we attempt to miithe compensation plan for our
partners who deliver “hands on” care with the congag¢ion of their facility based
supervisors, regional office supervisors and hoffieeosupervisors, including the
executive officers of the Company. Thus, the felly overview addresses each
element of compensation both as it relates to oyl@yees generally and
specifically to our five named executive officetEOS”).

Historically we have designed and continually iempént a compensation
program for all partners with the objective of prbmg every partner the
opportunity to obtain total compensation equalrtbigher than individuals in
comparable markets or companies providing quadityises in long term health
care.

Over time our compensation plan has created elesneérrompensation in
three broad areas. First, current cash compensaggaond, equity related
compensation to allow partners to participate exghowth and performance of the
Company; and third, post employment compensatiinge benefits, while not a
significant element of our compensation prograre,aso discussed.

A. Cash Compensation

1. Base Salary Our partners, including executive officers, pagd a salary
which, in keeping with our overriding objective mérformance based
compensation, is generally less than the salafiemployees at
comparable companies. As the opportunity a pattasrto impact the
Company’s overall profitability and quality goatxreases, the
percentage of their income derived from base salaoyld decrease. In
general, we have no employment agreements witipaners,
including the NEOs, other than our center admiaistis and directors of
nursing, whose contracts are of one year duratased on public
documents, we believe that base salaries for o@dN&e below
salaries for comparable executive officers at “peempanies, but our
NEOs are afforded a far greater opportunity fofgrenance
compensation.

2. Bonus CompensationOur partners, from the hourly workers in our
health care centers to the NEOs, have the opporttmparticipate in
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cash incentive compensation plans. All of ouragfifs, both NEOs and
other executives, have allocated among themsédheesesponsibility for
predetermined annual Company financial and qualifgctives and can
earn performance bonuses from the Pool describlegvbdn addition,
executive officers, including NEOs, have the opyiaitly to earn
performance bonuses in amounts predetermined gifp@adividual
plans and payable upon obtaining the goals anctibgs of that plan.

These bonuses are typically funded from our “ExgeuPerformance
Incentive Plan,” which has been in operation in foxen or another
since 1977. The current plan was established pprbaed by our
shareholders at the 2002 Annual Shareholders Mgefihis Executive
Performance Incentive Plan (the “Plan”) requires the achieve a
significant annual return for our shareholders ptdoany material
performance compensation awards. At the commenuenfieach
calendar year the Board approves a pre-tax eargiogs A $3,000,000
base bonus is available for award even if the perdioce goals are not
met. If the pre-tax earnings goal is met, a Paréorce Incentive Bonus
Pool (the “Pool”) is calculated with a second comgrat calculated as
follows:

- Shareholders are allocated a 15% return on begjregunity, and

- The second component is 30% of pre-tax net incdiae deducting
both a $3,000,000 base bonus and a 15% returnginreg
equity.

The Plan is available for performance compensatiaur NEOs, as
well as others. The Plan was approved by the bblters, which
enables us to fully deduct for tax purposes comg@s paid under the
Plan. At the conclusion of each fiscal year, thraf allocates (in
accordance with the terms of the Plan) the Poolrgntlbe NEOs and, in
consultation with management, among other partitipa

In making its allocation of the Pool, our Board'srfipensation
Committee initially reviews our CEQO’s salary antbeates a portion of
the bonus to him based on his performance in biglthe attainment of
the corporate goals and objectives formulatedtat tiscal year. The
goals and objectives are communicated to the execafficers early in
the year. The attainment of particular goals dugcreate a right to a
particular bonus amount. In addition and as peiti@ Committee’s
analysis, the Committee studies the compensatimhipaomparable
companies for comparable positions. Finally, tbegsider any stock
awards or other compensation paid to our execufifigers for that
fiscal year.
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B. Equity Based Compensation

Our equity based compensation program has two ommponents. First,
for every year since we have been a public compa®§3) we have maintained a
Partner Stock Purchase Plan (the “PSPP”). Pursadhe PSPP, every partner in
the Company may contribute, by payroll deductigntau$25,000 per year which is
then used at the end of the year to purchase fienCbmpany shares of common
stock at a price equal to the lesser of the clopiiae on the first trading day of the
fiscal year or the closing price on the last trgditay of the fiscal year. Tax
regulations prohibit us from allowing participationthe PSPP by any partner who
is a 5% or greater shareholder. The purpose dP8#P is to encourage our
partners to acquire equity ownership in the Comgangllowing them to purchase
our equity at (hopefully) an advantageous pricé.o@ five NEQO'’s, Robert G.
Adams, Donald K. Daniel and D. Gerald Coggin pated in the PSPP this year.

The second component of our equity compensatibased upon
traditional stock option grants. We have maintdiskareholder approved stock
option plans since 1983. The most recent plans wdopted in 2004 and 2005.
Although these plans authorize the Board and its@@msation Committee to issue
various types of derivative equity, including stagipreciation rights and restricted
stock, only traditional stock option grants haverbésued. Every stock option we
have issued has been with an exercise price et &tading price of our stock on
the American Stock Exchange on the stock optiorésigdate. The objective of our
stock option policy is both to reward participatipgrtners for their efforts by
sharing in the Company’s stock value increase s@chnd, to induce partners to
remain with us. We accomplish the latter by grapfive year stock options with
an additional twelve month period during which @@mpany can repurchase an
exercised stock option from any partner who terteis@mployment. Additionally,
from time to time the Board has approved the uggadfof the bonus allowed under
the Executive Performance Incentive Plan to be paid special cash bonus to
participating partners to assist them in exercisimgystock options. When this cash
bonus is authorized it generally carries an addditidgime period during which the
partner must remain employed or forfeit the bonimsthe last five years stock
option grants have been made to a group of Boamtified “Key Employees”
which includes executive officers, department heeetional staff and certain home
office partners, generally 30 to 40 partners ialtot

Stock options to executive officers are genergitbnted every three to four
years. Stock options were last granted to exeewtfficers in 2004. The grant of
stock options is recommended to the Board by tleewive officers. Historically
there have been some stock option grants which marexercised because they
were never “in the money.” The Company has neepriced stock options. We
have never had written policies for the issuancgta@dk options but historically the
full Board has utilized management’s recommendatiafong with a review of the
group of individuals recommended in approving ttoels option grants. Also, the
Board, upon approval of the grants, has normaltiiaized management to grant
the stock options at their discretion. The Complaay never relied upon either the
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release of material information or the non-releas@aterial information when
issuing the grants.

C. Retirement and Post Employment Compensation

In keeping with our focus on performance compengatie also believe in
the_personal responsibilityf the partners to plan for their retirement. i@ tend we
have long used a qualified defined contributiomphe “401(k) Plan”), which is
available to all partners, including our NEOs anavjled by a third party.
Qualified plans such as the 401(k) Plan carry Withm a limit on the amount of
compensation that “highly compensated” employeesdeder. All of our key
employees are considered highly compensated agdtieugreatly curtailed in their
ability to contribute to the 401(k) Plan. Accorgiy, the Company offers its highly
compensated employees the opportunity to partieipad non-qualified Key
Employee Deferred Compensation Plan (the “Key Egg#dPlan”) provided by a
third party. Like the Key Employee Plan, the 4Q¥lan is also administered by a
third party and both plans offer participants a mehinvestment choices. In the
401(k) Plan, the Company matches the partner'sitaomions to the plan in an
amount equal to 50% of the partner’s contributiprtau2.5% of the their total
quarterly compensation. The 401(k) Plan has aapadption of investing in our
common stock, but the matching contribution is miadspective of the investment
choices by the partner.

In the Key Employee Plan, the Company will matékolof a partner’s
contribution to the plan only to the extent thetpar's contribution is invested in
our stock. All Company contributions are vestecwkhe participant has been in
the plan for eight years. Two of the Company’s ME@amely Mr. Daniel and Mr.
Ussery, participated in the third party administeikey Employee Plan in 2006,
with the amounts of the Company contribution bedisglosed in the Summary
Compensation Table and their individual deferra@tailled in the narrative. All of
the NEOs are now 100% vested in the Company makble. Key Employee Plan is
not provided by the Company; it is provided by Naél Health Corporation. We
reimburse National Health Corporation actual expsriscurred by it in providing
our partners, plus a fee of one percent.

D. Fringe Benefits

The following fringe benefits are available to@llour managerial
partners, including the NEOs:

- Cars are provided to only those officers or pagenose job
requirements dictate travel in excess of 20,00@ser year. None of
our NEOs have such cars.

- Normal and customary business expenses incurriet iperformance of
the Company’s duties are reimbursed based upotewiguidelines. For
instance, the use of an individual's car for Conyplansiness receives
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reimbursement at $.40 per mile (reviewed and ag§uperiodically) and
a $30.00 monthly allowance is given for cell phosage for individuals
whose job requirement keeps them away from theim@) office base
for a significant amount of time. We note that dbilifOs do not receive
reimbursement for use of a personal cell phone.

We lease a stadium box (seats 18) at L.P. Fielashville, Tennessee,
home of the NFL's Tennessee Titans. This boxlecated on a game by
game basis to NHC'’s various regions but one NEg@eiterally expected
to be in the box as a host for each game. MostipNEOs personally
purchase their own tickets to the games.

We have a time share interest equal to 50 houag ¢ifne per year on a
Beech Jet 400A. To the extent that it appearEtmapany will not be
utilizing its full 50 hours, executive officers addectors are allowed to
use the plane for personal purposes, but must tesalithe Company for
the actual charges assessed by the managementroofopthe use of
the plane. To the extent any of the NEOs have tiseglane, it is noted
in the footnotes to the Summary Compensation Table.

All full time partners, whether hourly or salariede covered with
Company sponsored health insurance and must indilljdpay a portion
of the premium for the plan in which they enrdt addition, all benefit
eligible employees are provided with a life inswwmigomponent, the
premium of which is paid for all employees by thentbany.
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2006 Summary Compensation Table

Change i
Pension
Value ang
Non- Non-
Equity | qualified
Incen- | Deferred
tive Plarf Compen-
Name and Stock | Option [Compent sation | All Other
Principal Salary | Bonus [Awardg Awards| sation | Earnings| Compen-
Position Year ($) ®D | ®H?| ¢ | (" ($) |sation ($)°| Total ($)
@ b (© (d) (e) ® @ (h) 0) @®
Robert G. 2006 145,38% 950,00 0 206,501 0 0 521,301,938
Adams,
President &
CEQ®
D. Gerald 2006( 111,356 10,00( 0 54,906 392,59 0 1,452 570,304
Coggin, Sr.
V.P., Corp.
Relations
Donald K. 2006 124,231 600,00 0 57,73(¢ 0 0 19,047 801,00
Daniel, Sr. V.P
& Controller,
Principal
Accounting
Officer
Charlotte A. 2006| 124,231 600,00 0 54,7464 0 0 52 779,02
Swafford, Sr.
V.P. &
Treasurer
Michael Ussery 2006| 111,949 20,00( 0 42,082 436,78% 0 14,099 624,914
Sr. V.P.,
Operations

(€}

(2)

The Executive Performance Incentive Plan is desiga@ward executive officers and other Key
Employees of the Company. If the Company meetaiceperformance targets, the plan creates a
minimum $3 million pool which can be increased B9@Bof any pre-tax income of the Company
above a 15% return to shareholders on beginningyedine Compensation Committee recommends
and the Board approves an initial allocation ofah®unts earned subject to a final allocation made
by the Compensation Committee and ratified by thieBfoard at the end of the fiscal year. At the
end of 2006 the Compensation Committee allocat&® $D0 of this pool to the Chief Executive
Officer and lesser amounts (as identified in thm®ary Compensation Table) to the other four
NEOs. The allocations for Mr. Coggin and Mr. Ugseere based on their success in reaching the
Company’s 2006 goals for which they were respossiiir. Adams, Mr. Daniel and Ms. Swafford,
due to their positions, were not held responsibtatie performance of specific goals, thus their
allocation of the Executive Performance IncentilanRs strictly as determined by the
Compensation Committee and ratified by the Bodnddetermining the amount to award Mr.

Adams, Mr. Daniel and Ms. Swafford, the Compensa@ommittee took into account the total
compensation earned by the CEO, Controller andstirea at other publicly traded long-term care
health care companies, namely HCR/Manorcare, SadtiHand Kindred Health. Finally, the
Compensation Committee calculated the gain to BIDN on the stock option awards granted in
2004 which will not vest until 2009. Based on thimlysis, the bonus compensation for Mr. Adams,
Mr. Daniel and Ms. Swafford was allocated as sehfabove.

No stock awards were made to NEOs or key emplogegsg 2006.
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©  None of the NEOs were granted stock options in 286@ever, current outstanding options that
were granted in March 2004 have been computeddordance with Statement of Financial
Accounting Standards No. 123 (revised 2004), “Stgaeed Payment” (“SFAS 123(R)") in this
column.

@ Mr. Coggin and Mr. Ussery have individual perforramlans based on quality, financial and
growth goals of the Company.

®  The amounts listed in the All Other Compensatiolutmm are comprised of the Company match to
the NEOs' 401(k) Plans, deferred compensation atahgroup term life insurance benefit ($51.96
each). Mr. Adams was given a match of $0 to thE(g0Plan and $0 to the deferred compensation
plan. Mr. Coggin received a $1,400 match to his(KPPlan and $0 to the deferred compensation
plan account. Mr. Daniel received a match of $&6bis 401(k) Plan account and $18,645 to the
deferred compensation plan. Ms. Swafford receav&@ match to her 401(k) Plan account and $0 to
the deferred compensation plan. Mr. Ussery redevmatch of $998 to the 401(k) Plan and
$13,050 to the deferred compensation plan.

® Robert G. Adams is also a director of NHC but reegino compensation as a director. During 2006
Mr. Adams used the plane for personal businesgparsbnally paid $9,763.76 for its use.

During 2006, Mr. Adams and Mrs. Swafford did nefat any
compensation under both the non-qualified defecaedpensation plan and the
Company’s 401(k) Plan. Mr. Coggin did not defey abmpensation under the non-
qualified deferred compensation plan but did makaributions under the
Company’s 401(k) Plan in the amount of $10,800. Maniel deferred $124,300
under the non-qualified deferred compensation ptach$4,100 under the 401(k)
Plan. Mr. Ussery deferred $87,000 under the nalifipd deferred compensation
plan and $7,695 under the 401(k) Plan.

The Chief Executive Officé&s compensation is based on his performance in
light of the corporate goals and objectives appddwethe Committee. In
determining the long-term incentive component ef @hief Executive Officés
compensation, the Committee considers the Comgpgmyformance and relative
shareholder return, the value of similar incentwerds to chief executive officers
at comparable companies and the awards given tGhred Executive Officer in
past years. The CommitteeChair meets with the Chief Executive Officer o t
Company to discuss the annual evaluation of thef@hiecutive Offices
performance. Robert G. Adams has been the Chieflive Officer since
November 1, 2004.

In the column entitled “All Other Compensation” amounts are shown
for any of the executive officers for the use af ompany’s NFL box at L.P. Field
in Nashville since most of our executive officeess personally purchased their
own seats. Additionally, no contributions are mémtepersonal use of the
Company’s time share aircraft in 2006 since thecatree officers paid for any
personal use out of personal funds.
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For additional details on the Non-Qualified DegelComp Plan, please
see the details in the table so identified.

Grants of Plan-Based Awards (Nonein 2006)

2006 Outstanding Equity Awards at Fiscal Year-End

Option Awards Stock Awards
Equity
Equity | Incentive
Incentivg  Plan
Equity Market| Plan | Awards:
Incentive Value | Awards: |Market or
Plan of Number | Payout
Number [ Number | Awards: Shareg of Value of
of of Number Number| or |UnearneqUnearned
Securitieg Securities of of Share[ Units | Shares,| Shares,
Under- | Under- |Securities or Units| of Units or | Units
ying Un- | lying Un-| Under- of Stock| Stock| Other | Or Other
exercised exercised lying Un-| Option That | That [ Rights | Rights
Options | Options | exercised Exer- | Option | Have | Have [That HavdThat Havq
#) #) Unearned cise | Expir- Not Not Not Not
Exer- | Unexer-| Options | Price | ation | Vested|Vested Vested | Vested
Name cisable | cisable #) %) Date #) %) (#) %)
(@ (b) (c) (d) (e) ® (@) (h) (0] @
Robert G. 0 170,17 0] $20.9¢ 3/23/04 0 0 0 0
Adams,
President &
CEO
D. Gerald 0  39,00( 0] $20.9¢ 3/23/09 0 0 0 0
Coggin, Sr.
\V.P. Corp.
Relations
Donald K. 0 39,00( 0] $20.9¢ 3/23/09 0 0 0 0
Daniel, Sr.
V.P. &
Controller,
PAO
Charlotte A. 0 39,00 0] $20.9¢ 3/23/04 0 0 0 0
Swalfford, Srf
V.P. &
Treasurer
Michael 0  31,20( 0] $20.90 3/23/09 0 0 0 0
Ussery, Sr.
V.P.,
Operations

No equity awards were issued in 2006. The cuwatgtanding grants to
executive officers and other Key Employees of thenGany were stock options
issued on March 24, 2004, which vest March 23, 2009
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2006 Option Exercises and Stock Vested

Option Awards Stock Awards
Number of Number of
Shares Value Shares Value
Acquired Realized | Acquired Realized
on Exercise | on Exercisd on Vesting | on Vesting
Name (# (©) (#) (%)
(@) (b) (©) (d) (e)
Robert G. Adams, President & 29,821 $1,049,69 0 0
CEO
D. Gerald Coggin, Sr. V.P., Cor| 11,000 387,20 0 0
Relations
Donald K. Daniel, Sr. V.P. & 11,000 387,20 0 0
Controller, Principal Accounting
Officer
Charlotte A. Swafford, Sr. V.P. § 11,000 387,20 0 0
Treasurer
Michael Ussery, Sr. V.P., 8,800 309,76 0 0
Operations

2006 Pension Benefits (None)

The Company does not offer any pension benefitpltnus this table is

not utilized.
2006 Nonqualified Deferred Compensation
Executive| Registrant Aggregate
Contri- Contri- Aggregate | Aggregate [ Balance
butions in| butions Earnings [Withdrawals| at Last
Last FY | in Last FY | in Last FY® | Distributions| FYE®
Name $) $) 3) $) $)
(@) (b) (©) (d) (e) (f)
Robert G. Adams, 0 0 - 0 -
President & CEO
D. Gerald Coggin, Sr. 0 0 - 0 -
V.P., Corp. Relations
Donald K. Daniel, Sr. 124,30 18,641 - 0 -
V.P. & Controller, Prin.
Accounting Officer
Charlotte A. Swafford, 0 0] - 0 -
Sr. V.P. & Treasurer
Michael Ussery, Sr. V.P 87,00( 13,05( - 0 -
Operations

@ The Key Employee Plan is not provided by the Camymnd as such the Company has no
responsibility for Aggregate Earnings or the AggriegBalance. While the Company funds and
expenses the contributions to the Plan, the Comjzangt obligated to pay the executive the aggeegat
balance of the nonqualified deferred compensatimoant and the aggregate balance is not a claim on

the Company’s assets. Therefore, no amounts pogteel under these columns. See paragraph C of the

CD&A on page 14.
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The Company’s only non-qualified deferred compé&oagplan has been
previously described under “Key Employee Non-QiedifDeferred Compensation
Plan.” The above table indicates that only twohef five executive officers
participated in the plan during 2006, althougHia# have participated in previous
years. The amounts set forth in column (c) in26@6 Nonqualified Deferred
Compensation Table above are included in the Sugpn@ampensation Table in
column (i).

DIRECTOR COMPENSATION

Our historic and current principles of directazempensation all aligned
with the overall goals and objectives of overalitpar compensation. That is, the
directors (as the policy makers for the Compangu&hbe compensated primarily
by the financial and quality performance of the @amy and only secondarily by
fixed cash compensation. Accordingly, director pemsation is divided into two
components:

A. Cash Compensation

Historically and currently directors receive casimpensation based on
meetings actually attended in person. The cumempensation is $3,000 per
regularly scheduled meeting attended and is an atwehich was recommended to
the Board by the Chief Executive Officer but whiohy be set at the Board’s
discretion as it sees fit. Since 2002 the Compasyaiso chartered and created
three Board committees: the Nominating and CorpoGavernance Committee, the
Compensation Committee and the Audit Committeestdtlically and currently no
additional payments are made to either committemalmees or the chairman of these
committees; it being the Board’s usual practicenget as a group for all committee
meetings and then adjourn into the full Board nmggti

B. Equity Awards

Under a Board of Directors Stock Option Plan apptbby the Company’s
shareholders, directors receive a five-year stqtlon granted and issued on the
day of the annual meeting of the shareholders gaahwith an exercise price set at
the closing price of NHC’s common stock on that.d&uch options expire at the
end of five years and vest immediately upon grdiite Board has historically paid
scant attention to compensation of comparable carepdecause it has been able
to attract and retain independent Board membdfeaturrent compensation level.
However, the Board has reviewed its total compémsgtackage this year in the
light of compensation paid to directors of compésdiealth care companies and has
found its compensation to be in the mid-range ifimilar companies.
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2006 Director Compensation

Change in
Non- Pension
Fees Equity Value and
Earned Incentive [Nonqualified
or Plan Deferred | All Other
Paid in| Stock | Option| Compen-| Compen- | Compen-
Cash | Awards | Awards| sation sation sation Total
Name (%) $) @ (%) Earnings (%) ($)
(@ (b) (c) (d) (e) ®) (@) (h)
J. Paul Abernathy, M.D.| 18,00 0] 143,414 0) 0) 0 161,414
Robert G. Adams 0 0) 0) 0) 0] 0) 0)
\W. Andrew Adams 18,00 0] 143,414 0) 0 0 161,414
Ernest G. Burgess Il 18,00( 0] 143,414 0 0 0 161,414
Emil E. Hassan 48,00 0] 143,414 0) 0) 0 191,414
Richard F. LaRoche, Jr.| 30,00( 0] 143,414 0) 0] 0 173,414
Lawrence C. Tucker 48,00 0 143,414 0 0 0 191,414

@ Stock Option shares unexercised and outstandiigda the following: O shares for Dr. Abernathy,
320,000 shares for Mr. W. A. Adams, 170,179 shimebIr. R. G. Adams, 45,000 shares for Mr.
Burgess, 45,000 shares for Mr. Hassan, 60,000 sfar®r. LaRoche, and 70,000 shares for Mr.
Tucker, of which all may be acquired upon the elserof stock options granted under the Company's
2002 Stock Option Plan, 2004 Stock Plan or 2008KSRdan.

From time to time the Board may form independemmittees. These
committees are empowered to retain outside advawigpay themselves additional
compensation for their work. Mr. Robert G. Adams CEO of the Company,
receives no compensation for service on the BobRirectors. Mr. W. Andrew
Adams was compensated for attendance at six reBakmd meetings during 2006,
receiving $3,000 per meeting. Directors AbernaBuyrgess, Hassan & Tucker
each attended six Board meetings in 2006, rece®®@00 per meeting. Mr.
LaRoche attended six Board meetings in 2006 fockwheéceived $3,000 per
meeting and additionally received $3,000 per qudotehis work as a non-
employee Board Secretary. Directors Hassan ankeFserved on the Special
Committee of the Board for purposes of the propesether of the Company and
National Health Realty, Inc., for which they weech compensated $30,000.

The Company’s directors do not participate in athyer compensation
plans or programs of the Company. To the extenbmpany does not anticipate
its airplane rental will be totally utilized in Cgrany business, directors have the
ability to rent the Company plane at the actuatgpdharged by the management of
the plane to the Company. During 2006 Mr. Roberarad and Mr. LaRoche used
the plane for personal business and personally$&ic63.76 and $15,404.65
respectively.
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Pursuant to the Company’s shareholder approveetidirs Stock Option
Plan, directors who are not executive officers atigueceive an option to purchase
15,000 shares of the Company’s common stock atdtsng price on the date of the
annual shareholders meeting each fiscal year.uBot$o SFAS 123(R) the 15,000
shares that were granted on May 3, 2006 had a dedeffair value of $9.56 per
share. The option exercise price for these shamegever, is $44.25 per share. On
October 16, 2006, Dr. Abernathy exercised the Xbdares that were granted to
him on May 3, 2006.

We have carefully considered these compensatiogrgnes, always taking
into account shareholders' concerns and feel tirgprmgrams and the
compensation which they produce for not only owercexive officers but also
partners in all areas of the Company and its sidrséd are vital to our continuing
efforts to obtain and retain our people and improvecompetitive position.

Emil E. Hassan, Chairman
J. Paul Abernathy
Lawrence C. Tucker

Report of the Nominating and Corporate Governanm@ittee

The Nominating and Corporate Governance Comnttessponsibilities
include providing assistance to the Board of Dwesin identifying and
recommending candidates qualified to serve astdireof the Company, to review
the composition of the Board of Directors, to depelreview and recommend
governance policies and principles for the Compamy to review periodically the
performance of the Board of Directors. The prodeswed by the Committee is
to identify qualified individuals for Board membkig and recommend them to the
full Board for consideration. This includes altgntial candidates, whether initially
recommended from management, other Board membeisaoeholders of the
Company. Nominations by shareholders should betséyational HealthCare
Corporation, 100 Vine Street, Suite 1400, MurfreeebTennessee 37130, Attn:
Nominating and Corporate Governance Committee. $uth nominations by
shareholders shall include the candidateme, together with appropriate
biographical information of the candidate and &esteent as to whether the
shareholder or group of shareholders making themnewendation has beneficially
owned more than 5% of the Compan€ommon Stock for at least one year as of
the date the recommendation is made. If the apiatepbiographical information is
provided on a timely basis, the Committee will exé shareholder recommended
candidates by following substantially the same gss¢ and applying the same
criteria, as it follows for candidates submitteddtlgers.

In determining whether to recommend a candidatéhiBoards
consideration, the Committee looks at various gatmcluding experience, an
understanding of the health care industry, finaaroeé accounting. The principal
qualification of a director is the ability to aetceessfully on the shareholders
behalf. The Committee then evaluates each nongindaloes an internal rank
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ordering. Existing Board members are automatiaailysidered by the Committee
for a term renewal. The Company believes thattiective experience and
qualifications of the directors should provide @iety of understanding and abilities
that will allow the Board to fulfill its responsiiies. The Company has not paid a
fee to any third party to identify, evaluate orisisi identifying or evaluating
potential nominees.

The Nominating and Corporate Governance Commitéée tne meeting
in 2006. The Committee also met on February 1872@hich resulted in the
nominations of Mr. LaRoche and Mr. Tucker for reation to the Board.

J. Paul Abernathy, Chairman
Emil E. Hassan
Lawrence C. Tucker

Section 16(a) Beneficial Owner ship Reporting Compliance

Section 16(a) of the Securities and Exchange A&98# as amended
requires officers, directors, and persons who ownrenthan 10% of the Company's
equity securities to file statements of changeseineficial ownership (Forms 4 or 5)
with the Securities and Exchange Commission (th€)&hd the American Stock
Exchange. Officers, directors and greater than $B&b6eholders are required by
SEC regulations to furnish the Company with copieall such forms they file, and
must make such filings with the SEC within 2 dajamy applicable transaction.
The Company reminds all of the officers and direstaf this requirement monthly.

To the Company's knowledge and based on the resfighe copies of
such forms received by it and monthly statementsiged by officers and directors,
the Company believes that during 2006 all filingueements applicable to its
officers, directors, and greater than 10% bendfaamers were filed timely, except
for one Form 4 filing for Lawrence C. Tucker thaasfiled one day late on March
28, 2006 for the exercise of a stock option. Othan this one filing, the Company
knows of no untimely filings being made.

Certain Relationships and Related Transactions

A. Related Persons. NHC employs three persons who are
immediate family members of directors and/or exgeutfficers as described in this
proxy under the captiotDirectors & Executive Officers of Registrdmf NHC and
who receive in excess of $60,000 in salary andfitenel. Buckley Winfree and
Lynn B. Foster are administrators of nursing hoames are compensated in
accordance with the same standards that are apgpletadministrators of NHC
nursing facilities. W. Robert Coggin is the NHCparate Life Safety Coordinator
and is compensated in accordance with industndstals, plus he receives
incentive compensation for his responsibilitiesegard to safety compliance.
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B. Relationship with W. Andrew Adams. Board member W.
Andrew Adams, through his wholly owned subsididtgnagement Advisory
Source, LLC, had entered into a contract with tben@any for the provision of
accounting, personnel and risk management servidgsh were then provided by
Management Advisory Source, LLC to NHI. The coatraith NHC was canceled
effective December 31, 2006. NHC received compérsian the amount of
$1,313,000 from Management Advisory Source in 2006.

C. Relationship with National Health Investors, Inc. In 1991,
NHC formed NHI as a wholly-owned subsidiary. Thentpany then transferred to
NHI certain healthcare facilities owned by us arsdributed the shares of NHI to
NHC'’s shareholders. The distribution had the éftéseparating NHC and NHI
into two independent public companies. Mr. W. AswdrAdams is President and
Chairman of the Board of NHI as well as ChairmathefBoard of NHC. At
December 31, 2006, NHC owned 1,045,642 shares J5i%HI’'s outstanding
common stock.

On October 17, 1991, concurrent with NHC’s convegaaf real property
to NHI, the Company leased from NHI the real propef 40 long-term health care
centers and three retirement centers. On DeceRhHe&005, under an agreement to
the master lease, NHC exercised its option to eixtiea existing master lease on 41
properties for the second renewal term. The 4pegntees include four Florida
properties that are leased to and operated bysythet for which NHC continues to
guarantee the lease payments to NHI under the meaate. The 15-year lease
extension began January 1, 2007 and includes #udi&onal five-year renewal
options, each at fair market value. Under the $eofithe lease, base rent for 2007
will total $33,700,000 with rent thereafter escalgtby 4% of the increase in
facility revenue over a 2007 base year.

D. Relationship with National Health Realty, Inc. In 1997, NHC
formed NHR as a wholly-owned subsidiary and thangferred to it certain health
care facilities then owned by NHC. NHC then disited the shares of NHR to
NHC's shareholders. The distribution had the ¢ftédseparating NHC and NHR
into two independent public companies. NationahltheCare Corporation owns
363,200 shares of NHR.

1. Master Operating Lease Extended and AmendadAugust 1,
2005, NHC elected to exercise its option to extiwedterm of its leases of
properties from NHR’s subsidiary for two additioffize year terms until December
31, 2017. The currently running initial term oétleases expires on December 31,
2007. The leases were also amended to grant NHpt&on to renew the leases at
fair market value for a second extended term ofyesars until December 31, 2027,
assuming no defaults.

The lease payments for the extended ten-year tethe deases that begin
on January 1, 2008 are the same lease paymentsdalatequired in the initial term
of the lease, including an annual inflator for gertage rent. The lease payments
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for the second extended ten-year term that beginkaouary 1, 2018, if renewed,
will be at fair market value as determined at thetof the lease renewal.

The leases have also been amended to providd tEd pays for the
construction of a bed addition, then the existingual rent for that center will be
increased by .75% of the cost paid by NHC for thiestruction of the addition.
Revenues produced within the addition shall beweded from any percentage rent
calculation. At such time as NHC is no longerraatg by virtue of lease
terminations, then NHR shall purchase the bed mtditpaid for by NHC but un-
reimbursed by NHR for the lesser of (1) the apg@igalue of the addition or (2)
the construction cost incurred by NHC plus 50%rof appraised value increase
over cost. In addition, NHC agrees at NElRequest to finance NH&Rpurchase of
the addition with a floating rate interest-only eett the prime rate of interest for a
period of up to two years. NHC has submitted tinlisof certain NHR owned
properties expected to be expanded by NHC for wtiehconstruction cost is
expected to total approximately $30,586,000.

2. Restated Advisory, Administrative Services &adilities
Agreement (“Advisory Agreement”)NHR has an Advisory Agreement with NHC
pursuant to which a subsidiary of NHC provides@umenpany with investment
advice, office space and personnel. NHC is NHRimary tenant, operating ten
licensed skilled nursing facilities, three assidieitig facilities and one independent
living center, the real estate of which facilitieowned by NHR.

NHC, in its role as Advisor, is subject to the swmon of and policies
established by NHR’s Board of Directors. The AdwsAgreement expired
December 31, 2003 and thereafter is renewed frantgeyear unless earlier
terminated. Either party may terminate the Advisdgreement at any time on 90
days written notice, and NHR may terminate the Adwy Agreement for cause at
any time. During 2006, compensation under the salyi Agreement was
$524,000.

E. Proposed Merger Agreement Between NHC and National
Health Realty, Inc. On December 20, 2006, National HealthCare Catjpor and
its wholly-owned subsidiaries, NHC/OP, L.P. and Bacquisition Sub LLC and
NHR entered into an Agreement and Plan of Merder“(flerger Agreemeri}.
Pursuant to the Merger Agreement and subject wipeof the required stockholder
vote, NHR will consolidate with its wholly-ownedIssidiary New NHR, Inc., as the
result of which a new Maryland corporation (tf@onsolidated Companywill be
formed. Subject to the receipt of the requiredigtolder vote, regulatory approval,
and consummation of certain other transactionsifspedn the Merger Agreement,
the Consolidated Company will be merged with arid Davis Acquisition Sub
LLC (the “Merger’) which will continue as a wholly-owned subsidiafyNHC/OP,
L.P. and shall succeed to and assume all the ragtdbligations of the
Consolidated Company.
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Pursuant to the Merger Agreement, each outstaraimgnon share of
NHR not owned by Davis Acquisition Sub LLC, NHC/QPPR., or NHC will be
converted into the right to receive one share of2!N&eries A Convertible Preferred
Stock (the‘Preferred Stoch, plus $9.00 in cash. Each share of the Prefe3tedk
will be entitled to cumulative annual preferredidends of $0.80 per share and will
have a liquidation preference of $15.75 per shdiee Preferred Stock will be listed
on the American Stock Exchange and will be conbkrtat any time at the option of
the holder into 0.24204 shares of National Healte@orporation common stock,
subject to adjustment. The transaction will reg@iash of approximately
$90,000,000. In addition to NH€operating cash, we may borrow from our captive
insurance company subject to regulatory requiresnensell marketable securities.

The Board of Directors of NHC has approved the Mesgreement and
the Merger and has determined that the Mergertisdrbest interest of National
HealthCare Corporation shareholders. The Boaré\ed that the combined
company will provide the present shareholders ofoNkith a more focused and
efficient corporation whose interests are moreaipaligned with those of its
shareholders. Furthermore, we believe that thegbtewill (i) provide NHC with a
larger asset and equity base that is anticipatedhance NHG future growth and
prospects for long-term increased in stockholdéreg(ii) provide NHC with
greater operating flexibility to renovate and exgpén facilities; (iii) free NHC
management from the burden of having to managetviaticly traded companies,
and allow NHC management to devote more time tartheagement of NHE core
business operations; (iv) negate the possibhigg NHR could be acquired by a
competitor of NHC; and (v) broaden NMCaccess to debt financing sources.
Following the merger, NHC will no longer be requait® make lease payments to
NHR. Assuming the continuation of current opemtirends, the elimination of
such required lease payments will result in a suttist! increase in the annual
recurring free cash flow of NHC, even after promglifor the preferred dividends
which NHC will be required to pay on the Prefer&dck. In addition, the Merger
will eliminate the financial uncertainty that retad from the periodic negotiation
and renegotiation of the leasing terms of the ptgethat NHR leased to NHC.

Completion of the Merger is subject to Hart-ScatiElRo anti-trust review
and approval by shareholders of National Health@amgooration of the NHC
proposal and shareholders of National Health Rekdty of the NHR proposal.
There can be no assurance that such approvalbevgtanted.

F. Poalicies and Proceduresfor Related Party Persons Review.
While the Company has yet to adopt a formal writielicy, the Audit Committee
of our Board of Directors evaluates any transact@wrangement or relationship in
which NHC and any of its subsidiaries is a partcipand the amount involved
exceeds $120,000 in which an executive officeedor, director nominee or 5%
stockholder (or their immediate family membersfeaf whom we refer to as a
“related party”) has a direct or indirect materigkrest.
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A related party transaction reviewed under thécgakill be considered
ratified if it is approved by the Audit Committethé¢ “Committee”) after full
disclosure of the related party’s interest in ttaasaction. As appropriate for the
circumstances, the Committee will review and coasid

» the related party’s interest in the related paingaction;

» the approximate dollar value of the amount involirethe related party
transaction;

» whether the transaction was undertaken in the argioourse of the
Company’s business;

» whether the terms of the transaction are propasée tor were, entered into on
terms no less favorable to us than terms that doaNe been, or have been,
reached with an unrelated third party;

» the purpose of, and the potential benefits to utheftransaction;

* whether any alternatives were considered that woatdhave involved a
transaction with a related party;

« any other information regarding the related paidpsaction or the related party
in the context of the proposed transaction thatlevbe material to investors in
light of the circumstances of the particular trantien.

The Committee may approve the transaction ortlypafCommittee
determines that, under all of the circumstancestrinsaction is in the Company’s
best interest. The Committee may impose any ciongditon the Company in
connection with the related party transaction thdéems appropriate.

PROPOSAL |
ELECTION OF DIRECTORS

Pursuant to our Articles of Incorporation, the diogs are divided into
three groups. Each group is elected for a three-tgem and only one group is up
for election each year. At the February 13, 20@#&ting, two directors were
nominated for re-election by the Board, each ftare of three years or until their
successors are duly elected and qualified.

Richard F. LaRoche, Jr. and Lawrence C. Tuckereatly directors of the
Company, are nominees for re-election to the Bbgrthe Nominating and
Corporate Governance Committee. They were unarsim@ypproved on motion
made by Mr. Hassan and seconded by Dr. Aberndtiifess authority to vote for
the election of directors has been specificallyhhélld, your proxy holder intends to
vote for the election of Messrs. LaRoche and Tutldrold offices as directors.

If the nominees become unavailable for any reaadwich event is not
anticipated), the shares represented by the emncfesy may (unless such proxy
contains instructions to the contrary) be votedsfaech other person(s) as may be
determined by the proxy holder.
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THE BOARD OF DIRECTORSRECOMMENDSA VOTE " FOR"
THE DIRECTORS.

PROPOSAL 11
RATIFICATION AND APPROVAL OF THE NHC “EXECUTIVE OFFICER
PERFORMANCE BASED COMPENSATION PLAN” - THE “PLAN”

Section 162(m) of the Internal Revenue Code of J&8&mended
[“Section 162(nf] provides that compensation in excess of oneanildollars paid
for any year to a corporatitmchief executive officer and the four other highgesd
executive officers at the end of such ye&@dvered Employeé&swill not be
deductible for federal income tax purposes unlessam conditions are met. One
such condition is that the compensation qualif@arformance based
compensatich Section 162(m) provides, among other thingg, shareholders
must be advised of and approve the material tefrtteegperformance goals under
which compensation is to be paid, and under cedantitions must re-approve the
material terms of the performance goals everyywars. The following is a
summary of the Compats/Executive Officer Performance Based Compensation
Plar’ which was adopted by the Board at its meeting oneshber 1, 2001 and
approved by the shareholders at the 2002 Annuak8bklers Meeting. This same
plan is now being re-submitted for shareholdeficatiion and approval for 2007.

Performance I ncentive Bonus Pool (the" Pool"). The annual Pool is
calculated as follows: At the commencement of eatbndar year the Board shall
approve a pre-tax earnings goal. If the pre-tariegs goal is met, the Pool shall
be formed of two components: first, a base awatckip $3 million and, second, a
bonus award calculated as follows:

* Shareholders must first receive a 15% returfbeginning equity after including
the expense of the $3 million base award;

* An incentive bonus is then created equal to 33%e amount in excess of the
15% return on beginning equity.

Executive Officer Pool. Simultaneously with the approval of the pre-tax
earnings goal, a Compensation Committee comprisatl utside directorsas
defined by American Stock Exchange regulations| stilalcate a stated percentage
of the Pool to fund the Executive Officer PerforroamBased Compensation Plan.

Eligible Officers. The Plan shall be available for the five moghiy
compensated executive officers of the Companyexged from time to time by the
Board. Currently there are five named executifie@fs, namely Robert G. Adams,
President and Chief Executive Officer; D. Geraldy@ia, Senior Vice President,
Corporate Relations; Donald K. Daniel, Senior iresident & Controller;
Charlotte A. Swafford, Senior Vice President & Tgeeer; and Michael Ussery,
Senior Vice President, Operations.

28



Executive Officer Percentages of Participation. At the commencement of
each calendar year the Compensation Committeeallaibte a fixed percentage of
the Executive Officer Pool to each executive offidmit the allocations shall not
exceed more than 100% of the Executive Officer P&&l. Robert G. Adams was
allocated 50% for calendar year 2006 and the athered executive officers were
allocated to each receive 12.5%.

Administration of Plan. The Compensation Committee recommends to the
Board the appropriate percentage for each execatiicer, which shall be done at
the commencement of each calendar year or uparetbetion of employment of an
executive officer. The Compensation Committeelstiab consult with and advise
management as to the allocation of the balancleedincentive Pool to other
company employees. The Compensation Committeétsinag the full power to
interpret and administer the Plan and the full posred authority tgeduce or
eliminate altogether any bonus created pursuatthiet®lan, but shall not have the
power tore-allocate any executive officer's reduced bonus to any atiecutive
officer or to increase any executive officer's imuexcess of the bonus earned
pursuant to the Plan. Unused bonus pool fundsbsilplaced in the Performance
Incentive Bonus Pool, which is used to fund incenbonuses for all key
employees excluding executive officers. This sumnmqualified by reference to
the full text of the Plan, which is included inghgroxy statement as Exhibit A.

THE BOARD OF DIRECTORSRECOMMENDSA VOTE “FOR”
PROPOSAL I1.

SHAREHOLDER COMMUNICATIONS

The Board of Directors has adopted tNeHC Valuesling program in
order to enable employees and shareholders to carnate (on a non-identifiable
basis if so desired) with the NHC Compliance Offi¢¢HC executive officers, and
the NHC Board. The Valuesline toll free numbeB8@-526-4064 and is answered
by an independent contractor who transmits the coniration to the Compliance
Officer and establishes a date by which the cabrobtain a response to the
communication, if so requested. The Compliancéc®ffwill forward any inquiries
to or about executive officers or directors to @mporate Secretary, who will
coordinate any necessary communication and respdkisshareholder
communications concerning officers, directors, anporate board questions are
relayed to the Board of Directors. The Complia@¢gcer meets at least annually
with the Board in Executive Session.

SHAREHOLDER PROPOSALS

October 1, 2007 is the date by which proposalfiafeholders intended to
be presented at the 2008 Annual Meeting of Shadeh®imust be received by us for
inclusion in our proxy statement and form of proBroposals submitted after
October 1, 2007 will be considered untimely for #0898 Annual Meeting of
Shareholders pursuant to SEC Rule 14a-5(e). Yidumsssion of any proposal will
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be reviewed in accordance with the procedures fauSEC Regulation 14a-8,
which we will supply upon request.

EXPENSESOF SOLICITATION

The total cost of this solicitation will be borng the Company. The
Company utilizes the services of Automatic DatacBssing, Inc. to disseminate its
proxy materials. In addition to use of the maib»ies may be solicited by directors
and officers of the Company personally and by teteye, telegraph, or facsimile
transmission.

WEBSITE INFORMATION

The NHC website (www.nhccare.com) contains inforamaon the
Company, including all public filings (10-Qs, 10-K3tatements of Beneficial
Ownership, 8-Ks and the like). We also maintamftillowing documents on the
website, all of which we hereby incorporate hetsirreference as though copied
verbatim:

- The Restated Audit Committee Charter,

- The Compensation Committee Charter,

- The Nominating and Corporate Governance CommG@tesrter,
- Valuesline information, and

- The NHC Code of Ethics.

The Code of Ethics has been adopted for all empkyefficers and
directors of the Company. If there are any amemisner waivers to the Code of
Ethics, it will be published on the website. Tdedthere have been none.

Copies of any of these documents will be furnishiesk of charge, to any
interested investor upon receipt of a written regud\ll of our press releases for the
last two years can be accessed on the press r@lagsend there are also listings of
the various services that the Company provideistiad of the facilities and their
locations, information on long-term care insuranob,opportunities and a link to
the American Stock Exchange to access currentgrafddHC stock. The website
is updated regularly for any SEC filings and predsases.

OTHER MATTERS

The Board of Directors knows of no other businedse presented at the
Meeting, but if other matters do properly come befihe Meeting, the persons
named in the proxy will vote on such matters incadance with their best
judgment.

s/John K. Lines
John K. Lines, Senior V.P. & General Counsel

March 23, 2007
Murfreesboro, Tennessee
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Exhibit A

NHC EXECUTIVE OFFICER PERFORMANCE BASED
COMPENSATION PLAN

BE IT RESOLVED that the Board of Directors of Nat# HealthCare
Corporation does hereby adopt and recommend wtidic by the shareholders of
the Company the following "Executive Officer Perfance Based Compensation
Plan” (the "Plan®):

1. Performance I ncentive Bonus Pool (the" Pool"). The annual Pool shall
be calculated as follows: At the commencementohecalendar year the Board
shall approve a pre-tax earnings goal. If thetpreearnings goal is met, the Pool
shall be formed of two components: first, a basardvequal to $3 million and,
second, a bonus award calculated as follows:

* Shareholders must first receive a 15% returfeginning equity after
including the expense of the $3 million base award;

* An incentive bonus is then allowed equal to 36Pthe amount in excess
of the 15% return on beginning equity.

1. Eligible Officers. The Plan shall be available for the five moghhy
compensated executive officers of the Companyexged from time to
time by the Board. Currently there are five narerecutive officers,
namely Robert G. Adams, President and Chief Exee@ifficer; D.
Gerald Coggin, Senior Vice President, Corporataf®is; Donald K.
Daniel, Senior Vice President & Controller; Chadof. Swafford, Senior
Vice President & Treasurer; and Michael Ussery j@évice President,
Operations.

2. Classes of Participation. At the commencement of each calendar year the
Compensation Committee of the Board of Directo@ofhmittee”) shall
assign a percentage of the Pool to each of thauéixewfficers. Mr.

Robert G. Adams was designated to receive 50%cpaation for 2006,
with the other named executive officers each havéngived 12.5%
participation.

3. Administration of Plan. The Committee shall recommend to the Board
the appropriate classification for each executiffie@r, which shall be
done at the commencement of each calendar yegmoorthe retention of
employment of an executive officer. The Commitball also consult
with and advise management as to the allocatidgheobalance of the
incentive Pool to other company employees. The iBiti@e shall have the
full power to interpret and administer the PlarheTCommittee shall have
the full power and authority teeduce or eliminate altogether any bonus
created pursuant to the Plan, but shall not haz@dtiwer tae-allocate any
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executive officer's reduced bonus to any other etkee officer or to
increase any executive officer's bonus in excesiseobonus earned
pursuant to the Plan.

This Plan was adopted and approved by the BoaBdrettors on the 20
day of December, 2006, and is to be submittededmpanis shareholders at the
Annual Meeting of Shareholders to be held April 2d07.

s/John K. Lines
Senior Vice President & General
Counsel
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Exhibit B
NATIONAL HEALTHCARE CORPORATION
RESTATED AUDIT COMMITTEE CHARTER

I. Purpose

The primary functions of the Audit Committee areasist the Board of
Directors of National HealthCare Corporation (th@ofmpany”) in fulfilling its
oversight responsibilities with respect to: (i) @@mpany’s systems of internal controls
regarding finance, accounting, legal compliance atical behavior; (ii) the
Company’s auditing, accounting and financial rejpgrprocesses generally; (iii) the
Company’s financial statements and other finantifdrmation provided by the
Company to its stockholders, the public and oth@$;the Company’s compliance
with legal and regulatory requirements; and (v) peeformance of the Company’s
corporate audit department and independent aud@arssistent with these functions,
the Committee will encourage continuous improveroérand foster adherence to, the
Company’s policies, procedures and practices d¢adis.

Although the Audit Committee has the powers andaasibilities set forth in
this Charter, the role of the Committee is oversihe members of the Committee are
not full-time employees of the Company and may ay mot be accountants or auditors
by profession or experts in the fields of accoupntinauditing and, in any event, do not
serve in such capacity. Consequently, it is notdiliy of the Committee to conduct
audits or to determine that the Company’s finanstatements and disclosures are
complete and accurate and are in accordance witbrgky accepted accounting
principles and applicable rules and regulationsesehare the responsibilities of
management and the independent auditors.

[I. Organization

The Audit Committee shall be comprised of threenwre directors as
determined by the Board of Directors, each of whabrall satisfy the independence,
financial literacy and experience requirements ett®n 10A of the Securities
Exchange Act of 1934, the American Stock Exchange any other regulatory
requirements.

Committee members shall be elected by the Boattteainnual
organizational meeting of the Board of Directorstlom recommendation of the
Nominating/Corporate Governance Committee; memsleai serve until their
successors shall be duly elected and qualified.dramittee’s chairperson shall be
designated by the full Board or, if it does notsdo the Committee members shall
elect a chairperson by vote of a majority of thk@ommittee. The Audit
Committee shall report its recommendations to tbarB after each Committee
meeting and shall conduct and present to the Bamahnual performance
evaluation of the Committee.
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The Committee may form and delegate authority tacemmittees when
appropriate.

[11. Meetings

The Audit Committee shall meet four times per y@aa quarterly basis, or
more frequently as circumstances require. The Catmenshall require members of
management, the independent auditors and othexttetod meetings and to provide
pertinent information, as necessary. As part gbitsto foster open communications,
the Committee shall meet in separate executiveisessluring each of its four
regularly scheduled meetings with management aedQbmpany’s independent
auditors to discuss any matters that the Comm{tieany of these groups) believes
should be discussed privately.

V. Responsibilities and Duties

In recognition of the fact that the Company’s inelegent auditors are
ultimately accountable to the Audit Committee, ®e@mmittee shall have the sole
authority and responsibility to select, evaluatag,avhere appropriate, replace the
independent auditors or nominate the independatitaas for shareholder approval.
The Committee shall approve all audit engagemesd &d terms and all non-audit
engagements with the independent auditors. The Gibeemshall consult with
management but shall not delegate these respatisgil

To fulfill its responsibilities and duties, the Aut@€ommittee shall:
With respect to the independent auditors:

1. Be directly responsible for the appointment, conga¢ion and oversight of the
work of the independent auditors (including resolubf disagreements between
management and the independent auditors regaidegcial reporting) for the
purpose of preparing its audit report or relatedkwo

2. Have the sole authority to review in advance, arahigany appropriate pre-
approvals of, (i) all auditing services to be po®d by the independent auditors
and (ii) all non-audit services to be provided bg independent auditors as
permitted by Section 10A of the Securities ExchaAge of 1934, and (iii)
connection therewith to approve all fees and oteans of engagement. The
Committee shall also review and approve disclostggsired to be included in
Securities and Exchange Commission periodic refitgtsunder Section 13(a)
of the Securities Exchange Act of 1934 with respecton-audit services.

3. Review the performance of the Company’s independeditors on at least an
annual basis.

4.  On an annual basis, review and discuss with thepeddent auditors all
relationships the independent auditors have with @ompany in order to
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evaluate the independent auditors’ continued indépece. The Committee: (i)
shall ensure that the independent auditors subrtiiet Committee on an annual
basis a written statement (consistent with IndepehdStandards Board
Standards No. 1) delineating all relationships sewices that may impact the
objectivity and independence of the independenitausg (ii) shall discuss with
the independent auditors any disclosed relationsh§ervices that may impact
the objectivity and independence of the independenitors; and (iii) shall
satisfy itself as to the independent auditors’ pefedence.

At least annually, obtain and review an annual refrom the independent
auditors describing (i) the independent auditorsterinal quality control
procedures and (ii) any material issues raisetibyrtost recent internal quality
control review, or peer review, of the independarditors, or by any inquiry or
investigation by governmental or professional aritles, within the preceding
five years, respecting one or more independenttauadirried out by the
independent auditors, and any steps taken to ddabwy such issues.

Confirm that the lead audit partner, or the leaditapartner responsible for
reviewing the audit, for the Company’s independermtitors has not performed
audit services for the Company for each of the fikevious fiscal years.

Review all reports required to be submitted byitidependent auditors to the
Committee under Section 10A of the Securities ErgleaAct of 1934,

Review, based upon the recommendation of the inttkp# auditors and the
corporate audit department, the scope and plaheofvork to be done by the
independent auditors for each fiscal year.

With respect to financial statements:

1.

Review and discuss with management and the indepénduditors the
Company’s quarterly financial statements (includidigclosures made in
“Management’s Discussion and Analysis of Finan€iahdition and Results of
Operations” and the independent auditors’ reviewthef quarterly financial
statements) prior to submission to stockholderg,governmental body, any
stock exchange or the public.

Review and discuss: (i) with management and thepaddent auditors the
Company’s annual audited financial statements{itiog disclosures made in
“Management’s Discussion and Analysis of FinanCiahdition and Results of
Operations”).

Discuss with the independent auditors the mateggired to be discussed by

Statement on Auditing Standards No. 61, as amemékding to the conduct of
the audit.
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Recommend to the Board of Directors, if appropritiat the Company’s annual
audited financial statements be included in the @aomg’s annual report on Form
10-K for filing with the Securities and Exchangen@uission.

Prepare the report required by the Securities awth&hge Commission to be
included in the Company’s annual proxy statemeut amy other Committee
reports required by applicable securities laws ftarcls exchange listing
requirements or rules.

Periodic and Annual Reviews:

1.

Periodically review separately with each of managethand the independent
auditors (i) any significant disagreement betweeanagement and the
independent auditors in connection with the prearaof the financial
statements, (ii) any difficulties encountered dgrithe course of the audit
(including any restrictions on the scope of work amcess to required
information), and (iii) management’s response tthea

Periodically discuss with the independent auditeithout management being
present, (i) their judgments about the quality rappateness, and acceptability
of the Company’s accounting principles and finahdiaclosure practices, as
applied in its financial reporting, and (ii) thenspleteness and accuracy of the
Company’s financial statements.

Consider and approve, if appropriate, significdminges to the Company’s
accounting principles and financial disclosure pcas as suggested by the
independent auditors or management. Review witittependent auditors and
management at appropriate intervals, the extenwhih any changes or
improvements in accounting or financial practices, approved by the
Committee, have been implemented.

Review with management, the independent auditatstenCompany’s counsel,
as appropriate, any legal, regulatory or compliamedters that could have a
significant impact on the Company’s financial stagats, including significant
changes in accounting standards or rules as prataggby the Financial
Accounting Standards Board, the Securities and &xgé Commission or other
regulatory authorities with relevant jurisdiction.

Obtain and review an annual report from managenedatting to the accounting
principles used in preparation of the Company’ariitial statements (including
those policies for which management is requiredeercise discretion or
judgments regarding the implementation thereof).
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Discussions with Management:

1.

Review and discuss with management the Company'sngg press releases
(including the use of “pro forma” or “adjusted” n@AAP information) as well
as financial information and earnings guidance ®d to analysts and rating
agencies.

Review and discuss with management all materigdbafince sheet transactions,
arrangements, obligations (including contingent igattions) and other
relationships of the Company with unconsolidatetities or other persons, that
may have a material current of future effect omficial condition, changes in
financial condition, results of operations, liqwydicapital resources, capital
reserves or significant components of revenuesperses.

Inquire about the application of the Company’s actimg policies and its

consistency from period to period, and the comfayilof these accounting

policies with generally accepted accounting pritespand (where appropriate)
the Company’s provisions for future occurrencesclwhinay have a material
impact on the financial statements of the Company.

Review and discuss with management (i) the Comamgjor financial risk
exposures and the steps management has taken twmemmd control such
exposures (including management’s risk assessnmahtrisk management
policies), and (ii) the program that management éstablished to monitor
compliance with its code of business ethics andlaonfor directors, officers
and employees.

Review and discuss with management all disclosorade by the Company
concerning any material changes in the financiabldmn or operations of the
Company.

Obtain explanations from management for unusuahrees in the Company’s
annual financial statements from year to year, aenew annually the
independent auditors’ letter of the recommendatitmsmanagement and
management’s response.

With respect to the internal audit function and internal controls:

1.

Review, based upon the recommendation of the indkgre auditors, the scope,
plan and personnel of the work to be done.

In consultation with the independent auditors armhagement, (a) review the
adequacy of the Company’s internal control strieetand system, and the
procedures designed to insure compliance with lamgs regulations, and (b)
discuss the responsibilities, budget and staffiagds of the corporate audit
department.
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3. Establish procedures for (i) the receipt, reteniod treatment of complaints
received by the Company regarding accounting, fialeaccounting controls or
auditing matters, and (ii) the confidential, anomyrs submission by employees
of the Company of concerns regarding questionabt®unting or auditing
matters.

Other:
1. Review and approve all related-party transactions.

2. Review and approve (i) any change or waiver irGbmpany’s code of business
conduct and ethics for directors or executive effic and (ii) any disclosure
made on Form 8-K regarding such change or waiver.

3.  Establish the policy for the Company'’s hiring offdayees or former employees
of the independent auditors who were engaged oG dimepany’s account.

4.  Review any management decision to seek a seconibongrom independent
auditors other than the Company’s regular indepetnaaditors with respect to
any significant accounting issue.

5.  Review with management and the independent audit@rssufficiency and
quality of the financial and accounting personrfeahe Company.

6. Review and reassess the adequacy of this Charteabyand recommend to the
Board any changes the Committee deems appropriate.

7.  The Committee shall conduct an annual performamatiation.

8.  Perform any other activities consistent with thie@er, the Company’s By-laws
and governing law as the Committee or the Boardmde@ecessary or
appropriate.

V. Resources

The Audit Committee shall have the authority tairtindependent legal,
accounting and other consultants to advise the GtteenThe Committee may request
any officer or employee of the Company or the Comyfs outside counsel or
independent auditors to attend a meeting of the rGittee or to meet with any
members of, or consultants to, the Committee.

The Committee shall determine the extent of fundiecessary for payment of
compensation to the independent auditors for pgrpbsendering or issuing the annual
audit report and to any independent legal, accogrand other consultants retained to
advise the Committee.
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This Charter is published on the Company’s welaite
“www.nhccare.com.”
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