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Special Note Regarding Forward Looking Statements

Certain statements in this Annual Report on Form 10-K (this “Annual Report”) contain “forward-looking” information as
that term is defined by the Private Securities Litigation Reform Act of 1995 and the federal securities laws. Any
statements that do not relate to historical or current facts or matters are forward-looking statements. Examples of
forward-looking statements include all statements regarding our expected future financial position, results of
operations, cash flows, liquidity, strategic and business plans, the expected amounts and timing of dividends,
projected expenses and capital expenditures, competitive position, growth and acquisition opportunities, and
compliance with, and changes in, governmental regulations. You can identify some of the forward-looking statements
by the use of forward-looking words such as “anticipate,” “believe,” “plan,” “estimate,” “expect,” “intend,” “should,” “may” and other
similar expressions, although not all forward-looking statements contain these identifying words.

Our actual results may differ materially from those projected or contemplated by our forward-looking statements as a
result of various factors, including among others, the following:

•Our ability to lease our healthcare properties on favorable terms and to otherwise transition successfully from anowner/operator of healthcare properties to a healthcare property holding and leasing company;

•The significant amount of our indebtedness, our ability to service our indebtedness and our ability to refinance ourindebtedness on favorable terms;

•Covenants in our debt agreements that may restrict our ability to pay dividends, make investments, incur additionalindebtedness and refinance indebtedness on favorable terms;

•Our ability to raise capital through equity and debt financings;

•The availability and cost of capital;

•Increases in market interest rates;

•Our dependence on the operating success of our tenants;

•The effect of increasing healthcare regulation and enforcement on us and our tenants and the dependence by us andour tenants on reimbursement from governmental and other third-party payors;

•The impact of litigation and rising insurance costs on our business and that of our tenants;

•The effect of our tenants declaring bankruptcy or becoming insolvent;

•Our ability to find replacement tenants as needed;

•The impact of required regulatory approvals of transfers of healthcare properties;

•Our ability to successfully engage in strategic acquisitions;

•Competition in the acquisition and ownership of healthcare properties;

•The relatively illiquid nature of real estate investments;
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•The loss of key management personnel or other employees; and

•Uninsured or underinsured losses affecting our properties and the possibility of environmental compliance costs andliabilities.

We urge you to carefully consider these risks and review the additional disclosures we make concerning risks and
other factors that may materially affect the outcome of our forward-looking statements and our future business and
operating results, including those made in Part I, Item IA, “Risk Factors” in this Annual Report, as such risk factors may
be amended, supplemented or superseded from time to time by other reports we file with the Securities and Exchange
Commission (“SEC”), including
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subsequent Annual Reports on Form 10-K and Quarterly Reports on Form 10-Q. We caution you that any
forward-looking statements made in this Annual Report are not guarantees of future performance, events or results,
and you should not place undue reliance on these forward-looking statements, which speak only as of the date of this
report. We do not intend, and we undertake no obligation, to update any forward-looking information to reflect events
or circumstances after the date of this Annual Report or to reflect the occurrence of unanticipated events, unless
required by law to do so.
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PART I.
Item 1.    Business
Overview
AdCare Health Systems, Inc. ("AdCare"), through its subsidiaries (together, the "Company" or "we"), own, operate,
and manage for third-parties skilled nursing facilities and assisted living facilities in the states of Arkansas, Georgia,
North Carolina, Ohio, Oklahoma, and South Carolina. As of December 31, 2014, the Company operates or manages
32 facilities comprised of 29 skilled nursing facilities, two assisted living facilities and one independent living/senior
housing facility totaling approximately 3,600 beds. The Company's facilities provide a range of health care services to
patients and residents, including, but not limited to, skilled nursing and assisted living services, social services,
various therapy services, and other rehabilitative and healthcare services for both long-term residents and short-stay
patients. As of December 31, 2014, of the 32 facilities, the Company owned and operated 22 facilities, leased and
operated six facilities, and managed four facilities for third-parties.
As of December 31, 2014, we also have leased three owned and subleased five leased skilled nursing and
rehabilitation facilities to local third-party operators in the states of Alabama and Georgia. The patient care revenue,
related cost of services, and facility rental expense prior to the commencement of subleasing are classified as
discontinued operations.
On July 23, 2014, we announced that the Board of Directors (the "Board") had approved a strategic plan to transition
the Company to a healthcare property holding and leasing company. Through a series of leasing and subleasing
transactions, the Company is in the process of transitioning to third-parties the operations of the Company’s currently
owned and operated healthcare facilities, which are principally skilled nursing facilities. In furtherance of this strategic
plan, the Company is now focused on the ownership, acquisition and leasing of healthcare related properties.
On October 29, 2014 , the Company entered into separate agreements with third-party operators to: (i) to lease one of
our facilities; (ii) to sublease three of our facilities; and (iii) to sub-sublease one of our facilities. All of the facilities
are located in Ohio and the leases and subleases will commence on the first day of the month after lessees' receipt of:
(a) all licenses and other approvals from the State of Ohio to operate the facility, and (b) approval of the lease by the
United States Department of Housing and Urban Development ("HUD").
The Company entered into additional leasing agreements subsequent to December 31, 2014. See Note 20 - Subsequent
Events, in Part II, Item 8., "Financial Statements and Supplementary Data" for details of the agreements.

Our principal executive offices are located at 1145 Hembree Road, Roswell, GA 30076, and our telephone number is
(678) 869-5116. We maintain a website at www.adcarehealth.com.
Company History
AdCare is a Georgia corporation. We were incorporated in Ohio on August 14, 1991, under the name Passport
Retirement, Inc. In 1995, we acquired substantially all of the assets and liabilities of AdCare Health Systems, Inc. and
changed our name to AdCare Health Systems, Inc. On December 12, 2013, AdCare changed its state of incorporation
from the State of Ohio to the State of Georgia.
The Transition to a Facilities Holding Company and the Additional Leasing Transactions
The Transition
We intend to effect the Company’s transition from an owner and operator of healthcare properties to lessor and
sublessor of healthcare properties through a series of leasing and subleasing transactions (the "Transition").
Specifically, in order to effect such transition, we seek to:
• lease to third-party operators the healthcare properties which we currently own and operate, consisting of 20 skilled
nursing facilities with a total of 2,028 operational beds and two assisted living facilities with a total of 112 operational
units;
• sublease to third-party operators the healthcare properties which we do not own but currently lease and operate,
consisting of six skilled nursing facilities with a total of 872 operational beds;
• terminate one of the management agreements under which we manage for a third party, a skilled nursing facility with
a total of 261 operational beds; (as of January 1, 2015, this management agreement has been terminated);
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• continue in effect the one remaining management agreement to manage two skilled nursing facilities with a total of
249 operational beds and one independent living facility with a total of 83 operational units.
Through the transition, the Company will take on the characteristics and general structure of a Real Estate Investment
Trust ("REIT") while proceeding with the intent toward the eventual conversion to a REIT. The Company's net
operating losses will be available to offset future tax liabilities after the transition.

In connection with the transition, we intend to reduce our financial leverage over time and adjust our capital structure
by repaying certain of our corporate level indebtedness prior to maturity, renegotiating and restructuring certain of our
other corporate level indebtedness to reduce the cost of capital, and refinancing our facility level mortgage
indebtedness with lower-cost financing guaranteed by HUD.

Terms of Leases/Subleases
We seek to lease our currently-owned healthcare properties, and sublease our currently-leased healthcare properties,
on a triple net basis, meaning that the lessee (i.e., the new third-party operator of the property) is obligated under the
lease or sublease, as applicable, for all liabilities of the property in respect to insurance, taxes and facility
maintenance, as well as the lease or sublease payments, as applicable. These leases are generally long-term in nature
with renewal options and annual escalation clauses.
Acquisitions and Dispositions
The Company had one skilled nursing facility entity classified as held for sale and one variable interest entity
classified as held for sale at December 31, 2014 as described further below.
Acquisitions
The Company had no acquisitions during the year ended December 31, 2014.
Dispositions
The Company entered into a sublease arrangement in the fourth quarter of 2012 to exit the operations of a skilled
nursing facility in Jeffersonville, Georgia.
On February 28, 2013, the Company completed the sale of the facility known as Lincoln Lodge Retirement Residence
and used the proceeds to pay the principal balance of the mortgage note with respect to the facility of $1.9 million.
The Company recognized a gain on the sale of approximately $0.1 million and cash proceeds, net of costs and debt
payoff, of $0.6 million. 
On June 11, 2013, the Company completed the sale of its former Springfield, Ohio corporate office building which
was sold for the approximate net book value. The Company used the proceeds to pay off the principal balance of the
mortgage note with respect to the building of approximately $0.1 million.
On June 12, 2013, the Company entered into two sublease agreements to exit the operations of two skilled nursing
facilities located in Tybee Island, Georgia effective June 30, 2013. On December 18, 2013, a sales listing agreement
was executed for the 105-bed assisted living facility located in Hoover, Alabama, which is owned by a consolidated
variable interest entity. The two skilled nursing facilities located in Tybee Island, Georgia and the assisted living
facility located in Hoover, Alabama are reported as discontinued operations (see Note 11 - Discontinued Operations to
our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements and Supplementary Data").
On March 31, 2014, the Company entered into a representation agreement to sell a 102-bed skilled nursing facility
located in Tulsa, Oklahoma, to exit the operations.
On July 1, 2014, the Company entered into an agreement effective July 1, 2014 to sublease a 52-bed skilled nursing
facility located in Thomasville, Georgia to a local nursing home operator.
On September 22, 2014, two wholly-owned subsidiaries of the Company entered into separate lease agreements to
lease a 182-bed skilled nursing facility located in Attalla, Alabama and a 124-bed skilled nursing facility located in
Glencoe, Alabama to a local nursing home operator that commenced on December 1, 2014.
On September 30, 2014, the lease agreement to operate a 90-bed skilled nursing facility located in Cassville, Missouri
expired. The Company elected not to renew the lease agreement consistent with its strategic plan to transition to a
healthcare property holding and leasing company.

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

9



5

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

10



Table of Contents

On October 22, 2014, two wholly-owned subsidiaries of the Company entered into separate sublease agreements that
commenced on November 1, 2014  to sublease a 130-bed skilled nursing facility located in Dublin, Georgia and an
86-bed skilled nursing facility located in Lumber City, Georgia to a local nursing home operator.
On October 29, 2014, the Company entered into separate agreements with third-party operators to: (i) lease one of our
facilities, (ii) sublease three of our facilities, and (iii) sub-sublease one of our facilities. All of the facilities are located
in Ohio and the leases and subleases will commence on the first day of the month after lessees' receipt of all licenses
and other approvals from the State of Ohio to operate the facility and approval of the lease by HUD.
The results of operations and cash flows for the Jeffersonville, Georgia skilled nursing facility, the two skilled nursing
facilities in Tybee Island, Georgia, the assisted living facility in Hoover, Alabama, the skilled nursing facility in Tulsa,
Oklahoma, the skilled nursing facility in Thomasville, Georgia, the two skilled nursing facilities in Attalla, Alabama
and Glencoe, Alabama, the skilled nursing facility in Cassville, Missouri, and the two skilled nursing facilities in
Dublin, Georgia and Lumber City, Georgia are reported as discontinued operations in 2014 and 2013. Current assets
and liabilities of the disposal groups are classified as such in the Consolidated Balance Sheets at December 31, 2014
and 2013 included in Part II, Item 8, "Financial Statements and Supplementary Data."
Facility Summary
The following tables provide summary information regarding our facility composition (excluding discontinued
operations) for the periods indicated:

December 31,
2014 2013

Cumulative number of facilities 32 39
Cumulative number of operational beds 3,605 3,908

Number of Facilities

State
Number of
Operational
Beds/Units

Owned Leased
Managed
for Third
Parties

Total

Arkansas 1,041 10 — — 10
Georgia 1,376 3 5 1 9
North Carolina 106 1 — — 1
Ohio 705 4 1 3 8
Oklahoma 197 2 — — 2
South Carolina 180 2 — — 2
Total 3,605 22 6 4 32
Facility Type
Skilled Nursing 3,410 20 6 3 29
Assisted Living 112 2 — — 2
Independent Living 83 — — 1 1
Total 3,605 22 6 4 32
Leased and Subleased Facilities to Third-Party Operators
As of December 31, 2014, we have leased three owned and subleased five leased skilled nursing and rehabilitation
facilities to local third-party operators in the states of Alabama and Georgia with the operational capacity of
approximately 820 operational beds.
The following table provides summary information regarding the number of operational beds at our leased and
subleased facilities to third-parties as of December 31:

6
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December 31,
2014 2013

Cumulative number of facilities leased and subleased to third-parties 8 3
Cumulative number of operational beds 820 252

Number of Facilities Leased and Subleased to
Third-Parties

State
Number of
Operational
Beds/Units

Owned
Facilities

Leased
Facilities

Total Leased
and Subleased
Facilities

Alabama 304 2 — 2
Georgia 516 1 5 6
Total 820 3 5 8
Industry Trends
Consistent with our plan to transition the Company to a healthcare property holding and leasing company, the
healthcare REIT industry has trended toward owning and triple net-leasing healthcare real estate assets. Specifically,
the skilled nursing segment of this industry has evolved to meet the growing demand for post-acute and custodial
healthcare services generated by an aging population, increasing life expectancies and the trend toward shifting of
patient care to lower cost settings. The growth of the senior population in the United States continues to increase
healthcare costs, often faster than the available funding from government-sponsored healthcare programs. In response,
federal and state governments have adopted cost-containment measures that encourage the treatment of patients in
more cost-effective settings, such as skilled nursing facilities, for which the staffing requirements and associated costs
are often significantly lower than acute care hospitals, inpatient rehabilitation facilities and other post-acute care
settings. As a result, skilled nursing facilities are generally serving a larger population of higher acuity patients than in
the past. The skilled nursing industry is large, highly fragmented, and characterized predominantly by numerous local
and regional providers. Based on a decrease in the number of skilled nursing facilities over the past few years, we
expect that the supply and demand balance in the skilled nursing industry will continue to improve due to the shift of
patient care to lower cost settings, an aging population and increasing life expectancies.
We also anticipate that, as life expectancy continues to increase in the United States, the overall demand for skilled
nursing services will increase. At present, the primary market demographic for skilled nursing services is primarily
individuals age 75 and older. According to the 2010 U.S. Census, there were over 40 million people in the United
States in 2010 that are over 65 years old. The 2010 U.S. Census estimates this group is one of the fastest growing
segments of the United States population and is expected to more than double between 2000 and 2030.
We believe the skilled nursing industry has been and will continue to be impacted by several other trends. The use of
long-term care insurance is increasing among seniors as a means of planning for the costs of skilled nursing services.
In addition, as a result of increased mobility in society, reduction of average family size, and the increased number of
two-wage earner couples, more seniors are looking for alternatives outside their own family for their care.
Medicaid and Medicare Reimbursement
Rising healthcare costs due to a variety of factors, including an aging population and increasing life expectancies, has
generated growing demand for post-acute healthcare services in recent years. In an effort to mitigate the cost of
providing healthcare benefits, third-party payors, including Medicaid, Medicare, managed care providers, insurance
companies and others, have increasingly encouraged the treatment of patients in lower-cost care settings. As a result,
in recent years skilled nursing facilities, which typically have significantly lower cost structures than acute care
hospitals and certain other post-acute care settings, have generally been serving larger populations of higher-acuity
patients than in the past. However, Medicaid and Medicare reimbursement rates are subject to change from time to
time and reduction in rates could materially and adversely impact our revenue.
Revenue derived directly or indirectly from Medicare reimbursement has historically comprised a substantial portion
of our consolidated revenue. Medicare reimbursement rates and procedures are subject to change from time to time,
which could materially impact our revenue. Medicare reimburses our skilled nursing facilities under a prospective
payment system (“PPS”) for certain inpatient covered services. Under the PPS, facilities are paid a predetermined
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amount per patient, per day, based on the anticipated costs of treating patients. The amount to be paid is determined by
classifying each patient into a resource utilization group (“RUG”) category that is based upon each patient’s acuity level.
In October 2010, the number of RUG categories was expanded from 53 to 66 as part of the implementation of the
RUGs IV system and the introduction of a revised and substantially expanded patient assessment tool called the
Minimum Data Set, Version 3.0. Should future changes in skilled nursing facility payments reduce rates or increase
the standards for reaching certain reimbursement levels, our Medicare
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revenues could be reduced and/or our costs to provide those services could increase, with a corresponding adverse
impact on our financial condition or results of operations.
 On July 31, 2014, the Centers for Medicare & Medicaid Services ("CMS") issued its final rule outlining fiscal year
2015 Medicare payment rates for skilled nursing facilities. CMS estimates that aggregate payments to skilled nursing
facilities will increase by $750 million, or 2% for fiscal year 2015, relative to payments in 2014. The estimated
increase reflects a 2.5% market basket increase, reduced by the 0.5% multi-factor productivity (MFP) adjustment
required by the Patient Protection and Affordable Care Act (PPACA).
On July 31, 2013, CMS issued its final rule outlining fiscal year 2014 Medicare payment rates for skilled nursing
facilities. CMS estimated that aggregate payments to skilled nursing facilities would increase by $470 million, or
1.3% for fiscal year 2014, relative to payments in 2013. This estimated increase is attributable to a 2.3% market basket
increase, reduced by the 0.5% forecast error correction and further reduced by the 0.5% multi-factor productivity
adjustment (MFP) as required by PPACA. The forecast error correction is applied when the difference between the
actual and projected market basket percentage change for the most recent available fiscal year exceeds the 0.5%
threshold. In its 2014 report to Congress, the Medicare Payment Advisory Commission recommended eliminating the
market basket update and reducing payments through the SNF prospective payments system.
On July 27, 2012, CMS announced a final rule updating Medicare skilled nursing facility PPS payments in fiscal year
2013. The update, a 1.8% or $670 million increase, reflected a 2.5% market basket increase, reduced by a 0.7% MFP
adjustment mandated by the PPACA. This increase was offset by the 2% sequestration reduction, which became
effective April 1, 2013.
On April 1, 2014, the President signed into law the Protecting Access to Medicare Act of 2014, which averted a 24%
cut in Medicare payments to physicians and other Part B providers until March 31, 2015. In addition, this law
maintains the 0.5% update for such services through December 31, 2014 and provides a 0.0% update to the 2015
Medicare Physician Fee Schedule (MPFS) through March 31, 2015. Among other things, this law provides the
framework for implementation of a value-based purchasing program for skilled nursing facilities. Under this
legislation HHS is required to develop by October 1, 2016 measures and performance standards regarding preventable
hospital readmission from skilled nursing facilities. Beginning October 1, 2018, HHS will withhold 2% of Medicare
payments to all skilled nursing facilities and distribute this pool of payment to skilled nursing facilities as incentive
payments for preventing readmissions to hospitals.
The Middle Class Tax Relief and Job Creation Act of 2012 was signed into law on February 22, 2012, extending the
Medicare Part B outpatient therapy cap exceptions process through December 31, 2012. The statutory Medicare
Part B outpatient therapy cap for occupational therapy (“OT”) was $1,880 for 2012, and the combined cap for physical
therapy (“PT”) and speech-language pathology services (“SLP”) was also $1,880 for 2012. This is the annual per
beneficiary therapy cap amount determined for each calendar year. Similar to the therapy cap, Congress established a
threshold of $3,700 for PT and SLP services combined and another threshold of $3,700 for OT services. All therapy
services rendered above the $3,700 amount are subject to manual medical review and may be denied unless
pre-approved by the provider’s Medicare Administrative Contractor. The law requires an exceptions process to the
therapy cap that allows providers to receive payment from Medicare for medically necessary therapy services above
the therapy cap amount. Beginning October 1, 2012, some therapy providers may submit requests for exceptions
(pre-approval for up to 20 therapy treatment days for beneficiaries at or above the $3,700 threshold) to avoid denial of
claims for services above the threshold amount. The $3,700 figure is the defined threshold that triggers the provision
for an exception request. Prior to October 1, 2012, there was no provision for an exception request when the threshold
was exceeded.
On January 2, 2013, the President signed the American Taxpayer Relief Act of 2012 into law. This statute creates a
Commission of Long Term Care, the goal of which is to develop a plan for the establishment, implementation, and
financing of a comprehensive, coordinated, and high-quality system that ensures the availability of recommendations
from this commission may have an impact on coverage and payment for our services.
Should future changes in PPS include further reduced rates or increased standards for reaching certain reimbursement
levels (including as a result of automatic cuts tied to federal deficit cut efforts or otherwise), our Medicare revenues
derived from our skilled nursing facilities) could be reduced, with a corresponding adverse impact on our financial
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condition or results of operation.We also derive a substantial portion of our consolidated revenue from Medicaid
reimbursement, primarily through our skilled nursing business. Medicaid programs are administered by the applicable
states and financed by both state and federal funds. Medicaid spending nationally has increased significantly in recent
years, becoming an increasingly significant component of state budgets. This, combined with slower state revenue
growth and other state budget demands, has led both the federal government and state governments to institute
measures aimed at controlling the growth of Medicaid spending (and in some instances reducing it).
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Historically, adjustments to reimbursement under Medicare and Medicaid have had a significant effect on our revenue
and results of operations. Recently enacted, pending and proposed legislation and administrative rulemaking at the
federal and state levels could have similar effects on our business. Efforts to impose reduced reimbursement rates,
greater discounts and more stringent cost controls by government and other payors are expected to continue for the
foreseeable future and could adversely affect our business, financial condition and results of operations. Additionally,
any delay or default by the federal or state governments in making Medicare and/or Medicaid reimbursement
payments could materially and adversely affect our business, financial condition and results of operations.
Regulatory Matters. Laws and regulations governing Federal Medicare and state Medicaid programs are complex and
subject to interpretation. Compliance with such laws and regulations can be subject to future governmental review and
interpretation as well as significant regulatory action including fines, penalties, and exclusion from certain
governmental programs.
The regulatory environment within the skilled nursing industry continues to intensify in the amount and type of laws
and regulations affecting it. In addition to this changing regulatory environment, federal, state and local officials are
increasingly focusing their efforts on the enforcement of these laws. In order to operate our business, we must comply
with federal, state and local laws relating to licensure, delivery and adequacy of medical care, equipment, personnel,
operating policies, fire prevention, rate-setting, billing and reimbursement, building codes and environmental
protection. Additionally, we must also adhere to the anti-kickback laws, physician referral laws, and safety and health
standards set by the Occupational Safety and Health Administration (OSHA). Changes in the laws or new
interpretations of existing laws may have an adverse impact on our methods and costs of doing business.
Our operations are also subject to various regulations and licensing requirements promulgated by state and local
health and social service agencies and other regulatory authorities. Requirements vary from state to state and these
requirements can affect, among other things, personnel education and training, patient and personnel records, services,
staffing levels, monitoring of patient wellness, patient furnishings, housekeeping services, dietary requirements,
emergency plans and procedures, certification and licensing of staff prior to beginning employment, and patient rights.
On October 6, 2014, the President signed into law the Improving Medicare Post-Acute Care Transformation Act of
2014. This legislation requires post-acute care providers, such as skilled nursing facilities, to report standardized
patient assessment data, data on quality measures, and data on resource use and other measures, and directs HHS to
provide feedback reports to providers and arrange for public reporting of provider performance on the reported data.
Post-acute care providers that do not report such data will have their Medicare payments reduced.
CMS also recently announced a proposed post-acute care provider initiative. CMS proposes to expand and strengthen
the Five Star Quality Rating System for nursing homes to improve consumer information about quality measures at
individual nursing homes.
In December 2010, the Office of Inspector General released a report entitled “Questionable Billing by Skilled Nursing
Facilities.” The report examined the billing practices of skilled nursing facilities based on Medicare Part A claims from
2006 to 2008 and found, among other things, that for-profit skilled nursing facilities were more likely to bill for higher
paying therapy RUGs, particularly in the ultra-high therapy categories, than government and not-for-profit operators.
It also found that for-profit skilled nursing facilities showed a higher incidence of patients using RUGs with higher
activities of daily living (ADL) scores, and had a “long” average length of stay among Part A beneficiaries, compared to
their government and not-for-profit counterparts. The OIG recommended that CMS vigilantly monitor overall
payments to skilled nursing facilities, adjust RUG rates annually, change the method for determining how much
therapy is needed to ensure appropriate payments and conduct additional reviews for skilled nursing operators that
exceed certain thresholds for higher paying therapy RUGs. CMS concurred with and agreed to take action on three of
the four recommendations, declining only to change the methodology for assessing a patient's therapy needs. The OIG
issued a separate memorandum to CMS listing 384 specific facilities that the OIG had identified as being in the top
one percent for use of ultra-high therapy, RUGs with high ADL scores, or “long” average lengths of stay, and CMS
agreed to forward the list to the appropriate fiscal intermediaries or other contractors for follow up. Although we
believe our billing practices are consistent with applicable law and CMS requirements, we cannot predict the extent to
which the OIG's recommendations to CMS will be implemented and, what effect, if any, such proposals would have
on us. These efforts may place us under greater scrutiny with the OIG, CMS, our fiscal intermediaries, recovery audit

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

16



contractors and others, as well as other government agencies, unions, advocacy groups and others who seek to pursue
their own mandates and agendas. In its fiscal year 2014 work plan, OIG specifically stated that it will continue to
study and report on questionable Part A and Part B billing practices among skilled nursing facilities. Also, according
to its 2015 work plan, OIG has identified reducing waste in Medicare Parts A and ensuring quality, including in
nursing home care as top management challenges facing OIG. Efforts by officials and others to make or advocate for
any increase in regulatory monitoring and oversight, adversely change RUG rates, revise methodologies for assessing
and treating patients, or conduct more frequent or
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intense reviews of our treatment and billing practices, could reduce our reimbursement, increase our costs of doing
business and otherwise adversely affect our business, financial condition and results of operations.
Health Reform Legislation. Although the federal government has delayed the employer mandate provision of the
PPACA, October 1, 2013 was the deadline for employers to provide a notice of health care coverage options to their
employees. Generally, the notice informs the employee of the new health insurance marketplace, a description of
services, how to contact the marketplace and other additional required information. Employers covered by the Fair
Labor Standards Act (“FLSA”) must distribute the required notice to all employees, regardless of plan enrollment status
or whether the employees are full or part time. By October 1, 2013, all employers covered by the FLSA were required
to provide current employees with the notice. Starting October 1, 2013, each new hire must also receive the notice
within 14 days of the employee’s start date.
On December 26, 2013, the President signed into law the Pathway for SGR (Medicare Sustainable Growth Rate)
Reform Act of 2013. This new law prevents a scheduled payment reduction for physicians and other practitioners who
treat Medicare patients from taking effect on January 1, 2014, as was scheduled, and provides for a 0.5 percent
increase for services through March 31, 2014.
HIPAA. On January 25, 2013, the HHS promulgated new HIPAA privacy, security, and enforcement regulations,
which increase significantly the penalties and enforcement practices of HHS regarding HIPAA violations. The new
HIPAA regulations are effective as of March 26, 2013, and compliance was required by September 23, 2013.
Revenue Sources
Total Revenue by Payor Sources.    We derive revenue primarily from the Medicaid and Medicare programs, private
pay patients and managed care payors. Medicaid typically covers patients that require standard custodial services and
provides reimbursement rates that are generally lower than rates earned from other sources. We monitor our patient
mix, which is the percentage of non-Medicaid revenue from each of our facilities, to measure the level received from
each payor across each of our business units.
Medicaid.    Medicaid is a state-administered program financed by state funds and matching federal funds. Medicaid
programs are administered by the states and their political subdivisions. Medicaid programs generally provide health
benefits for qualifying individuals and may supplement Medicare benefits for financially needy persons aged 65 and
older. Medicaid reimbursement formulas are established by each state with the approval of the federal government in
accordance with federal guidelines. Seniors who enter skilled nursing facilities as private pay clients can become
eligible for Medicaid once they have substantially depleted their assets. Medicaid is the largest source of funding for
skilled nursing home facilities.
Medicare.    Medicare is a federal program that provides healthcare benefits to individuals who are 65 years of age or
older or are disabled. To achieve and maintain Medicare certification, a skilled nursing facility must meet the CMS,
"Conditions of Participation," on an ongoing basis, as determined in periodic facility inspections or surveys conducted
primarily by the state licensing agency in the state where the facility is located. Medicare pays for inpatient skilled
nursing facility healthcare services under the prospective payment system. The prospective payment for each
beneficiary is based upon the medical condition of, and care needed by, the beneficiary. Medicare skilled nursing
facility coverage is limited to 100 days per episode of illness for those beneficiaries who require daily care following
discharge from an acute care hospital.
Managed Care and Private Insurance.    Managed care patients consist of individuals who are insured by a third-party
entity, typically a senior-focused health maintenance organization ("HMO") plan, or who are Medicare beneficiaries
who have assigned their Medicare benefits to a senior-focused HMO plan. Another type of insurance, long-term care
insurance, is also becoming more widely available to consumers, but is not expected to contribute significantly to
industry revenues in the near term.
Private and Other Payors.    Private and other payors consist primarily of individuals, family members or other third
parties who directly pay for the services we provide.
Billing and Reimbursement.    Our revenues from government payors, including Medicare and state Medicaid
agencies, is subject to retroactive adjustments in the form of claimed overpayments and underpayments based on rate
adjustments and asserted billing and reimbursement errors. We believe billing and reimbursement errors,
disagreements, overpayments and underpayments are common in our industry, and we are regularly engaged with
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government payors and their fiscal intermediaries in reviews, audits and appeals of our claims for reimbursement due
to the subjectivity inherent in the processes related to patient diagnosis and care, recordkeeping, claims processing and
other aspects of the patient service and reimbursement processes, and the errors and disagreements those subjectivities
can produce.
Management fees.     Management fee revenues are received under various contractual agreements with third-party
companies.
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Rental Revenue. Rental revenue is received under contractual agreements for the leasing of our facilities. The
Company, as lessor, makes a determination with respect to each of its leases whether they should be accounted for as
operating leases. The Company recognizes rental revenues on a straight-line basis over the term of the lease when
collectibility is reasonably assured. Differences between rental income earned and amounts due under the lease are
charged or credited, as applicable, to straight-line rent receivable, net. Payments received under operating leases are
accounted for in the statements of operations as rental revenue for actual rent collected plus or minus a straight-line
adjustment for estimated minimum lease escalators.
We employ accounting, reimbursement and compliance specialists who assist our clerical, clinical and rehabilitation
staffs in the preparation of claims and supporting documentation, regularly monitor billing and reimbursement
practices within our facilities, and assist with the appeal of overpayment and recoupment claims by governmental,
fiscal intermediary and other auditors and reviewers. The table below sets forth our annual revenue by payor source
during the years ended December 31, 2014 and 2013.

Year Ended December 31,
Annual Revenue by Payor (000's) 2014 2013
Medicaid $96,491 $95,583
Medicare 62,696 57,015
Other 30,802 30,179
Management fees 1,493 2,097
Rental revenue $1,832 $876
Total $193,314 $185,750
Competition
Our ability to compete successfully varies from location to location and depends on a number of factors, including the
number of competing facilities in the local market, the types of services available, our local reputation for quality care
of patients, the commitment and expertise of our staff and physicians, our local service offerings and treatment
programs, the cost of care in each locality, and the physical appearance, location, age and condition of our facilities.
We are in a competitive, yet fragmented, industry. While there are several national and regional companies that
provide skilled nursing services, our primary source of competition is the smaller regional and local operators and
third party facility management companies. There is limited, if any, price competition with respect to Medicaid and
Medicare patients, since revenues for services to such patients are strictly controlled and are based on fixed rates and
cost reimbursement principles. Our competitors include assisted living communities and other retirement facilities and
communities, home health care agencies, skilled nursing facilities and convalescent centers, some of which operate on
a not-for-profit or charitable basis.
We seek to compete effectively in each market by establishing a reputation within the local community for quality of
care, attractive and comfortable facilities, and providing specialized healthcare with an ability to care for high-acuity
patients. We believe that the average cost to a third-party payor for the treatment of our typical high-acuity patient is
lower if that patient is treated in one of our skilled nursing facilities than if that same patient were to be treated in an
inpatient rehabilitation facility or long-term acutecare hospital. The skilled nursing facilities operated by us compete
with other facilities in their respective markets, including rehabilitation hospitals and other "skilled" and personal care
residential facilities. In addition, our facilities also face competition for employees.
As announced in July 2014, our Board approved a strategic plan to transition the Company to a healthcare property
holding and leasing company. Through a series of leasing and sublease transactions, the Company will transition to
third-parties the operations of the Company’s currently owned and operated healthcare facilities, which are principally
skilled nursing facilities.The Company is focused on the ownership, acquisition and leasing of healthcare related
properties. This strategy in essence minimizes certain competitive forces and provides a more consistent and
predictable stream of income to the Company.
Increased competition could limit our ability to attract and retain patients, maintain or increase rates or to expand our
business. Many of our competitors have greater financial and other resources than we have, may have greater brand
recognition and may be more established in their respective communities than we are. Competing companies may also
offer newer facilities or different programs or services than we do and may as a result be more attractive to our current
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we do, which could present significant price competition, particularly for managed care and private pay patients.
Government Regulation
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The health care industry is subject to numerous laws and regulations of federal, state and local governments. These
laws and regulations include, but are not necessarily limited to, matters such as licensure, accreditation, government
health care program participation requirements, reimbursement for patient services, certificates of need, quality of
patient care and Medicaid and Medicare fraud and abuse. Over the last several years, government activity has
increased with respect to investigations and allegations concerning possible violations by health care providers of
fraud and abuse statutes and regulations as well as laws and regulations governing quality of care issues in the skilled
nursing profession in general. Violations of these laws and regulations could result in exclusion from government
health care programs together with the imposition of significant fines and penalties, as well as significant repayments
for patient services previously billed. Compliance with such laws and regulations is subject to ongoing government
review and interpretation, as well as regulatory actions in which government agencies seek to impose fines and
penalties.
Licensure and Certification.    Certain states administer a certificate of need program, which applies to the incurrence
of capital expenditures, the offering of certain new institutional health services, the cessation of certain services and
the acquisition of major medical equipment. Such legislation also stipulates requirements for such programs, including
that each program be consistent with the respective state health plan in effect pursuant to such legislation and provide
for penalties to enforce program requirements. To the extent that certificates of need or other similar approvals are
required for expansion of our operations, either through acquisitions, expansion or provision of new services or other
changes, such expansion could be affected adversely by the failure or inability to obtain the necessary approvals,
changes in the standards applicable to such approvals or possible delays and expenses associated with obtaining such
approvals.
Skilled nursing and assisted living facilities are required to be individually licensed or certified under applicable state
law and as a condition of participation under the Medicare program. In addition, healthcare professionals and
practitioners are required to be licensed in most states. We believe that our operating companies and personnel that
provide these services have all required regulatory approvals necessary for our current operations. The failure to
obtain, retain or renew any required license could adversely affect our operations, including our financial results.
Health Reform Legislation.    In recent years, there have been numerous initiatives on the federal and state levels for
comprehensive reforms affecting the payment for, the availability of and reimbursement for healthcare services in the
United States. These initiatives have ranged from proposals to fundamentally change federal and state healthcare
reimbursement programs, including the provision of comprehensive healthcare coverage to the public under
governmental funded programs, to minor modifications to existing programs. PPACA, which was passed in 2010 and
has implementation timing and costs and regulatory implications that are still uncertain in many respects, is among the
most comprehensive and notable of these legislative efforts, and its full effects on us and others in our industry are
still in many ways difficult to predict. The content or timing of any future health reform legislation, and its impact on
us, is impossible to predict. If significant reforms are made to the U.S. healthcare system, those reforms may have an
adverse effect on our business, financial condition and results of operations.
While many of the provisions of PPACA will not take effect for several years or are subject to further refinement
through the promulgation of regulations, some key provisions of PPACA are presently effective include the following:

•

Enhanced CMPs and Escrow Provisions.   PPACA includes expanded civil monetary penalty ("CMP") and related
provisions applicable to all Medicaid and Medicare providers. CMS rules adopted to implement applicable provisions
of PPACA also provide that assessed CMPs may be collected and placed in whole or in part into an escrow account
pending final disposition of the applicable administrative and judicial appeals process. To the extent our businesses
are assessed large CMPs that are collected and placed into an escrow account pending lengthy appeals, such actions
could adversely affect our business, financial condition and results of operations.
•Nursing Home Transparency Requirements.   In addition to expanded CMP provisions, PPACA imposes new
transparency requirements for Medicare-participating nursing facilities. In addition to previously required disclosures
regarding a facility's owners, management, and secured creditors, PPACA expanded the required disclosures to
include information regarding the facility's organizational structure, additional information on officers, directors,
trustees, and "managing employees" of the facility (including their names, titles, and start dates of services), and
information regarding certain parties affiliated with the facility. The transparency provisions could result in the
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potential for greater government scrutiny and oversight of the ownership and investment structure for skilled nursing
facilities, as well as more extensive disclosure of entities and individuals that comprise part of skilled nursing
facilities' ownership and management structure.

•

Suspension of Payments During Pending Fraud Investigations.   PPACA provides the federal government with
expanded authority to suspend Medicaid and Medicare payments if a provider is investigated for allegations or issues
of fraud. This suspension authority creates a new mechanism for the federal government to suspend both Medicaid
and Medicare payments for allegations of fraud, independent of whether a state exercises its authority to suspend
Medicaid payments pending a fraud
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investigation. To the extent the suspension of payment provision is applied to one of our businesses for allegations of
fraud, such a suspension could adversely affect our business, financial condition and results of operations.

•

Overpayment Reporting and Repayment; Expanded False Claims Act Liability.   PPACA enacted several important
changes that expand potential liability under the federal False Claims Act. Overpayments related to services provided
to both Medicaid and Medicare beneficiaries must be reported and returned to the applicable payor within specified
deadlines, or else they are considered obligations of the provider for purposes of the federal False Claims Act. This
new provision substantially tightens the repayment and reporting requirements generally associated with the
operations of health care providers to avoid False Claims Act exposure.

•

Home and Community Based Services.   PPACA provides that states can provide home and community-based
attendant services and support through the Community First Choice State plan option. States choosing to provide
home and community-based services under this option must make them available to assist with activities of daily
living, instrumental activities of daily living and health-related tasks under a plan of care agreed upon by the
individual and his/her representative. For states that elect to make coverage of home and community-based services
available through the community First Choice State plan option, the percentage of the state's Medicaid expenses paid
by the federal government will increase by six percentage points. PPACA also includes additional measures related to
the expansion of community and home-based services and authorizes states to expand coverage of community and
home-based services to individuals who would not otherwise be eligible for them. The expansion of home and
community-based services could reduce the demand for the facility-based services that we provide.

•

Health Care-Acquired Conditions.    PPACA provides that the Secretary of Department of Health and Human
Services ("DHHS") must prohibit payments to states for any amounts expended for providing medical assistance for
certain medical conditions acquired during the patient's receipt of health care services. CMS adopted a final rule to
implement this provision of PPACA in the third quarter of 2011. The rule prohibits states from making payments to
providers under the Medicaid program for conditions that are deemed to be reasonably preventable. It uses Medicare's
list of preventable conditions in inpatient hospital settings as the base (adjusted for the differences in the Medicaid and
Medicare populations) and provides states the flexibility to identify additional preventable conditions and settings for
which Medicaid payments will be denied.

•

Value-Based Purchasing.   PPACA requires the DHHS to develop a plan to implement a value-based purchasing
("VBP") program for payments under the Medicare program for skilled nursing facilities and to submit a report
containing the plan to Congress. The intent of the provision is to potentially reconfigure how Medicare pays for health
care services, moving the program towards rewarding better value, outcomes, and innovations, instead of volume.
According to the plan submitted to Congress in June 2012, the funding for the VBP program could come out of
payment withholds from poor-performing skilled nursing facilities or by holding back a portion of the base payment
rate or the annual update for all skilled nursing facilities. If a VBP program is ultimately implemented, it is uncertain
what effect it would have upon skilled nursing facilities, but its funding or other provisions could negatively affect
them.

•

Voluntary Pilot Program - Bundled Payments.  To support the policies of making all providers responsible during an
episode of care and rewarding value over volume, HHS will establish, test and evaluate alternative payment
methodologies for Medicare services through a five-year, national, voluntary pilot program starting in 2013. This
program will provide incentives for providers to coordinate patient care across the continuum and to be jointly
accountable for an entire episode of care centered around a hospitalization. HHS will develop qualifying provider
payment methods that may include bundled payments and bids from entities for episodes of care that begins three
days prior to hospitalization and spans 30 to 90 days following discharge. Payments for items and services cannot
result in spending more than would otherwise be expended for such entities if the pilot program were not
implemented. Payment arrangements among providers participating in the bundled payment must navigate regulatory
compliance under the Anti-kickback Law, the Stark Law and the Civil Monetary Penalties Law and the related
waivers. This pilot program may expand in 2016 if expansion would reduce Medicare spending without also reducing
quality of care.
•Anti-Kickback Statute Amendments.  PPACA amended the Anti-Kickback Statute so that: (i) a claim that includes
items or services violating the Anti-Kickback Statute also would constitute a false or fraudulent claim under the
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federal False Claims Act; and (ii) the intent required to violate the Anti-Kickback Statute is lowered such that a
person need not have actual knowledge or specific intent to violate the Anti-Kickback Statute in order for a violation
to be deemed to have occurred. These modifications of the Anti-Kickback Statute could expose us to greater risk of
inadvertent violations of the statute and to related liability under the federal False Claims Act.

•
Accountable Care Organizations.  PPACA authorized CMS to enter into contracts with Accountable Care
Organizations (ACOs), which are entities of providers and suppliers organized to deliver services to Medicare
beneficiaries and eligible to
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receive a share of any cost savings the entity can achieve by delivering services to those beneficiaries at a cost below a
set baseline and with sufficient quality of care. CMS recently finalized regulations to implement the ACO initiative.
The widespread adoption of ACO payment methodologies in the Medicare program, and in other programs and
payors, could impact our operations and reimbursement for our services. On January 26, 2015, CMS announced its
goal to have 30% of Medicare payments for quality and value through alternative payment models such as ACOs or
bundled payments by 2016 and up to 50% by the end of 2018.
On June 28, 2012, the United States Supreme Court ruled that the enactment of PPACA did not violate the
Constitution of the United States. This ruling permits the implementation of most of the provisions of PPACA to
proceed. The provisions of PPACA discussed above are examples of recently enacted federal health reform provisions
that we believe may have a material impact on the long-term care profession generally and on our business. However,
the foregoing discussion is not intended to constitute, nor does it constitute, an exhaustive review and discussion of
PPACA. It is possible that other provisions of PPACA may be interpreted, clarified, or applied to our businesses in
ways that could have a material impact on our business, financial condition and results of operations. Similar federal
and/or state legislation that may be adopted in the future could have similar effects.
In addition, we incur considerable administrative costs in monitoring the changes made within the various
reimbursement programs in which we participate, determining the appropriate actions to be taken in response to those
changes, and implementing the required actions to meet the new requirements and minimize the repercussions of the
changes to our organization, reimbursement rates and costs.
Medicare and Medicaid.    Medicare is a federally-funded and administered health insurance program for the aged and
for certain chronically disabled individuals. Part A of the Medicare program covers inpatient hospital services and
certain services furnished by other institutional providers such as skilled nursing facilities. Part B of the Medicare
program covers the services of doctors, suppliers of medical items, various types of outpatient services and certain
ancillary services of the type provided by long-term and acute care facilities. Medicare payments under Part A and
Part B are subject to certain caps and limitations, as provided in Medicare regulations. Medicare benefits are not
available for intermediate and custodial levels of nursing center care or for assisted living center arrangements.
Medicaid is a medical assistance program for the indigent, operated by individual states with financial participation by
the federal government. Criteria for medical indigence and available Medicaid benefits and rates of payment vary
somewhat from state to state, subject to certain federal requirements. Basic long-term care services are provided to
Medicaid beneficiaries, including nursing, dietary, housekeeping and laundry, restorative health care services, room
and board and medications. Federal law requires that a state Medicaid program must provide for a public process for
determination of Medicaid rates of payment for nursing center services. Under this process, proposed rates, the
methodologies underlying the establishment of such rates and the justification for the proposed rates are published.
This public process gives providers, beneficiaries and concerned state patients a reasonable opportunity for review and
comment. Certain of the states in which we now operate are actively seeking ways to reduce Medicaid spending for
nursing center care by such methods as capitated payments and substantial reductions in reimbursement rates.
As a component of CMS administration of the government's reimbursement programs, a new ratings system was
implemented in December 2008 to assist the public in choosing a skilled care provider. The system is an attempt to
simplify all the data for each nursing center to a "Star" ranking. The overall Star rating is determined by three
components (three years survey results, quality measure calculations, and staffing data), with each of the components
receiving star rankings as well. CMS proposes to expand and strengthen the Five Star Quality Rating System for
nursing homes to improve consumer information about quality measures at individual nursing homes. We will
continue to strive to achieve high rankings for our facilities, as well as assuring that our rankings are correct and
appropriately reflect our quality results.
Health Insurance Portability and Accountability Act of 1996 Compliance.    There are numerous legislative and
regulatory requirements at the federal and state levels addressing patient privacy and security of health information.
The Health Insurance Portability and Accountability Act of 1996 ("HIPAA") contains provisions that require us to
adopt and maintain business procedures designed to protect the privacy, security and integrity of patients' individual
health information. States also have laws that apply to the privacy of healthcare information. We must comply with
these state privacy laws to the extent that they are more protective of healthcare information or provide additional
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protections not afforded by HIPAA. HIPAA's security standards were designed to protect electronic information
against reasonably anticipated threats or hazards to the security or integrity of the information and to protect the
information against unauthorized use or disclosure. These standards have had and are expected to continue to have a
significant impact on the health care industry because they impose extensive requirements and restrictions on the use
and disclosure of identifiable patient information. In addition, HIPAA established uniform standards governing the
conduct of certain electronic healthcare transactions and protecting the privacy and security of individually
identifiable health information. The Health Information Technology for Clinical Health Act of 2009 expanded the
requirements
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and noncompliance penalties under HIPAA and requires correspondingly intensive compliance efforts by companies
such as ours, including self-disclosures of breaches of unsecured health information to affected patients, federal
officials, and, in some cases, the media.
On January 25, 2013, the DHHS promulgated new HIPAA privacy, security, and enforcement regulations, which
increase significantly the penalties and enforcement practices of the Department regarding HIPAA violations. We
implemented or upgraded computer and information systems as we believe necessary to comply with the new
regulations. We believe that we are in substantial compliance with applicable state and federal regulations relating to
privacy and security of patient information. However, if we fail to comply with the applicable regulations, we could
be subject to significant penalties.
On January 25, 2013, the DHHS promulgated new HIPAA privacy, security, and enforcement regulations, which
increase significantly the penalties and enforcement practices of DHHS regarding HIPAA violations. The new HIPAA
regulations are effective as of March 26, 2013, and compliance was required by September 23, 2013.
Antitrust Laws.   We are also subject to federal and state antitrust laws. Enforcement of the antitrust laws against
healthcare providers is common, and antitrust liability may arise in a wide variety of circumstances, including third
party contracting, physician relations, joint venture, merger, affiliation and acquisition activities. In some respects, the
application of federal and state antitrust laws to healthcare is still evolving, and enforcement activity by federal and
state agencies appears to be increasing. At various times, healthcare providers and insurance and managed care
organizations may be subject to an investigation by a governmental agency charged with the enforcement of antitrust
laws, or may be subject to administrative or judicial action by a federal or state agency or a private party. Violators of
the antitrust laws could be subject to criminal and civil enforcement by federal and state agencies, as well as by
private litigants.
Transition.    As our Company transitions to a concentrated healthcare property holding and leasing company, the
impact of certain government regulations to us may change. Specifically, the third-party operators of the Company’s
currently owned and operated healthcare facilities will take on the responsibility for such government regulation
compliance as it relates to the specific operations.
Employees
As of December 31, 2014, excluding discontinued operations, we had approximately 3,414 total employees of which
2,494 were full-time employees.
Item 1A.    Risk Factors
        The following are certain risk factors that could affect our business, operations and financial condition. These
risk factors should be considered in connection with evaluating the forward-looking statements contained in this
Annual Report because these factors could cause the actual results and conditions to differ materially from those
projected in forward-looking statements. This section does not describe all risks applicable to our business, and we
intend it only as a summary of certain material factors. If any of the following risks actually occur, our business,
financial condition or results of operations could be negatively affected. In that case, the trading price of our common
stock and our Series A Preferred Stock could decline.
Risks Related to Us and Our Operations as an Operator of Healthcare Facilities
Health care reform may affect our profitability and may require us to change the way our business is conducted.
Health care is an area of extensive and frequent regulatory change. The manner and the extent to which health care is
regulated at the federal and state level is evolving. Changes in the laws or new interpretations of existing laws may
have a significant effect on our methods and costs of doing business. Our success will depend partially on our ability
to satisfy the applicable regulations and requirements and to procure and maintain required licenses. Our operations
could also be adversely affected by, among other things, regulatory developments such as mandatory increases in the
scope and quality of care given to the residents and revisions in licensing and certification standards. We are and will
continue to be subject to varying degrees of regulation and licensing by health or social service agencies. We believe
that our operations do not presently violate any existing federal or state laws, but we make no assurances that federal,
state, or local laws or regulatory procedures which might adversely affect our business, financial condition, results of
operations or prospects will not be expanded or imposed. A failure to comply with applicable requirements could
cause us to be fined or could cause the cessation of our business, which would have a material adverse effect on our
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In March 2010, the PPACA and the Health Care and Education Reconciliation Act of 2010 were signed into law.
Together, these two measures make the most sweeping changes to the U.S. health care system since the creation of
Medicaid and Medicare. These new laws include a large number of health care related provisions scheduled to take
effect over the next four years, including expanding Medicaid eligibility, requiring most individuals to have health
insurance, establishing new
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regulations on health plans, establishing health insurance exchanges and modifying certain payment systems to
encourage more cost-effective care and a reduction of inefficiencies and waste, including new tools to address fraud
and abuse. As the implementation of, and rulemaking with respect to, these measures is ongoing, we are unable to
accurately predict the effect these laws or any future legislation or regulation will have on us or our operations,
including future reimbursement rates and occupancy in our inpatient facilities.
Our business depends on reimbursement under federal and state programs, and federal and state legislation or other
changes to reimbursement and other aspects of Medicaid and Medicare may reduce or otherwise adversely affect
reimbursement amounts.
A substantial portion of our revenue is derived from third-party payors, including Medicaid and Medicare programs.
Our business, financial condition, results of operations and prospects would be adversely affected in the event that
reimbursement rates under these programs are reduced or rise more slowly than the rate at which our costs increase or
if there are changes in the way these programs pay for services. For example, services for which we are currently
reimbursed by Medicaid and Medicare may not continue to be reimbursed at adequate levels or at all, or further limits
on the scope of services being reimbursed, delays or reductions in reimbursement or changes in other aspects of
reimbursement could occur, each of which could adversely impact our business, financial condition, results of
operations and prospects.
The Medicaid and Medicare programs are subject to statutory and regulatory changes affecting, among other things,
base rates or basis of payment, retroactive rate adjustments, annual caps that limit the amount that can be paid
(including deductible and coinsurance amounts) for rehabilitation therapy services rendered to Medicare beneficiaries,
administrative or executive orders and government funding restrictions, all of which may materially adversely affect
the rates and frequency at which these programs reimburse us for our services.
On August 2, 2011, the President signed into law the Budget Control Act of 2011 (the "Budget Control Act"), which
raised the debt ceiling and put into effect a series of actions for deficit reduction. The Budget Control Act created a
Congressional Joint Select Committee on Deficit Reduction (the "Committee") that was tasked with proposing
additional deficit reduction of at least $1.5 trillion over ten years. As the Committee was unable to achieve its targeted
savings, this regulation triggered automatic reductions in discretionary and mandatory spending, or budget
sequestration, starting in 2013, including reductions of not more than 2% to payments to Medicare providers. We are
unable to accurately predict the impact these automatic and potential reductions will have on our business, and those
reductions could materially adversely affect our business, financial condition, results of operations and prospects.
Federal governmental proposals could limit the states' use of provider tax programs to generate revenue for their
Medicaid expenditures, which could result in a reduction in our reimbursement rates under Medicaid. To generate
funds to pay for the increasing costs of the Medicaid program, many states utilize financial arrangements commonly
referred to as "provider taxes." Under provider tax arrangements, states collect taxes from healthcare providers and
then use the revenue to pay the providers as a Medicaid expenditure, which allows the states to then claim additional
federal matching funds on the additional reimbursements. Current federal law provides for a cap on the maximum
allowable provider tax as a percentage of the provider's total revenue. There is no assurance that federal law will
continue to provide matching federal funds on state Medicaid expenditures funded through provider taxes, or that the
current caps on provider taxes will not be reduced. Any discontinuance or reduction in federal matching of provider
tax-related Medicaid expenditures could have a significant and adverse effect on states' Medicaid expenditures and, as
a result, could have a material and adverse effect on our business, financial condition, results of operations and
prospects.
We cannot currently estimate the magnitude of the potential Medicaid and Medicare rate or payment reductions, the
impact of the failure of these programs to increase rates to match increasing expenses or the impact on us of potential
Medicaid and Medicare policy changes, but they may be material to our operations and affect our future results of
operations. We are unable to accurately predict whether future Medicaid and Medicare rates and payments will be
sufficient to cover our costs. Future Medicaid and Medicare rate declines or a failure of these rates or payments to
cover our costs could result in our experiencing materially lower earnings or losses.
We conduct business in a heavily regulated industry, and changes in, or violations of, regulations may result in
increased costs or sanctions that reduce our revenue and profitability.
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As a result of our participation in the Medicaid and Medicare programs, we are subject to, in the ordinary course of
business, various governmental reviews, inquiries, investigations and audits by federal and state agencies to verify our
compliance with these programs and laws and regulations applicable to the operation of, and reimbursement for,
skilled nursing and assisted living facilities and our other operating areas. These regulations include those relating to
licensure, conduct of operations, ownership of facilities, construction of new facilities and additions to existing
facilities, allowable costs, services and prices for services.
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Recently, the federal government has imposed extensive enforcement policies resulting in a significant increase in the
number of inspections, citations of regulatory deficiencies and other regulatory sanctions, including terminations from
the Medicaid and Medicare programs, denials of payment for new Medicaid and Medicare admissions and civil
monetary penalties. If we fail to comply, or are perceived as failing to comply, with the extensive laws and regulations
applicable to our industry, then we may become ineligible to receive government program reimbursement, be required
to refund amounts received from Medicare, Medicaid or private payors, suffer civil or criminal penalties, suffer
damage to our reputation or be required to significantly change the way we operate our business.
We operate in multiple states and the applicable regulatory provisions in each state are subject to changes over time.
We continue to monitor state regulatory provisions applicable to our business to facilitate compliance with any revised
or newly issued rules and policies.
Federal and state healthcare fraud and abuse laws regulate both the provision of services to government program
beneficiaries and the methods and requirements for submitting claims for services rendered to such beneficiaries.
Under these laws, individuals and organizations can be penalized for submitting claims for services that are not
provided, that have been inadequately provided, billed in an incorrect manner or other than as actually provided, not
medically necessary, provided by an improper person, accompanied by an illegal inducement to utilize or refrain from
utilizing a service or product, or billed or coded in a manner that does not otherwise comply with applicable
governmental requirements. Penalties also may be imposed for violation of anti-kickback and patient referral laws.
Federal and state governments have a range of criminal, civil and administrative sanctions available to penalize and
remediate healthcare fraud and abuse, including exclusion of the provider from participation in the Medicaid and
Medicare programs, fines, criminal and civil monetary penalties and suspension of payments and, in the case of
individuals, imprisonment. We also are subject to potential lawsuits under a federal whistleblower statute designed to
combat fraud and abuse in the health care industry. These lawsuits can involve significant monetary awards to private
plaintiffs who successfully bring these suits.
We believe that we maintain and follow policies and procedures that are sufficient to ensure that our facilities will
operate in substantial compliance with these anti-fraud and abuse requirements and other Medicaid and Medicare
program criteria. While we believe that our business practices are consistent with Medicaid and Medicare criteria,
those criteria are often vague and subject to change and interpretation.
We are unable to accurately predict the future course of federal, state and local regulation or legislation, including
Medicaid and Medicare statutes and regulations, or the intensity of federal and state enforcement actions. An adverse
review, inquiry, investigation or audit could result in:

•an obligation to refund amounts previously paid to us pursuant to the Medicare or Medicaid programs or from privatepayors, in amounts that could be material to our business;
•state or federal agencies imposing fines, penalties and other sanctions on us;
•loss of our right to participate in the Medicare or Medicaid programs or one or more private payor networks;
•an increase in private litigation against us; and

• harm to our reputation in various
markets.

An expanded federal program is underway to recover Medicare overpayments.
The Medicare Modernization Act of 2003 established a three year demonstration project to recover overpayments and
identify underpayments on Medicare claims from hospitals, skilled nursing facilities and home health agencies
through a review of claims previously paid by Medicare beginning in October, 2007. Medicare contracted nationwide
with third parties known as Recovery Audit Contractors ("RAC") to conduct these reviews commonly referred to as
RAC Audits. Due to the success of the program, the Tax Relief and Health Care Act of 2006 made the program
permanent and mandated its expansion to all 50 states in 2010. We are also subject to other audits under various
government programs, including Zone Program Integrity Contractors, Program Safeguard Contractors and Medicaid
Integrity Contractors, in which third-party firms engaged by CMS conduct extensive reviews of claims data and
medical and other records to identify potential improper government payments. We make no assurances that our
claims will not be selected for any such audits in the future and, if they are selected for any such audit, the extent to
which these audits may have a material adverse effect on our business, financial condition, results of operations and
prospects.
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We are subject to claims under the self-referral and anti-kickback legislation.
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In the United States, various state and federal laws regulate the relationships between providers of health care
services, physicians and other clinicians. In particular, various laws, including federal and state anti-kickback and
anti-fraud statutes, prohibit certain business practices and relationships that might affect the provision and cost of
health care services reimbursable under Medicaid and Medicare programs, including the payment or receipt of
compensation for the referral of patients whose care will be paid by federal governmental programs. Sanctions for
violating the anti-kickback and anti-fraud statutes include criminal penalties and civil sanctions, including fines and
possible exclusion from governmental programs such as Medicaid and Medicare.
These laws and regulations are complex, and limited judicial or regulatory interpretation exists. While we make every
effort to ensure compliance, we make no assurances that governmental officials charged with responsibility for
enforcing the provisions of these laws and regulations will not assert that one or more of our arrangements are in
violation of the provisions of such laws and regulations. Violations of these laws may result in substantial civil or
criminal penalties for individuals or entities, including large civil monetary penalties and exclusion from participation
in the Medicare or Medicaid programs. Such exclusion or penalties, if applied to us, could have a material adverse
effect on our business, financial condition, results of operations and prospects.
We are required to comply with laws governing the transmission and privacy of health information.
HIPAA requires us to comply with standards for the exchange of health information within our Company and with
third parties, such as payors, business associates and patients. These include standards for common health care
transactions, such as claims information, plan eligibility, payment information and the use of electronic signatures,
unique identifiers for providers, employers, health plans and individuals, and security, privacy and enforcement. If we
are found to be in violation of the privacy or security rules under HIPAA or other federal or state laws protecting the
confidentiality of patient health information, we could be subject to criminal penalties and civil sanctions, which could
increase our liabilities, harm our reputation and have a material adverse effect on our business, financial condition,
results of operations and prospects.
We rely on information technology in our operations, and any material failure, inadequacy, interruption or security
failure of that technology could harm our business, financial condition, results of operations and prospects.
We rely on information technology networks and systems, including the Internet, to process, transmit and store
electronic information, and manage or support a variety of business processes, including medical records, financial
transactions and records, personal identifying information, payroll data and workforce scheduling information. We
purchase some of our information technology from vendors, on whom our systems depend. We rely on commercially
available systems, software, tools and monitoring to provide security for processing, transmission and storage of
confidential patient, resident and other customer information, such as individually identifiable information, including
information relating to health protected by HIPAA. Although we have taken steps to protect the security of our
information systems and the data maintained in those systems, it is possible that our safety and security measures will
not prevent the systems' improper functioning or damage or the improper access or disclosure of personally
identifiable information such as in the event of cyber-attacks. Security breaches, including physical or electronic
break-ins, computer viruses, attacks by hackers and similar breaches can create system disruptions or shutdowns or
the unauthorized disclosure of confidential information. If personal or otherwise protected information of our patients
is improperly accessed, tampered with or distributed, we may incur significant costs to remediate possible injury to the
affected patients and we may be subject to sanctions and civil or criminal penalties if we are found to be in violation
of the privacy or security rules under HIPAA or other similar federal or state laws protecting confidential patient
health information. Any failure to maintain proper functionality and security of our information systems could
interrupt our operations, damage our reputation, subject us to liability claims or regulatory penalties and could have a
material adverse effect on our business, financial condition, results of operations and prospects.
Circumstances that adversely affect the ability of seniors, or their families, to pay for our services could have material
adverse effects on our business, financial condition, results of operations and prospects.
Approximately 6% of our skilled nursing occupants and nearly all of the occupants of our assisted living facilities rely
on their personal investments and wealth to pay for their stay in our facilities. We expect to continue to rely on the
ability of our residents to pay for our services from their own financial resources. Inflation, continued high levels of
unemployment, declines in market values of investments and home prices, or other circumstances that may adversely
affect the ability of the elderly or their families to pay for our services could have a material adverse effect on our
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business, financial condition, results of operations and prospects.
We depend largely upon reimbursement from third-party payors, and our business, financial condition, results of
operations and prospects could be adversely affected by any changes in the mix of patients in our facilities as well as
payor mix and payment methodologies.
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Our revenue is affected by the percentage of our patients who require a high level of skilled nursing and rehabilitative
care, whom we refer to as high acuity patients, and by our mix of payment sources. Changes in our patient mix, as
well as our payor mix among Medicaid, Medicare, private payors and managed care companies, may significantly
affect our profitability because we generally receive higher reimbursement rates for certain patients, such as
rehabilitation patients, and because the payors reimburse us at different rates. As a result, changes in the case mix of
patients as well as the payor mix may significantly affect our profitability. Particularly, a significant increase in
Medicaid patients will have a material adverse effect on our business, financial condition, results of operations and
prospects, especially if states operating Medicaid programs continue to limit, or more aggressively seek limits on,
reimbursement rates.
We operate in an industry that is highly competitive.

The long-term care industry is highly competitive and we believe that it will become even more competitive in the
future. We face direct competition for patients, employees and the acquisition of facilities. Our skilled nursing and
assisted living facilities face competition from skilled nursing, assisted living, independent living facilities, homecare
services, community-based service programs, retirement communities and other operations that provide services
comparable to those offered by us.
We compete with national companies with respect to both our skilled nursing and assisted living facilities.
Additionally, we also compete with local and regional based entities. Many of these competing companies have
greater financial and other resources than we have. Failure to effectively compete with these companies may have a
material adverse effect on our business, financial condition, results of operations and prospects.
Our ability to compete is based on several factors, including, without limitation, building age, appearance, reputation,
availability of patients, survey history and CMS rankings. We make no assurances that increases in competition in the
future will not adversely affect our business, financial condition, results of operations and prospects.
The cost to replace or retain qualified personnel may affect our business, financial condition, results of operations and
prospects, and we may not be able to comply with the staffing requirements of certain states.
We could experience significant increases in our costs due to shortages in qualified nurses, health care professionals
and other key personnel. We compete with other providers of home health care, nursing home care, and assisted living
with respect to attracting and retaining qualified personnel, and the market is competitive. Because of the small
markets in which we operate, shortages of nurses and trained personnel may require us to enhance our wage and
benefit package in order to compete and attract qualified employees from more metropolitan areas. Further,
acquisitions of new facilities may require us to pay increased compensation or offer other incentives to retain key
personnel and other employees in any newly acquired facilities. Increased competition in the future with respect to
attracting and maintaining key personnel could limit our ability to attract and retain residents or to expand our
business.
Certain states in which we currently operate may have adopted minimum staffing standards, and additional states may
also establish similar requirements in the future. Our ability to satisfy these requirements will depend upon our ability
to attract and retain qualified, nurses, certified nurses' assistants and other personnel. Failure to comply with these
requirements may result in the imposition of fines or other sanctions. If states do not appropriate sufficient additional
funding, through Medicaid appropriations or otherwise, to pay for any additional operating costs resulting from
minimum staffing requirements, then our business, financial condition, results of operations and prospects may be
adversely affected.
To date, we have been able to adequately staff all of our operations. However, we make no assurances that the ability
to adequately staff all of our operations will continue in the future. Additionally, increasing employee health and
workers' compensation insurance costs may materially and negatively affect our profitability. We provide no
assurances that our labor costs will not increase or that any increase will be matched by corresponding increases in
rates we charge to facility residents. Our ability to control labor costs will significantly effect on our business,
financial condition and results of operation in the future.
Successful union organization of our employees may adversely affect our business, financial condition, results of
operations and prospects.
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Periodically, labor unions attempt to organize our employees. Although we currently have no collective bargaining
agreements with unions with respect to our employees or our facilities, there is no assurance that this will continue to
be the case in the future. If future federal legislation makes it easier for employee groups to unionize, then groups of
our employees may seek union representation. If more of our employees unionize, we could experience business
interruptions, work stoppages, declines in service levels due to union specific rules or increased operating expenses
that may adversely affect our business, financial condition, results of operations and prospects.
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If we lose our key management personnel, we may not be able to successfully manage our business or achieve our
objectives, which could have a material adverse effect on our business, financial condition, results of operations and
prospects.
We are dependent on our management team, and our future success depends largely upon the management experience,
skill, and contacts of our management, and the loss of any of our key management team could harm our business. If
we lose the services of any or all of our management team, we may not be able to replace them with similarly
qualified personnel, which could have a material adverse effect on our business, financial condition, results of
operations and prospects.
Termination of assisted living resident agreements and resident attrition could adversely affect our revenues and
earnings.
State regulations governing assisted living facilities typically require a written resident agreement with each resident.
Most of these regulations also require that each resident have the right to terminate our assisted living resident
agreement for any reason on reasonable notice. Consistent with these regulations, most resident agreements allow
residents to terminate their agreements on 30 days' notice. Unlike typical leasing relationships which require a
commitment of one year or more, we cannot contract with our residents for longer periods of time.
Environmental compliance costs and liabilities associated with our facilities may have a material adverse effect on our
business, financial condition, results of operations and prospects.
We are subject to various federal, state and local environmental and health and safety laws and regulations with
respect to our facilities. These laws and regulations address various matters, including asbestos, fuel oil management,
wastewater discharges, air emissions, medical wastes and hazardous wastes. The costs of complying with these laws
and regulations and the penalties for non-compliance can be substantial. For example, with respect to our owned and
leased property, we may be held liable for costs relating to the investigation and cleanup of any of our owned or
leased properties from which there has been a release or threatened release of a regulated material as well as other
properties affected by the release. In addition to these costs, which are typically not limited by law or regulation and
could exceed the property's value, we could be liable for certain other costs, including, without limitation,
governmental fines and injuries to persons, property or natural resources. Further, some environmental laws create a
lien on the contaminated site in favor of the government for damages and the costs it incurs in connection with the
contamination. While we are not aware of any potential environmental problems, no assurances are made that such
problems and the costs associated with them will not arise in the future. If any of our properties were found to violate
environmental laws, we may be required to expend significant amounts of time and money to rehabilitate the property,
and we may be subject to significant liability. Any environmental compliance costs and liabilities incurred may have a
material adverse effect on our business, financial condition, results of operations and prospects.
Disasters and other adverse events may seriously harm our business.
Our facilities and residents may suffer harm as a result of natural or man-made disasters such as storms, earthquakes,
hurricanes, tornadoes, floods, fires, terrorist attacks and other conditions. Such events may disrupt our operations,
harm our patients and employees, severely damage or destroy one more of our facilities, harm our business, reputation
and financial performance, or otherwise cause our business to suffer in ways that cannot currently be predicted.
The nature of business exposes us to certain litigation risks.
The provision of health care services entails an inherent risk of liability. In recent years, participants in the long-term
care industry have become subject to an increasing number of lawsuits alleging malpractice, negligence or other
related legal theories. In several well publicized instances, private litigation by residents of senior living facilities for
alleged abuses has resulted in large damage awards against other operating companies. Certain lawyers and firms
specialize in bringing litigation against companies such as ours. As a result of this litigation, our cost of liability
insurance has increased during the past few years.
We currently maintain liability insurance. This insurance is intended to cover malpractice and other lawsuits.
Although we believe that it is in keeping with industry standards, no assurances are made that claims in excess of our
limits will not arise. Any such successful claims could have a material adverse effect upon our business, financial
condition, results of operations and prospects. Claims against us, regardless of their merit or eventual outcome, may
also have a material adverse effect upon our ability to attract and retain patients and key personnel. In addition, our
insurance policies must be renewed annually, and no assurances are made that we will be able to retain coverage in the
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future or, if coverage is available, that it will be available on acceptable terms.
Risks Related to Us as a Facilities Holding Company
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We may be unable to achieve any of the benefits that we expect to achieve from the Transition.
We may not derive any of the strategic or financial benefits that we expect from the Transition or such benefits may
be delayed, if they materialize at all. The anticipated benefits of the Transition are based on a number of assumptions,
which may prove incorrect. For example, we believe that the Transition will allow us to increase our cash flow, pay
consistent cash quarterly dividends, maximize the value of our properties, expand into new geographic areas, reduce
our financing costs and make opportunistic acquisitions. If the Transition does not have these and other expected
benefits for any reason, then the Transition could have a negative effect on our financial condition.
We may be unable to obtain the consents, approvals and authorizations of third parties necessary to successfully
implement the Transition.
In connection with the Transition, we will need the consent, approval or authorization of certain of our lenders, the
lessors of our currently-leased healthcare properties and appropriate governmental entities, as well as other third
parties, as applicable. We make no assurances that these consents, approvals or authorizations will be obtained, or
obtained on a timely basis. Failure to obtain these consents, approvals or authorizations, or failure to obtain them on a
timely basis, will hinder our ability to effect the Transition and could have a negative effect on our financial condition.
Economic conditions and turbulence in the credit markets may create challenges in securing third-party borrowings or
refinancing our existing indebtedness, which may prevent us from successfully implementing the Transition.
Depressed economic conditions, the availability and cost of credit, turmoil in the mortgage market and depressed real
estate markets have in the past contributed, and will in the future contribute, to increased volatility and diminished
expectations for real estate markets and the economy as a whole. Significant market disruption and volatility could
impact our ability to secure third-party borrowings or refinance our existing indebtedness, which may prevent us from
successfully implementing the Transition.
We rely on external sources of capital to fund future capital needs, and if we encounter difficulty in obtaining such
capital, we may not be able to make future investments necessary to grow our business or meet maturing
commitments.
We rely on external sources of capital, including debt and equity financing. If we are unable to obtain needed capital
at all or only on unfavorable terms from these sources, we might not be able to make the investments needed to grow
our business or to meet our obligations and commitments as they mature. Our access to capital depends upon a
number of factors over which we have little or no control, including the performance of the national and global
economies generally; competition in the healthcare industry; issues facing the healthcare industry, including
regulations and government reimbursement policies; our operators’ operating costs; the market’s perception of our
growth potential; the market value of our properties; our current and potential future earnings and cash dividends; and
the market price of the shares of our capital stock. While we currently have sufficient cash flow from operations to
fund our obligations and commitments, we may not be in a position to take advantage of future investment
opportunities if we are unable to access capital markets on a timely basis or are only able to obtain financing on
unfavorable terms.
Our ability to raise capital through equity sales is dependent, in part, on the market price of the common stock, and
our failure to meet market expectations with respect to our business could negatively impact the market price of the
common stock and availability of equity capital.
As with other publicly-traded companies, the availability of equity capital will depend, in part, on the market price of
the common stock, which, in turn, will depend upon various market conditions and other factors that may change from
time to time, including:
•the extent of investor interest;
•our financial performance and that of our operators;
•general stock and bond market conditions; and
•other factors such as governmental regulatory action.
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We are subject to risks associated with debt financing, which would negatively impact our business and limit our
ability to pay dividends to our shareholders and to repay maturing indebtedness.
The financing required to make future investments and satisfy maturing commitments may be provided by borrowings
under our credit facilities, private or public offerings of debt or equity, the assumption of secured indebtedness, or
mortgage financing on a portion of our owned portfolio. To the extent we must obtain debt financing from external
sources to fund our capital requirements, no assurance is given that such financing will be available on favorable
terms, if at all. In addition, if we are unable to refinance or extend principal payments due at maturity or pay them
with proceeds from other capital transactions, our cash flow may not be sufficient to pay dividends to our shareholders
and repay our maturing indebtedness. Furthermore, if we have to pay higher interest rates in connection with a
refinancing, the interest expense relating to that refinanced indebtedness would increase, which could reduce our
profitability . Moreover, additional debt financing increases the amount of our leverage. The degree of leverage could
have important consequences to our shareholders, including affecting our ability to obtain additional financing in the
future, and making us more vulnerable to a downturn in our results of operations or the economy generally.
Unforeseen costs associated with the acquisition of new healthcare properties could reduce our profitability.
Our business strategy contemplates future acquisitions that may not prove to be successful. For example, we might
encounter unanticipated difficulties and expenditures relating to our acquired healthcare properties, including
contingent liabilities, or our newly acquired healthcare properties might require significant management attention that
would otherwise be devoted to our ongoing business. Such costs may negatively affect our results of operations.
We may not be able to adapt our management and operational systems to integrate and manage our growth without
additional expense.
No assurance is given that we will be able to adapt our management, administrative, accounting and other systems to
integrate the long-term care facilities that we may acquire. Our failure to timely integrate and manage future
acquisitions or other developments could have a material adverse effect on our results of operations and financial
condition.
We may be subject to additional risks in connection with the long-term care facilities that we own or may acquire.
We may be subject to additional risks in connection with long-term care facilities that we own or may acquire,
including the following:

•our lack of, or our limited, prior business experience with certain of the operators of the facilities we own or mayacquire in the future;

•
the facilities may underperform due to various factors, including unfavorable terms and conditions of the lease
agreements, disruptions caused by the management of the operators of the facilities or changes in economic
conditions impacting the facilities or the operators;
•diversion of our management’s attention away from other business concerns;

• exposure to any undisclosed or unknown potential liabilities relating to the facilities;
and

•potential underinsured losses on the facilities.
Our assets may be subject to impairment charges.
We periodically, but not less than annually, evaluate our real estate investments and other assets for impairment
indicators. The judgment regarding the existence of impairment indicators is based on factors such as market
conditions, operator performance and legal structure. If we determine that a significant impairment has occurred, then
we are required to make an adjustment to the net carrying value of the asset, which could have a material adverse
effect on our results of operations and funds from operations in the period in which the write-off occurs.
We may not be able to sell certain long-term care facilities for their book value.
From time to time, we may close facilities and actively market such facilities for sale. To the extent we are unable to
sell these properties for our book value, we may be required to take a non-cash impairment charge or loss on the sale,
either of which would reduce our net income.
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Our business requires us to make capital expenditures to maintain and improve our facilities.

Our facilities sometimes require capital expenditures to address ongoing required maintenance and to make them
attractive to residents. Physical characteristics of senior living facilities and rehabilitation centers are mandated by
various governmental authorities; and changes in these regulations may require us to make significant expenditures.
Our available financial resources may be insufficient to fund these expenditures.
Our indebtedness could adversely affect our financial condition.
We have a material amount of indebtedness, and we may increase our indebtedness in the future. Debt financing could
have important consequences to our shareholders. For example, it could:
•increase our vulnerability to adverse changes in general economic, industry and competitive conditions;

•limit our ability to borrow additional funds for working capital, capital expenditures, acquisitions, debt servicerequirements, execution of our business plan or other general corporate purposes on satisfactory terms or at all;

•
require us to dedicate a substantial portion of our cash flow from operations to make payments on our indebtedness,
thereby reducing the availability of our cash flow to fund working capital, capital expenditures and other general
corporate purposes;
•limit our ability to make acquisitions or take advantage of business opportunities that may arise;
•expose us to fluctuations in interest rates to the extent our borrowings bear variable rates of interest;
•limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate; and
•place us at a competitive disadvantage compared to our competitors that have less debt.
Covenants in the agreements evidencing our indebtedness limit our operational flexibility, and a covenant breach
could materially adversely affect our operations.
The terms of our credit agreements and other agreements evidencing our indebtedness require us to comply with a
number of customary financial and other covenants which may limit our management’s discretion by restricting our
ability to, among other things, incur additional debt, redeem our capital stock, enter into certain transactions with
affiliates, pay dividends and make other distributions, make investments and other restricted payments, and create
liens. Any additional financing we may obtain could contain similar or more restrictive covenants. Our continued
ability to incur indebtedness and conduct our operations is subject to compliance with these financial and other
covenants. Breaches of these covenants could result in defaults under the instruments governing the applicable
indebtedness in addition to any other indebtedness cross-defaulted against such instruments. Any such breach could
materially adversely affect our business, results of operations and financial condition.
We are subject to particular risks associated with real estate ownership, which could result in unanticipated losses or
expenses.
Our business is subject to many risks that are associated with the ownership of real estate. For example, if our
operators do not renew their leases, then we may be unable to re-lease the long-term care facilities at favorable rental
rates, if at all. Other risks that are associated with real estate acquisition and ownership include the following:
•general liability, property and casualty losses, some of which may be uninsured;

•the inability to purchase or sell our assets rapidly to respond to changing economic conditions, due to the illiquidnature of real estate and the real estate market;
•leases that are not renewed or are renewed at lower rental amounts at expiration;

•costs relating to maintenance and repair of our facilities and the need to make expenditures due to changes ingovernmental regulations, including the Americans with Disabilities Act;

•environmental hazards created by prior owners or occupants, existing tenants, mortgagors or other persons for whichwe may be liable;
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•acts of God affecting our healthcare properties; and
•acts of terrorism affecting our healthcare properties.
Our real estate investments are relatively illiquid.
Real estate investments are relatively illiquid and generally cannot be sold quickly. In addition, all of our healthcare
properties serve as collateral for our secured debt obligations and cannot be readily sold. Additional factors that are
specific to our industry also tend to limit our ability to vary our portfolio promptly in response to changes in economic
or other conditions. For example, all of our healthcare properties are “special purpose” properties that cannot be readily
converted into general residential, retail or office use. In addition, transfers of operations of skilled nursing facilities,
assisted living facilities and other healthcare facilities are subject to regulatory approvals not required for transfers of
other types of commercial operations and other types of real estate. Thus, if the operation of any of our healthcare
properties becomes unprofitable due to competition, age of improvements or other factors such that an operator
becomes unable to meet its obligations to us, then the liquidation value of the property may be substantially less,
particularly relative to the amount owing on any related mortgage loan, than would be the case if the property were
readily adaptable to other uses. Furthermore, the receipt of liquidation proceeds or the replacement of an operator that
has defaulted on its lease could be delayed by the approval process of any federal, state or local agency necessary for
the transfer of the property or the replacement of the operator with a new operator licensed to manage the facility. In
addition, certain significant expenditures associated with real estate investment, such as real estate taxes and
maintenance costs, are generally not reduced when circumstances cause a reduction in income from the investment.
Should such events occur, our income and cash flows from operations would be adversely affected.
As an owner with respect to real property, we may be exposed to possible environmental liabilities.
Under various federal, state and local environmental laws, ordinances and regulations, a current or previous owner of
real property, such as us, may be liable in certain circumstances for the costs of investigation, removal or remediation
of, or related releases of, certain hazardous or toxic substances at, under or disposed of in connection with such
property, as well as certain other potential costs relating to hazardous or toxic substances, including government fines
and damages for injuries to persons and adjacent property. Such laws often impose liability based on the owner’s
knowledge of, or responsibility for, the presence or disposal of such substances. As a result, liability may be imposed
on the owner in connection with the activities of an operator of the property. The cost of any required investigation,
remediation, removal, fines or personal or property damages and the owner’s liability therefor could exceed the value
of the property and the assets of the owner. In addition, the presence of such substances, or the failure to properly
dispose of or remediate such substances, may adversely affect an operator’s ability to attract additional residents and
our ability to sell or rent such property or to borrow using such property as collateral which, in turn, could negatively
impact our revenues.
The industry in which we operate is highly competitive. Increasing investor interest in our sector and consolidation at
the operator level could increase competition and reduce our profitability.
Our business is highly competitive, and we expect that it may become more competitive in the future. We compete for
healthcare facility investments with other healthcare investors, many of which have greater resources and lower costs
of capital than we do. Increased competition makes it more challenging for us to identify and successfully capitalize
on opportunities that meet our business goals. If we cannot identify and purchase a sufficient number of healthcare
facilities at favorable prices, or if we are unable to finance such acquisitions on commercially favorable terms, our
business, results of operations and financial condition may be materially adversely affected. In addition, if our cost of
capital should increase relative to the cost of capital of our competitors, the spread that we realize on our investments
may decline if competitive pressures limit or prevent us from charging higher lease rates.
We may change our investment strategies and policies and capital structure.
The Board, without the approval of our shareholders, may alter our investment strategies and policies if it determines
that a change is in our shareholders’ best interests. The methods of implementing our investment strategies and policies
may vary as new investments and financing techniques are developed.
Our success depends, in part, on our ability to retain key personnel and our ability to attract or retain other qualified
personnel.
Our future performance depends to a significant degree upon the continued contributions of our executive
management team and other key employees. The loss of the services of our current executive management team could
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have an adverse impact on our operations. In addition, our future success depends, in part, on our ability to attract,
hire, train and retain other qualified
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personnel. Competition for qualified employees is intense, and we compete for qualified employees with companies
with greater financial resources. Our failure to successfully attract, hire, retain and train the people we need would
significantly impede our ability to implement our business strategy.
We may not have sufficient liquidity to meet our capital needs.

Based on existing cash balances, anticipated cash flows, and new sources of capital, we believe there will be sufficient
funds for our operations, scheduled debt service, and capital expenditures through the next 12 months. On a longer
term basis, we have debt payments, excluding convertible promissory notes which are convertible into shares of
common stock. We believe our long-term liquidity needs will be satisfied by these same sources, as well as
borrowings as required to refinance indebtedness.

In order to satisfy these capital needs, we intend to: (i) improve our operating results through a series of leasing and
subleasing transactions with favorable terms and consistent and predictable cash flow; (ii) expand our borrowing
arrangements with certain existing lenders; (iii) refinance current debt where possible to obtain more favorable terms;
and (iv) raise capital through the issuance of debt or equity securities. We anticipate that these actions, if successful,
will provide the opportunity for us to maintain liquidity on a short and long term basis, thereby permitting us to meet
our operating and financing obligations for the next 12 months and provide for the continuance of our business
strategy. However, there is no guarantee that such actions will be successful or that anticipated operating results will
be achieved. We currently have limited borrowing availability under our existing revolving credit facilities. If the
Company is unable to improve operating results, expand existing borrowing agreements, refinance current debt, the
convertible promissory notes due are not converted into common stock and are required to be repaid by us in cash, or
raise capital through the issuance of securities, then the Company may be required to restructure its outstanding
indebtedness, implement further cost reduction initiatives, sell assets, or delay, modify, or abandon its transition plans.

There are no assurances with respect to our ability to pay dividends in the future.
We are a holding company, and we have no significant operations. We rely primarily on dividends and other
distributions from our subsidiaries to us so we may, among other things, pay dividends on our capital stock, if and to
the extent declared by the Board. The ability of our subsidiaries to pay dividends and make other distributions to us
depends on their earnings and is restricted by the terms of certain agreements governing their indebtedness. If our
subsidiaries are in default under such agreements, then they may not pay dividends or make other distributions to us.
In addition, we may only pay dividends on our capital stock if we have funds legally available to pay dividends and
such payment is not restricted or prohibited by law, the terms of any shares with higher priority with respect to
dividends or any documents governing our indebtedness. We are restricted by Georgia law from paying dividends on
our capital stock if we are not able to pay our debts as they become due in the normal course of business or if our total
assets would be less than the sum of our total liabilities plus the amount that would be needed to satisfy the
preferential rights upon dissolution of the shareholders whose preferential rights are superior. In addition, no cash
dividends may be declared or paid on the common stock unless full cumulative dividends on our Series A Preferred
Stock have been, or contemporaneously are, declared and paid, or declared and a sum sufficient for the payment
thereof is set apart for payments, for all past dividend periods. In addition, future debt, contractual covenants or
arrangements we or our subsidiaries enter into may restrict or prevent future dividend payments.
The payment of any future dividends on the common stock will be at the discretion of the Board and will depend,
among other things, on the earnings and results of operations of our subsidiaries, their ability to pay dividends and
make other distributions to us under agreements governing their indebtedness, our financial condition and capital
requirements, any debt service requirements and any other factors the Board deems relevant.
We are subject to possible conflicts of interest; we have engaged in, and expect to continue to engage in, transactions
with parties that may be considered related parties.
From time to time, we have engaged in various transactions with Christopher Brogdon, Director, owner of greater
than 5% of our outstanding common stock and former Chief Acquisition Officer of the Company. These transactions,
along with other related party transactions, are described in Note 19 to our Consolidated Financial Statements
included in Part II, Item 8., "Financial Statements and Supplementary Data," and Part III., Item 13., “Certain
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Relationships and Related Transactions, and Director Independence.”
We believe that our affiliations with Mr. Brogdon, and other related parties have been, and will be, beneficial to us.
Although we do not believe the potential conflicts have adversely affected, or will adversely affect, our business,
others may
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disagree with this position and litigation could ensue in the future. Our relationships with Mr. Brogdon and other
related parties may give rise to litigation, nominations or proposals which could result in substantial costs to us, and a
diversion of our resources and management's attention, whether or not any allegations made are substantiated.
The costs of being publicly owned may strain our resources and impact our business, financial condition, results of
operations and prospects.
As a public company, we are subject to the reporting requirements of the Securities Exchange Act of 1934 (the
"Exchange Act") and the Sarbanes-Oxley Act of 2002 ("Sarbanes-Oxley Act"). The Exchange Act requires that we
file annual, quarterly and current reports with respect to our business and financial condition. The Sarbanes-Oxley Act
requires that we maintain effective disclosure controls and procedures and internal controls for financial reporting. We
are required to document and test our internal control procedures in order to satisfy the requirements of Section 404 of
the Sarbanes-Oxley Act, which requires annual management assessments of the effectiveness of our internal controls
over financial reporting.
These requirements may place a strain on our systems and resources and have required us, and may in the future
require us, to hire additional accounting and financial resources with appropriate public company experience and
technical accounting knowledge. In addition, failure to maintain such internal controls could result in us being unable
to provide timely and reliable financial information which could potentially subject us to sanctions or investigations
by the SEC or other regulatory authorities or cause us to be late in the filing of required reports or financial results.
Any of the foregoing events could have an adverse effect on our business, financial condition, results of operations
and prospects.
We have a history of operating losses and may incur losses in the future.
For the year ended December 31, 2014, for amounts attributable to the Company, we had a net loss of $13.6 million
compared to a net loss of $12.6 million for the year ended December 31, 2013. We make no assurances that we will be
able to operate profitably. As of December 31, 2014, we have a working capital deficit of approximately $12.9
million.
We intend to seek to improve our liquidity and profitability in future years by:

•leasing our currently-owned healthcare properties, and subleasing our currently-leased healthcare properties, on atriple net basis;
•reducing our financial leverage;
•renegotiating and restructuring certain of our other corporate level indebtedness to reduce the cost of capital;
•refinancing our facility level mortgage indebtedness with lower-cost financing guaranteed by HUD.
We believe the foregoing actions, if taken, will provide the opportunity for the Company to improve liquidity and
achieve profitability. No assurances are made that such improvements or achievements will occur.
Our substantial debt could adversely affect our cash flow and impair our ability to raise additional capital.
As of December 31, 2014, we had approximately $151.4 million in indebtedness, including current maturities and
discontinued operations. We may also obtain additional short-term and long-term debt to meet future capital needs,
subject to certain restrictions under our existing indebtedness, which would increase our total debt. Our substantial
amount of debt could have negative consequences to our business. For example, it could:
•increase our vulnerability to general adverse economic and industry conditions;

•
require us to dedicate a substantial portion of cash flows from operations to interest and principal payments on
outstanding debt, thereby limiting the availability of cash flow to fund working capital and other general corporate
requirements;
•limit our flexibility in planning for, or reacting to, changes in our business and industry;
•place us at a competitive disadvantage compared with our competitors that have less debt; and
•limit our ability to borrow additional funds, even when necessary to maintain adequate liquidity.
In addition, our ability to borrow funds in the future will depend in part on the satisfaction of the covenants in our
credit facilities and other debt agreements. If we are unable to satisfy the financial covenants contained in those
agreements, or are unable to generate cash sufficient to make required debt payments, the lenders and other parties to
those arrangements could accelerate the maturity of some or all of our outstanding indebtedness.
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We could be prevented from paying dividends on our Series A Preferred Stock and our common stock.
We are a holding company, and we have no significant operations. We rely primarily on dividends and other
distributions from our subsidiaries to us so we may, among other things, pay dividends on our stock, if and to the
extent declared by the Board of Directors. The ability of our subsidiaries to pay dividends and other distributions to us
depends on their earnings and is restricted by the terms of certain agreements governing their indebtedness. If our
subsidiaries are in default under such agreements, then they may not pay dividends or other distributions to us.
In addition, we may only pay dividends on our stock if we have funds legally available for the payment of dividends
and such payment is not restricted or prohibited by law, the terms of any shares with higher priority with respect to
dividends or any documents governing our indebtedness. Furthermore: (i) one of our mortgage loans prohibits the
payment of dividends on our stock if we fail to comply with certain financial covenants or if a default or event of
default under the loan agreement has occurred; and (ii) another one of our mortgage loans requires the consent of the
lender and the guarantor prior to payment of dividends on our stock. As such, we could become unable, on a
temporary or permanent basis, to pay dividends on our stock, including our Series A Preferred Stock. In addition,
future debt, contractual covenants or arrangements we or our subsidiaries enter into may restrict or prevent future
dividend payments.
The payment of any future dividends on our stock will be at the discretion of the Board of Directors and will depend,
among other things, the earnings and results of operations of our subsidiaries, their ability to pay dividends and other
distributions to AdCare under agreements governing their indebtedness, our financial condition and capital
requirements, any debt service requirements and any other factors the Board of Directors deems relevant.
The price of our stock, in particular our common stock, has fluctuated, and a number of factors may cause the price of
our stock to decline.
The market price of our stock has fluctuated and could fluctuate significantly in the future as a result of various factors
and events, many of which are beyond our control. These factors may include:
•variations in our operating results;
•changes in our financial condition, performance and prospects;
•changes in general economic and market conditions;
•the departure of any of our key executive officers and directors;
•announcements by us or our competitors of significant acquisitions, strategic partnerships, or transactions;
•press releases or negative publicity relating to us or our competitors or relating to trends in health care;

•government action or regulation, including changes in federal, state, and local health-care regulations to which we aresubject;
•the level and quality of securities analysts' coverage for our stock;
•changes in financial estimates or recommendations by securities analysts with respect to us or our competitors; and
•with respect to our common stock, future sales of our common stock.
In addition, the market price of our Series A Preferred Stock will also depend upon:

•prevailing interest rates, increases in which may have an adverse effect on the market price of our Series A PreferredStock;
•trading prices of preferred equity securities issued by other companies in the industry;

•the annual yield from distributions on our Series A Preferred Stock as compared to yields on other financialinstruments; and
•our issuance of additional preferred equity or debt securities.
Furthermore, the stock market in recent years has experienced sweeping price and volume fluctuations that often have
been unrelated to the operating performance of affected companies. These market fluctuations may also cause the
price of our stock to decline.
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In the event of fluctuations in the price of our stock, shareholders may be unable to resell shares of our stock at or
above the price at which they purchased such shares. Additionally, due to fluctuations in the price of our stock,
comparing our operating results on a period-to-period basis may not be meaningful, and you should not rely on past
results as an indication of future performance.
Our directors and officers substantially control all major decisions.
Our directors and officers beneficially own approximately 19.2% of our outstanding common stock. Therefore, our
directors and officers will be able to influence major corporate actions required to be voted on by shareholders, such
as the election of directors, the amendment of our charter documents and the approval of significant corporate
transactions such as mergers, reorganizations, sales of substantially all of our assets and liquidation. Furthermore, our
directors will be able to make decisions affecting our capital structure, including decisions to issue additional capital
stock, implement stock repurchase programs and incur indebtedness. This control may have the effect of deterring
hostile takeovers, delaying or preventing changes in control or changes in management, or limiting the ability of our
other shareholders to approve transactions that they may deem to be in their best interest.
Takeover defense provisions in Georgia law and our charter documents may delay or prevent takeover attempts
thereby preventing our shareholders from realizing a premium on their common stock.
Various provisions of Georgia corporation law and of our charter documents may inhibit changes in control not
approved by our Board of Directors and may have the effect of depriving our investors of an opportunity to receive a
premium over the prevailing market price of our common stock in the event of an attempted hostile takeover. In
addition, the existence of these provisions may adversely affect the market price of our common stock. These
provisions include:

•a requirement that special meetings of shareholders be called by our Board of Directors, the Chairman, the President,or the holders of shares with voting power of at least 25%;
•staggered terms among our directors with three classes of directors and only one class to be elected each year;
•advance notice requirements for shareholder proposals and nominations; and
•availability of "blank check" preferred stock.
Our Board of Directors can use these and other provisions to prevent, delay or discourage a change in control of the
Company or a change in our management. Any such delay or prevention of a change in control or management could
deter potential acquirers or prevent the completion of a takeover transaction pursuant to which our shareholders could
receive a substantial premium over the current market price of our common stock, which in turn may limit the price
investors might be willing to pay for our common stock.
Provisions in our charter documents provide for indemnification of officers and directors, which could require us to
direct funds away from our business and future operations.
Our charter documents provide for the indemnification of our officers and directors. We may be required to advance
costs incurred by an officer or director and to pay judgments, fines and expenses incurred by an officer or director,
including reasonable attorneys' fees, as a result of actions or proceedings in which our officers and directors are
involved by reason of being or having been an officer or director of our Company. Funds paid in satisfaction of
judgments, fines and expenses may be funds we need for the operation and growth of our business.
Risks Related to the Operators of Our Facilities
Our financial position could be weakened and our ability to pay dividends to our shareholders and fulfill our
obligations with respect to our indebtedness could be limited if any of the major operators of our long-term care
facilities becomes unable to meet its obligations to us or fails to renew or extend its relationship with us as its lease
terms expires, or if we become unable to lease or re-lease our facilities on economically favorable terms. We have no
operational control over our operators. Adverse developments concerning our operators could arise due to a number of
factors, including those listed below.
The bankruptcy, insolvency or financial deterioration of our operators could limit or delay our ability to collect unpaid
rents or require us to find new tenants.
We are exposed to the risk that a distressed operator may not be able to meet its obligations to us or other third parties.
This risk is heightened during a period of economic or political instability. If tenants are unable to comply with the
terms of their leases, then we may be forced to modify the leases in ways that are unfavorable to us. Alternatively, the
failure of a tenant to perform under a lease could require us to declare a default, repossess the property, find a suitable
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managers to operate the property or sell the property. There is no assurance that we would be able to lease a property
on substantially equivalent or better terms than the prior lease, or at all, find another qualified tenant, successfully
reposition the property for other uses or sell the property on terms that are favorable to us. It may be more difficult to
find a replacement tenant for a healthcare property than it would be to find a replacement tenant for a general
commercial property due to the specialized nature of the business. Even if we are able to find a suitable replacement
tenant for a property, transfers of operations of skilled nursing facilities, assisted living facilities and other healthcare
facilities are subject to regulatory approvals not required for transfers of other types of commercial operations, which
may affect our ability to successfully transition a property.
If any lease expires or is terminated, then we could be responsible for all of the operating expenses for that property
until it is leased again or sold. If a significant number of our properties are unleased, then our operating expenses
could increase significantly. Any significant increase in our operating costs may have a material adverse effect on our
business, financial condition and results of operations, and our ability to pay dividends to our shareholders.
Although each of our lease agreements typically provides us with or will provide us with, the right to terminate, evict
an operator, foreclose on our collateral, demand immediate payment and exercise other remedies upon the bankruptcy
or insolvency of an operator, the U.S. federal Bankruptcy Code (the “Bankruptcy Code”) would limit or, at a minimum,
delay our ability to collect unpaid pre-bankruptcy rents and to pursue other remedies against a bankrupt operator. A
bankruptcy filing by one of our lessee operators would typically prevent us from collecting unpaid pre-bankruptcy
rents or evicting the operator absent approval of the bankruptcy court. The Bankruptcy Code provides a lessee with
the option to assume or reject an unexpired lease within certain specified periods of time. Generally, a lessee is
required to pay all rent that becomes payable between the date of its bankruptcy filing and the date of the assumption
or rejection of the lease (although such payments will likely be delayed as a result of the bankruptcy filing). Any
lessee operator that chooses to assume its lease with us must cure all monetary defaults existing under the lease
(including payment of unpaid pre-bankruptcy rents) and provide adequate assurance of its ability to perform its future
obligations under the lease. Any lessee operator that opts to reject its lease with us would face a claim by us for unpaid
and future rents payable under the lease, but such claim would be subject to a statutory “cap” and would generally result
in a recovery substantially less than the face value of such claim. Although the operator’s rejection of the lease would
permit us to recover possession of the leased facility, we would likely face losses, costs and delays associated with
re-leasing the facility to a new operator.
Several other factors could impact our rights under leases with bankrupt operators. First, the operator could seek to
assign its lease with us to a third party. The Bankruptcy Code generally disregards anti-assignment provisions in
leases to permit the assignment of unexpired leases to third parties (provided all monetary defaults under the lease are
cured and the third party can demonstrate its ability to perform its obligations under the lease). Second, in instances in
which we have entered into a master lease agreement with an operator that operates more than one facility, the
bankruptcy court could determine that the master lease was comprised of separate, divisible leases (each of which
could be separately assumed or rejected), rather than a single, integrated lease (which would have to be assumed or
rejected in its entirety). Finally, the bankruptcy court could recharacterize our lease agreement as a disguised financing
arrangement, which could require us to receive bankruptcy court approval to foreclose or pursue other remedies with
respect to the facility.
Failure by our operators to comply with various local, state and federal government regulations may adversely impact
their ability to make lease payments to us.
Healthcare operators are subject to numerous federal, state and local laws and regulations, including those described
below, that are subject to frequent and substantial changes (sometimes applied retroactively) resulting from new
legislation, adoption of rules and regulations, and administrative and judicial interpretations of existing law. Although
we cannot accurately predict the ultimate timing or effect of these changes, such changes could have a material effect
on our operators’ costs of doing business and on the amount of reimbursement by both government and other
third-party payors. The failure of any of our operators to comply with these laws, requirements and regulations could
adversely affect its ability to meet its obligations to us.
•Healthcare Reform. The Patient Protection and Affordable Care Act and the Health Care and Education
Reconciliation Act of 2010 (collectively, the “Healthcare Reform Law”), which were signed into law in March 2010,
represent the most comprehensive change to healthcare benefits since the inception of the Medicare program in 1965

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

52



and affect reimbursement for governmental programs, private insurance and employee welfare benefit plans in
various ways. Among other things, the Healthcare Reform Law expands Medicaid eligibility, requires most
individuals to have health insurance, establishes new regulations for health plans, creates health insurance exchanges,
and modifies certain payment systems to encourage more cost-effective care and a reduction of inefficiencies and
waste, including through new tools to address fraud and abuse. We cannot accurately predict the impact of the
Healthcare Reform Law on our operators or their ability to meet their obligations to us.
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•

Reimbursement; Medicare and Medicaid. A significant portion of the revenue of the healthcare operators to which we
lease, or will lease, properties is, or will be, derived from governmentally-funded reimbursement programs, primarily
Medicare and Medicaid. Failure to maintain certification in these programs would result in a loss of funding from
such programs and could negatively impact an operator’s ability to meet its obligations to us.

•

Quality of Care Initiatives. The Center for Medicare and Medicaid Services (“CMS”) has implemented a number of
initiatives focused on the quality of care provided by nursing homes that could affect our operators. Any
unsatisfactory rating of our operators under any rating system promulgated by the CMS could result in the loss of
residents or lower reimbursement rates, which could adversely impact their revenues and our business.

•

Licensing and Certification. Healthcare operators are subject to various federal, state and local licensing and
certification laws and regulations, including laws and regulations under Medicare and Medicaid requiring operators to
comply with extensive standards governing operations. Governmental agencies administering these laws and
regulations regularly inspect facilities and investigate complaints. Failure to obtain any required licensure or
certification, the loss or suspension of any required licensure or certification, or any violations or deficiencies with
respect to relevant operating standards may require a facility to cease operations or result in ineligibility for
reimbursement until the necessary licenses or certifications are obtained or reinstated or until any such violations or
deficiencies are cured. In such event, our revenues from these facilities could be reduced or eliminated for an
extended period of time or permanently.

•

Fraud and Abuse Laws and Regulations. There are various federal and state civil and criminal laws and regulations
governing a wide array of healthcare provider referrals, relationships and arrangements, including laws and
regulations prohibiting fraud by healthcare providers. Many of these complex laws raise issues that have not been
clearly interpreted by the relevant governmental authorities and courts. In addition, federal and state governments are
devoting increasing attention and resources to anti-fraud initiatives against healthcare providers. The violation of any
of these laws or regulations by any of our operators may result in the imposition of fines or other penalties, including
exclusion from Medicare, Medicaid and all other federal and state healthcare programs. Such fines or penalties could
jeopardize an operator’s ability to make lease payments to us or to continue operating its facility,

•

Privacy Laws. Healthcare operators are subject to federal, state and local laws and regulations designed to protect the
privacy and security of patient health information. These laws and regulations require operators to expend the
requisite resources to protect and secure patient health information, including the funding of costs associated with
technology upgrades. Operators found in violation of these laws may face large penalties. In addition, compliance
with an operator’s notification requirements in the event of a breach of unsecured protected health information could
cause reputational harm to an operator’s business. Such penalties and damaged reputation could adversely affect an
operator’s ability to meet its obligations to us.

•
Other Laws. Other federal, state and local laws and regulations affect how operators conduct their business. We
cannot accurately predict the effect that the costs of complying with these laws may have on the revenues of our
operators and, thus, their ability to meet their obligations to us.

•

Legislative and Regulatory Developments. Each year, legislative and regulatory proposals are introduced at the
federal, state and local levels that, if adopted, would result in major changes to the healthcare system in addition to
those described herein. We cannot accurately predict whether any proposals will be adopted and, if adopted, what
effect (if any) these proposals would have on our operators or our business.
The impact of healthcare reform legislation on us and our operators cannot be accurately predicted.
Several provisions of the Healthcare Reform Law affect Medicare payments to skilled nursing facilities, including
provisions changing Medicare payment methodology and implementing value-based purchasing and payment
bundling. Although we cannot accurately predict how all of these provisions may be implemented, or the effect any
such implementation would have on our operators or our business, the Healthcare Reform Law could result in
decreases in payments to our operators, increase our operators’ costs or otherwise adversely affect the financial
condition of our operators, thereby negatively impacting their ability to meet their obligations to us.
The Healthcare Reform Law also requires skilled nursing facilities to have a compliance and ethics program that is
effective in preventing and detecting criminal, civil and administrative violations and in promoting quality of care. If
our operators fall short in their compliance and ethics programs and quality assurance and performance improvement
programs, then their reputations and ability to attract residents could be adversely affected.
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Other legislative changes have been proposed and adopted since the Healthcare Reform Law was enacted that also
may impact our business. For instance, on April 1, 2014, the President signed the Protecting Access to Medicare Act
of 2014, which, among other things, requires CMS to measure, track, and publish readmission rates of skilled nursing
facilities by 2017 and implement a value-based purchasing program for skilled nursing facilities (the “SNF VBP
Program”) by October 1, 2018. The SNF VBP Program will increase Medicare reimbursement rates for skilled nursing
facilities that achieve certain levels of quality performance measures to be developed by CMS, relative to other
facilities. The value-based payments authorized by the SNF VBP Program will be funded by reducing Medicare
payment for all skilled nursing facilities by 2% and redistributing up to 70% of those funds to high-performing skilled
nursing facilities. If Medicare reimbursement provided to our tenants is reduced under the SNF VBP Program, that
reduction may have an adverse impact on the ability of our tenants to meet their obligations to us.
Our operators depend on reimbursement from governmental and other third-party payors, and reimbursement rates
from such payors may be reduced.
Changes in the reimbursement rate or methods of payment from third-party payors, including the Medicare and
Medicaid programs, or the implementation of other measures to reduce reimbursements for services provided by our
operators could result in a substantial reduction in the revenues and operating margins of our operators. Significant
limits on the scopes of services reimbursed and on reimbursement rates could have a material adverse effect on the
results of operations and financial condition of our operators, which could cause their revenues to decline and could
negatively impact their ability to meet their obligations to us.
Additionally, net revenue realizable under third-party payor agreements can change after examination and retroactive
adjustment by payors during the claims settlement processes or as a result of post-payment audits. Payors may
disallow requests for reimbursement based on determinations that certain costs are not reimbursable or reasonable,
additional documentation is necessary or certain services were not covered or were not medically necessary. New
legislative and regulatory proposals could impose further limitations on government and private payments to
healthcare providers. In some cases, states have enacted or are considering enacting measures designed to reduce
Medicaid expenditures and to make changes to private healthcare insurance. No assurance is given that adequate
third-party payor reimbursement levels will continue to be available for the services provided by our operators.
Government budget deficits could lead to a reduction in Medicare and Medicaid reimbursement.
Many states are focusing on the reduction of expenditures under their Medicaid programs, which may result in a
reduction in reimbursement rates for our operators. These potential reductions could be compounded by the potential
for federal cost-cutting efforts that could lead to reductions in reimbursement to our operators under both the Medicare
and Medicaid programs. Reductions in Medicare and Medicaid reimbursement to our operators could reduce the cash
flow of our operators and their ability to make rent payments to us. The need to control Medicaid expenditures may be
exacerbated by the potential for increased enrollment in Medicaid due to unemployment and declines in family
incomes. Because the Healthcare Reform Law allows states to increase the number of people who are eligible for
Medicaid and simplifies enrollment in this program, Medicaid enrollment may significantly increase in the future.
Since our operators’ profit margins with respect to Medicaid patients are generally relatively low, more than modest
reductions in Medicaid reimbursement and an increase in the number of Medicaid patients could place some operators
in financial distress, which, in turn, could adversely affect us. If funding for Medicare or Medicaid is reduced, then it
could have a material adverse effect on our operators’ results of operations and financial condition, which could
adversely affect their ability to meet their obligations to us.
We may be unable to find a replacement operator for one or more of our leased properties.
From time to time, we may need to find a replacement operator for one or more of our leased properties for a variety
of reasons, including upon the expiration of the lease term or the occurrence of an operator default. During any period
in which we are attempting to locate one or more replacement operators, there could be a decrease or cessation of
rental payments on the applicable property or properties. No assurance is given that any of our current or future
operators will elect to renew its leases with us upon expiration of the terms thereof. Similarly, no assurance is given
that we will be able to locate a suitable replacement operator or, if we are successful in locating a replacement
operator, that the rental payments from the new operator would not be significantly less than the existing rental
payments. Our ability to locate a suitable replacement operator may be significantly delayed or limited by various
state licensing, receivership, certificate of need or other laws, as well as by Medicare and Medicaid
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change-of-ownership rules. We also may incur substantial additional expenses in connection with any such licensing,
receivership or change-of-ownership proceedings. Any such delays, limitations and expenses could materially delay or
impact our ability to collect rent, obtain possession of leased properties or otherwise exercise remedies for default.
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A prolonged economic slowdown could adversely impact our operating income and earnings, as well as the results of
operations of our operators, which could impair their ability to meet their obligations to us.
We believe the risks associated with our investments will be more acute during periods of economic slowdown or
recession (such as the recent recession) due to the adverse impact caused by various factors, including inflation,
deflation, increased unemployment, volatile energy costs, geopolitical issues, the availability and cost of credit, the
U.S. mortgage market, a distressed real estate market, market volatility and weakened business and consumer
confidence. This difficult operating environment caused by an economic slowdown or recession could have an adverse
impact on the ability of our operators to maintain occupancy rates, which could harm their financial condition. Any
sustained period of increased payment delinquencies, foreclosures or losses by our operators under our leases could
adversely affect our income from investments in our portfolio.
Certain third parties may not be able to satisfy their obligations to us or our operators due to uncertainty in the capital
markets.
Interest rate fluctuations, financial market volatility or credit market disruptions could limit the ability of our operators
to obtain credit to finance their businesses on acceptable terms, which could adversely affect their ability to satisfy
their obligations to us. Similarly, if any of our other counterparties, such as banking institutions, title companies and
escrow agents, experiences difficulty in accessing capital or other sources of funds or fails to remain viable, it could
have an adverse effect on our business.
Our operators may be subject to significant legal actions that could result in their increased operating costs and
substantial uninsured liabilities, which may affect their ability to meet their obligations to us.
As is typical in the long-term healthcare industry, our operators may be subject to claims for damages relating to the
services that they provide. We give no assurance that the insurance coverage maintained by our operators will cover
all claims made against them or continue to be available at a reasonable cost, if at all. In some states, insurance
coverage for the risk of punitive damages may not, in certain cases, be available to operators due to state law
prohibitions or limitations of availability. As a result, our operators doing business in these states may be liable for
punitive damage awards that are either not covered by their insurance or are in excess of their insurance policy limits.
We also believe that there has been, and will continue to be, an increase in governmental investigations of long-term
care providers, particularly in the area of Medicare/Medicaid false claims, as well as an increase in enforcement
actions resulting from these investigations. Insurance is not available to our operators to cover such losses. Any
adverse determination in a legal proceeding or governmental investigation, whether currently asserted or arising in the
future, could have a material adverse effect on an operator’s financial condition. If an operator is unable to obtain or
maintain insurance coverage, if judgments are obtained in excess of the insurance coverage, if an operator is required
to pay uninsured punitive damages, or if an operator is subject to an uninsurable government enforcement action, then
such operator could be exposed to substantial additional liabilities. Such liabilities could adversely affect an operator’s
ability to meet its obligations to us.
In addition, we may, in some circumstances, be named as a defendant in litigation involving the services provided by
our operators. Although we generally have no involvement in the services provided by our operators, and our standard
lease agreements generally require (or will require) our operators to indemnify us and carry insurance to cover us in
certain cases, a significant judgment against us in such litigation could exceed our and our operators’ insurance
coverage, which would require us to make payments to cover any such judgment.
Increased competition, as well as increased operating costs, could result in lower revenues for some of our operators
and may affect their ability to meet their obligations to us.
The long-term healthcare industry is highly competitive, and we expect that it will become more competitive in the
future. Our operators are competing with numerous other companies providing similar healthcare services or
alternatives such as home health agencies, life care at home, community-based service programs, retirement
communities and convalescent centers. Our operators compete on a number of different levels, including the quality of
care provided, reputation, the physical appearance of a facility, price, the range of services offered, family preference,
alternatives for healthcare delivery, the supply of competing properties, physicians, staff, referral sources, location and
the size and demographics of the population in the surrounding areas. We cannot be certain that the operators of all of
our facilities will be able to achieve occupancy and rate levels that will enable them to meet all of their obligations to
us. Our operators may encounter increased competition in the future that could limit their ability to attract residents or
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expand their businesses and, therefore, affect their ability to make their lease payments.
In addition, the market for qualified nurses, healthcare professionals and other key personnel is highly competitive,
and our operators may experience difficulties in attracting and retaining qualified personnel. Increases in labor costs
due to higher wages and greater benefits required to attract and retain qualified healthcare personnel incurred by our
operators could affect their ability

32

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

59



to meet their obligations to us. This situation could be particularly acute in certain states that have enacted legislation
establishing minimum staffing requirements.
The geographic concentration of some of our facilities could leave us vulnerable to an economic downturn, regulatory
changes in those areas.
Our properties are located in different states, with concentrations in Arkansas, Georgia, and Ohio. As a result of this
concentration, the conditions of local economies and real estate markets, changes in governmental rules, regulations
and reimbursement rates or criteria, changes in demographics, state funding, acts of nature and other factors that may
result in a decrease in demand and reimbursement for skilled nursing services in these states could have a
disproportionately adverse effect on our tenants’ revenue, costs and results of operations, which may affect their ability
to meet their obligations to us.
Item 1B.    Unresolved Staff Comments
Disclosure pursuant to Item 1B of Form 10-K is not required to be provided by smaller reporting companies.
Item 2.    Properties
Operating Facilities
As of December 31, 2014, we operated 32 facilities in six states with the operational capacity to serve approximately
3,605 residents. Of the facilities, we owned and operated 22 facilities, leased and operated six facilities, and managed
four facilities.
The following table provides summary information regarding the number of operational beds at our facilities as of
December 31 (excluding discontinued operations):

December 31,
2014 2013

Cumulative number of facilities 32 39
Cumulative number of operational beds 3,605 3,908
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Number of Facilities

State
Number of
Operational
Beds/Units

Owned Leased
Managed
for Third
Parties

Total

Arkansas 1,041 10 — — 10
Georgia 1,376 3 5 1 9
North Carolina 106 1 — — 1
Ohio 705 4 1 3 8
Oklahoma 197 2 — — 2
South Carolina 180 2 — — 2
Total 3,605 22 6 4 32
Facility Type
Skilled Nursing 3,410 20 6 3 29
Assisted Living 112 2 — — 2
Independent Living 83 — — 1 1
Total 3,605 22 6 4 32

Leased and Subleased Facilities to Third-Party Operators
As of December 31, 2014, we have leased three owned and subleased five leased skilled nursing and rehabilitation
facilities to local third-party operators in the states of Alabama and Georgia with the operational capacity of
approximately 820 operational beds. These properties are leased and subleased on a triple net basis, meaning that the
lessee (i.e., the new third-party operator of the property) is obligated under the lease or sublease, as applicable, for all
liabilities of the property in respect to insurance, taxes and facility maintenance, as well as the lease or sublease
payments, as applicable.
The following table provides summary information regarding the number of operational beds at our facilities leased
and subleased to third-parties as of December 31:

December 31,
2014 2013

Cumulative number of facilities leased and subleased to third-parties 8 3
Cumulative number of operational beds 820 252

Number of Facilities Leased and Subleased to
Third-Parties

State
Number of
Operational
Beds/Units

Owned Leased Total

Alabama 304 2 — 2
Georgia 516 1 5 6
Total 820 3 5 8
Corporate Office
Our corporate office is located in Roswell, Georgia. We own two office buildings in Roswell which contain
approximately 13,700 square feet of office space. In addition, we have a lease and a sublease totaling approximately
5,300 square feet of office space in the Atlanta, Georgia area.

Item 3.    Legal Proceedings

34

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

61



Table of Contents

We are party to various legal actions and administrative proceedings and are subject to various claims arising in the
ordinary course of business, including claims that our services have resulted in injury or death to the residents of our
facilities and claims related to employment, staffing requirements and commercial matters. Although we intend to
vigorously defend ourselves in these matters, there is no assurance that the outcomes of these matters will not have a
material adverse effect on our business, results of operations and financial condition.
We operate in an industry that is extremely regulated. As such, in the ordinary course of business, we are continuously
subject to state and federal regulatory scrutiny, supervision and control. Such regulatory scrutiny often includes
inquiries, investigations, examinations, audits, site visits and surveys, some of which are non-routine. In addition, we
believe that there has been, and will continue to be, an increase in governmental investigations of long-term care
providers, particularly in the area of Medicare/Medicaid false claims, as well as an increase in enforcement actions
resulting from these investigations. Adverse determinations in legal proceedings or governmental investigations
against or involving us, whether currently asserted or arising in the future, could have a material adverse effect on our
business, results of operations and financial condition.
On June 24, 2013, South Star Services, Inc. (“SSSI”), Troy Clanton and Rose Rabon (collectively, the “Plaintiffs”) filed a
complaint in the District Court of Oklahoma County, State of Oklahoma against: (i) AdCare, certain of its wholly
owned subsidiaries and Boyd P. Gentry, AdCare’s former Chief Executive Officer (collectively, the “AdCare
Defendants”); (ii) Christopher Brogdon (a director of the Company, owner of greater than 5% of the outstanding
commons stock and a former Chief Acquisition Officer of the Company) and his wife; and (iii) five entities controlled
by Mr. and Mrs. Brogdon, which entities own five skilled-nursing facilities located in Oklahoma (the “Oklahoma
Facilities”) that are managed by an AdCare subsidiary. The complaint alleges, with respect to the AdCare Defendants,
that: (i) the AdCare Defendants tortuously interfered with contractual relations between the Plaintiffs and
Mr. Brogdon, and with Plaintiffs’ prospective economic advantage, relating to SSSI’s right to manage the Oklahoma
Facilities and seven other skilled-nursing facilities located in Oklahoma (collectively, the “Facilities”), respectively;
(ii) the AdCare Defendants fraudulently induced the Plaintiffs to perform work and incur expenses with respect to the
Facilities; and (iii) one of the AdCare subsidiaries which is an AdCare Defendant provided false and defamatory
information to an Oklahoma regulatory authority regarding SSSI’s management of one of the Oklahoma Facilities. The
complaint sought damages against the AdCare Defendants, including punitive damages, in an unspecified amount, as
well as costs and expenses, including reasonable attorney fees.  On March 7, 2014, the Plaintiffs filed an amended
complaint in which they alleged additional facts regarding the alleged fraudulent inducement caused by Mr. and Mrs.
Brogdon and the AdCare Defendants. On February 10, 2015, Plaintiffs and the defendants participated in a voluntary
mediation in an attempt to resolve the case. Although the case did not settle at the mediation, Plaintiffs and defendants
continued to negotiate over the following weeks and executed a settlement agreement on March 30, 2015 (the "
Clanton Settlement Agreement") to settle all claims for a lump sum payment of $2,000,000. Under the Clanton
Settlement Agreement, the Company is to pay $600,000 to the Plaintiffs with the balance thereof to be paid by two of
the Company's insurance carriers. The Company and the other defendants in the matter deny all of the Plaintiff's
claims and any wrongdoing but agreed to settle the matter to avoid the continued expense and unpredictability of
litigation.
On October 2, 2013, the Company responded to certain letters received from Georgia Department of Community
Health ("GDCH") in September 2013 requesting payment of past due provider fees totaling $1.2 million for certain
nursing facilities for periods prior to the Company's operation of the facilities. The Company received a final
determination from GDCH in April 2014 confirming the Company was responsible for the payment of approximately
$0.1 million relating to these past due provider fees. The Company paid these past due provider fees in the second
quarter of 2014.
On March 7, 2014 the Company responded to a letter received from the Ohio Attorney General ("OAG") dated
February 25, 2014 demanding repayment of approximately $1.0 million as settlement for alleged improper Medicaid
payments related to seven Ohio facilities affiliated with the Company. The OAG alleged that the Company had
submitted improper Medicaid claims for independent laboratory services for glucose blood tests and capillary blood
draws. The Company intends to defend itself against the claims. The Company has not recorded a liability for this
matter because the liability, if any, and outcome cannot be determined at this time.
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On October 30, 2014, the Company and the prior owner of a certain 118-bed skilled nursing facility located in
Oklahoma City, Oklahoma entered into a confidential settlement agreement that resolved pending claims between the
parties, including breach of contract and tort claims that had been asserted by the Company and\or its affiliates. As a
result of the settlement, the Company has not recorded a reserve against any receivable that it contended might be
owed.

Item 4.    Mine Safety Disclosures
Not applicable.
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PART II
Item 5.    Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities
Market for Registrant's Common Equity
Our common stock is listed for trading on the NYSE MKT under the symbol "ADK." The high and low sales prices of
our common stock during the quarters listed below were as follows:
"ADK" High Low
2014 First Quarter $4.67 $4.00

Second Quarter $4.70 $3.65
Third Quarter $5.05 $4.22
Fourth Quarter $4.77 $3.58

2013 First Quarter $5.12 $3.66
Second Quarter $6.26 $3.85
Third Quarter $4.98 $3.82
Fourth Quarter $4.50 $3.62

 Based on information supplied from our transfer agent, there were approximately 2,053 shareholders of record of our
common stock as of March 27, 2015.
We have never paid any cash dividends with respect to our common stock. Our ability to pay dividends will depend
upon our future earnings and net worth. We are restricted by Georgia law from paying dividends on the common stock
if we are not able to pay our debts as they become due in the normal course of business or if our total assets would be
less than the sum of our total liabilities plus the amount that would be needed to satisfy the preferential rights upon
dissolution of the shareholders whose preferential rights are superior. In addition, no cash dividends may be declared
or paid on our common stock unless full cumulative dividends on our Series A Preferred Stock have been, or
contemporaneously are, declared and paid, or declared and a sum sufficient for the payment thereof is set apart for
payments, for all past dividend periods.
Equity Compensation Plan Information
The following table sets forth additional information as of December 31, 2014, concerning shares of our common
stock that may be issued upon the exercise of options and other rights under our existing equity compensation plans
and arrangements, divided between plans approved by our shareholders and plans or arrangements not submitted to
the shareholders for approval. The information includes the number of shares covered by and the weighted average
exercise price of, outstanding options and other rights and the number of shares remaining available for future grants
excluding the shares to be issued upon exercise of outstanding options, warrants, and other rights.

(a) (b) (c)

Plan Category

Number of
Securities to be
Issued Upon
Exercise of
Outstanding
Options,
Warrants and
Rights

Weighted-Average
Exercise Price of
Outstanding
Options,
Warrants and
Rights

Number of
Securities
Remaining
Available for
Future Issuance
Under Equity
Compensation
Plans (Excluding
Securities
Reflected
in Column (a))

Equity compensation plans approved by security holders(1) 934,594 $4.91 471,526
Equity compensation plans not approved by security
holders(2) 2,716,332 $3.45 —
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Total 3,650,926 $3.82 471,526

(1) Represents options issued pursuant to the: (i) AdCare Health Systems, Inc. 2011 Stock Incentive Plan and (ii) 2005
Stock Option Plan of AdCare Health Systems, Inc. which were all approved by our shareholders.

(2) Represents warrants issued outside of our shareholder approved plans as described below:
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•

On November 16, 2007, we issued to our Board of Directors, as partial consideration for serving on our Board,
ten-year warrants to purchase 649,000 shares of our common stock at exercise prices ranging from $1.21 to $4.00.
These warrants were subject to certain anti-dilution adjustments, and, therefore, were adjusted in October 2010,
October 2011, and October 2012 for a 5% stock dividend in each year. During 2014, 4,630 warrants were exercised.
As a result, the warrants now represent the right to purchase 746,670 shares at exercise prices ranging from $1.04 to
$3.43 per share.

•

On November 16, 2007, we issued to members of our management team, as incentive compensation, ten‑year warrants
to purchase 83,275 shares of our common stock at exercise prices ranging from $1.21 to $4.00. These warrants were
subject to certain anti-dilution adjustments, and, therefore, were adjusted in October 2010, October 2011, and October
2012 for a 5% stock dividend in each year. As a result, the warrants now represent the right to purchase 96,401 shares
at exercise prices ranging from $1.04 to $3.43 per share.

•

On September 24, 2009, we issued to Christopher Brogdon, as inducement to become our Chief Acquisition Officer,
an eight-year warrant to purchase 300,000 shares of our common stock at exercise prices ranging from $3.00 to $5.00.
This warrant was subject to certain anti-dilution adjustments, and, therefore, was adjusted in October 2010, October
2011, and October 2012 for a 5% stock dividend in each year. As a result, the warrant now represents the right to
purchase 347,288 shares at exercise prices ranging from $2.59 to $4.32 per share.

•

On May 2, 2011, we issued to Noble Financial, as partial consideration for providing certain financing to the
Company, a five-year warrant to purchase 50,000 shares of our common stock at an exercise price of $4.50. This
warrant was subject to certain anti-dilution adjustments, and, therefore, was adjusted in October 2011 and October
2012 for a 5% stock dividend in each year. As a result, the warrant now represents the right to purchase 55,125 shares
at an exercise price of $4.08 per share.

•

On December 19, 2011, we issued to David Rubenstein, as inducement to become our Chief Operating Officer, a
ten-year warrant to purchase 100,000 shares of our common stock at an exercise price of $4.13, and a ten-year warrant
to purchase 100,000 shares of our common stock at an exercise price of $4.97. These warrants were subject to certain
anti-dilution adjustments, and, therefore, were adjusted in October 2012 for a 5% stock dividend. In accordance with
Mr. Rubenstein's Separation Agreement, the unvested portion of his warrants was forfeited as of December 31, 2014
(see Part III, Item 11. "Executive Compensation - Employment Agreements - "David Rubenstein"). As a result, the
warrants now represent the right to purchase 105,000 shares at an exercise price of $3.93 per share and 69,993 shares
at an exercise price of $4.58 per share.

•

On March 30, 2012, we issued to Cantone Asset Management LLC, as partial consideration for providing certain
financing to the Company, a three-year warrant to purchase 300,000 shares of our common stock at an exercise price
of $4.00. This warrant is subject to certain anti‑dilution adjustments, and, therefore, was adjusted on October 22, 2012
for a 5% stock dividend. As a result, the warrant now represents the right to purchase 315,000 shares at an exercise
price of $3.81 per share. This warrant was exercised in March 2015.

•

On April 1, 2012, we issued to Strome Alpha Offshore Ltd., as partial consideration for providing certain financing to
the Company, a three-year warrant to purchase 312,500 shares of our common stock at an exercise price of $4.00.
This warrant is subject to certain anti-dilution, adjustments, and, therefore, was adjusted on October 22, 2012 for a 5%
stock dividend. On September 3, 2014, 200,000 of these shares were exercised. As a result, the warrant now
represents the right to purchase 128,125 shares at an exercise price of $3.81 per share. This warrant was exercised in
March 2015.

•

On July 2, 2012, we issued to Cantone Research, Inc., as partial consideration for serving as placement agent for the
sale of certain promissory notes of the Company, a three-year warrant to purchase 100,000 shares of our common
stock at an exercise price of $4.00. This warrant is subject to certain anti-dilution adjustments, and, therefore, was
adjusted on October 22, 2012 for a 5% stock dividend. As a result, the warrant now represents the right to purchase
105,000 shares at an exercise price of $3.81 per share.
•On August 31, 2012, we issued to an investor relations firm, as partial consideration for providing certain investor
relations services to the Company, a three-year warrant to purchase 15,000 shares of our common stock at an exercise
price of $4.59. This warrant is subject to certain anti-dilution adjustments, and, therefore, was adjusted on October 22,
2012 for a 5% stock dividend. As a result, the warrant now represents the right to purchase 15,750 shares at an
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•
On December 28, 2012, we issued to Strome Alpha Offshore, Ltd., as partial consideration for providing certain
financing to the Company, a ten-year warrant to purchase 50,000 shares of our common stock at an exercise price of
$3.80. This warrant is subject to certain anti-dilution adjustments.

•

On May 15, 2013, we issued to Ronald W. Fleming, as an inducement to become our Chief Financial Officer, a
ten-year warrant to purchase 70,000 shares of our common stock at an exercise price of $5.90, which vests as to
one-third of the underlying shares on each of the successive three anniversaries of the issue date. On October 8, 2014,
Mr. Fleming left the Company and forfeited the unvested portion of his warrant. As a result, the warrant now
represents the right to purchase 23,333 shares at an exercise price of $5.90 per share.

•
On October 26, 2013 we issued to Cantone Research, Inc., as partial consideration for providing certain financing to
the Company, a two-year warrant to purchase 75,000 shares of our common stock at an exercise price of $3.96 per
share.

•
On November 26, 2013, we issued to an investor relations firm, as partial consideration for providing certain investor
relations services to the Company, a ten-year warrant to purchase 10,000 shares of our common stock at an exercise
price of $3.96.

•
On March 28, 2014, we issued to the placement agents in the Company’s offering of the 2014 Notes, as partial
compensation for serving as placement agents in such offering, five-year warrants to purchase an aggregate of 48,889
shares of common stock at an exercise price of $4.50 per share.

•On July 1, 2014, David Tenwick, Director, sold an aggregate total of 218,946 fully vested and unexercised warrantsfor a total sale price of $328,419 to Park City Capital Offshore Master, Ltd., an affiliate of Director Michael J. Fox.

•
On October 10, 2014, we issued to William McBride III, as an inducement to become our Chief Executive Officer, a
ten-year warrant to purchase 300,000 shares of our common stock at an exercise price of $4.49, which vests as to
one-third of the underlying shares on each of the successive three anniversaries of the issue date.

•
On December 23, 2014, we issued to Knaup Business Advisors, LLC, as partial consideration for providing certain
professional services to the Company, a five-year warrant to purchase 224,758 shares of our common stock at an
exercise price of $4.04.
Issuance of Unregistered Securities
See Part II, Item 9B. Other Information - "Issuance of Other Unregistered Securities” of this Annual Report for a
description of unregistered securities issuances.

Item 6.    Selected Financial Data
Disclosure pursuant to Item 6 of Form 10-K is not required to be provided by smaller reporting companies.
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Item 7.    Management's Discussion and Analysis of Financial Condition and Results of Operations
Overview
We own, operate and manage for third-parties skilled nursing facilities and assisted living facilities in the states of
Arkansas, Georgia, North Carolina, Ohio, Oklahoma, and South Carolina. As of December 31, 2014, we operate or
manage 32 facilities, consisting of 29 skilled nursing facilities, two assisted living facilities and one independent
living/senior housing facility totaling approximately 3,600 beds. Our facilities provide a range of health care services
to their patients and residents including, but not limited to, skilled nursing and assisted living services, social services,
various therapy services, and other rehabilitative and healthcare services for both long-term residents and short-stay
patients. As of December 31, 2014, of the total 32 facilities operated, we owned and operated 22 facilities, leased and
operated six facilities, and managed four facilities for third-parties.
As of December 31, 2014, the Company also has leased three owned and subleased five leased skilled nursing and
rehabilitation facilities to local third-party operators in the states of Alabama and Georgia. The patient care revenue,
related cost of services, and facility rental expense prior to the commencement of subleasing are classified as
discontinued operations.
On February 28, 2013, the Company completed the sale of the facility known as Lincoln Lodge Retirement Residence
and used the proceeds to pay the principal balance of the mortgage note with respect to the facility of $1.9 million.
The Company recognized a gain on the sale of approximately $0.1 million and cash proceeds, net of costs and debt
payoff, of $0.6 million. 
On June 11, 2013, the Company completed the sale of its former Springfield, Ohio corporate office building which
was sold for the approximate net book value. The Company used the proceeds to pay off the principal balance of the
mortgage note with respect to the building of approximately $0.1 million.
On June 12, 2013, the Company entered into two sublease agreements to exit the operations of two skilled nursing
facilities located in Tybee Island, Georgia effective June 30, 2013. On December 18, 2013, a sales listing agreement
was executed for the 105-bed assisted living facility located in Hoover, Alabama, which is owned by a consolidated
variable interest entity. The two skilled nursing facilities located in Tybee Island, Georgia and the assisted living
facility located in Hoover, Alabama are reported as discontinued operations (see Note 11 - Discontinued Operations to
our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements and Supplementary Data").
On March 31, 2014, the Company entered into a representation agreement to sell a 102-bed skilled nursing facility
located in Tulsa, Oklahoma, to exit the operations. On July 1, 2014, the Company entered into an agreement effective
July 1, 2014 to sublease a 52-bed skilled nursing facility located in Thomasville, Georgia to a local nursing home
operator. These two facilities are reported as discontinued operations (see Note 11 - Discontinued Operations to our
Consolidated Financial Statements included in Part II, Item 8., "Financial Statements and Supplementary Data").
On July 23, 2014, we announced that the Board had approved a strategic plan to transition the Company to a
healthcare property holding and leasing company. Through a series of leasing and subleasing transactions, the
Company is in the process of transitioning to third-parties the operations of the Company’s currently owned and
operated and leased and operated healthcare facilities, which are principally skilled nursing facilities. In furtherance of
this strategic plan, the Company is now focused on the ownership, acquisition and leasing of healthcare related
properties.
On September 22, 2014, as part of its ongoing strategic plan, the Company entered into two separate lease agreements
to lease two of its skilled nursing and rehabilitation facilities in Alabama to a local nursing home operator that
commenced on December 1, 2014. These two facilities are reported as discontinued operations (see Note 11 -
Discontinued Operations to our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements
and Supplementary Data").
On September 30, 2014, the lease agreement to operate a 90-bed skilled nursing facility located in Cassville, Missouri
expired. The Company elected not to renew the lease agreement consistent with its strategic plan to transition to a
healthcare property holding and leasing company. This facility is reported as discontinued operations (see Note 11 -
Discontinued Operations to our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements
and Supplementary Data").
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On October 22, 2014, the Company entered into separate sublease agreements that commenced on November 1, 2014
 to sublease a 130-bed skilled nursing facility located in Dublin, Georgia and an 86-bed skilled nursing facility located
in Lumber City, Georgia to a local nursing home operator. These two facilities are reported as discontinued operations
(see Note 11 - Discontinued Operations to our Consolidated Financial Statements included in Part II, Item 8.,
"Financial Statements and Supplementary Data").
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On October 29, 2014 , the Company entered into separate agreements with third-party operators to: (i) lease one of our
facilities; (ii) sublease three of our facilities; and (iii) sub-sublease one of our facilities. All of the facilities are located
in Ohio and the leases and subleases will commence on the first day of the month after lessees' receipt of: (a) all
licenses and other approvals from the State of Ohio to operate the facility; and (b) approval of the lease by HUD.
The Company entered into additional leasing agreements subsequent to December 31, 2014. See Note 20 - Subsequent
Events to our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements and
Supplementary Data" for details of the agreements.
Liquidity
We have access to various cash resources to offset our significant cash needs.
Sources of Liquidity

At December 31, 2014, we had $10.7 million in cash and cash equivalents as well as restricted cash and investments
of $8.8 million. During 2015, we anticipate both access to and receipt of several sources of liquidity. At December 31,
2014, we have one facility and one office building held for sale, and one variable interest entity held for sale that we
anticipate selling during 2015. We expect that the cash proceeds and the release of restricted cash will approximate the
related obligations.

In January 2015, we entered into exclusive listing agreements on the two office buildings located in Roswell, Georgia
that we also anticipate selling during 2015. We expect that the cash proceeds will exceed obligations by
approximately $0.6 million.

We routinely have ongoing discussions with existing and potential new lenders to refinance current debt on a longer
term basis and, in recent periods, have refinanced shorter term acquisition debt, including seller notes, with traditional
longer term mortgage notes, some of which have been executed under government guaranteed lending programs.
During 2015, we anticipate net proceeds for working capital of approximately $3.0 million on refinancing of existing
debt, primarily in the second and third quarters of 2015.

In July 2014, we announced that the Board of Directors had approved a strategic plan to transition the Company to a
healthcare property holding and leasing company. Through a series of leasing and subleasing transactions, the
Company will transition to third-parties the operations of the Company’s currently owned and operated healthcare
facilities, which are principally skilled nursing facilities. The Company is focused on the ownership, acquisition and
leasing of healthcare related properties. We estimate cash flow from operations and other working capital changes of
approximately $7.8 million for the year ending December 31, 2015.

We maintain certain revolving lines of credit for which we have limited remaining capacity and all of which are due in
2015. Given our transition out of healthcare operations, we do not anticipate any additional draws on these facilities.

Other liquidity sources include but to a lesser extent, the proceeds from the exercise of options and warrants.

Cash Requirements

At December 31, 2014, we had $151.4 million in indebtedness of which the current portion is $33.3 million. This
current portion is comprised of the following components: i) convertible debt of approximately $14.0 million, ii) debt
of held for sale entities of approximately $11.2 million, primarily senior debt - bond and mortgage indebtedness, and
iii) remaining debt of approximately $8.1 million which includes revolver debt, senior debt - bonds, and senior debt -
mortgage indebtedness. For a complete debt listing and facility detail, see Note 9, Notes Payable and Other Debt, to
the Company’s consolidated financial statements in Part II, Item 8 of this Annual Report.
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The convertible debt includes two subordinated convertible debt issuances. One was issued in 2012 (the “2012 Notes”)
and has an outstanding principal amount of $7.5 million at December 31, 2014 with maturity on July 31, 2015. At any
time on or after the six-month anniversary of the date of issuance of the 2012 Notes, the notes are convertible at the
option of the holder into shares of the Company's common stock at a conversion price equal to $3.97 per share
(adjusted for a 5% stock dividend paid on October 22, 2012, and subject to adjustment for stock dividends, stock
splits, combination of shares, recapitalization and other similar events). The other was issued in 2014 (the “2014 Notes”)
and has an outstanding principal amount of $6.5 million at December 31, 2014 with maturity on April 30, 2015. At
any time on or after the date of issuance of the 2014 Notes, the notes are convertible at the option of the holder into
shares of the common stock at an initial conversion price equal to $4.50 per share, subject to adjustment for stock
dividends, stock splits, combination of shares, recapitalization and other similar
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events. While management cannot predict with certainty, we anticipate that some holders of the subordinated
convertible notes may elect to convert their subordinated convertible notes into shares of common stock provided the
common stock continues to trade above the applicable conversion price for such notes.

On March 31, 2015, the Company entered into subscription agreements with certain accredited investors pursuant to
which the Company accepted subscriptions for an aggregate of $8.5 million in principal amount of the Company’s
10% Convertible Subordinated Notes Due April 30, 2017 ("2015 Notes"). In connection therewith, the Company
issued approximately $1.7 million in principal amount of 2015 Notes on March 31, 2015, and will issue 2015 Notes
for the remaining principal amount of the accepted subscriptions on or before April 30, 2015, upon receipt of payment
thereof.

The current debt maturing in 2015 for all other debt approximates $8.1 million . As indicated previously, we routinely
have ongoing discussions with existing and potential new lenders to refinance current debt on a longer term basis and,
in recent periods, have refinanced shorter term acquisition debt, including seller notes, with traditional longer term
mortgage notes, some of which have been executed under government guaranteed lending programs. We anticipate
net principal disbursements of approximately $5.1 million which reflect the offset of anticipated proceeds on
refinancing of approximately $3.0 million.

We anticipate our operating cash requirements as being substantially less than in 2014 due to the transition to a
healthcare property holding and leasing company. Based on the described sources of liquidity and related cash
requirements, we expect sufficient funds for our operations, scheduled debt service, and capital expenditures at least
through the next 12 months. On a longer term basis, at December 31, 2014 we have approximately $74.4 million of
debt maturities due between 2015 and 2017, excluding convertible promissory notes which are convertible into shares
of the Company's common stock. We have been successful in recent years in raising new equity capital and believe,
based on recent discussions that these markets will continue to be available to us for raising capital in 2015 and
beyond. We believe our long-term liquidity needs will be satisfied by these same sources, as well as borrowings as
required to refinance indebtedness.

In order to satisfy our capital needs, we seek to: (i) improve our operating results through a series of leasing and
subleasing transactions with favorable terms and consistent and predictable cash flow; (ii) expand our borrowing
arrangements with certain existing lenders; (iii) refinance current debt where possible to obtain more favorable terms;
and (iv) raise capital through the issuance of debt or equity securities. We anticipate that these actions, if successful,
will provide the opportunity for us to maintain liquidity on a short and long term basis, thereby permitting us to meet
our operating and financing obligations for the next 12 months. However, there is no guarantee that such actions will
be successful or that anticipated operating results will be achieved. We currently have limited borrowing availability
under our existing revolving credit facilities. If the Company is unable to improve operating results, expand existing
borrowing agreements, refinance current debt, the convertible promissory notes due July 31, 2015 are not converted
into shares of the Company's common stock and are required to be repaid by us in cash, or raise capital through the
issuance of securities, then the Company may be required to restructure its outstanding indebtedness, implement
further cost reduction initiatives or sell assets.

Acquisitions
The Company had no acquisitions during the years ended December 31, 2014 or 2013.
Divestitures
On December 1, 2012, the Company entered into a sublease arrangement to exit the operations of a skilled nursing
facility located in Jeffersonville, Georgia.
On June 12, 2013, the Company entered into two sublease agreements to exit the operations of two skilled nursing
facilities located in Tybee Island, Georgia effective June 30, 2013.
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On December 18, 2013, our consolidated variable interest entity entered into a sales listing agreement to sell a
105-bed assisted living facility owned by it located in Hoover, Alabama.
On March 31, 2014, the Company entered into a representation agreement to sell a 102-bed skilled nursing facility
located in Tulsa, Oklahoma, to exit the operations.
On July 1, 2014, the Company entered into an agreement, effective July 1, 2014, to sublease a 52-bed skilled nursing
facility located in Thomasville, Georgia to a local nursing home operator.
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On September 22, 2014, two wholly-owned subsidiaries of the Company entered into separate lease agreements to
lease a 182-bed skilled nursing facility located in Attalla, Alabama and a 124-bed skilled nursing facility located in
Glencoe, Alabama to a local nursing home operator. These leases commenced on December 1, 2014.
On September 30, 2014, the lease agreement to operate a 90-bed skilled nursing facility located in Cassville, Missouri
expired. The Company elected not to renew the lease agreement consistent with its strategic plan to transition to a
healthcare property holding and leasing company.
On October 22, 2014, two wholly-owned subsidiaries of the Company entered into separate sublease agreements that
commenced on November 1, 2014, to sublease a 130-bed skilled nursing facility located in Dublin, Georgia and an
86-bed skilled nursing facility located in Lumber City, Georgia to a local nursing home operator.
The results of operations and cash flows for the Jeffersonville, Georgia skilled nursing facility, the two skilled nursing
facilities in Tybee Island, Georgia, the assisted living facility in Hoover, Alabama, the skilled nursing facility in Tulsa,
Oklahoma, the skilled nursing facility in Thomasville, Georgia, the two skilled nursing facilities in Attalla, Alabama
and Glencoe, Alabama, the skilled nursing facility in Cassville, Missouri, and the two skilled nursing facilities in
Dublin, Georgia and Lumber City, Georgia are reported as discontinued operations in the years ended December 31,
2014 and 2013.
The following table summarizes the activity of discontinued operations for the years ended December 31, 2014 and
2013:

(Amounts in 000’s) December 31,
2014

December 31,
2013

Total revenues from discontinued operations $32,282 $43,532
Net loss from discontinued operations $(1,510 ) $(1,255 )
Interest expense, net from discontinued operations $(1,049 ) $(1,128 )
Income tax benefit (expense) from discontinued operations $253 $(33 )
Loss on impairment from discontinued operations $(1,782 ) $(1,972 )
Loss on disposal of assets from discontinued operations $— $(467 )
Segments
Beginning in the fourth quarter of 2012, we only evaluate operating performance for our 29 skilled nursing facilities,
our remaining two assisted living facilities and one independent living facility on a combined basis. Accordingly,
management discussion and analysis on a segment basis is not included herein.
Primary Performance Indicators
We focus on two primary indicators in evaluating our financial performance. Those indicators are facility average
occupancy and patient mix. Facility average occupancy is important as higher occupancy generally leads to higher
revenues. In addition, concentrating on increasing the number of Medicare covered admissions ("the patient mix")
helps in increasing revenues. We include commercial insurance covered admissions that are reimbursed at the same
level as those covered by Medicare in our Medicare utilization percentages and analysis.
The tables below reflect our patient care revenue key performance indicators for our skilled nursing facilities ("SNF"),
excluding discontinued operations, for the years ended December 31, 2014 and 2013 . Excluding discontinued
operations, our assisted living facilities represent approximately 1.5% of our total consolidated revenues for the years
ended December 31, 2014 and 2013.
SNF Average Occupancy

Year Ended 
 December 31,
2014 2013

SNF Average Occupancy 79.9 % 78.2 %
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SNF Patient Mix
All Facilities
2014 2013

Medicare 16.1 % 15.3 %
Medicaid 70.0 % 71.0 %
Other 13.9 % 13.7 %
Total 100.0 % 100.0 %
Medicare reimbursement rates and procedures are subject to change from time to time, which could materially impact
our revenue. Medicare reimburses our SNFs under a prospective payment system (“PPS”) for certain inpatient covered
services. Under the PPS, facilities are paid a predetermined amount per patient, per day, based on the anticipated costs
of treating patients. The amount to be paid is determined by classifying each patient into a resource utilization group
(“RUG”) category that is based upon each patient’s acuity level. In October 2010, the number of RUG categories was
expanded from 53 to 66 as part of the implementation of the RUGs IV system and the introduction of a revised and
substantially expanded patient assessment tool called the Minimum Data Set, version 3.0. Should future changes in
skilled nursing facility payments reduce rates or increase the standards for reaching certain reimbursement levels, our
Medicare revenues could be reduced and/or our costs to provide those services could increase, with a corresponding
adverse impact on our financial condition or results of operations.
 On July 31, 2014, CMS issued its final rule outlining fiscal year 2015 Medicare payment rates for skilled nursing
facilities. CMS estimates that aggregate payments to skilled nursing facilities will increase by $750 million, or 2% for
fiscal year 2015, relative to payments in 2014. The estimated increase reflects a 2.5% market basket increase, reduced
by the 0.5% multi-factor productivity (MFP) adjustment required by the Patient Protection and Affordable Care Act
(PPACA).
On July 31, 2013, CMS issued its final rule outlining fiscal year 2014 Medicare payment rates for skilled nursing
facilities. CMS estimated that aggregate payments to skilled nursing facilities would increase by $470 million, or
1.3% for fiscal year 2014, relative to payments in 2013. This estimated increase is attributable to a 2.3% market basket
increase, reduced by the 0.5% forecast error correction and further reduced by the 0.5% multi-factor productivity
adjustment (MFP) as required by PPACA. The forecast error correction is applied when the difference between the
actual and projected market basket percentage change for the most recent available fiscal year exceeds the 0.5%
threshold. In its 2014 report to Congress, the Medicare Payment Advisory Commission recommended eliminating the
market basket update and reducing payments through the SNF prospective payments system.
On July 27, 2012, CMS announced a final rule updating Medicare skilled nursing facility PPS payments in fiscal year
2013. The update, a 1.8% or $670 million increase, reflected a 2.5% market basket increase, reduced by a 0.7% MFP
adjustment mandated by the PPACA. This increase was offset by the 2% sequestration reduction, which became
effective April 1, 2013.
On April 1, 2014, the President signed into law the Protecting Access to Medicare Act of 2014, which averted a 24%
cut in Medicare payments to physicians and other Part B providers until March 31, 2015. In addition, this law
maintains the 0.5% update for such services through December 31, 2014 and provides a 0.0% update to the 2015
Medicare Physician Fee Schedule (MPFS) through March 31, 2015. Among other things, this law provides the
framework for implementation of a value-based purchasing program for skilled nursing facilities.  Under this
legislation HHS is required to develop by October 1, 2016 measures and performance standards regarding preventable
hospital readmission from skilled nursing facilities. Beginning October 1, 2018, HHS will withhold 2% of Medicare
payments to all skilled nursing facilities and distribute this pool of payment to skilled nursing facilities as incentive
payments for preventing readmissions to hospitals.
 The Middle Class Tax Relief and Job Creation Act of 2012 was signed into law on February 22, 2012, extending the
Medicare Part B outpatient therapy cap exceptions process through December 31, 2012. The statutory Medicare
Part B outpatient therapy cap for occupational therapy (“OT”) was $1,880 for 2012, and the combined cap for physical
therapy (“PT”) and speech-language pathology services (“SLP”) was also $1,880 for 2012. This is the annual per
beneficiary therapy cap amount determined for each calendar year. Similar to the therapy cap, Congress established a
threshold of $3,700 for PT and SLP services combined and another threshold of $3,700 for OT services. All therapy
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services rendered above the $3,700 amount are subject to manual medical review and may be denied unless
pre-approved by the provider’s Medicare Administrative Contractor. The law requires an exceptions process to the
therapy cap that allows providers to receive payment from Medicare for medically necessary therapy services above
the therapy cap amount. Beginning October 1, 2012, some therapy providers may submit requests for exceptions
(pre-approval for up to 20 therapy treatment days for beneficiaries at or above the $3,700 threshold) to avoid denial of
claims for services above the threshold amount. The $3,700 figure is the defined threshold that triggers the provision
for an exception request. Prior to October 1, 2012, there was no provision for an exception request when the threshold
was exceeded.
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 On January 2, 2013, the President signed the American Taxpayer Relief Act of 2012 into law. This statute creates a
Commission of Long Term Care, the goal of which is to develop a plan for the establishment, implementation, and
financing of a comprehensive, coordinated, and high-quality system that ensures the availability of recommendations
from this commission may have an impact on coverage and payment for our services.
  Should future changes in PPS include further reduced rates or increased standards for reaching certain
reimbursement levels (including as a result of automatic cuts tied to federal deficit cut efforts or otherwise), our
Medicare revenues derived from our skilled nursing facilities) could be reduced, with a corresponding adverse impact
on our financial condition or results of operation.
 We also derive a substantial portion of our consolidated revenue from Medicaid reimbursement, primarily through
our skilled nursing business. Medicaid programs are administered by the applicable states and financed by both state
and federal funds. Medicaid spending nationally has increased significantly in recent years, becoming an increasingly
significant component of state budgets. This, combined with slower state revenue growth and other state budget
demands, has led both the federal government to institute measures aimed at controlling the growth of Medicaid
spending (and in some instances reducing it).
 Historically, adjustments to reimbursement under Medicare and Medicaid have had a significant effect on our
revenue and results of operations. Recently enacted, pending and proposed legislation and administrative rulemaking
at the federal and state levels could have similar effects on our business. Efforts to impose reduced reimbursement
rates, greater discounts and more stringent cost controls by government and other payors are expected to continue for
the foreseeable future and could adversely affect our business, financial condition and results of operations.
Additionally, any delay or default by the federal or state governments in making Medicare and/or Medicaid
reimbursement payments could materially and adversely affect our business, financial condition and results of
operations.
Average occupancy and reimbursement rates at the Company’s skilled nursing facilities for the years ended
December 31, 2014 and 2013 were as follows:

SNF Analysis by State For the Year Ended December 31, 2014:

State

Operational
Beds at
Period
End(1)

Period's
Average
Operational
Beds

Occupancy
(Operational
Beds)

Medicare
Utilization
(Skilled
%ADC)(2)

2014
Total
Revenues

Medicare
(Skilled)
$PPD

Medicaid
$PPD(3)

Arkansas 1,009 1,009 67.9 % 18.2 % $57,246 $477.42 $164.35
Georgia 1,115 1,115 90.7 % 14.8 % $79,586 $456.85 $161.38
North Carolina 106 106 68.3 % 18.4 % $6,218 $453.29 $162.46
Ohio 293 293 84.3 % 14.5 % $20,617 $440.52 $164.57
Oklahoma 197 197 73.5 % 18.8 % $11,252 $457.56 $144.68
South Carolina 180 180 87.9 % 13.7 % $12,139 $437.17 $164.06
Total 2,900 2,900 79.9 % 16.1 % $187,058 $460.93 $161.88
(1) Excludes managed beds which are not consolidated
(2) ADC is the Average Daily Census
(3) PPD is the Per Patient Day equivalent
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SNF Analysis by State For the Year Ended December 31, 2013:

State

Operational
Beds at
Period
End(1)

Period's
Average
Operational
Beds

Occupancy
(Operational
Beds)

Medicare
Utilization
(Skilled
%ADC)(2)

2013
Total
Revenues

Medicare
(Skilled)
$PPD

Medicaid
$PPD(3)

Arkansas 1,009 1,009 62.3 % 16.6 % $51,447 $446.41 $168.33
Georgia 1,115 1,115 92.4 % 15.1 % $80,818 $461.45 $158.77
North Carolina 106 106 72.5 % 16.0 % $6,368 $455.11 $163.83
Ohio 293 293 83.1 % 14.3 % $20,219 $430.79 $167.24
Oklahoma 197 197 72.0 % 14.1 % $10,084 $433.98 $142.60
South Carolina 180 180 82.4 % 14.4 % $11,010 $410.31 $158.85
Total 2,900 2,900 78.2 % 15.3 % $179,946 $448.93 $161.45
(1) Excludes managed beds which are not consolidated
(2) ADC is the Average Daily Census
(3) PPD is the Per Patient Day equivalent

Critical Accounting Policies
We prepare our financial statements in accordance with accounting principles generally accepted in the United States
("GAAP"). The preparation of these financial statements requires us to make estimates and judgments that affect the
reported amount of assets, liabilities, revenues and expenses. On an ongoing basis we review our judgments and
estimates, including, but not limited to, those related to doubtful accounts, income taxes, stock compensation,
intangible assets and loss contingencies. We base our estimates on historical experience, business knowledge and on
various other assumptions that we believe to be reasonable under the circumstances at the time. Actual results may
vary from our estimates. These estimates are evaluated by management and revised as circumstances change. We
believe that the following represents our critical accounting policies:
Consolidation with Entities in Which We Have Determined to Have a Controlling Financial Interest
Arrangements with other business enterprises are evaluated, and those in which AdCare is determined to have
controlling financial interest are consolidated. Guidance is provided by FASB ASC Topic 810-10,
Consolidation—Overall, which addresses the consolidation of business enterprises to which the usual condition of
consolidation (ownership of a majority voting interest) does not apply. This interpretation focuses on controlling
financial interests that may be achieved through arrangements that do not involve voting interests. It concludes that, in
absences of clear control through voting interests, a company's exposure (variable interest) to the economic risks and
potential rewards from the variable interest entity's assets and activities are the best evidence of control. If an
enterprise holds a majority of the variable interests of an entity, it would be considered the primary beneficiary. The
primary beneficiary is required to consolidate the assets, liabilities and results of operations of the variable interest
entity in its financial statements.
We have evaluated and concluded that as of December 31, 2014, we have one relationship with a variable interest
entity in which we have determined that we are the primary beneficiary required to consolidate the entity (see Note 15
- Variable Interest Entity to our consolidated financial statements included in Part II, Item 8., "Financial Statements
and Supplementary Data").

Revenue Recognition
The Company recognizes revenue when the following four conditions have been met: (i) there is persuasive evidence
that an arrangement exists; (ii) delivery has occurred or service has been rendered; (iii) the price is fixed or
determinable; and (iv) collection is reasonably assured. The Company's revenue is derived primarily from providing
healthcare services to residents and is recognized on the date services are provided at amounts billable to the
individual. For reimbursement arrangements with third-party payors, including Medicaid, Medicare and private
insurers, revenue is recorded based on contractually agreed-upon amounts on a per patient, daily basis.
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Revenue from the Medicaid and Medicare programs accounted for 84% of our revenue for each of the years ended
December 31, 2014 and 2013. The Company records revenue from these governmental and managed care programs as
services are performed at their expected net realizable amounts under these programs. The Company's revenue from
governmental and managed care programs is subject to audit and retroactive adjustment by governmental and
third-party agencies. Consistent with healthcare industry accounting practices, any changes to these governmental
revenue estimates are recorded in the period the change or adjustment becomes known based on final settlement. We
recorded retroactive adjustments to revenue which were not material to our consolidated revenue for the years ended
December 31, 2014 and 2013.
The Company, as lessor, makes a determination with respect to each of its leases whether they should be accounted
for as operating leases. The Company recognizes rental revenues on a straight-line basis over the term of the lease
when collectibility is reasonably assured. Differences between rental income earned and amounts due under the lease
are charged or credited, as applicable, to straight-line rent receivable, net. Payments received under operating leases
are accounted for in the statements of operations as rental revenue for actual rent collected plus or minus a
straight-line adjustment for estimated minimum lease escalators.

Accounts Receivable and Allowance for Doubtful Accounts
Accounts receivable consist primarily of amounts due from Medicaid and Medicare programs, other government
programs, managed care health plans and private payor sources. Estimated provisions for doubtful accounts are
recorded to the extent it is probable that a portion or all of a particular account will not be collected.
Accounts receivable are reported net of allowances for doubtful accounts. The administrators and managers of our
facilities evaluate the collectibility of accounts; Corporate management reviews the adequacy of the allowance for
doubtful accounts on a monthly basis, and adjustments are made if necessary.
Asset Impairment
The Company reviews the carrying value of long-lived assets that are held and used in our operations for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of these assets is determined based upon expected undiscounted future net cash flows from the
operations to which the assets relate, utilizing management’s best estimate, appropriate assumptions, and projections at
the time. If the carrying value is determined to be unrecoverable from future operating cash flows, the asset is deemed
impaired and an impairment loss would be recognized to the extent the carrying value exceeded the estimated fair
value of the asset. We estimate the fair value of assets based on the estimated future discounted cash flows of the
asset. Management has evaluated its long-lived assets and has identified asset impairment during the years ended
December 31, 2014 and 2013.
The Company tests indefinite-lived intangible assets for impairment on an annual basis or more frequently if events or
changes in circumstances indicate that the carrying amount of the intangible asset may not be recoverable.
Goodwill represents the excess of the purchase price over the fair value of identifiable net assets acquired in business
combinations. Goodwill is subject to annual testing for impairment. In addition, goodwill is tested for impairment if
events occur or circumstances change that would reduce the fair value of a facility below its carrying amount. The
Company performs its annual test for impairment during the fourth quarter of each year. For the year ended
December 31, 2013, the Company recognized a goodwill impairment charge of approximately $0.8 million on a
facility located in Tulsa, Oklahoma acquired in 2012 which is reflected in loss from discontinued operations. The
impairment charge was a result of the required goodwill impairment test that requires the goodwill to be written down
to the estimate of the implied fair value (see Note 6 - Intangible Assets and Goodwill to our Consolidated Financial
Statements included in Part II, Item 8., "Financial Statements and Supplementary Data.").
The Company's asset impairment analysis is consistent with the fair value measurements described in ASC Topic 820,
Fair Value Measurements and Disclosures. For the year ended December 31, 2013, the Company recognized a $0.5
million impairment charge to write down the carrying value of certain lease rights, equipment, and leasehold
improvement values of a facility located in Thomasville, Georgia and an impairment charge of $0.7 million to write
down the carrying value of certain lease rights, equipment, and leasehold improvement values related to two facilities
located in Tybee Island, Georgia. During the year ended December 31, 2014, the Company recorded an impairment of
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$1.8 million related to an adjustment to the fair value less the cost to sell the 102-bed nursing facility located in Tulsa,
Oklahoma (see Note 11 - Discontinued Operations to our Consolidated Financial Statements included in Part II,
Item 8., "Financial Statements and Supplementary Data"). The impairment charge represents a change in fair value
from the carrying value.
Self-Insurance Accruals
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Effective October 1, 2012, the Company is self-insured for employee medical claims (in all states except for
Oklahoma, where the Company participates in the Oklahoma state subsidy program) and has a large deductible
workers' compensation plan (in all states except for Ohio, where workers' compensation is covered under a
premium-only policy provided by the Ohio Bureau of Worker's Compensation, a state funded program required by
Ohio's monopolistic workers' compensation system). Determining reserves for healthcare losses and costs that we
have incurred as of the end of a reporting period involves significant judgments based upon our experience and our
expectations of future events, including projected settlements for pending claims, known incidents which we expect
may result in claims, estimates of incurred but not yet reported claims, expected changes in premiums for insurance
provided by insurers whose policies provide for retroactive adjustments, estimated litigation costs and other factors.
Since these reserves are based on estimates, the actual expenses we incur may differ from the amount reserved. We
regularly adjust these estimates to reflect changes in the foregoing factors, our actual claims experience,
recommendations from our professional consultants, changes in market conditions and other factors; it is possible that
such adjustments may be material.
Business Combinations
The Company follows FASB Accounting Standards Codification (“ASC”) Topic 805, Business Combinations ("ASC
805"), which establishes principles and requirements for how an acquirer recognizes and measures in its financial
statements the identifiable assets acquired, the liabilities assumed, any non-controlling interest in the acquiree as well
as the goodwill acquired or gain recognized in a bargain purchase. The guidance also establishes disclosure
requirements to enable the evaluation of the nature and financial effects of the business combination. The Company
incurred acquisition costs of approximately $0.6 million during the year ended December 31, 2013 and no acquisition
costs during the year ended December 31, 2014 as discussed in Note 10 - Acquisitions of the Consolidated Financial
Statements included in Part II, Item 8., "Financial Statements and Supplementary Data." ASC 805 requires that we
make certain valuations to determine the fair value of assets acquired and the liabilities assumed. Such valuations
require us to make significant estimates, judgments and assumptions, including projections of future events and
operating performance.
Stock-Based Compensation
The Company follows the provisions of ASC Topic 718, “Compensation - Stock Compensation” ("ASC 718"),
previously referred to as Statement of Financial Accounting Standards No. 123R - Share-based Payments which
requires the measurement and recognition of compensation expense for all share-based payment awards either
modified or granted to employees and directors based upon estimated fair values.  The Black-Scholes-Merton
option-pricing model, consistent with the provisions of ASC 718, was used to determine the fair value of each option
granted.  Option valuation models require the input of highly subjective assumptions, including the expected stock
price volatility.  The Company uses projected volatility rates, which are based upon historical volatility rates, trended
into future years.  Because the Company's stock options have characteristics significantly different from those of
traded options, and because changes in the subjective input assumptions can materially affect the fair value estimate,
in management’s opinion, the existing models do not necessarily provide a reliable single measure of the fair value of
our options.
Income Taxes
As required by ASC Topic 740, Income Taxes ("ASC 740"), the Company establishes deferred tax assets and
liabilities for temporary differences between the financial reporting basis and the tax basis of our assets and liabilities
at tax rates in effect when such temporary differences are expected to reverse. We generally expect to fully utilize our
deferred tax assets; however, when necessary, we record a valuation allowance to reduce our net deferred tax assets to
the amount that is more likely than not to be realized. At December 31, 2014, the Company has a valuation allowance
of approximately $16.7 million. In future periods, we will continue to assess the need for and adequacy of the
remaining valuation allowance. We follow the relevant ASC 740 guidance when accounting for uncertainty in income
taxes. The guidance provides information and procedures for financial statement recognition and measurement of tax
positions taken, or expected to be taken, in tax returns.
In determining the need for a valuation allowance, the annual income tax rate, or the need for and magnitude of
liabilities for uncertain tax positions, we make certain estimates and assumptions. These estimates and assumptions
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are based on, among other things, knowledge of operations, markets, historical trends and likely future changes and,
when appropriate, the opinions of advisors with knowledge and expertise in certain fields. Due to certain risks
associated with our estimates and assumptions, actual results could differ.
In early 2014, the Internal Revenue Service ("IRS") initiated an examination of the Company's income tax return for
the 2011 income tax year. On May 7, 2014, the IRS completed and closed the examination and no changes were
required to the Company's 2011 income tax return.
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In October 2014, the Georgia Department of Revenue ("GDOR") initiated an examination of the Company's Georgia
income tax returns and net worth returns for the 2010, 2011, 2012, and 2013 tax years. To date, the GDOR has not
proposed any adjustments.
 The Company is not currently under examination by any other major income tax jurisdiction.
Recently Issued Accounting Pronouncements
The information required by this Item is provided in Note 1 - Summary of Significant Accounting Policies to our
Consolidated Financial Statements included in Part II, Item 8., "Financial Statements and Supplementary Data."
Results of Operations
Year Ended December 31, 2014 and 2013
Continuing Operations:
The following table sets forth, for the periods indicated, statement of operations items and the amount and percentage
of change of these items. The results of operations for any particular period are not necessarily indicative of results for
any future period. The following data should be read in conjunction with our consolidated financial statements and the
notes thereto, which are included herein.

Year Ended December 31, Increase (Decrease)
(Amounts in 000's) 2014 2013 Amount Percent
Revenues:
Patient care revenues $189,989 $182,777 $7,212 4  %
Management revenues 1,493 2,097 (604 ) (29 )%
Rental revenues 1,832 876 956 109  %
Total revenues 193,314 185,750 7,564 4  %
Expenses:
Cost of services (exclusive of facility rent,
depreciation and amortization) 159.434 152.577 6.857 4  %

General and administrative expenses 15,541 19,032 (3,491 ) (18 )%
Audit committee investigation expense — 2,386 (2,386 ) (100 )%
Facility rent expense 7,080 6,314 766 12  %
Depreciation and amortization 7,300 6,918 382 6  %
Salary retirement and continuation costs 2,636 154 2,482 1,612  %
Total expenses 191,991 187,381 4,610 2  %
Income (loss) from Operations 1,323 (1,631 ) 2,954 181  %
Other Income (Expense):
Interest expense, net (10,780 ) (12,351 ) (1,571 ) (13 )%
Acquisition costs, net of gains (8 ) (565 ) (557 ) (99 )%
Derivative gain — 3,006 (3,006 ) (100 )%
Loss on extinguishment of debt (1,803 ) (109 ) 1,694 1,554  %
Loss on legal settlement (600 ) — 600 —  %
Loss on disposal of assets (7 ) (10 ) (3 ) (30 )%
Other expense (888 ) (306 ) 582 190  %
Total other expense, net (14,086 ) (10,335 ) 3,751 36  %
Loss from Continuing Operations Before Income
Taxes: (12,763 ) (11,966 ) 797 7  %

Income Tax Expense: (132 ) (142 ) 10 7  %
Loss from Continuing Operations: $(12,895 ) $(12,108 ) $787 6  %
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Year Ended December 31, 2014 Compared to Year Ended December 31, 2013:

Dollars in (000's), except for rate per patient day 2014 2013 Change % Change
Total Facility Results:
Patient care revenues $189,989 $182,777 $7,212 3.9  %
Cost of services $159,434 $152,577 $6,857 4.5  %
Number of facilities at period end (1) 28 35 (7 ) (20.0 )%
Actual patient days 883,932 863,562 20,370 2.4  %
Occupancy percentage — Operational beds 80.4 % 78.5 % 1.9  % 2.4  %
Skilled patient mix 16.1 % 15.3 % 0.8  % 5.2  %
Average Medicare reimbursement rate per patient
day $460.93 $448.93 $12.00 2.7  %

Medicaid patient mix 70.0 % 71.0 % (1.0 )% (1.4 )%
Average Medicaid reimbursement rate per patient
day $161.88 $161.45 $0.43 0.3  %

(1) Includes assisted living and skilled nursing facilities; excludes managed facilities.

Patient Care Revenues—Total patient care revenues increased by $7.2 million, or 4%, to $190.0 million for the year
ended December 31, 2014, compared with $182.8 million for the year ended December 31, 2013. The $7.2 million
increase is primarily due to an increase in skilled patient mix percentage from 15.3% to 16.1%, increases in average
Medicare reimbursement rate per patient day from $448.93 to $460.93, or 2.7%, an increase in facility occupancy rate
from 78.5% to 80.4%, and increases in average Medicaid reimbursement rates per patient day from $161.45 to
$161.88, or 0.3%, compared to 2013.
Rental Revenues—Total rental revenue increased by  $1.0 million , or 109% , to $1.8 million for the year ended
December 31, 2014, compared with $0.9 million for the year ended December 31, 2013. The $1.0 million increase is
primarily due to leasing three owned skilled nursing facilities and subleasing five leased skilled nursing facilities
during 2014 compared with only subleased three skilled nursing facilities during 2013.
Management Revenues—Management revenues (net of eliminations) decreased by $0.6 million, or 29%. The decrease is
primarily due to the discontinuance of a management agreement effective as of March 1, 2014 (see Note 19 - Related
Party Transactions to our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements and
Supplementary Data").
Cost of Services (exclusive of facility rent and depreciation and amortization shown separately)—Cost of services
increased by $0.0 million, or 4%, in 2014 as compared with 2013.  The increase in cost of services is primarily due to:
(i) an increase of approximately $2.0 million in pharmacy and therapy expenses and an increase of approximately $0.7
million in nursing expenses due to increased occupancy and skilled patient mix; (ii) an increase of approximately $1.3
million in dietary, housekeeping and plant operations expenses; (iii) an increase of approximately $1.3 million in
employee benefits; (iv) an increase of approximately $1.1 million in property, general liability and other insurance
expenses; and (v) an increase of approximately $0.5 million in regulatory and other expenses. Cost of services as a
percentage of patient care revenue were 0.1% at both December 31, 2014 and December 31, 2013.
General and Administrative—General and administrative costs decreased by $3.5 million to $15.5 million in 2014 from
$19.0 million in 2013. The decrease is primarily due to the following: (i) a decrease in salaries, wages and employee
benefits expenses of approximately $1.8 million due to the Company’s transition from an operator of skilled nursing
and assisted living facilities to a healthcare property holding and leasing company; (ii) a decrease of approximately
$0.6 million in accounting and auditing expenses; (iii) a decrease of approximately $0.4 million in board of director
fees; (iv) a decrease of approximately $0.3 million in travel expenses; (v) a decrease of approximately $0.3 million in
recruiting costs; and (vi) a decrease of approximately $0.1 million in contract services expense. As a percentage of
total revenue, general and administrative costs declined to 8.0% in 2014 compared with 10.2% in 2013, reflecting
continued strategies to reduce general and administrative costs and the Transition to a healthcare property holding and
leasing company.
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Audit Committee Investigation Expense—As previously disclosed, the Audit Committee of the Board of Directors (the
"Audit Committee"), in consultation with management, concluded in March 2013 that: (i) the Company’s previously
issued financial statements for the quarters ended March 31, 2012, June 30, 2012 and September 30, 2012 (the
“Relevant Financial Statements”) should no longer be relied upon due to errors in the Relevant Financial Statements
identified in connection with
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the audit of the Company’s financial statements for the year ended December 31, 2012; and (ii) the Company would
restate the Relevant Financial Statements. The Audit Committee initiated a further review of, and inquiry with respect
to, the accounting and financial issues related to these and other potential errors and engaged counsel to assist the
Audit Committee with such matters.  The Audit Committee completed its inquiry in April 2013 and, in connection
therewith, assisted in the correction of certain errors relating to accounting and financial matters and identified certain
material weaknesses in the Company’s internal control over financial reporting, including weakness in the Company’s
ability to appropriately account for complex or non-routine transactions and in the quality and sufficiency of the
Company’s finance and accounting resources. On July 8, 2013, the Company restated the Relevant Financial
Statements by filing with the SEC amendments to its Quarterly Reports on Form 10-Q/A for the quarters ended
March 31, 2012, June 30, 2012 and September 30, 2012. 
In connection with the restatement process and the Audit Committee’s review and inquiry during 2013, the Company
incurred significant professional services costs and other expenses which have been recognized as a special charge
totaling approximately $2.4 million for the year ending December 31, 2013. The Company did not incur any
additional expenses during 2014 relating to the audit committee investigation.
Facility Rent Expense—Facility rent expense was approximately $7.1 million for 2014 compared with $6.3 million in
2013. The increase is due to the Company’s transition from an operator of skilled nursing and assisted living facilities
to a healthcare property holding and leasing company. The Company had three subleased facilities during 2013 that
were included in discontinued operations.
Depreciation and Amortization—Depreciation and amortization increased by $0.4 million in 2014 compared with 2013.
The increase is primarily due to the finalization of planned renovations at several skilled nursing facilities and the
addition of fixed assets during 2014.
Salary Retirement and Continuation Costs—Salary Retirement and Continuation Costs increased by $2.5 million to $2.6
million for the year ended December 31, 2014, compared with $0.1 million for the same period in 2013. The
Company incurred certain retirement and salary continuation costs related to the Transition of approximately $0.9
million, certain retirement and salary continuation costs related to a separation agreement with a former officer of the
Company of approximately $0.9 million, salary continuation costs related to a separation agreement with an officer of
the Company of approximately $0.4 million, and approximately $0.4 million related to the amendment to the
consulting agreement with the Company's prior Vice Chairman during 2014.
Interest Expense, net—Interest expense, net decreased $1.6 million, or 13% , to $10.8 million for the year ended 2014
compared with $12.4 million for the same period in 2013. The decrease is primarily due to the following: (i) a
decrease of approximately $0.9 million relating to the holders of the Company's subordinated convertible promissory
notes due August 2014 converting approximately $4.8 million of principal and accrued and unpaid interest
outstanding under such notes into shares of common stock; (ii) a decrease of approximately $0.4 million due to the
Company's payment of the remaining outstanding principal amount of $4.0 million under the Company's subordinated
convertible promissory notes due March 2014; (iii) a decrease of approximately $0.2 million relating to the repayment
of the outstanding bonds on March 3, 2014 at par plus accrued interest in the amount of $3.1 million from funds that
were previously deposited into a restricted defeased bonds escrow account; and (iv) a decrease of approximately $0.1
million relating to interest savings from the 2014 refinancings of certain senior debt guaranteed by HUD.
Acquisition Costs, Net of Gains—The Company incurred minimal expense for acquisition costs during 2014 compared
with $0.6 million for 2013. The decrease is a result of limited acquisition activity and the Company's transition to a
healthcare property holding and leasing company.
Derivative Gain—There was no derivative gain during 2014 compared to the gain of $3.0 million in 2013. The
derivative is a product of a convertible debt instrument entered into during the third quarter of 2010. The expense
associated with the derivative is subject to volatility based on a number of factors, including increases or decreases in
our stock price. Increases in our stock price generally result in increases in expense. Conversely, a decrease in our
stock price generally results in the recognition of a gain in our statements of operations. The expense or gain
recognized in a period is based on the fair value of the derivative instrument at the end of the year in comparison to
the beginning of the year. The Company amended the debt instruments in October 2013 to eliminate the derivative
feature, among other items. Consequently, the fair value of the derivative instrument was eliminated as of October
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Loss on Debt Extinguishment—Loss on extinguishment of debt increased by $1.7 million to $1.8 million for the year
ended December 31, 2014, compared with the loss of $0.1 million for the same period in 2013. The $1.8 million loss
is due to the difference between the conversion price and the market price on the date the subordinated convertible
promissory notes were converted into shares of common stock during 2014.
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Loss on Legal Settlement—For the year ended December 31, 2014, loss on legal settlement was $0.6 million compared
with no expense for the same period in 2013. This $0.6 million loss is due to the settlement of the claims filed in the
District Court of Oklahoma County, State of Oklahoma on June 24, 2013. On March 30, 2015, a settlement agreement
was executed to settle all claims for a lump sum payment of $2.0 million. Under the settlement agreement, the
Company is to pay $0.6 million to the Plaintiffs with the balance thereof to be paid by two of the Company's insurance
carriers. The Company and the other defendants in the matter deny all of the Plaintiff's claims and any wrongdoing but
agreed to settle the matter to avoid the continued expense and unpredictability of litigation (for further information,
see Part I, Item 3., "Legal Proceedings").
Other Expense—For the year ended December 31, 2014, other expense was $0.9 million compared with $0.3 million for
the same period in 2013. In 2014, the Company incurred approximately $0.3 million of costs associated with the
transition to a healthcare property and holding company and approximately $0.3 million of legal fees associated with
on-going litigation matters.
Income Tax Expense—The Company recognized an income tax expense of approximately $0.1 million for both years
ended December 31, 2014 and December 31, 2013.
Liquidity and Capital Resources
We have access to various cash resources to offset our significant cash needs.

Sources of Liquidity

At December 31, 2014, we had $10.7 million in cash and cash equivalents as well as restricted cash and investments
of $8.8 million. During 2015, we anticipate both access to and receipt of several sources of liquidity. At December 31,
2014, we have one facility and one office building held for sale, and one variable interest entity held for sale that we
anticipate selling during 2015. We expect that the cash proceeds and the release of restricted cash will approximate the
related obligations.

In January 2015, we entered into exclusive listing agreements on the two office buildings located in Roswell, Georgia
that we also anticipate selling during 2015. We expect that the cash proceeds will exceed obligations by
approximately $0.6 million.

We routinely have ongoing discussions with existing and potential new lenders to refinance current debt on a longer
term basis and, in recent periods, have refinanced shorter term acquisition debt, including seller notes, with traditional
longer term mortgage notes, some of which have been executed under government guaranteed lending programs.
During 2015, we anticipate net proceeds for working capital of approximately $3.0 million on refinancing of existing
debt, primarily in the second and third quarters of 2015.

In July 2014, we announced that the Board of Directors had approved a strategic plan to transition the Company to a
healthcare property holding and leasing company. Through a series of leasing and subleasing transactions, the
Company will transition to third-parties the operations of the Company’s currently owned and operated healthcare
facilities, which are principally skilled nursing facilities. The Company is focused on the ownership, acquisition and
leasing of healthcare related properties. We estimate cash flow from operations and other working capital changes of
approximately $7.8 million for the year ending December 31, 2015.

We maintain certain revolving lines of credit for which we have limited remaining capacity and all of which are due in
2015. Given our transition out of healthcare operations, we do not anticipate any additional draws on these facilities.

Other liquidity sources include but to a lesser extent, the proceeds from the exercise of options and warrants.

Cash Requirements
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At December 31, 2014, we had $151.4 million in indebtedness of which the current portion is $33.3 million. This
current portion is comprised of the following components: i) convertible debt of approximately $14.0 million, ii) debt
of held for sale entities of approximately $11.2 million, primarily senior debt - bond and mortgage indebtedness, and
iii) remaining debt of approximately $8.1 million which includes revolver debt, senior debt - bonds, and senior debt -
mortgage indebtedness. For a complete debt listing and facility detail, see Note 9, Notes Payable and Other Debt, to
the Company’s consolidated financial statements in Part II, Item 8 of this Annual Report.
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The convertible debt includes two subordinated convertible debt issuances. One was issued in 2012 (the “2012 Notes”)
and has an outstanding principal amount of $7.5 million at December 31, 2014 with maturity on July 31, 2015. At any
time on or after the six-month anniversary of the date of issuance of the 2012 Notes, the notes are convertible at the
option of the holder into shares of the Company's common stock at a conversion price equal to $3.97 per share
(adjusted for a 5% stock dividend paid on October 22, 2012, and subject to adjustment for stock dividends, stock
splits, combination of shares, recapitalization and other similar events). The other was issued in 2014 (the “2014 Notes”)
and has an outstanding principal amount of $6.5 million at December 31, 2014 with maturity on April 30, 2015. At
any time on or after the date of issuance of the 2014 Notes, the notes are convertible at the option of the holder into
shares of the common stock at an initial conversion price equal to $4.50 per share, subject to adjustment for stock
dividends, stock splits, combination of shares, recapitalization and other similar events. While management cannot
predict with certainty, we anticipate that some holders of the subordinated convertible notes may elect to convert their
subordinated convertible notes into shares of common stock provided the common stock continues to trade above the
applicable conversion price for such notes.

On March 31, 2015, the Company entered into subscription agreements with certain accredited investors pursuant to
which the Company accepted subscriptions for an aggregate of $8.5 million in principal amount of the Company’s
10% Convertible Subordinated Notes Due April 30, 2017 ("2015 Notes"). In connection therewith, the Company
issued approximately $1.7 million in principal amount of 2015 Notes on March 31, 2015, and will issue 2015 Notes
for the remaining principal amount of the accepted subscriptions on or before April 30, 2015, upon receipt of payment
thereof.

The current debt maturing in 2015 for all other debt approximates $8.1 million. As indicated previously, we routinely
have ongoing discussions with existing and potential new lenders to refinance current debt on a longer term basis and,
in recent periods, have refinanced shorter term acquisition debt, including seller notes, with traditional longer term
mortgage notes, some of which have been executed under government guaranteed lending programs. We anticipate
net principal disbursements of approximately $5.1 million which reflect the offset of anticipated proceeds on
refinancing of approximately $3.0 million.

We anticipate our operating cash requirements as being substantially less than in 2014 due to the transition to a
healthcare property holding and leasing company. Based on the described sources of liquidity and related cash
requirements, we expect sufficient funds for our operations, scheduled debt service, and capital expenditures at least
through the next 12 months. On a longer term basis, at December 31, 2014 we have approximately $74.4 million of
debt maturities due between 2015 and 2017, excluding convertible promissory notes which are convertible into shares
of the Company's common stock. We have been successful in recent years in raising new equity capital and believe,
based on recent discussions that these markets will continue to be available to us for raising capital in 2015 and
beyond. We believe our long-term liquidity needs will be satisfied by these same sources, as well as borrowings as
required to refinance indebtedness.

In order to satisfy our capital needs, we seek to: (i) improve our operating results through a series of leasing and
subleasing transactions with favorable terms and consistent and predictable cash flow; (ii) expand our borrowing
arrangements with certain existing lenders; (iii) refinance current debt where possible to obtain more favorable terms;
and (iv) raise capital through the issuance of debt or equity securities. We anticipate that these actions, if successful,
will provide the opportunity for us to maintain liquidity on a short and long term basis, thereby permitting us to meet
our operating and financing obligations for the next 12 months. However, there is no guarantee that such actions will
be successful or that anticipated operating results will be achieved. We currently have limited borrowing availability
under our existing revolving credit facilities. If the Company is unable to improve operating results, expand existing
borrowing agreements, refinance current debt, the convertible promissory notes due July 31, 2015 are not converted
into shares of the Company's common stock and are required to be repaid by us in cash, or raise capital through the
issuance of securities, then the Company may be required to restructure its outstanding indebtedness, implement
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The following table presents selected data from our consolidated statement of cash flows for the periods presented:
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Year Ended December 31,
Amounts in (000's) 2014 2013
Net cash (used in) provided by operating activities—continuing operations $(6,383 ) $825
Net cash provided by operating activities—discontinued operations 1,091 4,238
Net cash provided by (used in) investing activities—continuing operations 2,246 (7,391 )
Net cash (used in) provided by investing activities—discontinued operations (3,001 ) 4,268
Net cash (used in) provided by financing activities—continuing operations (2,551 ) 7,181
Net cash used in financing activities—discontinued operations (41 ) (5,684 )
Net Change in Cash (8,639 ) 3,437
Cash, Beginning 19,374 15,937
Cash, Ending $10,735 $19,374
Year Ended December 31, 2014 
Net cash used in operating activities—continuing operations for the year ended December 31, 2014, was approximately
$6.4 million consisting primarily of our income from operations less changes in working capital, and noncash charges
(primarily depreciation and amortization, the derivative gain, share-based compensation, difference between
straight-line rent and rent paid, and amortization of debt discounts and related deferred financing costs) all primarily
the result of routine operating activity. Net cash provided by operating activities—discontinued operations was
approximately $1.1 million.
Net cash provided by investing activities—continuing operations for the year ended December 31, 2014, was
approximately $2.2 million. This is primarily the result of a decrease in restricted cash deposits while offset by capital
expenditures throughout the facilities. Net cash used in investing activities—discontinued operations was approximately
$3.0 million related to restricted cash changes and capital expenditures.
Net cash used in financing activities—continuing operations was approximately $2.6 million for the year ended
December 31, 2014. This is primarily the result of cash proceeds received from additional debt borrowings, partially
offset by repayments of existing debt obligations and payments of preferred stock dividends. Net cash used in
financing activities—discontinued operations was approximately $0.04 million consisting of repayments of existing debt
obligations.
Year Ended December 31, 2013 
Net cash provided by operating activities—continuing operations for the year ended December 31, 2013, was $0.8
million consisting primarily of our loss from continuing operations less changes in working capital, and noncash
charges (primarily depreciation and amortization, the derivative loss, share-based compensation, difference between
straight-line rent and rent paid, and amortization of debt discounts and related deferred financing costs) all primarily
the result of routine operating activity. Net cash provided by operating activities—discontinued operations was
approximately $4.2 million consisting primarily of our loss from discontinued operations less changes in working
capital, and noncash charges (primarily depreciation and amortization, loss on goodwill impairment, loss on disposal
of assets, and bad debt expense) all primarily the result of routine operating activity.
Net cash used in investing activities—continuing operations for the year ended December 31, 2013, was approximately
$7.4 million. This is primarily the result of additional restricted cash deposits and capital expenditures throughout the
facilities offset by proceeds received from notes receivable. Net cash provided by investing activities—discontinued
operations was approximately $4.3 million for the year ended December 31, 2013 related to proceeds from the sale of
four of the six Ohio assisted living facilities.
Net cash provided by financing activities—continuing operations was approximately $7.2 million for the year ended
December 31, 2013. This is primarily the result of cash proceeds received from preferred stock issuances, proceeds
received from additional debt borrowings, partially offset by repayments of existing debt obligations and payments of
preferred stock dividends. Net cash used in financing activities—discontinued operations was approximately $5.7
million consisting of repayments of existing debt obligations.
Notes Payable and Other Debt
Notes payable and other debt consists of the following:

December 31,
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Revolving credit facilities and lines of credit (a) $6,832 $8,503
Senior debt—guaranteed by HUD 26,022 4,063
Senior debt—guaranteed by USDA 27,128 27,763
Senior debt—guaranteed by SBA 3,703 5,954
Senior debt - bonds, net of discount (b) 12,967 16,102
Senior debt - other mortgage indebtedness (c) 60,277 78,408
Other debt 430 625
Convertible debt issued in 2010, net of discount — 6,930
Convertible debt issued in 2011 — 4,459
Convertible debt issued in 2012 7,500 7,500
Convertible debt issued in 2014 6,500 —
Total 151,359 160,307
Less current portion 22,113 26,154
Less: portion included in liabilities of disposal group held for sale (a),(c) 5,197 —
Less: portion included in liabilities of variable interest entity held for sale (b) 5,956 6,034
Notes payable and other debt, net of current portion $118,093 $128,119

(a)  The revolving credit facilities and lines of credit includes $0.2 million related to the outstanding loan entered into
in conjunction with the acquisition of the Companions skilled nursing facility in August 2012.

(b)  The senior debt - bonds, net of discount includes $6.0 million related to the Company's consolidated variable
interest entity, Riverchase Village ADK, LLC, revenue bonds, in two series, issued by the Medical Clinical Board of
the City of Hoover in the state of Alabama which AdCare has guaranteed the obligation under the bonds.

(c)  The senior debt - other mortgage indebtedness includes $5.0 million related to the outstanding loan entered into in
conjunction with the acquisition of Companions in August 2012.
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Scheduled Maturities
The schedule below summarizes the scheduled maturities as of December 31, 2014 for each of the next five years and
thereafter. The 2015 maturities include $0.2 million and $5.0 million, respectively, related to the Companions
Specialized Care Center ("Companions") outstanding loans classified as liabilities of disposal group held for sale and
$6.0 million related to the Riverchase bonds classified as liabilities of a variable interest entity held for sale at
December 31, 2014  (see Note 19 - Related Party Transactions to our Consolidated Financial Statements included in
Part II, Item 8., "Financial Statements and Supplementary Data").

Amounts in
(000's)

2015 $33,440
2016 49,970
2017 4,966
2018 1,869
2019 1,966
Thereafter 59,541
Subtotal 151,752
Less: unamortized discounts ($174 classified as current) (393 )
Total notes and other debt $151,359

Debt Covenant Compliance
As of December 31, 2014, the Company (including its consolidated variable interest entity) has approximately forty
credit related instruments (credit facilities, mortgage notes, bonds and other credit obligations) outstanding that
include various financial and administrative covenant requirements. Covenant requirements include, but are not
limited to, fixed charge coverage ratios, debt service coverage ratios, minimum EBITDA or EBITDAR, current ratios
and tangible net worth requirements. Certain financial covenant requirements are based on consolidated financial
measurements whereas others are based on subsidiary level (i.e. facility, multiple facilities or a combination of
subsidiaries comprising less than the Company's consolidated financial measurements). Some covenants are based on
annual financial metric measurements whereas others are based on quarterly financial metric measurements. The
Company routinely tracks and monitors its compliance with its covenant requirements. In recent periods, including as
of December 31, 2014, the Company has not been in compliance with certain financial and administrative covenants.
For each instance of such non-compliance, the Company has obtained waivers or amendments to such requirements
including as necessary modifications to future covenant requirements or the elimination of certain requirements in
future periods.
The table below indicates which of the Company's credit-related instruments are out of compliance as of
December 31, 2014:

54

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

96



Table of Contents

Credit Facility

Balance at
December 31,
2014
(000's)

Consolidated
or
Subsidiary
Level
Covenant
Requirement

Financial
Covenant

Measurement
Period

Min/Max
Financial
Covenant
Required

Financial
Covenant
Metric
Achieved

Future
Financial
Covenant
Metric
Required

Gemino Lines of Credit $ 2,575 Consolidated
Fixed Charge
Coverage Ratio
(FCCR)

Quarterly 1.10 0.82 * 1.10

PrivateBank - Line of
Credit $ 3,002 Subsidiary

Coverage of
Rent and Debt
Service

Quarterly 1.25 0.98 * 1.25

Consolidated
Maximum
Leverage to
EBITDA

Annual 11.00 11.03 * 11.00

PrivateBank - Line of
Credit - HUD $ 1,059 Consolidated

Maximum
Leverage to
EBITDA

Annual 11.00 11.03 * 11.00

Contemporary
Healthcare Capital -
Term Note and Line of
Credit - CSCC Nursing,
LLC

$ 197 Subsidiary
Minimum
Implied
Current Ratio

Quarterly 1.00 0.94 * 1.00

Subsidiary DSCR Quarterly 1.15 0.04 * 1.15

$ 5,000 Subsidiary Minimum
Occupancy Quarterly 70 % 67 % * 70 %

PrivateBank - Mortgage
Note - Valley River
Nursing, LLC; Park
Heritage Nursing, LLC;
Benton Nursing, LLC

$ 11,007 Subsidiary Minimum
EBITDAR Quarterly $450 $136 * $450

Subsidiary
Fixed Charge
Coverage Ratio
(FCCR)

Quarterly 1.05 0.84 * 1.05

PrivateBank - Mortgage
Note - Little Rock
HC&R Nursing, LLC

$ 11,627 Subsidiary Minimum
EBITDAR Quarterly $358 $348 * $358

Subsidiary
Borrowers
Coverage of
Debt Service

Annual 1.10 1.09 * 1.10

Consolidated
Maximum
Leverage to
EBITDA

Annual 11.00 11.03 * 11.00

Medical Clinic Board of
the City of Hoover -
Bonds - Riverchase
Village ADK, LLC

$ 6,130 Subsidiary
Borrowers
Coverage of
Debt Service

Annual 1.20 (0.50 ) * 1.20

Subsidiary Days Cash on
Hand Annual 15 0 * 15

Subsidiary

Maximum
Days
Outstanding on
Trade Payables

Annual 10 % 69 % * 10 %

City of Springfield -
Bonds - Eaglewood
Village, LLC

$ 7,230 Subsidiary
Borrowers
Coverage of
Debt Service

Annual 1.10 0.74 * 1.10
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*    Waiver or amendment for violation of covenant obtained.

Revolving Credit Facilities and Lines of Credit
Gemino Northwest Credit Facility
On May 30, 2013, NW 61st Nursing, LLC (“Northwest”), a wholly-owned subsidiary of the Company, entered into a
Credit Agreement (the “Northwest Credit Facility”) with Gemino Healthcare Finance, LLC ("Gemino"). The Northwest
Credit Facility provided for a $1.0 million principal amount senior-secured revolving credit facility.

The Northwest Credit Facility matures on January 31, 2015 and interest accrues on the principal balance thereof at an
annual rate of 4.75% plus the current LIBOR rate. Northwest also pays to Gemino: (i) a collateral monitoring fee
equal to 1.0% per annum of the daily outstanding balance of the Northwest Credit Facility; and (ii) a fee equal to 0.5%
per annum of the unused portion of the Northwest Credit Facility. In the event the Northwest Credit Facility is
terminated prior to January 31, 2015, Northwest shall also be required to pay a fee to Gemino in an amount equal to
1.0% of the Northwest Credit Facility. The Northwest Credit Facility is secured by a security interest in the accounts
receivable and the collections and proceeds thereof relating to the Company’s skilled nursing facility located in
Oklahoma City, Oklahoma known as the Northwest Nursing Center. AdCare has unconditionally guaranteed all
amounts owing under the Northwest Credit Facility.

The Northwest Credit Facility contains customary events of default, including material breach of representations and
warranties, failure to make required payments, failure to comply with certain agreements or covenants and certain
events of bankruptcy and insolvency. Upon the occurrence of an event of default, Gemino may terminate the
Northwest Credit Facility.
In connection with entering into the Northwest Credit Facility, certain affiliates of the Company and Northwest, as
applicable, also entered into an intercreditor and subordination agreement, governmental depository agreement and
subordination of
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management fee agreement, each containing customary terms and conditions.

On June 25, 2013, Northwest entered into a First Amendment to the Credit Agreement which amended the Northwest
Credit Facility. The amendment, among other things: (i) amends certain financial covenants regarding fixed charge
coverage ratio and minimum EBITDA; and (ii) amends the credit facility to include the Bonterra Credit Facility
(discussed below) as an affiliated credit agreement in determining whether certain financial covenants are being met.

On June 28, 2013, two wholly-owned subsidiaries of the Company, entered into a Joinder Agreement, Second
Amendment and Supplement to Credit Agreement with Northwest and Gemino pursuant to which such subsidiaries
became additional borrowers under the Northwest Credit Facility. Pursuant to the joinder, the borrowers granted a
continuing security interest in, among other things, their accounts receivables, payment intangibles, chattel paper,
general intangibles, collateral relating to any accounts or payment intangibles, commercial lockboxes and cash, as
additional collateral under the Northwest Credit Facility. In connection with the execution of the joinder, the
borrowers issued an amended and restated revolving promissory note in favor of Gemino in the amount of $1.5
million.

On February 10, 2014, Northwest entered into a Waiver and Amendment with Gemino which modified the: (i)
Northwest Credit Facility; and (ii) Gemino-Bonterra Credit Facility (described below). The Waiver and Amendment,
among other things, adjusted the required: (a) minimum fixed charge coverage ratio; (b) maximum loan turn days; (c)
minimum earnings before interest, taxes, depreciation and amortization; and (d) waived certain specified defaults in
existence as of the date of the Waiver and Amendment.
As of December 31, 2014, $1.3 million was outstanding under the Northwest Credit Facility. At December 31, 2014,
the Company was not in compliance with covenants contained in the Northwest Credit Facility and has obtained a
waiver from Gemino (see table above).
On January 30, 2015, a certain wholly-owned subsidiary of the Company, entered into a Fourth Amendment to the
Credit Agreement with Gemino which amended the Northwest Credit Facility. The amendment extends the term of
the Northwest Credit Facility from January 31, 2015 to March 31, 2015.
Gemino-Bonterra Credit Facility
On September 20, 2012, ADK Bonterra/Parkview, LLC, a wholly owned subsidiary of the Company ("Bonterra")
entered into a Second Amendment to the Credit Agreement with Gemino ("Gemino-Bonterra Credit Facility"), which
amended the original Credit Agreement dated April 27, 2011 between Bonterra and Gemino. The Gemino-Bonterra
Credit Facility is a secured credit facility for borrowings up to $2.0 million. The amendment extended the term of the
Gemino-Bonterra Credit Facility from October 29, 2013 to January 31, 2014 and amended certain financial covenants
regarding Bonterra's fixed charge coverage ratio, maximum loan turn days and applicable margin. Interest accrues on
the principal balance outstanding at an annual rate equal to the LIBOR rate plus the applicable margin of 4.75% to
5.00%, which fluctuates depending upon the principal amount outstanding.
On December 20, 2012, Bonterra entered into a Third Amendment to the Gemino-Bonterra Credit Facility, which
altered the financial covenant in the original credit agreement to exclude the Oklahoma Owners under another credit
agreement with Gemino from the covenant calculation of maximum loan turn days and acknowledged that Bonterra
shall not be obligated, directly or indirectly, for any indebtedness or obligations of the Oklahoma Owners to Gemino.
On May 30, 2013, Bonterra, entered into a Fourth Amendment to Credit Agreement with Gemino, which among other
things: (i) extends the term of the Gemino-Bonterra Credit Facility from January 31, 2014 to January 31, 2015;
(ii) amended certain financial covenants regarding Bonterra’s fixed charge coverage ratio and maximum loan turn
days; and (iii) amended the Gemino-Bonterra Credit Facility to include the Northwest Credit Facility as an affiliated
credit agreement in determining whether certain financial covenants are being met.
On February 10, 2014, Bonterra entered into a Waiver and Amendment with Gemino which modified the: (i)
Northwest Credit Facility; and (ii) Gemino-Bonterra Credit Facility. The Waiver and Amendment, among other
things, adjusted the required: (a) minimum fixed charge coverage ratio; (b) maximum loan turn days; (c) minimum
earnings before interest, taxes, depreciation and amortization; and (d) waived certain specified defaults in existence as
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As of December 31, 2014, $1.3 million was outstanding under the Gemino-Bonterra Credit Facility. At December 31,
2014, the Company was not in compliance with covenants contained in the Gemino-Bonterra Credit Facility and has
obtained a waiver from Gemino (see table above).
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On January 30, 2015, a certain wholly owned subsidiary of the Company, entered into a Seventh Amendment to the
Credit Agreement with Gemino which amended the Gemino-Bonterra Credit Facility. The amendment extends the
term of the Bonterra Credit Facility from January 31, 2015 to March 31, 2015.
PrivateBank Credit Facility
On September 20, 2012, the Company entered into a Loan and Security Agreement with PrivateBank ("PrivateBank
Credit Facility"). Under the terms of the PrivateBank Credit Facility, PrivateBank provided a $10.6 million senior
secured revolving credit facility for a three-year period with the borrowings thereunder being subject to a borrowing
base and are offset by a $0.7 million standby letter of credit at December 31, 2012, increasing to $2.5 million at
July 31, 2013.
The PrivateBank Credit Facility matures on September 20, 2015. Interest is accrued on the principal balance at an
annual rate of the greater of (i) 1% plus the prime interest rate per annum, or (ii) 5% per annum. Payments for the
interest are due monthly and commenced on October 1, 2012. In addition, there is a non-utilization fee of 0.5% on the
unused portion of the available credit. The PrivateBank Credit Facility may be prepaid at any time without premium
or penalty, provided that such prepayment is accompanied by a simultaneous payment of all accrued and unpaid
interest, through the date of prepayment. The PrivateBank Credit Facility is secured by a first priority security interest
in the real property and improvements constituting skilled nursing facilities owned and operated by the Company.
AdCare has unconditionally guaranteed all amounts owed to PrivateBank under the PrivateBank Credit Facility.
Proceeds from the PrivateBank Credit Facility were used to pay off all amounts outstanding under a separate 2.0
million credit facility with PrivateBank under which certain subsidiaries of AdCare were borrowers.
On October 26, 2012, the Company and certain of its wholly owned subsidiaries, on the one hand, and PrivateBank
entered into a Modification Agreement which amends the PrivateBank Credit Facility. The Modification Agreement
amended the loan agreement to: (i) allow PrivateBank to issue additional letters of credit for the account of the
borrowers under the loan agreement; and (ii) change the total amount that may be issued under any letters of credit to
$2.5 million. The modification agreement did not change the maximum amount that may be borrowed under the loan
agreement by the borrowers which remained at $10.6 million.
On January 25, 2013, the Company entered into a Memorandum of Agreement with PrivateBank pursuant to which
three of the Company’s subsidiaries and their assets that collateralized the loan, which consist of the three skilled
nursing facilities located in Arkansas known as the Aviv facilities, were released from liability under the PrivateBank
Credit Facility. In exchange for the release from liability under the loan agreement, the Company made a payment in
the amount of $0.7 million on December 28, 2012. The Memorandum of Agreement did not change the maximum
amount that may be borrowed under the PrivateBank Credit Facility, which remained $10.6 million.
 On September 30, 2013, certain wholly-owned subsidiaries of the Company entered into a Third Modification
Agreement with PrivateBank pursuant to which: (i) a wholly-owned subsidiary of the Company was added as a
borrower to the PrivateBank Credit Facility; and (ii) three of the subsidiaries and their assets that collateralized the
loan were released from their obligations under the PrivateBank Credit Facility because such entities no longer
operate skilled nursing facilities.
On November 26, 2013, certain wholly-owned subsidiaries of the Company entered into a Fourth Modification
Agreement with PrivateBank which modified the PrivateBank Credit Facility. The modification, among other things:
(i) increased the letter of credit amount available under the PrivateBank Credit Facility from $2.5 million to $3.5
million.
On July 24, 2014, certain wholly-owned subsidiaries of the Company entered into a Fifth Modification Agreement
with PrivateBank, effective July 22, 2014, which modified the PrivateBank Credit Facility. The modification, among
other things: (i) increased the letter of credit amount available under the PrivateBank Credit Facility from $3.5 million
to $3.8 million; and (ii) amended certain financial terms under the PrivateBank Credit Facility regarding debt service
and interest charges.
On September 24, 2014, certain wholly-owned subsidiaries of the Company entered into a Sixth Modification
Agreement with PrivateBank, which modified the PrivateBank Credit Facility. Pursuant to the Modification: (i) the
outstanding amount owing under the PrivateBank Credit Facility was reduced from $10.6 million to $9.1 million; (ii)
three of the Company's subsidiaries and their collateral were released from their obligations under the PrivateBank
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Credit Facility because one of the entities no longer operates a skilled nursing facility and each of the two remaining
released entities have entered into new financing arrangements with HUD, as discussed below; and (iii) certain
financial terms under the PrivateBank Credit Facility regarding minimum fixed charge coverage ratio were amended.

On December 17, 2014, certain wholly-owned subsidiaries of the Company entered into a Seventh Modification
Agreement with PrivateBank, which modified the PrivateBank Credit Facility. Pursuant to the Modification: (i) the
outstanding amount owing under the PrivateBank Credit Facility was reduced from $9.1 million to $8.8 million and a
Letter of Credit in the
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amount of $3.8 million was provided; and (iii) one of the PrivateBank Borrowers and their collateral were released
from their obligations under the PrivateBank Credit Facility because the entity entered into new financing
arrangements with HUD, as discussed below.

Certain subsidiaries of the Company are also borrowers under: (i) a credit facility with PrivateBank used to fund the
purchase price of the acquisition of three skilled nursing facilities and an office facility located in Arkansas; and (ii) a
credit facility with PrivateBank used to fund the purchase price of the West Markham Sub Acute and Rehabilitation
Center located in Arkansas.

 As of December 31, 2014, $3.0 million was outstanding of the maximum borrowing amount of $8.8 million under the
PrivateBank Credit Facility, subject to borrowing base limitations.  As of December 31, 2014, the Company has $3.8
million of outstanding letters of credit relating to this credit facility. At December 31, 2014, the Company was not in
compliance with covenants contained in the PrivateBank Credit Facility and has obtained a waiver from PrivateBank
(see table above).

PrivateBank-Woodland Nursing and Glenvue Nursing Credit Facility

On September 24, 2014, certain wholly-owned subsidiaries of the Company entered into a Loan and Security
Agreement (the “Woodland Nursing and Glenvue Nursing Credit Facility”) with PrivateBank. The Woodland Nursing
and Glenvue Nursing Credit Facility provides for a $1.5 million principal amount senior secured revolving credit
facility.

The Woodland Nursing and Glenvue Nursing Credit Facility matures on September 24, 2017. Interest on the
Woodland Nursing and Glenvue Nursing Credit Facility accrues on the principal balance thereof at a rate of interest
equal to the greater of: (i) a floating per annum rate of interest equal to the prime rate plus 1.0%; or (ii) 5.0% per
annum. These certain wholly-owned subsidiaries of the Company shall also pay to PrivateBank: (i) a one time
non-refundable loan fee in the amount of $11,250 and (ii) a fee equal to 0.5% per annum of the unused portion of the
Woodland Nursing and Glenvue Nursing Credit Facility. The Woodland Nursing and Glenvue Nursing Credit Facility
is secured by a security interest in, without limitation, the accounts receivable and the collections and proceeds thereof
relating to the Company’s two skilled nursing facilities located in Springfield, Ohio known as the Eaglewood Care
Center and located in Glennville, Georgia known as the Glenview Health and Rehabilitation Center. AdCare has
unconditionally guaranteed all amounts owing under the Woodland Nursing and Glenvue Nursing Credit Facility.

The Woodland Nursing and Glenvue Nursing Credit Facility contains customary events of default, including material
breach of representations and warranties, failure to make required payments, failure to comply with certain
agreements or covenants and certain events of bankruptcy and insolvency. Upon the occurrence of an event of default,
PrivateBank may terminate the Woodland Nursing and Glenvue Nursing Credit Facility.

As of December 31, 2014, $1.1 million was outstanding of the maximum borrowing amount of $1.5 million  under the
Woodland Nursing and Glenvue Nursing Credit Facility, subject to borrowing base limitations. At December 31,
2014, the Company was in compliance with covenants contained in the Woodland Nursing and Glenvue Nursing
Credit Facility.
Georgetown and Sumter Credit Facility
On January 30, 2015, two wholly-owned subsidiaries of the Company, entered into a Loan Agreement (the
"Georgetown and Sumter Credit Facility"), between Georgetown, Sumter and PrivateBank. The Georgetown and
Sumter Credit Facility provides for a $9.3 million principal amount secured credit facility.
The Georgetown and Sumter Credit Facility matures on September 1, 2016. Interest on the Georgetown and Sumter
Credit Facility accrues on the principal balance thereof at the LIBOR rate plus 4.25%. Interest payments on the loan
shall be due and payable monthly, beginning on March 1, 2015. The Georgetown and Sumter Credit Facility is
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secured by, among other things, an assignment of all rents paid under any existing or future leases and rental
agreements with respect to the Georgetown and Sumter Credit Facility.
The Georgetown and Sumter Credit Facility contains customary events of default, including fraud or material
misrepresentation or material omission, failure to make required payments, and failure to perform or comply with
certain agreements. Upon the occurrence of certain events of default, PrivateBank may terminate the Georgetown and
Sumter Credit Facility and all amounts under the Georgetown and Sumter Credit Facility will become due and
payable.
AdCare has unconditionally guaranteed all amounts owing under the Georgetown and Sumter Credit Facility. On
January 30, 2015, proceeds from the Georgetown and Sumter Credit Facility were used to pay off all amounts
outstanding under a separate $9.0 million credit facility with Metro City Bank under which certain subsidiaries of the
Company were borrowers.
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Northridge, Woodland Hills and Abington Credit Facility
On February 25, 2015, three wholly-owned subsidiaries of the Company entered into a Loan Agreement (the
"Northridge, Woodland Hills and Abington Credit Facility") with PrivateBank. The PrivateBank Credit Facility
provides for a $12.0 million principal amount secured credit facility.
The Northridge, Woodland Hills and Abington Credit Facility matures on September 1, 2016. Interest accrues on the
principal balance thereof at the LIBOR rate plus 4.25%. Principal and interest payments on the note shall be due and
payable monthly, beginning on March 1, 2015. The facility is secured by, among other things, an assignment of all
rents paid under any existing or future leases and rental agreements with respect to the Northridge, Woodland Hills
and Abington Credit Facility.
AdCare has unconditionally guaranteed all amounts owing under the Northridge, Woodland Hills and Abington Credit
Facility. On January 30, 2015, proceeds from the Northridge, Woodland Hills and Abington Credit Facility were used
to pay off all amounts outstanding under a separate $12.0 million credit facility with KeyBank National Association
("KeyBank") under which certain subsidiaries of the Company were borrowers.
Contemporary Healthcare Senior
On August 17, 2012, in conjunction with the acquisition of Companions, a wholly owned subsidiary of the Company
entered into a Loan Agreement with Contemporary Healthcare Capital LLC ("Contemporary") and issued a
promissory note in favor of Contemporary with a principal amount of $0.6 million ("Contemporary $0.6 million
Loan"). The Contemporary $0.6 million Loan matures on August 20, 2015 and interest accrues on the principal
balance at an annual rate of 9.0%. Payments for the interest and a portion of the principal in excess of the borrowing
base are payable monthly, commencing on September 20, 2012.
As of December 31, 2014, $0.2 million was outstanding under the Contemporary $0.6 million Loan. At December 31,
2014, the Company was not in compliance with covenants contained in the Contemporary $0.6 million Loan and has
obtained a waiver from Contemporary (see table above).
Senior Debt—Guaranteed by HUD
Hearth and Home of Vandalia
In connection with the Company's January 2012 refinancing of the assisted living facility known as Hearth and Home
of Vandalia, owned by a wholly owned subsidiary of AdCare, the Company obtained a term loan, insured by HUD,
with a financial institution for a total amount of $3.7 million that matures in 2041. The term loan requires monthly
principal and interest payments with a fixed interest rate of 3.74%. Deferred financing costs incurred on the term loan
amounted to $0.2 million and are being amortized to interest expense over the life of the loan. The term loan has a
prepayment penalty of 8% starting in 2014, which declines by 1% each year through 2022. This term loan was
assumed by the buyer in the closing of the sale of this facility that occurred in May 2013 pursuant to the terms of the
sale agreement related to the sale of six of the Company's assisted living facilities located in Ohio (see Note 11 -
Discontinued Operations to our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements
and Supplementary Data").
The Pavilion Care Center
The Company has a term loan insured by HUD that totaled approximately $1.7 million at December 31, 2013. The
HUD term loan requires monthly principal and interest payments of approximately $15,000 with a fixed interest rate
of 5.95%. The term loan matures in 2027. Deferred financing costs incurred on this loan amounted to approximately
$0.2 million and are being amortized to interest expense over the life of the loan. The loan has a prepayment penalty
of 5% through 2013 declining by 1% each year through 2017. The loan has certain restrictive covenants and HUD
regulatory compliance requirements including maintenance of certain restricted escrow deposits and reserves for
replacement. The Company had $0.2 million of restricted assets related to this loan at December 31, 2013.

On October 1, 2014, a certain wholly-owned subsidiary of the Company entered into a Modification Agreement with
Red Mortgage Capital, LLC ("Red Capital") and HUD which modified the Pavilion Care Center Loan Agreement,
dated November 27, 2007, that matures in 2027. The modification, among other things: (i) reduced the rate of interest
therein provided from 5.95% per annum to 4.16% per annum, effective as of November 1, 2014; (ii) revised the
amount of monthly installments of interest and principal payable on and after December 1, 2014, so as to re-amortize
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As of December 31, 2014, the outstanding balance on the loan was $1.6 million. Additionally, the Company has $0.3
million in restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
covenants contained in the Pavilion Care Center Loan Agreement.

Hearth and Care of Greenfield
The Company has a term loan insured by HUD that totaled approximately $2.4 million at December 31, 2013. The
HUD term loan requires monthly principal and interest payments of approximately $16,000 with a fixed interest rate
of 6.5%. The term loan matures in 2038. Deferred financing costs incurred on this loan amounted to approximately
$0.1 million and are being amortized to interest expense over the life of the loan. The loan has a prepayment penalty
of 5% through 2013 declining by 1% each year through 2018. The loan has certain restrictive covenants and HUD
regulatory compliance requirements including maintenance of certain restricted escrow deposits and reserves for
replacement. The Company had $0.2 million of restricted assets related to this loan at December 31, 2013.

On October 1, 2014, a certain wholly-owned subsidiary of the Company entered into a Modification Agreement with
Red Capital and HUD which modified the Hearth and Care of Greenfield Loan Agreement, dated July 29, 2008, that
matures in 2038. The modification, among other things: (i) reduced the rate of interest therein provided from 6.50%
per annum to 4.20% per annum, effective as of November 1, 2014; (ii) revised the amount of monthly installments of
interest and principal payable on and after December 1, 2014, so as to re-amortize in full the loan over the remaining
term thereof; and (iii) modified the prepayment provision of the loan.

As of December 31, 2014, the outstanding balance on the loan was $2.3 million. Additionally, the Company has $0.3
million in restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
covenants contained in the Hearth and Care of Greenfield Loan Agreement.

Woodland Manor
On September 24, 2014, a wholly owned subsidiary of the Company, entered into a Mortgage and Deed of Trust
Agreement (the “Woodland Credit Facility”), with Housing & Healthcare Finance, LLC (“H&H”) in connection with the
refinancing of the skilled nursing facility known as Eaglewood Care Center ("Eaglewood") located in Springfield,
Ohio. The Woodland Credit Facility provides for a $5.7 million principal amount secured credit facility.
On September 24, 2014, the proceeds from the Woodland Credit Facility were used to pay off an existing credit
facility with PrivateBank with respect to Eaglewood in the amount of 4.5 million and the Company received net
proceeds of $0.6 million for working capital purposes.
The Woodland Credit Facility matures on October 1, 2044. Interest on the Woodland Credit Facility accrues on the
principal balance thereof at an annual rate of 3.75%. The Woodland Credit Facility is secured by, among other things,
an assignment of all rents paid under any existing or future leases and rental agreements with respect to the Woodland
Credit Facility. HUD has insured all amounts owing under the Woodland Credit Facility. The Woodland Credit
Facility contains customary events of default, including fraud or material misrepresentations or material omission, the
commencement of a forfeiture action or proceeding, failure to make required payments, failure to perform or comply
with certain agreements and certain events of bankruptcy and insolvency. Upon the occurrence of certain events of
default, H&H may, after receiving the prior written approval of HUD, terminate the Woodland Credit Facility and all
amounts under the Woodland Credit Facility will become immediately due and payable.
In connection with entering into the Woodland Credit Facility, Woodland entered into a healthcare regulatory
agreement and a promissory note, each containing customary terms and conditions. As of December 31, 2014, $5.7
million was outstanding under the Woodland Credit Facility. The Company has $0.3 million of restricted assets
related to this loan. At December 31, 2014, the Company was in compliance with covenants contained in the
Woodland Credit Facility.
Glenvue
On September 24, 2014, a wholly owned subsidiary of the Company entered into a Mortgage and Deed of Trust
Agreement (the “Glenvue Credit Facility”), with H&H in connection with the refinancing of the skilled nursing facility
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The proceeds from the Glenvue Credit Facility were used to pay off an existing credit facility with PrivateBank with
respect to the Glenvue facility in the amount of 6.3 million and the Company received net proceeds of $1.8 million for
working capital purposes.
The Glenvue Credit Facility matures on October 1, 2044. Interest on the Glenvue Credit Facility accrues on the
principal balance thereof at an annual rate of 3.75%. The Glenvue Credit Facility is secured by, among other things,
an assignment of all rents paid under any existing or future leases and rental agreements with respect to the Glenvue
Credit Facility. HUD has insured all amounts owing under the Glenvue Credit Facility.
The Glenvue Credit Facility contains customary events of default, including fraud or material misrepresentations or
material omission, the commencement of a forfeiture action or proceeding, failure to make required payments, failure
to perform or comply with certain agreements and certain events of bankruptcy and insolvency. Upon the occurrence
of certain events of default, H&H may, after receiving the prior written approval of HUD, terminate the Glenvue
Credit Facility and all amounts under the Glenvue Credit Facility will become immediately due and payable.

In connection with entering into the Glenvue Credit Facility, Glenvue entered into a healthcare regulatory agreement
and a promissory note, each containing customary terms and conditions. As of December 31, 2014, $8.8 million was
outstanding under the Glenvue Credit Facility. The Company has $0.4 million of restricted assets related to this loan.
At December 31, 2014, the Company was in compliance with covenants contained in the Glenvue Credit Facility.
Autumn Breeze
On December 17, 2014, Mt. Kenn Property Holdings, LLC (“Mt. Kenn”), a wholly owned subsidiary of the Company,
entered into a Mortgage and Deed of Trust Agreement (the “Mt. Kenn Credit Facility”), with KeyBank. The Mt. Kenn
Credit Facility provides for a $7.6 million principal amount secured credit facility.
On December 17, 2014, the proceeds from the Mt Kenn Credit Facility were used to pay off two existing credit
facilities with respect to the skilled nursing facility known as Autumn Breeze located in Marietta, Georgia, in the
amount of 4.9 million and the Company received net proceeds of $0.9 million for working capital purposes.
The Mt. Kenn Credit Facility matures on January 1, 2045. Interest on the Mt. Kenn Credit Facility accrues on the
principal balance thereof at an annual rate of 3.65%. The Mt. Kenn Credit Facility is secured by, among other things,
an assignment of all rents paid under any existing or future leases and rental agreements with respect to the Mt. Kenn
Credit Facility. HUD has insured all amounts owing under the Mt. Kenn Credit Facility.
The Mt. Kenn Credit Facility contains customary events of default, including fraud or material misrepresentations or
material omission, the commencement of a forfeiture action or proceeding, failure to make required payments, and
failure to perform or comply with certain agreements. Upon the occurrence of certain events of default, KeyBank may,
after receiving the prior written approval of HUD, terminate the Mt. Kenn Credit Facility and all amounts under the
Mt. Kenn Credit Facility will become immediately due and payable.

In connection with entering into the Mt. Kenn Credit Facility, Mt. Kenn entered into a healthcare regulatory
agreement and a promissory note, each containing customary terms and conditions. The term loan 75% insured by the
Small Business Administration ("SBA"), an agency of the United States of America, was repaid in conjunction with
this financing.
As of December 31, 2014, $7.6 million was outstanding under the Mt. Kenn Credit Facility. The Company has $0.8
million of restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
covenants contained in the Mt. Kenn Credit Facility.
Sale of Ohio ALFs
On December 28, 2012, the Company sold four of its assisted living facilities located in Ohio and used a portion of the
proceeds to pay off the principal balance of their HUD loans in the amount of $6.4 million. On February 28, 2013,
AdCare completed the sale of one additional assisted living facility and used the proceeds to repay the principal
balance of the HUD loan with respect to the facility in the amount of $1.9 million (see Note 11 - Discontinued
Operations to our Consolidated Financial Statements included in Part II, Item 8., "Financial Statements and
Supplementary Data").
Senior Debt—Guaranteed by USDA
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For five skilled nursing facilities, the Company has term loans insured 70% to 80% by the United States Department
of Agriculture ("USDA") with financial institutions that totaled approximately $27.1 million at December 31, 2014.
The Company has $1.8 million of restricted assets related to these loans. The combined USDA loans require monthly
principal and interest payments of approximately $0.2 million adjusted quarterly with a variable interest rate of prime
plus 1% to 1.75%, with floors of 5.50% to 6.00%. The loans mature at various dates starting in 2035 through 2036.
Deferred financing costs incurred on these loans amounted to approximately $0.8 million and are being amortized to
interest expense over the life of the loans. In addition, the loans have an annual renewal fee for the USDA guarantee
of 0.25% of the guaranteed portion. The loans have prepayment penalties of 6% to 8% through 2014, which decline
1% each year capped at 1% for the remainder of the term.
At December 31, 2014, the Company was not in compliance with covenants contained in two of the five USDA loans
and has obtained waivers with the USDA (see table above).
Senior Debt—Guaranteed by SBA
Stone County
In June 2012, Mt. V Property Holdings, LLC ("Stone County"), a wholly owned subsidiary of AdCare, entered into a
loan agreement with the Economic Development Corporation of Fulton County (the "CDC"), an economic
development corporation working with the SBA, in the amount of $1.3 million. The funding from the CDC loan of
$1.3 million was used to satisfy a $1.3 million loan from Metro City Bank that was used to acquire the assets of a
skilled nursing facility located in Arkansas known as the Stone County Nursing and Rehabilitation facility.
The CDC loan matures in July 2032 and accrues interest at a rate of 2.42% per annum. The CDC loan is payable in
equal monthly installments of principal and interest based on a twenty (20) year amortization schedule. The CDC loan
may be prepaid, subject to prepayment premiums, during the first ten years. There are also annual fees associated with
the CDC loan, including an SBA guarantee fee. The CDC loan is secured by a second in priority security deed on the
Stone County Nursing and Rehabilitation facility and guarantees from AdCare, the SBA and a wholly owned
subsidiary of AdCare.
As of December 31, 2014, $1.2 million was outstanding under the CDC loan. At December 31, 2014, the Company
was in compliance with covenants contained in the Stone County loan agreement.
Other Senior Debt—Guaranteed by SBA
For two facilities, the Company has term loans insured 75% by the SBA with a financial institution that totaled
approximately $2.5 million at December 31, 2014. The combined SBA mortgage notes require monthly principal and
interest payments of approximately $16,000 with an interest rate of 2.81% to 5.5%. The notes mature at various dates
starting in 2031 through 2036. Deferred financing costs incurred on these loans amounted to approximately $0.2
million and are being amortized to interest expense over the life of the note. One of the loans has a prepayment
penalty of 2.2% declining each year until year ten.
For one facility, a term loan in an amount of $2.0 million insured 75% by the SBA with a financial institution was
paid off in 2014 in connection with a refinancing by HUD.
At December 31, 2014, the Company was in compliance with covenants contained in the SBA term loans.
Senior Debt—Bonds, net of Discount
Eaglewood Village Bonds
In April 2012, a wholly-owned subsidiary of the Company entered into a loan agreement with the City of Springfield
in the State of Ohio pursuant to which City of Springfield lent to such subsidiary the proceeds from the sale of City of
Springfield's Series 2012 Bonds. The Series 2012 Bonds consist of $6.6 million in Series 2012A First Mortgage
Revenue Bonds and $0.6 million in Taxable Series 2012B First Mortgage Revenue Bonds. The Series 2012 Bonds
were issued pursuant to an April 2012 Indenture of Trust between the City of Springfield and the Bank of Oklahoma.
The Series 2012A Bonds mature in May 2042 and accrue interest at a fixed rate of 7.65% per annum. The
Series 2012B Bonds mature in May 2021 and accrue interest at a fixed rate of 8.5% per annum. Deferred financing
costs incurred on the loan amounted to $0.6 million and are being amortized to interest expense over the life of the
loan. The bonds are secured by the Company's assisted living facility located in Springfield, Ohio known as
Eaglewood Village and guaranteed by AdCare. There is an original issue discount of $0.3 million and restricted assets
of $0.3 million related to this loan.
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bonds was $0.2 million at December 31, 2014. At December 31, 2014, the Company was not in compliance with
covenants contained in the Series 2012 Bonds and has obtained a waiver from the City of Springfield (see table
above).
Quail Creek
In July 2012, a wholly owned subsidiary of the Company financed the purchase of a skilled nursing facility located in
Oklahoma City, Oklahoma known as Quail Creek Nursing & Rehabilitation Center ("Quail Creek") by the assumption
of existing indebtedness under that certain Loan Agreement and Indenture of First Mortgage with The Bank of New
York Mellon Global Corporate Trust, as assignee of The Liberty National Bank and Trust of that certain Bond
Indenture, dated September 1, 1986, as amended as of September 1, 2001. The indebtedness under the Loan
Agreement and Indenture consisted of a principal amount of $2.8 million. In July of 2012, the purchase price
allocation of fair value totaling $3.2 million was assigned to this indebtedness resulting in a $0.4 million premium that
was being amortized to maturity. The loan was originally scheduled to mature in August 2016 and accrued interest at
a fixed rate of 10.25% per annum. The loan was secured by the Quail Creek facility.
On September 27, 2013, the outstanding principal and accrued interest to the prepayment date in the amount of $3.1
million was deposited into a restricted defeased bonds escrow account. Pursuant to the Loan Agreement and
Indenture, the outstanding loan was prepaid on March 3, 2014, at par plus accrued interest in the amount of $3.1
million from the funds that were previously deposited into a restricted defeased bonds escrow account.
Riverchase
The Company's consolidated variable interest entity, Riverchase Village ADK, LLC ("Riverchase"), is obligated to
repay revenue bonds, in two series, issued by the Medical Clinical Board of the City of Hoover in the state of
Alabama, which AdCare has guaranteed the obligation under the bonds.
The Series 2010A portion of $5.8 million matures on June 1, 2039. The Series 2010B portion of $0.5 million matures
serially beginning on June 1, 2012 through June 1, 2017, with annual redemption amounts ranging from $75,000 to
$100,000. The Series 2010A and 2010B bonds may be redeemed early beginning on June 1, 2012 through May 31,
2015 at a redemption price ranging from 101% to 103% of the principal amount plus accrued interest. Any early
redemption after May 31, 2015 is at a redemption price of 100% of the principal amount plus accrued interest. The
bonds require monthly payments of fixed interest of $41,000 at a weighted average effective interest rate of 7.9%.
As of December 31, 2013, the liabilities of Riverchase were classified as Liabilities of Variable Interest Entity Held
for Sale.
As of December 31, 2014, $5.8 million was outstanding under the Series 2010A portion and $0.3 million was
outstanding under the Series 2010 B portion of the bonds. The bonds contain an original issue discount that is being
amortized over the term of the notes. The unamortized discount on the bonds was $0.2 million at December 31, 2014.
At December 31, 2014, the Company was not in compliance with covenants contained in the Series 2010A and 2010B
bonds and has obtained a waiver from the Medical Clinical Board of the City of Hoover (see table above).
Senior Debt—Other Mortgage Indebtedness
Quail Creek Credit Facility
In September 2013, QC Property Holdings, LLC ("QC"), a wholly owned subsidiary of the Company, entered into a
loan agreement with Housing & Healthcare Funding, LLC in the amount of $5.0 million. The proceeds of this
agreement were used to repay certain outstanding bonds that were assumed by QC upon its acquisition of the skilled
nursing facility located in Oklahoma. Pursuant to the loan agreement, the bonds' outstanding principal and accrued
interest to the prepayment date in the amount of $3.1 million was deposited into a restricted defeased bonds escrow
account (see Senior Debt—Bonds, net of Discount, Quail Creek). The bonds were paid in full in March 2014.
The loan agreement matures on September 27, 2016 and accrues interest at the one-month LIBOR rate plus 4.75%.
The loan is secured by: (i) a first mortgage on the real property and improvements constituting the Quail Creek
facility; (ii) a first priority interest on all furnishing, fixtures and equipment associated with the Quail Creek facility;
and (iii) an assignment of all rents paid under any existing or future leases and rental agreements with respect to the
Quail Creek facility. AdCare has unconditionally guaranteed all amounts owning under the loan.
As of December 31, 2014, $5.0 million was outstanding under the loan agreement. The Company has $0.1 million of
restricted assets related to this loan. At December 31, 2014, the Company was in compliance with covenants
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Woodland Manor
In connection with the Company's January 2012 acquisition of the skilled nursing facility known as Woodland Manor,
the Company entered into a loan agreement for $4.8 million (the "Woodland Credit Facility") with PrivateBank. The
loan matured in December 2016 with a required final payment of $4.3 million and accrued interest at the LIBOR rate
plus 4% with a minimum rate of 6% per annum. The loan required monthly payments of principal and interest.
Deferred financing costs incurred on the loan amounted to $0.1 million and were being amortized to interest expense
over the life of the loan. The loan had a prepayment penalty of 5% through 2012, which declined by 1% each year
through 2015. The loan was secured by Woodland Manor and guaranteed by AdCare.
On September 24, 2014, that certain Loan Agreement, dated December 30, 2011, with PrivateBank in the outstanding
principal amount of $4.5 million was repaid by the proceeds from the Woodland Credit Facility, noted above, and the
Company received net proceeds of $0.5 million for working capital purposes.
Little Rock, Northridge and Woodland Hills
On March 30, 2012, Little Rock HC&R Property Holdings, LLC ("Little Rock"), Northridge HC&R Property
Holdings, LLC ("Northridge") and Woodland Hills HC Property Holdings, LLC ("Woodland Hills"), in connection
with the Company's April 2012 acquisition of three skilled nursing facilities located in Arkansas known as Little
Rock, Northridge and Woodland Hills, entered into a loan agreement for $21.8 million with PrivateBank. The loan
originally matured in March 2017 with a required final payment of $19.7 million and has since been amended. The
loan accrues interest at the LIBOR rate plus 4% with a minimum rate of 6% per annum and requires monthly principal
payments plus interest for total current monthly payments of $0.2 million. Deferred financing costs incurred on the
loan amounted to $0.4 million and are being amortized to interest expense over the life of the loan. The loan has a
prepayment penalty of 5% through 2012, declining by 1% each year through 2015. The loan is secured by the three
facilities and guaranteed by Little Rock HC&R Nursing, LLC and AdCare.
On June 15, 2012, the Company entered into a modification agreement with PrivateBank to modify the terms of the
loan agreement. The loan modification agreement, among other things, amended the loan agreement to reflect a
maturity date of March 30, 2013.
A portion of the loan with respect to the Northridge facility and Woodland Hills facility was paid off and refinanced
with a portion of the proceeds from a new credit facility with KeyBank on December 28, 2012, as discussed below.
On December 28, 2012, certain subsidiaries of the Company entered into a Second Modification Agreement with
PrivateBank which modified the loan agreement. The modification, among other things, extended the term of the
PrivateBank loan from March 30, 2013 to December 31, 2016, released certain subsidiaries of the Company related to
the Northridge facility and Woodland Hills facility from liability under two of the promissory notes and other related
documents under the credit facility, and reduced the total outstanding amount owed under the credit facility from
$21.8 million to $13.7 million.
On June 27, 2013, certain subsidiaries of the Company entered into a Third Modification Agreement with
PrivateBank, dated as of June 26, 2013, which modified the loan agreement. Pursuant to the modification,
PrivateBank waived certain financial covenants under the credit facility regarding the minimum fixed charge coverage
ratio and minimum EBITDAR of one of the subsidiaries that is the operator of the Company's Little Rock facility.

On November 8, 2013, certain wholly-owned subsidiaries of the Company entered into a Fourth Modification
Agreement with PrivateBank which modified the loan agreement. Pursuant to the modification, among other things:
(i) Little Rock paid down $1.8 million of loan principal from the release of $1.4 million from a certain collateral
account and from the release of $0.4 million from a certain sinking fund account; (ii) Little Rock deposited $0.9
million into certain debt service reserve account, and (iii) PrivateBank modified certain financial covenants under the
credit facility regarding the minimum fixed charge coverage ratio and minimum EBITDAR, of one of the subsidiaries
that is the operator of the Company's Little Rock facility.
The Company has $0.9 million of restricted assets related to this loan. As of December 31, 2014, $11.6 million was
outstanding under loan agreement. At December 31, 2014, the Company was not in compliance with covenants
contained in the loan agreement and has obtained a waiver from PrivateBank (see table above).
Stone County
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amount of $3.1 million and to acquire the assets of a skilled nursing facility located in Arkansas known as the Stone
County Nursing and Rehabilitation facility.
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The $1.3 million loan from Metro City Bank was repaid with the funding from the CDC loan of $1.3 million. The $1.8
million Metro City Bank loan matures in June 2022 and accrues interest at the prime rate plus 2.25% with a minimum
rate of 6.25% per annum. Deferred financing costs incurred on this loan amounted to $0.1 million and are being
amortized to interest expense over the life of the loan. The loan has a prepayment penalty of 10% for any prepayment
through June 2013. The penalty is reduced by 1% each year until the loan maturity date. The Metro City Bank loan is
secured by the Stone County Nursing and Rehabilitation facility and is guaranteed by AdCare. The Company has $0.1
million of restricted assets related to this loan.
As of December 31, 2014, $1.7 million was outstanding under the Metro City Bank loan. At December 31, 2014, the
Company was in compliance with covenants contained in the Metro City Bank loan.
Glenvue
In July 2012, Glenvue H&R Property Holdings LLC, a wholly-owned subsidiary of the Company, financed the
acquisition of the Glenvue facility, by entering into a loan agreement for $6.6 million with PrivateBank. The loan
matured in July 2014 with a required final payment of $6.4 million and accrued interest at an annual rate of the greater
of (i) 6.0% per annum; or (ii) the LIBOR rate plus 4.0% per annum. The loan required monthly payments of principal
and interest. Deferred financing costs incurred on the loan amounted to $0.1 million and were amortized to interest
expense over the life of the loan. The loan was secured by the Glenvue facility and guaranteed by AdCare.
On July 17, 2014, this wholly-owned subsidiary of the Company entered into a Modification Agreement with
PrivateBank, effective July 2, 2014, which modified the loan agreement. The modification, among other things: (i)
extended the maturity date of the loan agreement from July 2, 2014 to January 2, 2015, and (ii) amended certain
financial terms under the loan agreement regarding debt service and interest charges.
On September 24, 2014, the loan agreement in the outstanding principal amount of $6.4 million was repaid by the
proceeds from the Glenvue Credit Facility, noted above, and the Company received net proceeds of $1.8 million for
working capital purposes.
Companions Specialized Care
In August 2012, a wholly owned subsidiary of the Company financed the acquisition of Companions by entering into
a loan agreement for $5.0 million with Contemporary Healthcare Capital ("Contemporary"). The loan matures in
August 2015 with a required final payment of $5.0 million and accrues interest at a fixed rate of 8.5% per annum.
Deferred financing costs incurred on the loan amounted to $0.2 million and are being amortized to interest expense
over the life of the loan. The loan has a prepayment penalty of 5% during the first year of the term and 1% during the
second year of the term. The loan is secured by Companions and guaranteed by AdCare.
As of December 31, 2014, $5.0 million was outstanding under the loan, and the Company has $2.0 million of
restricted assets related to this loan. At December 31, 2014, the Company was not in compliance with covenants
contained in the Contemporary loan and has obtained a waiver from Contemporary (see table above).
Northridge, Woodland Hills and Abington
On December 28, 2012, the Company's wholly owned subsidiaries which own the Northridge, Woodland Hills and
Abington facilities (the "KeyBank Borrowers") entered into a Secured Loan Agreement with KeyBank. The KeyBank
Credit Facility provides for a $16.5 million principal amount senior secured credit facility and matures on
February 27, 2015; provided, however, that the KeyBank Borrowers may extend the maturity date by an additional six
months if certain conditions are met. Interest on the KeyBank Credit Facility accrues on the principal balance thereof
at an annual rate of 4.25% plus the current LIBOR rate. The KeyBank Credit Facility may be prepaid at any time
without premium or penalty, provided that the KeyBank Borrowers pay any costs of KeyBank in re-employing such
prepaid funds. AdCare and two of its subsidiaries have unconditionally guaranteed all amounts owing under the
KeyBank Credit Facility.
Proceeds from the KeyBank Credit Facility were used to repay: (i) all amounts outstanding under an unsecured
promissory note, dated April 1, 2012, issued by the Company in favor of Strome Alpha Offshore Ltd. in the amount of
$5.0 million; (ii) an existing credit facility with Metro City Bank with respect to the Abington facility in the amount of
$3.4 million; and (iii) the portion of the PrivateBank Credit Facility which relates to the Northridge and Woodland
Hills facilities in the amount of $8.1 million.
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March 1, 2014, such that no
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default or events of default under the KeyBank Credit Facility occurred due to such failure; (ii) modified and amended
certain financial covenants regarding the Company’s fixed charge ratio and implied debt service coverage; and (iii)
paid down $3.4 million of loan principal from the release of $3.4 million from a certain collateral account.
As of December 31, 2014, $12.0 million was outstanding under the KeyBank Credit Facility. The Company has $2.3
million of restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
covenants contained in the KeyBank Credit Facility.
Sumter Valley and Georgetown
In connection with the closing of the acquisitions of the Sumter and Georgetown facilities located in South Carolina,
two wholly owned subsidiaries of AdCare Sumter Valley Property Holdings, LLC and Georgetown HC&R Property
Holdings, LLC entered into a Loan Agreement with Metro City Bank, dated December 31, 2012 in which Metro City
Bank issued a promissory note for an aggregate principal amount of $7.0 million. Interest on the loan accrues on the
principal balance thereof at an annual rate of 1.5% per annum plus the prime interest rate, to be adjusted quarterly (but
in no event shall the total interest be less than 5.50% per annum), and payments for the interest are payable monthly,
commencing on February 1, 2013. The entire outstanding principal balance of the loan, together with all accrued but
unpaid interest thereon, was payable on February 1, 2014. AdCare and certain of its subsidiaries have unconditionally
guaranteed all amounts owing under the loan.
In December 2013, the Company entered into a Note, Mortgage and Loan Agreement Modification Agreement with
Metro City Bank which modified the loan agreement, which: (i) extended the maturity date from February 1, 2014 to
February 1, 2015; (ii) increased the total amount available from $6.9 million to $9.0 million; (iii) established monthly
deposits of $14,000 as cash collateral which the Company will make through the maturity date; and (iv) required the
Company to pay deferred financing fees of $0.2 million.
As of December 31, 2014, $9.0 million was outstanding under the loan, and the total restricted assets related to this
loan are $0.8 million. At December 31, 2014, the Company was in compliance with covenants contained in the loan
agreement.
Northwest
In connection with the acquisition of the Northwest Nursing Center facility, a wholly owned subsidiary of AdCare
issued a note pursuant to a Loan Agreement with First Commercial Bank, dated December 31, 2012, for a principal
amount of $1.5 million. The note matures on December 31, 2017. Interest on the note accrues on the principal balance
thereof at an annual rate equal to the prime interest rate (but in no event shall the interest rate be less than 5.00% per
annum), and payments for the interest are payable monthly, commencing on January 31, 2013. The entire outstanding
principal balance of the note, together with all accrued but unpaid interest thereon, is payable on December 31, 2017.
AdCare and certain subsidiaries of the Company have unconditionally guaranteed all amounts owing under the note.
As of December 31, 2014, $1.4 million was outstanding under the loan. At December 31, 2014, the Company was in
compliance with covenants contained in the Loan Agreement with First Commercial Bank.
Hembree Road Building
In November 2012, in connection with the acquisition of AdCare's corporate offices at Hembree Road, Roswell,
Georgia, a wholly owned subsidiary of AdCare issued a promissory note in favor of Fidelity Bank for a principal
amount of $1.1 million. The note matures in December 2017. Interest on the note accrues on the principal balance
thereof at a fixed rate of 5.5% per annum and payments for the interest and principal are due monthly, commencing in
December 2012. The entire outstanding principal balance of the note, together with all accrued but unpaid interest
thereon, is payable on December 31, 2017.
As of December 31, 2014, $1.0 million was outstanding under the loan. At December 31, 2014, the Company was in
compliance with covenants contained in the Fidelity Bank Promissory Note.
Other Mortgage Indebtedness
The Company has various term loans with respect to four skilled nursing facilities that totaled approximately $13.6
million at December 31, 2014. The combined mortgage notes require monthly principal and interest payments of
approximately $0.1 million with interest rates of 6.00% to 6.25%. The notes mature at various dates starting in 2016
through 2031. Deferred financing costs incurred on these loans amounted to approximately $0.5 million and are being
amortized to interest expense over the life of the notes. At December 31, 2014, the Company was not in compliance
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In January 2012, two wholly owned subsidiaries of AdCare issued a promissory note to the seller of the facility in the
amount of $0.5 million in connection with the January 2012 acquisition of the assisted living facility known as
Eaglewood Village located in Springfield, Ohio. The note matured in January 2014 and required a final payment of
$0.5 million. The note bore interest at 6.5% per annum payable monthly beginning in February 2012. The note
required monthly principal and interest payment. The note could be prepaid without penalty at any time. This note was
paid in full by the Company in January 2014.
Sumter Valley Promissory Note
In connection with the acquisition of the facility known as Sumter Valley Nursing and Rehab in December 2012, a
subsidiary of AdCare issued a promissory note to the seller of the facility in the amount of $0.3 million. Interest on the
note accrues at a rate of 6% per annum. Principal and interest payments on the note shall be due and payable monthly,
beginning on February 1, 2013, with a final payment due on the earlier of December 31, 2014, or the date upon which
the Company refinances its loan relating to the Sumter facility. AdCare has unconditionally guaranteed all amounts
owed under the note. The note was paid in full by the Company in December 2013 with funds received from the
refinance with Metro City discussed under the heading Senior Debt—Other Mortgage Indebtedness - Sumter Valley and
Georgetown.
Georgetown Promissory Note
In connection with the acquisition of the facility known as Georgetown Healthcare and Rehab in December 2012, a
subsidiary of AdCare issued a secured subordinated promissory note to the seller of the Georgetown facility in the
amount of $1.9 million. Interest on the note accrued at a rate of 7% per annum. Interest payments on the note were due
and payable monthly, beginning on February 1, 2013, with a final payment due on the earlier of December 31, 2013;
or the date upon which the Company refinanced its loan with Metro City Bank relating to the Georgetown Healthcare
and Rehab Facility. AdCare has unconditionally guaranteed all amounts owing under the note. The note was paid in
full by the Company in December 2013 with funds received from the Metro City refinance discussed under the
heading Senior Debt—Other Mortgage Indebtedness - Sumter Valley and Georgetown.
Pinnacle Healthcare Promissory Notes
The Company previously issued promissory notes in the aggregate principal amount of $2.4 million. The notes
matured March 1, 2014, and bore interest at 7% payable quarterly in arrears the first day of each December, March,
June and September beginning December 1, 2011. This note was paid in full by the Company in March 2014.
Mountain Trace Promissory Notes
Mountain Trace ADK, LLC, a wholly owned subsidiary of AdCare, previously issued promissory notes in the
aggregate principal amount of $1.0 million. The notes matured April 1, 2013, and bore interest at 11% payable
quarterly in arrears the first day of each January, April, July and October beginning July 1, 2011. These notes were
paid in full by the Company on April 1, 2013.
First Insurance Funding
In March 2014, the Company obtained financing from First Insurance Funding and entered into Commercial Premium
Finance Agreements for several insurance programs, including general and professional liability, property, casualty,
crime, and employment practices liability effective January 1, 2014 and maturing on December 31, 2014. The total
amount financed was approximately $3.3 million requiring monthly payments of $0.3 million with an interest rate of
2.5%. At December 31, 2014, the outstanding amount was approximately $0.3 million.
Convertible Debt
Subordinated Convertible Notes Issued in 2010 (the "2010 Notes")
On October 26, 2010, the Company entered into a Securities Purchase Agreement with certain accredited investors
pursuant to which the Company sold to them an aggregate of $11.1 million in principal amount of the 2010 Notes,
bearing 10% interest per annum payable quarterly in cash in arrears beginning December 31, 2010.
On October 29, 2010, the Company entered into an amendment and joinder agreement to effectuate the sale of an
additional $0.8 million in principal amount of 2010 Notes. The initial sale of $11.1 million in principal amount of the
2010 Notes occurred on October 26, 2010, and the subsequent sale of $0.8 million in principal amount of the 2010
Notes occurred on October 29, 2010. The 2010 Notes had an original maturity date of October 26, 2010.
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to future reductions if the Company issued equity instruments at a lower price. Since there was no minimum
conversion price resulting in an indeterminate number of shares to be issued in the future, the Company determined an
embedded derivative existed that was required to be bifurcated from the 2010 Notes and accounted for separately as a
derivative liability recorded at fair value. At the time of initial measurement, the derivative had an estimated fair value
of $2.6 million resulting in a discount on the 2010 Notes. The discount was amortized over the term of the 2010
Notes.
Effective October 26, 2013, the Company entered into a Waiver, Amendment and Forbearance with holders of the
2010 convertible notes, pursuant to which the Company and the holders amended: (i) the requirement to adjust the
conversion price of the 2010 Notes for dilutive equity issuances (i.e., the "full ratchet and anti-dilution" provision); (ii)
extended the maturity date to August 29, 2014; and (iii) adjusted the interest rate to 12.0% per annum. Accordingly, a
minimum conversion price of $3.73 was set and a determinate number of shares was established, the result of which
was that the embedded derivative ceased to exist. The Company adjusted the carrying value of the derivative to zero
as of October 26, 2013.
During the twelve months ended December 31, 2014, holders of the 2010 Notes converted approximately $6.9 million
of principal and accrued and unpaid interest outstanding under such notes into shares of common stock at a price of
$3.73 per share. The Company recognized a $1.8 million loss on extinguishment of debt during the twelve months
ended December 31, 2014 related to the difference between the conversion price and the market price on the date the
2010 Notes were converted into shares of common stock.
The schedule below summarizes the note conversions and number of shares of common stock issued for each
conversion since inception:

Date of conversion Conversion
Price

Shares of
Common Stock
Issued

Debt and Interest
Converted

2011:
July 2011 $4.13 18,160 $75,000
November 2011 $3.92 19,132 $75,000
Subtotal 37,292 $150,000
2013:
February 2013 $3.73 6,635 $24,749
March 2013 $3.73 6,635 $24,749
April 2013 $3.73 67,024 $250,000
August 2013 $3.73 284,878 $1,062,595
September 2013 $3.73 246,264 $918,553
October 2013 $3.73 448,215 $1,671,840
November 2013 $3.73 136,402 $508,778
December 2013 $3.73 82,326 $307,067
Subtotal 1,278,379 $4,768,331
2014:
January 2014 $3.73 788,828 $2,942,328
July 2014 $3.73 26,810 $100,000
August 2014 $3.73 1,045,575 $3,900,000
Subtotal 1,861,213 $6,942,328
   Total 3,176,884 $11,860,659
As of December 31, 2014, there was no outstanding balance under the 2010 Notes.
Subordinated Convertible Notes Issued in 2011 (the "2011 Notes")
On March 31, 2011, the Company entered into a Securities Purchase Agreement with certain accredited investors
pursuant to which the Company sold to them an aggregate of $2.1 million in principal amount of the 2011 Notes. On
April 29, 2011, the Company issued an additional $1.8 million in principal amount of the 2011 Notes. On May 6,
2011, the Company issued an additional $0.6 in principal amount of the 2011 Notes. Approximately $1.4 million of
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The 2011 Notes bore interest at 10% per annum and were payable quarterly in cash in arrears beginning June 30,
2011. The 2011 Notes matured on March 31, 2014. Debt issuance costs of $0.6 million were being amortized over the
life of the 2011 Notes.
The 2011 Notes were convertible at the option of the holder into shares of common stock of the Company at a
conversion price of $4.80 per share (adjusted for a 5% stock dividends paid on October 14, 2011 and October 22,
2012, and subject to adjustment for stock dividends, stock splits, combination of shares, recapitalization and other
similar events). The 2011 Notes were unsecured and subordinated in right of payment to existing and future senior
indebtedness.
On March 28, 2014, certain holders of the 2011 Notes with an aggregate principal amount of $0.4 million surrendered
and cancelled such 2011 Notes in payment for 2014 Notes (as discussed and defined below) with an equal principal
amount. On March 31, 2014, the Company repaid the remaining outstanding principal amount of $4.0 million for the
2011 Notes plus all interest accrued and unpaid under the 2011 Notes (including those 2011 Notes surrendered and
cancelled in payment for 2014 Notes).
Subordinated Convertible Notes Issued in 2012 (the "2012 Notes")
On June 28, 2012, the Company entered into a Securities Purchase Agreement, dated as of June 28, 2012, with certain
accredited investors pursuant to which the Company sold to them on July 2, 2012 an aggregate of $7.5 million in
principal amount of the 2012 Notes. The 2012 Notes bear interest at 8% per annum and such interest is payable
quarterly in cash in arrears beginning on September 30, 2012. The 2012 Notes mature on July 31, 2015. The 2012
Notes are unsecured and subordinated in right of payment to existing and future senior indebtedness of the Company.
The $7.5 million principal amount of the 2012 Notes includes a refinancing of existing indebtedness of $5.0 million of
promissory notes issued to Cantone Asset Management LLC.
At any time on or after the six-month anniversary of the date of issuance of the notes, the notes are convertible at the
option of the holder into shares of common stock at a conversion price equal to $3.97 per share (adjusted for a 5%
stock dividend paid on October 22, 2012, and subject to adjustment for stock dividends, stock splits, combination of
shares, recapitalization and other similar events).
If at any time on or after the six-month anniversary date, the weighted average price of the common stock for any 20
trading days within a period of 30 days consecutive trading days equals or exceeds 200% of the conversion price and
the average daily trading volume of the common stock during such 20 days exceeds 50,000 shares, then the Company
may, subject to the satisfaction of certain other conditions, redeem the notes in cash at a redemption price equal to the
sum of 100% of the principal amount being redeemed plus any accrued and unpaid interest on such principal.
In addition, the holders of a majority of the aggregate principal amount of notes then outstanding may require the
Company to redeem all or any portion of the notes upon a change of control transaction, at a redemption price in cash
equal to 110% of the redemption amount. As of December 31, 2014, the outstanding principal amount of the 2012
Notes is $7.5 million.
Subordinated Convertible Promissory Notes Issued in 2014 (the "2014 Notes")
The Company entered into Subscription Agreements with certain accredited investors pursuant to which the Company
sold, on March 28, 2014, an aggregate of $6.5 million in principal amount of the 2014 Notes. The 2014 Notes bear
interest at 10.0% per annum and such interest is payable quarterly in cash in arrears beginning on June 30, 2014. The
2014 Notes mature on April 30, 2015. The 2014 Notes are unsecured and subordinated in right of payment to existing
and future senior indebtedness of the Company.
At any time on or after the date of issuance of the 2014 Notes, the 2014 Notes are convertible at the option of the
holder into shares of the common stock at an initial conversion price equal to $4.50 per share, subject to adjustment
for stock dividends, stock splits, combination of shares, recapitalization and other similar events.
The Company may prepay at any time, without penalty, upon 60 days prior notice, any portion of the outstanding
principal amount and accrued and unpaid interest thereon with respect to any 2014 Note; provided, however, that: (i)
the shares of common stock issuable upon conversion of any 2014 Note which is to be so prepaid must be: (a)
registered for resale under the Securities Act of 1933 (the "Securities Act"); or (b) otherwise sellable under Rule 144
of the Securities Act without volume limitations thereunder; and (ii) at any time after the issue date of the 2014 Notes,
the volume-weighted average price of the common stock for ten consecutive trading days has equaled or exceeded
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outstanding principal amount to be redeemed plus all accrued and unpaid interest thereon. Furthermore, upon a change
of control, the Company may redeem all or any portion of the 2014 Notes for a redemption price equal to the
outstanding principal amount to be redeemed plus all accrued and unpaid interest thereon.
Park City Capital Offshore Master, Ltd. (“Park City Offshore”), an affiliate of Michael J. Fox, entered into a
Subscription Agreement with the Company pursuant to which the Company issued $1.0 million in principal amount of
the 2014 Notes. Mr. Fox is a director of Park City Offshore and a director of the Company and beneficial owner of
greater than 5% of the outstanding common stock. The 2014 Note was offered to and sold to Park City Offshore on
the same terms and conditions as all other buyers in the offering.
Approximately $14.0 million of the scheduled maturities in 2015 relate to the 2012 Notes and the 2014 Notes. While
management cannot predict with certainty, we anticipate that some holders of the subordinated convertible notes may
elect to convert their subordinated convertible notes into shares of common stock provided the common stock
continues to trade above the applicable conversion price for such notes. The conversion prices are $3.97 and $4.50 for
the 2012 and 2014 Notes, respectively. If all of the subordinated convertible notes had been converted to common
stock at December 31, 2014, then the Company would have been required to issue approximately 4.0 million shares of
common stock.

Receivables
Our operations could be adversely affected if we experience significant delays in reimbursement from Medicare,
Medicaid and other third-party revenue sources. Our future liquidity will continue to be dependent upon the relative
amounts of current assets (principally cash and accounts receivable) and current liabilities (principally accounts
payable and accrued expenses). In that regard, accounts receivable can have a significant impact on our liquidity.
Continued efforts by governmental and third-party payors to contain or reduce the acceleration of costs by monitoring
reimbursement rates, by increasing medical review of bills for services, or by negotiating reduced contract rates, as
well as any delay by the staff at our facilities in the processing of our invoices, could adversely affect our liquidity and
results of operations.
Accounts receivable attributable to patient services totaled $24.3 million at December 31, 2014, compared to $23.6
million at December 31, 2013, representing approximately 38 and 43 days revenue in accounts receivable as of
December 31, 2014 and 2013. The decrease in accounts receivable is primarily the result of continued improvements
in collections in 2014.
The allowance for bad debt was $6.7 million and $5.0 million at December 31, 2014 and 2013, respectively. We
continually evaluate the adequacy of our bad debt reserves based on patient mix trends, aging of older balances,
payment terms and delays with regard to third-party payors, as well as other factors. We continue to evaluate and
implement additional processes to strengthen our collection efforts and reduce the incidence of uncollectible accounts.
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Inflation
We have historically derived a substantial portion of our revenue from the Medicare program. We also derive revenue
from state Medicaid and similar reimbursement programs. Payments under these programs generally provide for
reimbursement levels that are adjusted for inflation annually based upon the state's fiscal year for the Medicaid
programs and in each October for the Medicare program. These adjustments may not continue in the future, and even
if received, such adjustments may not reflect the actual increase in our costs for providing healthcare services.
Labor and supply expenses make up a substantial portion of our cost of services. Those expenses can be subject to
increase in periods of rising inflation and when labor shortages occur in the marketplace. To date, we have generally
been able to implement cost control measures or obtain increases in reimbursement sufficient to offset increases in
these expenses. We may not be successful in offsetting future cost increases.
Off-Balance Sheet Arrangements
There were $3.8 million and $2.8 million of outstanding letters of credit at December 31, 2014 and 2013, respectively,
that are pledged as collateral of borrowing capacity on the PrivateBank revolver.
Operating Leases
The Company leases certain office space and a total of 11 skilled nursing facilities under non-cancelable operating
leases, most of which have initial lease terms of 10 to 12 years with rent escalation clauses and provisions for
payments by the Company of real estate taxes, insurance and maintenance costs; six of the skilled nursing facilities
that are leased are still operated by the Company. For the years ended December 31, 2014 and 2013, facility rent
expense totaled $7.1 million and $6.3 million, respectively.
Five of the Company's skilled nursing facilities are operated under a single master indivisible lease arrangement. The
lease has a term of ten years into 2020. Under the Master Lease (the "Master Lease"), a breach at a single facility
could subject one or more of the other facilities covered by the same master lease to the same default risk. Failure to
comply with regulations or governmental authorities, such as Medicaid and Medicare provider requirements, is a
default under the Company's master lease agreement. In addition, other potential defaults related to an individual
facility may cause a default of the entire master lease agreement. With an indivisible lease, it is difficult to restructure
the composition of the portfolio or economic terms of the lease without the consent of the landlord. The Company is
not aware of any defaults and believes it is in compliance with the covenants of the master lease agreement as of
December 31, 2014.
Two of the Company's facilities are operated under a single indivisible lease; therefore, a breach at a single facility
could subject the second facility to the same default risk. The lease has a term of 12 years into 2022 and includes
covenants and restrictions. The Company is required to make minimum capital expenditures of $375 per licensed bed
per lease year at each facility which amounts to $0.1 million per year for both facilities. As of December 31, 2014, the
Company is in compliance with all financial and administrative covenants of this lease agreement.
Future minimum lease payments for each of the next five years ending December 31 are as follows:

(Amounts in
000's)

2015 $7,940
2016 7,980
2017 8,062
2018 8,188
2019 7,861
Thereafter 8,279
Total $48,310
The Company has also entered into lease agreements for various equipment used in the facilities. These leases are
included in future minimum lease payments above.
Leased and Subleased Facilities to Third-Party Operators
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In connection with both the Company's strategic plan to transition to a healthcare property holding and leasing
company and previous leasing and subleasing opportunities, the operations of eight facilities, three owned by us and
five leased to us, have been successfully transferred to third-party skilled nursing facility operators as of December 31,
2014. The lease and sublease agreements provide current and future lease receivables the Company recognizes as
rental revenues.
In the fourth quarter of 2012, the Company entered into a sublease agreement effective December 1, 2012 to exit the
operations of a skilled nursing facility located in Jeffersonville, Georgia. The sublease agreement expires on the same
day and adheres to all of the terms, covenants, and conditions as the Master Lease.
On June 12, 2013, the Company executed two sublease agreements to exit the skilled nursing business in Tybee
Island, Georgia effective June 30, 2013 relating to two facilities. The two sublease agreements expire on the same day
and adhere to all of the terms, covenants, and conditions as the Master Lease.
On July 1, 2014, the Company entered into an agreement effective July 1, 2014 to sublease a 52-bed skilled nursing
facility located in Thomasville, Georgia to a local nursing home operator. The sublease agreement expires on the same
day and adheres to all of the terms, covenants, and conditions as the Master Lease.
On October 22, 2014, a wholly-owned subsidiary of the Company entered into an agreement to sublease one of its
skilled nursing and rehabilitation facilities located in Lumber City, Georgia to a local nursing home operator
commencing on November 1, 2014. The sublease agreement expires on the same day and adheres to all of the terms,
covenants, and conditions as the Master Lease.
On October 22, 2014, a wholly-owned subsidiary of the Company entered into an agreement to sublease one of its
skilled nursing and rehabilitation facilities located in Dublin, Georgia to a local nursing home operator commencing
on November 1, 2014. The initial term of the sublease agreement expires on the last day of the sixtieth (60th) full
calendar month from the commencement date of November 1, 2014 and may be extended for one separate renewal
term of five years.
On September 22, 2014, two wholly-owned subsidiaries of the Company entered into separate lease agreements to
lease a 182-bed skilled nursing facility located in Attalla, Alabama and a 124-bed skilled nursing facility located in
Glencoe, Alabama to a local nursing home operator effective November 1, 2014. The initial term of each lease
agreement expires on the last day of the sixtieth (60th) full calendar month from the commencement date of the lease
agreement and may be extended for one separate renewal term of five years (see Note 11 - Discontinued Operations to
our consolidated financial statements included in Part II, Item 8., "Financial Statements and Supplementary Data").
Future minimum lease receivables for each of the next five years ending December 31 are as follows:

(Amounts in
000's)

2015 $5,370
2016 5,451
2017 5,532
2018 5,613
2019 5,362
Thereafter 1,578
Total $28,906
Adjusted EBITDA from continuing operations and Adjusted EBITDAR from continuing operations 
Due to the material amount of non-cash related items included in the Company’s results of operations, the Company
has developed an Adjusted Earnings Before Interest, Taxes, Depreciation, and Amortization (“Adjusted EBITDA from
continuing operations”)  metric which provides management with a clearer view of operational use of cash (see the
table below).  The Adjusted EBITDA from continuing operations for the years ended December 31, 2014 and 2013
was $12.4 million and $9.0 million, respectively.  The Company has also developed an Adjusted Earnings Before
Interest, Taxes, Depreciation, Amortization and Rent (“Adjusted EBITDAR from continuing operations”) metric that is
used primarily in some debt covenants of the Company’s loans.
“Adjusted EBITDA from continuing operations” and “Adjusted EBITDAR from continuing operations” are measures of
operating performance that are not calculated in accordance with GAAP. The Company defines: (i) “Adjusted EBITDA
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expense, depreciation and amortization (including amortization of non-cash stock-based compensation), acquisition
costs (net of gains),
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loss on extinguishment of debt, derivative loss or gain, and other non-routine adjustments; and (ii) “Adjusted
EBITDAR from continuing operations” as net income (loss) from continuing operations before interest expense,
income tax expense, depreciation and amortization (including amortization of non-cash stock-based compensation),
acquisition costs (net of gains), loss on extinguishment of debt, derivative loss, rent, and other non-routine
adjustments.  The Company has provided below for your reference, supplemental financial disclosure for these
measures, including the most directly comparable GAAP measure (Net Loss) and an associated reconciliation.
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The following table provides a reconciliation of reported Loss from continuing operations on a GAAP basis to
Adjusted EBITDA from continuing operations and Adjusted EBITDAR from continuing operations for the years
ended December 31, 2014 and 2013:

Year Ended December 31,
(Amounts in 000’s) 2014 2013
Loss from continuing operations (12,895 ) (12,108 )
Add back:
Interest expense, net 10,780 12,351
Income tax expense 132 142
Amortization of stock based compensation 1,155 1,097
Depreciation and amortization 7,300 6,918
Acquisition costs, net of gain 8 565
Loss on extinguishment of debt 1,803 109
Loss on legal settlement 600 —
Derivative gain — (3,006 )
Loss on disposal of assets 7 10
Audit committee investigation expense — 2,386
Reincorporation - Georgia — 91
Other expense 888 306
Salary retirement and continuation costs 2,636 154
Adjusted EBITDA from continuing operations 12,414 9,015
Facility rent expense 7,080 6,314
Adjusted EBITDAR from continuing operations $19,494 $15,329

Adjusted EBITDA from continuing operations and Adjusted EBITDAR from continuing operations should not be
considered in isolation or as a substitute for net income, income from operations or cash flows provided by, or used in,
operations as determined in accordance with GAAP.  Adjusted EBITDA from continuing operations and Adjusted
EBITDAR from continuing operations are used by management to focus on operating performance and management
without mixing in items of income and expense that relate to the financing and capitalization of the business, fixed
rent or lease payments of facilities, derivative loss or gain, certain acquisition related charges and other non-routine
adjustments. 
The Company believes these measures are useful to investors in evaluating the Company’s performance, results of
operations and financial position for the following reasons: 

•They are helpful in identifying trends in the Company’s day-to-day performance because the items excluded have littleor no significance to the Company’s day-to-day operations;

•They provide an assessment of controllable expenses and afford management the ability to make decisions which areexpected to facilitate meeting current financial goals as well as achieve optimal financial performance; and

•They provide data that assists management determine whether or not adjustments to current spending decisions areneeded. 
AdCare believes that the use of the measures provides a meaningful and consistent comparison of the Company’s
underlying business between periods by eliminating certain items required by GAAP, which have little or no
significance in the Company’s day-to-day operations.
ITEM 7A.    QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Disclosure pursuant to Item 7A. of Form 10-K is not required to be reported by smaller reporting companies.
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REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders
AdCare Health Systems, Inc.

We have audited the accompanying consolidated balance sheets of AdCare Health Systems, Inc. and subsidiaries as of
December 31, 2014 and 2013, and the related consolidated statements of operations, stockholders’ equity, and cash
flows for the years then ended. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of AdCare Health Systems, Inc. and subsidiaries as of December 31, 2014 and 2013, and the results
of their operations and their cash flows for the years then ended, in conformity with U.S. generally accepted
accounting principles.
/s/ KPMG LLP
Atlanta, Georgia
March 31, 2015 
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ADCARE HEALTH SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Amounts in 000's)

December 31,
2014 2013

ASSETS
Current Assets:
Cash and cash equivalents $10,735 $19,374
Restricted cash and investments 3,321 3,801
Accounts receivable, net of allowance of $6,708 and $4,989 24,294 23,598
Prepaid expenses and other 1,766 483
Deferred tax asset 569 —
Assets of disposal group held for sale 5,813 400
Assets of disposal group held for use — 5,135
Assets of variable interest entity held for sale 5,924 5,945
Total current assets 52,422 58,736

Restricted cash and investments 5,456 11,606
Property and equipment, net 135,585 138,233
Intangible assets—bed licenses 2,471 2,471
Intangible assets—lease rights, net 4,087 4,889
Goodwill 4,224 4,224
Lease deposits 1,683 1,715
Deferred loan costs, net 3,464 4,542
Other assets 569 12
Total assets $209,961 $226,428

LIABILITIES AND EQUITY
Current Liabilities:
Current portion of notes payable and other debt $2,537 $12,027
Current portion of convertible debt, net of discounts 14,000 11,389
Revolving credit facilities and lines of credit 5,576 2,738
Accounts payable 16,434 23,783
Accrued expenses 15,653 13,264
Liabilities of disposal group held for sale 5,197 —
Liabilities of variable interest entity held for sale 5,956 6,034
Total current liabilities 65,353 69,235

Notes payable and other debt, net of current portion:
Senior debt, net of discounts 110,023 107,858
Bonds, net of discounts 7,011 6,996
Convertible debt, net of discounts — 7,500
Revolving credit facilities 1,059 5,765
Other liabilities 2,129 1,589
Deferred tax liability 605 191
Total liabilities 186,180 199,134
Commitments and contingencies (Note 16)
Preferred stock, no par value; 5,000 and 5,000 shares authorized; 950 and 950 shares
issued and outstanding, redemption amount $23,750 and $23,750 at December 31, 2014

20,392 20,442
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and 2013, respectively
Stockholders' equity:
Common stock and additional paid-in capital, no par value; 55,000 shares authorized;
19,151 and 16,016 shares issued and outstanding at December 31, 2014 and 2013,
respectively

61,896 48,370

Accumulated deficit (56,067 ) (39,884 )
Total stockholders' equity 5,829 8,486
Noncontrolling interest in subsidiary (2,440 ) (1,634 )
Total equity 3,389 6,852
Total liabilities and equity $209,961 $226,428
   See accompanying notes to consolidated financial statements
ADCARE HEALTH SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(Amounts in 000's, except per share data)

Year Ended 
 December 31,
2014 2013

Revenues:
Patient care revenues $189,989 $182,777
Management revenues 1,493 2,097
Rental revenues 1,832 876
Total revenues 193,314 185,750

Expenses:
Cost of services (exclusive of facility rent, depreciation and amortization) 159,434 152,577
General and administrative expenses 15,541 19,032
Audit committee investigation expense — 2,386
Facility rent expense 7,080 6,314
Depreciation and amortization 7,300 6,918
Salary retirement and continuation costs 2,636 154
Total expenses 191,991 187,381
Income (loss) from Operations 1,323 (1,631 )

Other Income (Expense):
Interest expense, net (10,780 ) (12,351 )
Acquisition costs, net of gains (8 ) (565 )
Derivative gain — 3,006
Loss on extinguishment of debt (1,803 ) (109 )
Loss on legal settlement (600 ) —
Loss on disposal of assets (7 ) (10 )
Other expense (888 ) (306 )
Total other expense, net (14,086 ) (10,335 )

Loss from Continuing Operations Before Income Taxes (12,763 ) (11,966 )
Income tax expense (132 ) (142 )
Loss from Continuing Operations (12,895 ) (12,108 )

Loss from Discontinued Operations, net of tax (1,510 ) (1,255 )
Net Loss (14,405 ) (13,363 )

Net Loss Attributable to Noncontrolling Interests 806 796
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Net Loss Attributable to AdCare Health Systems, Inc. (13,599 ) (12,567 )

Preferred stock dividend (2,584 ) (1,564 )
Net Loss Attributable to AdCare Health Systems, Inc. Common Stockholders $(16,183 ) $(14,131 )

Net Loss per Common Share attributable to AdCare Health Systems, Inc. Common
Stockholders—Basic:
Continuing Operations $(0.82 ) $(0.86 )
Discontinued Operations (0.08 ) (0.08 )

$(0.90 ) $(0.94 )

Net Loss per Common Share attributable to AdCare Health Systems, Inc. Common
Stockholders—Diluted:
Continuing Operations $(0.82 ) $(0.86 )
Discontinued Operations (0.08 ) (0.08 )

$(0.90 ) $(0.94 )
Weighted Average Common Shares Outstanding:
Basic 17,930 15,044
Diluted 17,930 15,044
   See accompanying notes to consolidated financial statements
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ADCARE HEALTH SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(Amounts in 000's)

Common
Stock
Shares

Common
Stock and
Additional
Paid-in
Capital

Accumulated
Deficit

Noncontrolling
Interests Total

Balance, December 31, 2012 14,659 $41,644 $(25,753 ) $ (838 ) $15,053
Stock-based compensation expense — 1,097 — — 1,097
Exercises of options and warrants 38 67 — — 67
Stock issued for converted debt and
interest 1,289 5,472 — — 5,472

Nonemployee warrants issued for
services — 9 — — 9

Nonemployee warrants issued for
settlement — 80 — — 80

Issuance of restricted stock 30 1 — — 1
Preferred stock dividend — — (1,564 ) — (1,564 )
Net loss — — (12,567 ) (796 ) (13,363 )
Balance, December 31, 2013 16,016 48,370 (39,884 ) (1,634 ) 6,852
Stock-based compensation expense — 1,155 — — 1,155
Exercises of options and warrants, net of
shares withheld 1,073 3,257 — — 3,257

Stock issued for converted debt and
interest 1,861 8,706 — — 8,706

Nonemployee warrants issued for
services — 321 — — 321

Nonemployee warrants issued in
conjunction with debt offering — 87 — — 87

Issuance of restricted stock, net 201 — — — —
Preferred stock dividend — — (2,584 ) — (2,584 )
Net loss — — (13,599 ) (806 ) (14,405 )
Balance, December 31, 2014 19,151 $61,896 $(56,067 ) $ (2,440 ) $3,389
   See accompanying notes to consolidated financial statements
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ADCARE HEALTH SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Amounts in 000's)

Year Ended 
 December 31,
2014 2013

Cash flows from operating activities:
Net Loss $(14,405 ) $(13,363 )
Loss from discontinued operations 1,510 1,255
Loss from continuing operations (12,895 ) (12,108 )
Adjustments to reconcile net loss from continuing operations to net cash (used in)
provided by operating activities:
Depreciation and amortization 7,300 6,918
Warrants issued for services 408 89
Stock-based compensation expense 1,155 1,097
Lease expense in excess of cash 195 274
Amortization of deferred financing costs 2,132 2,158
Amortization of debt discounts and premiums (9 ) 521
Derivative gain — (3,006 )
Loss on debt extinguishment 1,803 109
Loss on legal settlement 600 —
Deferred tax expense 98 87
Loss on disposal of assets 7 10
Provision for bad debts 3,729 4,040
Accounts receivable (6,788 ) (3,567 )
Prepaid expenses and other (1,179 ) (25 )
Other assets (538 ) (57 )
Accounts payable and other liabilities (2,401 ) 4,285
Net cash (used in) provided by operating activities—continuing operations (6,383 ) 825
Net cash provided by operating activities—discontinued operations 1,091 4,238
Net cash (used in) provided by operating activities (5,292 ) 5,063
Cash flow from investing activities:
Change in restricted cash and investments 5,703 (6,111 )
Proceeds from notes receivable — 3,240
Purchase of property and equipment (3,457 ) (4,520 )
Net cash provided by (used in) investing activities—continuing operations 2,246 (7,391 )
Net cash (used in) provided by investing activities—discontinued operations (3,001 ) 4,268
Net cash used in investing activities (755 ) (3,123 )
Cash flows from financing activities:
Proceeds from debt 31,739 7,332
Repayment on notes payable (31,980 ) (8,442 )
Proceeds from lines of credit 69,874 105,034
Repayment on lines of credit (71,589 ) (105,665 )
Debt issuance costs (1,218 ) (864 )
Exercise of options and warrants 3,257 67
Proceeds from preferred stock issuances — 11,283
Preferred stock offering costs (50 ) —
Dividends paid on preferred stock (2,584 ) (1,564 )
Net cash (used in) provided by financing activities—continuing operations (2,551 ) 7,181
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Net cash used in financing activities—discontinued operations (41 ) (5,684 )
Net cash (used in) provided by financing activities (2,592 ) 1,497
Net Change in Cash (8,639 ) 3,437
Cash, Beginning 19,374 15,937
Cash, Ending $10,735 $19,374
Supplemental Disclosure of Cash Flow Information:
Cash paid during the year for:
Interest $9,698 $10,420
Income taxes $— $—
Supplemental Disclosure of Non-Cash Activities:
2011 Notes surrendered and cancelled in payment for 2014 Notes $445 $—
Land received in settlement of note receivable $640 $—
Conversion of debt and accrued interest to equity $6,942 $4,770
Warrants issued for financing costs $87 $9
Warrants issued in conjunction with debt offering $— $80

 See accompanying notes to consolidated financial statements
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ADCARE HEALTH SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business
AdCare Health Systems, Inc. ("AdCare") through its subsidiaries (together, the "Company" or "we"), own, operate,
and manage for third-parties skilled nursing facilities and assisted living facilities in the states of Arkansas, Georgia,
North Carolina, Ohio, Oklahoma, and South Carolina. As of December 31, 2014, the Company operates or manages
32 facilities consisting of 29 skilled nursing facilities, two assisted living facilities and one independent living/senior
housing facility totaling approximately 3,600 beds. The Company's facilities provide a range of health care services to
their patients and residents including, but not limited to, skilled nursing and assisted living services, social services,
various therapy services, and other rehabilitative and healthcare services for both long-term residents and short-stay
patients. As of December 31, 2014, of the total 32 facilities, the Company owned and operated 22 facilities, leased and
operated six facilities, and managed four facilities for third-parties.
As of December 31, 2014, the Company also has leased three owned and subleased five leased skilled nursing and
rehabilitation facilities to local third-party operators in the states of Alabama and Georgia. The patient care revenue,
related cost of services, and facility rental expense prior to the commencement of subleasing are classified as
discontinued operations.
On February 28, 2013, the Company completed the sale of the facility known as Lincoln Lodge Retirement Residence
and used the proceeds to pay the principal balance of the mortgage note with respect to the facility of $1.9 million.
The Company recognized a gain on the sale of approximately $0.1 million and cash proceeds, net of costs and debt
payoff, of $0.6 million. 
On June 11, 2013, the Company completed the sale of its former Springfield, Ohio corporate office building which
was sold for the approximate net book value. The Company used the proceeds to pay off the principal balance of the
mortgage note with respect to the building of approximately $0.1 million.
On June 12, 2013, the Company executed two sublease agreements to exit the operations of two skilled nursing
facilities located in Tybee Island, Georgia effective June 30, 2013. During the fourth quarter of 2013, Riverchase
Village ADK, LLC ("Riverchase"), our consolidated variable interest entity ("VIE"), entered into a sales listing
agreement to sell Riverchase Village, a 105-bed assisted living facility located in Hoover, Alabama (see Note 15 -
Variable Interest Entity). The two skilled nursing facilities located in Tybee Island, Georgia and the assisted living
facility located in Hoover, Alabama are reported as discontinued operations (see Note 11 - Discontinued Operations).
During the first quarter of 2014, the Company executed a representation agreement to sell Companions Specialized
Care Center ("Companions"), a 102-bed skilled nursing facility located in Tulsa, Oklahoma, to exit the operations.
This facility is reported as discontinued operations (see Note 11 - Discontinued Operations). In March 2015, the
Company entered into an asset purchase agreement to sell Companions. Closing is expected after completion of
customary closing conditions. (See Note 20 - Subsequent Events).
On July 1, 2014, the Company entered into an agreement effective July 1, 2014 to sublease the 52-bed skilled nursing
facility located in Thomasville, Georgia to a local nursing home operator. This facility is reported as discontinued
operations (see Note 11 - Discontinued Operations).
On July 23, 2014, we announced that the Board of Directors (the "Board") had approved a strategic plan to transition
the Company to a healthcare property holding and leasing company. Through a series of leasing and subleasing
transactions, the Company is in the process of transitioning to third-parties the operations of the Company’s currently
owned and operated and leased and operated healthcare facilities, which are principally skilled nursing facilities. In
furthering this strategic plan, the Company is now focused on the ownership, acquisition and leasing of healthcare
related properties..

On September 22, 2014, as part of its ongoing strategic plan, two wholly-owned subsidiaries of the Company entered
into two separate lease agreements to lease two of its skilled nursing and rehabilitation facilities in Alabama to a local
nursing home operator that commenced on December 1, 2014. These two facilities are reported as discontinued
operations (see Note 11 - Discontinued Operations).
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On September 30, 2014, the lease agreement to operate the 90-bed skilled nursing facility located in Cassville,
Missouri expired. The Company elected not to renew the lease agreement consistent with its strategic plan to
transition to a healthcare property holding and leasing company. This facility is reported as discontinued operations
(see Note 11 - Discontinued Operations).
On November 1, 2014, the Company entered into an agreement effective June 1, 2015 to sublease the 134-bed skilled
nursing facility located in Glennville, Georgia to a local nursing home operator. This facility is reported as
discontinued operations (see Note 11 - Discontinued Operations).
On October 22, 2014, two wholly-owned subsidiaries of the Company entered into two separate sublease agreements
that commenced on November 1, 2014 to sublease the 130-bed skilled nursing facility located in Dublin, Georgia and
the 86-bed skilled nursing facility located in Lumber City, Georgia to a local nursing home operator. These two
facilities are reported as discontinued operations (see Note 11 - Discontinued Operations).
On October 29, 2014, the Company entered into separate agreements with third-party operators to: (i) lease one of our
facilities; (ii) sublease three of our facilities; and (iii) sub-sublease one of our facilities. All of the facilities are located
in Ohio and the leases and subleases will commence on the first day of the month after lessees' receipt of: (a) all
licenses and other approvals from the State of Ohio to operate the facility; and (b) approval of the lease by the United
States Department of Housing and Urban Development ("HUD").
Basis of Presentation
The accompanying consolidated financial statements are prepared in conformity with U.S. generally accepted
accounting principles ("GAAP") in accordance with the Financial Accounting Standards Board ("FASB") Accounting
Standards Codification ("ASC").
Use of Estimates
The preparation of consolidated financial statements in conformity with GAAP requires management to make certain
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the consolidated financial statements and the reported results of operations during the
reporting period. Examples of significant estimates include allowance for doubtful accounts, contractual allowances
for Medicaid, Medicare, and managed care reimbursements, deferred tax valuation allowance, fair value of derivative
instruments, fair value of employee and nonemployee stock based awards, fair value estimation methods used to
determine the assigned fair value of assets and liabilities acquired in acquisitions, valuation of goodwill and other
long-lived assets, and cash flow projections. Actual results could differ materially from those estimates.
Principles of Consolidation
The consolidated financial statements include the Company's majority owned and controlled subsidiaries. "VIEs" in
which the Company has a variable interest have been consolidated as controlled subsidiaries when the Company is
identified as the primary beneficiary. All intercompany transactions and balances have been eliminated through
consolidation. For subsidiaries that are not wholly owned by the Company, the portions not controlled by the
Company are presented as non-controlling interests in the consolidated financial statements.
Reclassifications
Certain reclassifications have been made to the 2013 financial information to conform to the 2014 presentation with
no effect on the Company's consolidated financial position or results of operations. These reclassifications did not
affect total assets, total liabilities, or stockholders' equity. Reclassifications were made to December 31, 2014
Consolidated Statements of Operations to reflect the same facilities in discontinued operations for both periods
presented.
Acquisition Policy
The Company periodically enters into agreements to acquire assets and/or businesses. The consideration involved in
each of these agreements may include cash, financing, stock, and/or long-term lease arrangements for real properties.
The Company evaluates each transaction to determine whether the acquired interests are assets or businesses. A
business is defined as a self-sustaining integrated set of activities and assets conducted and managed for the purpose
of providing a return to investors. A business consists of (i) inputs, (ii) processes applied to those inputs, and
(iii) resulting outputs that are used to generate revenues. In order for an acquired set of activities and assets to be a
business, it must contain all of the inputs and processes necessary for it to continue to conduct normal operations after
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more of the above items making it impossible to continue normal operations and sustain a revenue stream by
providing its products and/or services to customers.
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The Company currently operates its skilled nursing facilities in states that are subject to certificate of need ("CON")
programs. The CON programs govern the establishment, construction, renovation and transferability of the rights to
operate skilled nursing facilities ("SNFs"). In certain states, specifically Ohio, CON programs permit the
transferability and sale of bed licenses separately from the facility. In other states, bed licenses are non-transferable
separately and apart from the underlying licensed facility. Through acquisitions completed in 2011 and 2012, the
Company operates in a number of states, including Arkansas, Georgia, North Carolina, Ohio, Oklahoma, and South
Carolina, where the bed licenses are not transferable separately from the facility.
The CON/bed license arises from contractual rights and is an identifiable intangible asset to which the Company
assigns a fair value in transactions accounted for as business combinations. In states where the CON/bed licenses are
transferable separately from the facility, the intangible asset has been determined to have an indefinite life. Because
the intangible asset is separable from the facility and has separate stand-alone value, for financial reporting purposes,
the fair value assigned to the CON/license is classified as a separate intangible asset in the accompanying consolidated
balance sheets.
In states where the CON/bed license is non-transferable separately from the facility, the CON/bed license and building
are complimentary assets and therefore, the intangible asset is assigned a definite life and amortized over the
estimated remaining useful life of the related building. As complimentary assets, the intangible asset has no value
separate from the building and the estimated remaining useful lives of the intangible asset and building are equal.
Therefore, the intangible asset and the building are classified together as "buildings" and are included in property and
equipment in the consolidated balance sheets. As of December 31, 2014 and 2013, the value of such CON bed
licenses, net of amortization, was $33.1 million and $35.8 million, respectively.
Cash and Cash Equivalents
The Company considers all unrestricted short-term investments with original maturities less than three months, which
are readily convertible into cash, to be cash equivalents. Certain cash, cash equivalents and investment amounts are
restricted for specific purposes such as mortgage escrow requirements and reserves for capital expenditures on HUD
insured facilities and other restricted investments are held as collateral for other debt obligations.
Investments
The Company has certain restricted investments that are limited as to use by certain debt obligations. These
investments are classified as held-to-maturity investments because the Company has the positive intent and ability to
hold the securities until maturity. Held-to-maturity investments are carried at cost. These restricted investments are
classified as noncurrent assets due to their maturity dates and the related restrictions required by the long-term debt
obligations.
Revenue Recognition and Patient Care Receivables
The Company recognizes revenue when the following four conditions have been met: (i) there is persuasive evidence
that an arrangement exists; (ii) delivery has occurred or service has been rendered; (iii) the price is fixed or
determinable; and (iv) collection is reasonably assured. The Company's revenue is derived primarily from providing
healthcare services to residents and is recognized on the date services are provided at amounts billable to the
individual. For reimbursement arrangements with third-party payors, including Medicaid, Medicare and private
insurers, revenue is recorded based on contractually agreed-upon amounts on a per patient, daily basis.
Revenue from the Medicaid and Medicare programs accounted for 83.8% and 83.5% of the Company’s revenue for the
years ended December 31, 2014 and 2013, respectively. The Company records revenue from these governmental and
managed care programs as services are performed at their expected net realizable amounts under these programs. The
Company’s revenue from governmental and managed care programs is subject to audit and retroactive adjustment by
governmental and third-party agencies. Consistent with healthcare industry accounting practices, any changes to these
governmental revenue estimates are recorded in the period the change or adjustment becomes known based on final
settlement. The Company recorded retroactive adjustments to revenue which were not material to the Company's
consolidated revenue for the years ended December 31, 2014 and 2013.
Potentially uncollectible patient accounts are provided for on the allowance method based upon management's
evaluation of outstanding accounts receivable at period-end and historical experience. Uncollected accounts that are
written off are charged against allowance. As of December 31, 2014 and 2013, management recorded an allowance for
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Management Fee Receivables and Revenue
Management fee receivables and revenue are recorded in the month that services are provided. As of December 31,
2014 and 2013, the Company evaluated collectibility of management fees and determined that no allowance was
required.
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Rental Revenues and Receivables

The Company, as lessor, makes a determination with respect to each of its leases whether they should be accounted
for as operating leases. The Company recognizes rental revenues on a straight-line basis over the term of the lease
when collectibility is reasonably assured. Differences between rental income earned and amounts due under the lease
are charged or credited, as applicable, to straight-line rent receivable, net. Payments received under operating leases
are accounted for in the statements of operations as rental revenue for actual rent collected plus or minus a
straight-line adjustment for estimated minimum lease escalators. As of December 31, 2014 and 2013, the Company
evaluated collectibility of rental revenue and determined that no allowance was required.
Third-party Reimbursement
Payments for Medicaid resident services are calculated and made under a prospective reimbursement system. Payment
rates are based on actual cost, limited by certain ceilings, adjusted by a resident service needs factor and updated for
inflation. The direct care portion of the rate can be adjusted prospectively for changes in residents' service needs.
While interim rates are subject to reconsideration and appeal, once this process is completed, they are not subject to
subsequent retroactive adjustment. However, the states in which the Company operates have the opportunity to audit
the cost report used to establish the prospective rate. If the state departments discover non-allowable or misclassified
costs that resulted in overpayments to the Company, the funds may be recovered by the state departments through the
final rate recalculation process. For the years ended December 31, 2014 and 2013, management believes that adequate
provisions have been made for potential adjustments.
Payments for Medicare resident services are made under a prospective payment system. There is no retroactive
adjustment to allowable cost. The Company is paid one of several prospectively set rates that vary depending on the
resident's service needs. Payment rates are established on a federal basis by the Centers for Medicare & Medicaid
Services ("CMS"). The final settlement process is primarily a reconciliation of services provided and rates paid. As a
result, no material settlement estimates are expected.
Laws and regulations governing the Medicaid and Medicare programs are complex and subject to interpretation. The
Company believes that it is materially in compliance with all applicable laws and regulations and is not aware of any
pending or threatened investigation involving allegations of potential wrongdoing except as disclosed in Note 16 -
Commitments and Contingencies and Note 20 - Subsequent Events. While no such regulatory inquiries have been
made, compliance with such laws and regulations can be subject to future government review and interpretation, as
well as significant regulatory action including fines, penalties and exclusion from the Medicaid and Medicare
programs.
Concentrations of Credit Risk
Financial instruments which potentially expose the Company to concentrations of credit risk consist primarily of cash
and cash equivalents, restricted cash, restricted investments, and accounts receivable. Cash and cash equivalents,
restricted cash and restricted investments are held with various financial institutions. From time to time, these
balances exceed the federally insured limits. These balances are maintained with high quality financial institutions
which management believes limits the risk.
Accounts receivable are recorded at net realizable value. The Company performs ongoing evaluations of its residents
and significant third-party payors with which they contract, and generally does not require collateral. Management
believes that credit risk with respect to accounts receivable from residents is limited based on the stature and diversity
of the third-party payers with which they contract. The Company maintains an allowance for doubtful accounts which
management believes is sufficient to cover potential losses. Delinquent accounts receivable are charged against the
allowance for doubtful accounts once likelihood of collection has been determined. Accounts receivable are
considered to be past due and placed on delinquent status based upon contractual terms, how frequently payments are
received, and on an individual account basis.
Market Concentration Risk
The Company's operations are concentrated in the long-term care market, which is a heavily regulated environment.
The operations of the Company are subject to the administrative directives, rules and regulations of federal and state
regulatory agencies, including, but not limited to, CMS, and the Department of Health and Aging in all states in which
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funding, are subject to change by an act of Congress, the passage of laws by the General Assembly or an
administrative change mandated by one of the executive branch agencies. Such changes may occur with little notice or
inadequate funding to pay for the related costs, including the additional administrative burden, to comply with a
change.
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Given the significant concentration of revenue from third-party payors, including Medicaid and Medicare programs,
along with recent healthcare reform and budgetary constraints of governmental agencies, there is potential for
reimbursement rate reductions in the near term that could materially and adversely impact the Company's revenue and
profitability.
The Company has 96% of its 2,900 skilled nursing facility beds that it owns or leases certified under the Medicaid and
Medicare programs. The following is a summary of receivables and revenues by payor source:

For the Years Ended

Percent of
Long-Term
Care
Receivables

Percent of
Patient
Care Revenue

Medicaid
December 31, 2014 36 % 51 %
December 31, 2013 37 % 53 %
Medicare
December 31, 2014 25 % 33 %
December 31, 2013 26 % 31 %
Other Payers
December 31, 2014 39 % 16 %
December 31, 2013 37 % 16 %
Property and Equipment
Property and equipment are stated at cost. Expenditures for major improvements are capitalized. Depreciation
commences when the assets are placed in service. Maintenance and repairs which do not improve or extend the life of
the respective assets are charged to expense as incurred. Upon disposal of assets, the cost and related accumulated
depreciation are removed from the accounts and any gain or loss is recorded. Depreciation is recorded on a
straight-line basis over the estimated useful lives of the respective assets. Property and equipment also includes bed
license intangibles for states other than Ohio (where the building and bed license are deemed complimentary assets)
and are amortized over the life of the building. The Company reviews property and equipment for potential
impairment whenever events or changes in circumstances indicate that the carrying amounts of assets may not be
recoverable.
During the twelve months ended December 31, 2014, the Company recorded an impairment of $1.8 million related to
an adjustment to the fair value less the cost to sell the 102 bed nursing facility located in Tulsa, Oklahoma,
Companions. We compared the estimated fair value of the assets to their carrying value and recorded an impairment
charge for the excess of carrying value over estimated fair value. The assets and liabilities of Companions are included
in Assets and Liabilities Held for Sale as of December 31, 2014.
Leases and Leasehold Improvements
At the inception of each lease, the Company performs an evaluation to determine whether the lease should be
classified as an operating lease or capital lease. As of December 31, 2014, all of the Company's leased facilities are
accounted for as operating leases. For operating leases that contain scheduled rent increases, the Company records rent
expense on a straight-line basis over the term of the lease. The accumulated difference between the straight-line
expense recognition and the actual cash rent paid is reflected in Other Liabilities in the Consolidated Balance Sheet
and was $1.8 million and $1.6 million as of December 31, 2014 and 2013, respectively. The lease term is also used to
provide the basis for establishing depreciable lives for buildings subject to lease and leasehold improvements.
Intangible Assets and Goodwill
Intangible assets consist of finite lived and indefinite lived intangibles. The Company's finite lived intangibles include
lease rights and certain CON/bed licenses that are not separable from the associated buildings. Finite lived intangibles
are amortized over their estimated useful lives. For the Company's lease related intangibles, the estimated useful life is
based on the terms of the underlying facility leases, currently averaging approximately ten years. For the Company's
CON/bed licenses that are not separable from the buildings, the estimated useful life is based on the building life when
acquired with an average estimated useful life of approximately 31 years. The Company evaluates the recoverability
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The Company's indefinite lived intangibles consist primarily of values assigned to CON/bed licenses that are
separable from the buildings. The Company does not amortize goodwill or indefinite lived intangibles. On an annual
basis, the Company evaluates the recoverability of the indefinite lived intangibles and goodwill by performing an
impairment test. The Company
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performs its annual test for impairment during the fourth quarter of each year. For the year ended December 31, 2013,
the Company determined that an impairment adjustment was required for the goodwill recorded when the Company
acquired the land, building, improvements, furniture, fixtures and equipment of Companions on August 17, 2012.
Accordingly, the Company recorded a goodwill impairment charge of $0.8 million in the fourth quarter of 2013,
which is included in Loss from Discontinued Operations, net of tax. During 2013, the Company recognized a $0.5
million impairment charge to write down the carrying value of certain lease rights, equipment, and leasehold
improvement values of a facility located in Thomasville, Georgia and an impairment charge of $0.7 million related to
two facilities in Tybee Island, Georgia which is included in Loss from discontinued Operations, net of tax. The
impairment charge represents a change in fair value from the carrying value.
Deferred Financing Costs
The Company records deferred financing costs associated with debt obligations. Costs are amortized over the term of
the related debt using the straight-line method and are reflected as interest expense. The straight-line method yields
results substantially similar to those that would be produced under the effective interest rate method.
Income Taxes and Uncertain Tax Positions
Deferred tax assets or liabilities are recognized for the estimated future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective income tax
basis. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in
the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax
assets and liabilities of a change in tax rates is recognized in the period that included the enactment date. Deferred tax
assets are also recognized for the future tax benefits from net operating loss and other carry forwards. Valuation
allowances are recorded for deferred tax assets when the recoverability of such assets is not deemed more likely than
not.
Judgment is required in evaluating uncertain tax positions. The Company determines whether it is more likely than not
that a tax position will be sustained upon examination. If a tax position meets the more-likely-than-not recognition
threshold it is measured to determine the amount of benefit to recognize in the financial statements. The Company
classifies unrecognized tax benefits that are not expected to result in payment or receipt of cash within one year as
non-current liabilities in the Consolidated Balance Sheets. The Company is subject to income taxes in the U.S. and
numerous state and local jurisdictions. In general, the Company's tax returns filed for the 1998 through 2014 tax years
are still subject to potential examination by taxing authorities.
In early 2014, the Internal Revenue Service ("IRS") initiated an examination of the Company's income tax return for
the 2011 income tax year. On May 7, 2014, the IRS completed and closed the examination and no changes were
required to the Company's 2011 income tax return.
In October 2014, the Georgia Department of Revenue ("GDOR") initiated an examination of the Company's Georgia
income tax returns and net worth returns for the 2010, 2011, 2012, and 2013 tax years. To date, the GDOR has not
proposed any adjustments.
The Company is not currently under examination by any other major income tax jurisdiction.
Advertising
Advertising costs are expensed as incurred. Advertising costs for the years ended December 31, 2014 and 2013 were
approximately $0.3 million and $0.4 million, respectively.
Stock Based Compensation
The Company follows the provisions of ASC topic 718 “Compensation - Stock Compensation”, which requires the use
of the fair-value based method to determine compensation for all arrangements under which employees and others
receive shares of stock or equity instruments (options, warrants or restricted shares).  All awards are amortized on a
straight-line basis over their vesting terms.
Fair Value Measurements and Financial Instruments
Accounting guidance establishes a three-level valuation hierarchy for disclosure of fair value measurements. The
valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as of the
measurement date. The categorization within the valuation hierarchy is based upon the lowest level of input that is
significant to the fair value measurement. The three levels are defined as follows:
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Level 2—     Other observable market-based inputs or unobservable inputs that are corroborated by market data
Level 3—     Significant unobservable inputs
The respective carrying value of certain financial instruments of the Company approximates their fair value. These
instruments include cash and cash equivalents, restricted cash and investments, accounts receivable, notes receivable,
notes payable and other debt, and accounts payable. Fair values were assumed to approximate carrying values for
these financial instruments since they are short-term in nature and their carrying amounts approximate fair values,
they are receivable or payable on demand, or the interest rates earned and/or paid approximate current market rates.
Derivative Instruments
The Company generally does not use derivative instruments to hedge exposures to certain risks. However, the
Company entered into a securities purchase agreement with respect to the issuance of subordinated convertible notes
in October 2010 which includes a conversion feature that is not afforded equity classification and embodies risks that
are not clearly and closely related to the host debt agreement. As such, this conversion feature was an embedded
derivative instrument that was required to be bifurcated from the debt instrument and reported separately as a
derivative liability at fair value.
The Company estimated the fair value of the conversion feature derivative instrument by using the
Black-Scholes-Merton option-pricing model because it embodies the requisite assumptions necessary to estimate the
fair value of this instrument. Changes in fair value of this derivative instrument are reported in the consolidated
statement of operations.
The Company settled the derivative resulting in a gain of $3.0 million as of October 26, 2013, in conjunction with a
Waiver, Amendment and Forbearance with holders of the 2010 convertible notes.
Self-Insurance
The Company is self-insured for employee medical claims (in all states except for Oklahoma, where the Company
participates in the Oklahoma state subsidy program) and has a large deductible workers' compensation plan (in all
states except for Ohio, where workers' compensation is covered under a premium-only policy provided by the Ohio
Bureau of Worker's Compensation, a state funded program required by Ohio's monopolistic workers' compensation
system). Additionally, the Company maintains insurance programs, including general and professional liability,
property, casualty, directors' and officers' liability, crime, automobile, employment practices liability and earthquake
and flood. The Company believes that its insurance programs are adequate and where there has been a direct transfer
of risk to the insurance carrier, the Company does not recognize a liability in the consolidated financial statements.
The Company's services subject it to certain liability risks which may result in malpractice claims being asserted
against the Company if its services are alleged to have resulted in patient injury or other adverse effects. The
Company carries policies to protect against such claims.
As of December 31, 2014, claims incurred but not reported or unsettled claims for the self-insured employee medical
plan and the large deductible workers' compensation plan are recognized as a liability in the consolidated financial
statements.
Recently Issued Accounting Pronouncements
In April 2014, the FASB issued ASU 2014-08 that amends the definition of a discontinued operation to include only
those disposals of components of an entity that represent a strategic shift that has (or will have) a major effect on an
entity’s operations and financial results. This ASU should be applied prospectively and is effective for the Company
for the 2015 annual and interim periods. Early adoption is permitted for disposals that have not been reported in
financial statements previously issued. We have not adopted this ASU as of December 31, 2014.
In May 2014, the FASB issued ASU 2014-09 guidance requiring revenue to be recognized in an amount that reflects
the consideration expected to be received in exchange for those goods and services. The guidance requires the
disclosure of sufficient quantitative and qualitative information for financial statement users to understand the nature,
amount, timing and uncertainty of revenue and associated cash flows arising from contracts with customers. The
guidance is effective for annual reporting periods beginning after December 15, 2016, including interim periods
within that reporting period, with early adoption precluded. The Company has not yet determined the impact, if any,
that the adoption of this guidance will have on its consolidated financial position or results of operations.
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In August 2014, the FASB issued ASU 2014-15 guidance regarding an entity’s ability to continue as a going concern,
which requires management to assess a company’s ability to continue as a going concern and to provide related
footnote disclosures in certain circumstances. Before this new standard, there was minimal guidance in GAAP specific
to going concern. Under the new standard, disclosures are required when conditions give rise to substantial doubt
about a company’s ability to
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continue as a going concern within one year from the financial statement issuance date. The guidance is effective for
annual reporting periods beginning after December 15, 2016, including interim periods within that reporting period,
with early adoption permitted. The Company has not yet determined the impact, if any, that the adoption of this
guidance will have on its consolidated financial statements.

NOTE 2. EARNINGS PER SHARE
Basic earnings per share is computed by dividing net income or loss by the weighted-average number of shares of
common stock outstanding during the period. Diluted earnings per share is similar to basic earnings per share except
net income or loss is adjusted by the impact of the assumed issuance of convertible shares and the weighted-average
number of common shares outstanding (which includes potentially dilutive securities, such as options, warrants,
non-vested shares, and additional shares issuable under convertible notes outstanding during the period when such
potentially dilutive securities are not anti-dilutive). Potentially dilutive securities from option, warrants and unvested
restricted shares are calculated in accordance with the treasury stock method, which assumes that proceeds from the
exercise of all options and warrants with exercise prices exceeding the average market value are used to repurchase
common stock at market value. The incremental shares remaining after the proceeds are exhausted represent the
potentially dilutive effect of the securities. Potentially dilutive securities from convertible promissory notes are
calculated based on the assumed issuance at the beginning of the period, as well as any adjustment to income that
would result from their assumed issuance. For 2014 and 2013, potentially dilutive securities of 7.7 million and 11.3
million, respectively, were excluded from the diluted loss per share calculation because including them would have
been anti-dilutive in both periods.
The following table provides a reconciliation of net loss for continuing and discontinued operations and the number of
common shares used in the computation of both basic and diluted earnings per share:

Year Ended December 31,
2014 2013

(Amounts in 000's, except per share data) Loss Shares Per
Share

(Loss)
Income Shares Per

Share
Continuing Operations:
Loss from continuing operations $(12,895 ) $(12,108 )
Net loss attributable to noncontrolling
interests 806 796

Basic loss from continuing operations          $(12,089 ) 17,930 $(0.68 ) $(11,312 ) 15,044 $(0.75 )
Preferred stock dividend (2,584 ) 17,930 $(0.14 ) (1,564 ) 15,044 (0.11 )
Effect of dilutive securities: Stock options,
warrants outstanding and convertible debt (1) — — — — — —

Diluted loss from continuing operations $(14,673 ) 17,930 $(0.82 ) $(12,876 ) 15,044 $(0.86 )
Discontinued Operations:
Basic loss from discontinued operations $(1,510 ) 17,930 $(0.08 ) $(1,255 ) 15,044 $(0.08 )
Diluted loss from discontinued operations $(1,510 ) 17,930 $(0.08 ) $(1,255 ) 15,044 $(0.08 )
Net Loss Attributable to AdCare:
Basic loss $(16,183 ) 17,930 $(0.90 ) $(14,131 ) 15,044 $(0.94 )
Diluted loss $(16,183 ) 17,930 $(0.90 ) $(14,131 ) 15,044 $(0.94 )

(1)
Securities outstanding that were excluded from the computation, prior to the use of the treasury stock method,
because they would have been anti-dilutive are as follows:
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December 31,
(Amounts in 000’s) 2014 2013
Outstanding Stock Options 935 1,804
Outstanding Common Stock Warrants - employee 1,689 1,876
Outstanding Common Stock Warrants - nonemployee 1,028 1,989
Convertible Debt shares issuable(a) 4,000 5,611
Total anti-dilutive securities 7,652 11,280

(a)

The number of shares issuable upon conversion of convertible promissory notes reflected in the tables above
is 120% of the aggregate principal amount of the convertible promissory notes divided by the current
conversion price, which is the number of shares required to be reserved for issuance by the Company under
the applicable registration rights agreement.

NOTE 3. LIQUIDITY AND PROFITABILITY
The Company has access to various cash resources to offset significant cash needs.

Sources of Liquidity

At December 31, 2014, we had $10.7 million in cash and cash equivalents as well as restricted cash and investments
of $8.8 million. During 2015, we anticipate both access to and receipt of several sources of liquidity. At December 31,
2014, we have one facility and one office building held for sale, and one variable interest entity held for sale that we
anticipate selling during 2015. We expect that the cash proceeds and the release of restricted cash will approximate the
related obligations.

In January 2015, we entered into exclusive listing agreements on the two office buildings located in Roswell, Georgia
that we also anticipate selling during 2015. We expect that the cash proceeds will exceed obligations by
approximately $0.6 million.

We routinely have ongoing discussions with existing and potential new lenders to refinance current debt on a longer
term basis and, in recent periods, have refinanced shorter term acquisition debt, including seller notes, with traditional
longer term mortgage notes, some of which have been executed under government guaranteed lending programs.
During 2015, we anticipate net proceeds for working capital of approximately $3.0 million on refinancing of existing
debt, primarily in the second and third quarters of 2015.

In July 2014, we announced that the Board of Directors had approved a strategic plan to transition the Company to a
healthcare property holding and leasing company. Through a series of leasing and subleasing transactions, the
Company will transition to third-parties the operations of the Company’s currently owned and operated healthcare
facilities, which are principally skilled nursing facilities. The Company is focused on the ownership, acquisition and
leasing of healthcare related properties. We estimate cash flow from operations and other working capital changes of
approximately $7.8 million for the year ending December 31, 2015.

We maintain certain revolving lines of credit for which we have limited remaining capacity and all of which are due in
2015. Given our transition out of healthcare operations, we do not anticipate any additional draws on these facilities.

Other liquidity sources include but to a lesser extent, the proceeds from the exercise of options and warrants.

Cash Requirements

At December 31, 2014, we had $151.4 million in indebtedness of which the current portion is $33.3 million. This
current portion is comprised of the following components: i) convertible debt of approximately $14.0 million, ii) debt
of held for sale entities of approximately $11.2 million, primarily senior debt - bond and mortgage indebtedness, and
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iii) remaining debt of approximately $8.1 million which includes revolver debt, senior debt - bonds, and senior debt -
mortgage indebtedness. For a complete debt listing and facility detail, see Note 9, Notes Payable and Other Debt, to
the Company’s consolidated financial statements in Part II, Item 8 of this Annual Report.

The convertible debt includes two subordinated convertible debt issuances. One was issued in 2012 (the “2012 Notes”)
and has an outstanding principal amount of $7.5 million at December 31, 2014 with maturity on July 31, 2015. At any
time on
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or after the six-month anniversary of the date of issuance of the 2012 Notes, the notes are convertible at the option of
the holder into shares of the Company's common stock at a conversion price equal to $3.97 per share (adjusted for a
5% stock dividend paid on October 22, 2012, and subject to adjustment for stock dividends, stock splits, combination
of shares, recapitalization and other similar events). The other was issued in 2014 (the “2014 Notes”) and has an
outstanding principal amount of $6.5 million at December 31, 2014 with maturity on April 30, 2015. At any time on
or after the date of issuance of the 2014 Notes, the notes are convertible at the option of the holder into shares of the
common stock at an initial conversion price equal to $4.50 per share, subject to adjustment for stock dividends, stock
splits, combination of shares, recapitalization and other similar events. While management cannot predict with
certainty, we anticipate that some holders of the subordinated convertible notes will elect to convert their subordinated
convertible notes into shares of common stock provided the common stock continues to trade above the applicable
conversion price for such notes.

On March 31, 2015, the Company entered into subscription agreements with certain accredited investors pursuant to
which the Company accepted subscriptions for an aggregate of $8.5 million in principal amount of the Company’s
10% Convertible Subordinated Notes Due April 30, 2017 ("2015 Notes"). In connection therewith, the Company
issued approximately $1.7 million in principal amount of 2015 Notes on March 31, 2015, and will issue 2015 Notes
for the remaining principal amount of the accepted subscriptions on or before April 30, 2015, upon receipt of payment
thereof.

The current debt maturing in 2015 for all other debt approximates $8.1 million. As indicated previously, we routinely
have ongoing discussions with existing and potential new lenders to refinance current debt on a longer term basis and,
in recent periods, have refinanced shorter term acquisition debt, including seller notes, with traditional longer term
mortgage notes, some of which have been executed under government guaranteed lending programs. We anticipate
net principal disbursements of approximately $5.1 million which reflect the offset of anticipated proceeds on
refinancing of approximately $3.0 million.

We anticipate our operating cash requirements as being substantially less than in 2014 due to the transition to a
healthcare property holding and leasing company. Based on the described sources of liquidity and related cash
requirements, we expect sufficient funds for our operations, scheduled debt service, and capital expenditures at least
through the next 12 months. On a longer term basis, at December 31, 2014 we have approximately $74.4 million of
debt maturities due between 2015 and 2017, excluding convertible promissory notes which are convertible into shares
of the Company's common stock. We have been successful in recent years in raising new equity capital and believe,
based on recent discussions that these markets will continue to be available to us for raising capital in 2015 and
beyond. We believe our long-term liquidity needs will be satisfied by these same sources, as well as borrowings as
required to refinance indebtedness.

In order to satisfy our capital needs, we seek to: (i) improve our operating results through a series of leasing and
subleasing transactions with favorable terms and consistent and predictable cash flow; (ii) expand our borrowing
arrangements with certain existing lenders; (iii) refinance current debt where possible to obtain more favorable terms;
and (iv) raise capital through the issuance of debt or equity securities. We anticipate that these actions, if successful,
will provide the opportunity for us to maintain liquidity on a short and long term basis, thereby permitting us to meet
our operating and financing obligations for the next 12 months. However, there is no guarantee that such actions will
be successful or that anticipated operating results will be achieved. We currently have limited borrowing availability
under our existing revolving credit facilities. If the Company is unable to improve operating results, expand existing
borrowing agreements, refinance current debt, the convertible promissory notes due July 31, 2015 are not converted
into shares of the Company's common stock and are required to be repaid by us in cash, or raise capital through the
issuance of securities, then the Company may be required to restructure its outstanding indebtedness, implement
further cost reduction initiatives or sell assets.
NOTE 4. RESTRICTED CASH AND INVESTMENTS
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December 31,
Amounts in (000's) 2014 2013
HUD escrow deposits $289 $91
Defeased bonds escrow — 3,138
Lender's collection account 35 488
Current replacement reserves 9 —
HUD current replacement reserves 637 —
Collateral cash and certificates of deposit 2,302 —
Property tax escrow 49 84
Total current portion 3,321 3,801

HUD replacement reserves 1,074 383
Repair and remediation/replacement reserves — 18
Reserves for capital improvements 936 1,481
Restricted investments for other debt obligations 3,446 9,724
Total noncurrent portion 5,456 11,606
Total restricted cash and investments $8,777 $15,407
HUD escrow deposits—In connection with financing secured through HUD, the Regulatory Agreements entered into by
several wholly-owned subsidiaries of the Company require monthly escrow deposits for taxes and insurance.
Defeased bonds escrow—In September 2013, a wholly owned subsidiary of the Company deposited the outstanding
principal and accrued interest to the prepayment date on certain outstanding bonds which, pursuant to the loan
agreement, were prepaid on March 1, 2014 (see Note 9 - Notes Payable and Other Debt).
Lender's collection account—Several of the Company's credit facilities require several wholly-owned subsidiaries of the
Company to deposit certain collections and proceeds of their accounts receivable into a special collection account
pursuant to the depository agreements. These funds are disbursed in priority order in accordance to certain credit
agreements (see Note 9 - Notes Payable and Other Debt).
Current replacement reserves—In connection with the September 2013 refinancing of one of the wholly-owned
subsidiaries of the Company's loan agreements, certain cash reserves were set aside for non-critical repairs outlined in
the refinancing agreement.
Collateral cash and certificates of deposit—In securing mortgage financing from certain lending institutions, the
Company and certain wholly-owned subsidiaries of the Company are required to deposit cash and/or certificates of
deposit to be held as collateral in accordance with the terms of the loan agreements.
Property tax escrow—Several facilities are required to set funds aside for real estate taxes.
HUD replacement reserves—The Regulatory Agreements entered into in connection with the financing secured through
HUD require monthly escrow deposits for replacement and improvement of the HUD project assets.
Repair and remediation/replacement reserves—In 2013, one facility was required to set funds aside for repairs,
remediation and replacement expenses.
Reserves for capital improvements—Several facilities are required to set funds aside for capital improvements.
Restricted investments for other debt obligations—In compliance with certain financing and insurance agreements, the
Company and certain wholly-owned subsidiaries of the Company are required to deposit cash held as collateral by the
lender or in escrow with certain designated financial institutions. One of the Company's loan agreements includes a
requirement to fund additional cash collateral if the borrower fails to achieve certain debt service ratio requirements.
One of the Company's insurance policies requires cash to be held in escrow for the life of the policy. One of the
wholly-owned subsidiaries of the Company's loan agreements requires monthly cash deposits to be held as additional
collateral until the loan matures on September 27, 2016. One of the wholly-owned subsidiaries of the Company's loan
agreements requires restricted assets of $0.3 million to be held in reserve of the debt related to this loan (see Note 9 -
Notes Payable and Other Debt).
NOTE 5. PROPERTY AND EQUIPMENT
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Property and Equipment consist of the following:

(Amounts in 000's)
Estimated
Useful
Lives (Years)

December 31,
2014

December 31,
2013

Buildings and improvements 5 - 40 $132,842 $131,123
Equipment 2 - 10 13,616 11,987
Land — 7,437 6,788
Computer related 2 - 10 2,913 2,980
Construction in process — 52 269

156,860 153,147
Less: accumulated depreciation and amortization 21,275 14,914
Property and equipment, net $135,585 $138,233
For the twelve months ended December 31, 2014 and 2013, total depreciation and amortization expense was $7.3
million and $6.9 million, respectively. Total depreciation and amortization expense excludes $2.2 million and $2.0
million in 2014 and 2013, respectively, that is recognized in Loss from Discontinued Operations, net of tax.
During the twelve months ended December 31, 2013, the Company recognized a $0.5 million impairment charge to
write down the carrying value of certain lease rights, equipment, and leasehold improvement values of a facility
located in Thomasville, Georgia. The impairment charges represent changes in fair value from the carrying value (see
Note 11 - Discontinued Operations).
During the twelve months ended December 31, 2014, the Company recorded an impairment of $1.8 million related to
an adjustment to the fair value less the cost to sell the 102-bed nursing facility located in Tulsa, Oklahoma,
Companions. We compared the estimated fair value of the assets to their carrying value and recorded an impairment
charge for the excess of carrying value over estimated fair value. The assets and liabilities of Companions are included
in Assets and Liabilities Held for Sale as of December 31, 2014 (see Note 11 - Discontinued Operations).
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NOTE 6. INTANGIBLE ASSETS AND GOODWILL
Intangible assets consist of the following:

(Amounts in 000's)

Bed Licenses
(included in
property and
equipment)

Bed Licenses—
Separable

Lease
Rights Total

Balances, December 31, 2012
Gross $38,478 $2,471 $8,824 $49,773
Accumulated amortization (1,438 ) — (2,701 ) (4,139 )
Net carrying amount $37,040 $2,471 $6,123 $45,634

Amortization expense (1,253 ) — (1,234 ) (2,487 )

Balances, December 31, 2013
Gross 38,478 2,471 8,824 49,773
Accumulated amortization (2,691 ) — (3,935 ) (6,626 )
Net carrying amount 35,787 2,471 4,889 43,147

Amortization expense (1,164 ) — (802 ) (1,966 )
Reclass to held for sale (1,530 ) — — (1,530 )

Balances, December 31, 2014
Gross $36,948 $2,471 $8,824 48,243
Accumulated amortization (3,855 ) — (4,737 ) (8,592 )
Net carrying amount $33,093 $2,471 $4,087 $39,651

Amortization expense for bed licenses is included in property and equipment depreciation and amortization expense
(See Note 5 - Property and Equipment). During 2013, the Company recognized an impairment loss of $0.7 million
related to two facilities located in Tybee Island, Georgia (see  Note 11 - Discontinued Operations ).
Amortization expense for lease rights was $0.8 million and $1.2 million for the years ended December 31, 2014 and
2013, respectively. Estimated amortization expense for all definite lived intangibles for each of the future years ending
December 31, is as follows:

Amounts in (000's) Bed
Licenses

Lease
Rights

2015 $1,232 $667
2016 1,232 667
2017 1,232 667
2018 1,232 667
2019 1,232 667
Thereafter 26,933 752
Total $33,093 $4,087

92

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

163



Table of Contents

The following table summarizes the changes in the carrying amount of goodwill for the years ended December 31,
2014 and 2013.

(Amounts in
000's)

Balances, December 31, 2012
Goodwill $5,023
Accumulated impairment losses —
Total $5,023

Impairment losses (799 )
Net change during year (799 )

Balances, December 31, 2013
Goodwill $5,023
Accumulated impairment losses (799 )
Total $4,224

Impairment loss —
Net change during year —

Balances, December 31, 2014
Goodwill $5,023
Accumulated impairment losses (799 )
Total $4,224

For the year ended December 31, 2014, the Company determined that no impairment adjustments were necessary for
goodwill. For the year ended December 31, 2013, the Company determined that an impairment adjustment was
required for the goodwill recorded when the Company acquired the land, building, improvements, furniture, fixtures
and equipment of Companions on August 17, 2012. Accordingly, the Company recorded a goodwill impairment
charge of $0.8 million in the fourth quarter of 2013, which is included in Loss from Discontinued Operations, net of
tax. The Company does not amortize goodwill or indefinite lived intangibles, which consist of separable bed licenses.
NOTE 7. LEASES
Operating Leases
The Company leases certain office space and a total of 11 skilled nursing facilities under non-cancelable operating
leases, most of which have initial lease terms of 10 to 12 years with rent escalation clauses and provisions for
payments by the Company of real estate taxes, insurance and maintenance costs; six of the skilled nursing facilities
that are leased are still operated by the Company. For the years ended December 31, 2014 and 2013, facility rent
expense totaled $7.1 million and $6.3 million, respectively. Total facility rent expense excludes $1.0 million and $1.8
million in 2014 and 2013, respectively, that is recognized in Loss from Discontinued Operations, net of tax.
Five of the Company's skilled nursing facilities are operated under a single master indivisible lease arrangement. The
lease has a term of ten years into 2020. Under the Master Lease (the "Master Lease"), a breach at a single facility
could subject one or more of the other facilities covered by the same master lease to the same default risk. Failure to
comply with regulations or governmental authorities, such as Medicaid and Medicare provider requirements, is a
default under the Master Lease. In addition, other potential defaults related to an individual facility may cause a
default of the entire Master Lease. With an indivisible lease, it is difficult to restructure the composition of the
portfolio or economic terms of the lease without the consent of the landlord. The Company is not aware of any
defaults and believes it is in compliance with the covenants of the Master Lease as of December 31, 2014.
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Two of the Company's facilities are operated under a single indivisible lease; therefore, a breach at a single facility
could subject the second facility to the same default risk. The lease has a term of 12 years into 2022 and includes
covenants and restrictions. The Company is required to make minimum capital expenditures of $375 per licensed bed
per lease year at each facility which amounts to $0.1 million per year for both facilities. As of December 31, 2014, the
Company is in compliance with all financial and administrative covenants of this lease agreement.
Future minimum lease payments for each of the next five years ending December 31, are as follows:

(Amounts in
000's)

2015 $7,940
2016 7,980
2017 8,062
2018 8,188
2019 7,861
Thereafter 8,279
Total $48,310
The Company has also entered into lease agreements for various equipment used in the facilities. These leases are
included in future minimum lease payments above.
Leased and Subleased Facilities to Third-Party Operators
In connection with both the Company's strategic plan to transition to a healthcare property holding and leasing
company and previous leasing and subleasing opportunities, the operations of eight facilities, three owned by us and
five leased to us, have been successfully transferred to third-party skilled nursing facility operators as of December 31,
2014. The lease and sublease agreements provide current and future lease receivables the Company recognizes as
rental revenues. These properties are leased and subleased on a triple net basis, meaning that the lessee (i.e., the new
third-party operator of the property) is obligated under the lease or sublease, as applicable, for all liabilities of the
property in respect to insurance, taxes and facility maintenance, as well as the lease or sublease payments, as
applicable.
On December 1, 2012, the Company entered into a sublease agreement effective December 1, 2012 to exit the
operations of a skilled nursing facility located in Jeffersonville, Georgia. The sublease agreement expires on the same
day and adheres to all of the terms, covenants, and conditions as the Master Lease.
On June 12, 2013, the Company entered into two sublease agreements to exit the operations of a skilled nursing
facility located in Tybee Island, Georgia effective June 30, 2013. The two sublease agreements expire on the same day
and adhere to all of the terms, covenants, and conditions as the Master Lease.
On July 1, 2014, the Company entered into an agreement effective July 1, 2014 to sublease a 52-bed skilled nursing
facility located in Thomasville, Georgia to a local nursing home operator. The sublease agreement expires on the same
day and adheres to all of the terms, covenants, and conditions as the Master Lease.
On October 22, 2014, a wholly-owned subsidiary of the Company entered into an agreement to sublease one of its
skilled nursing and rehabilitation facilities located in Lumber City, Georgia to a local nursing home operator
commencing on November 1, 2014. The sublease agreement expires on the same day and adheres to all of the terms,
covenants, and conditions as the Master Lease.
On October 22, 2014, a wholly-owned subsidiary of the Company entered into an agreement to sublease one of its
skilled nursing and rehabilitation facilities located in Dublin, Georgia to a local nursing home operator that
commenced on November 1, 2014. The initial term of the sublease agreement expires on the last day of the sixtieth
(60th) full calendar month from the commencement date of November 1, 2014 and may be extended for one separate
renewal term of five years.
On September 22, 2014, two wholly-owned subsidiaries of the Company entered into separate lease agreements to
lease a 182-bed skilled nursing facility located in Attalla, Alabama and a 124-bed skilled nursing facility located in
Glencoe, Alabama to a local nursing home operator that commenced on November 1, 2014. The initial term of each
lease agreement expires on the last day of the sixtieth (60th) full calendar month from the commencement date of the
lease agreement and may be extended for one separate renewal term of five years (see Note 11 - Discontinued
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(Amounts in
000's)

2015 $5,370
2016 5,451
2017 5,532
2018 5,613
2019 5,362
Thereafter 1,578
Total $28,906

NOTE 8. ACCRUED EXPENSES
Accrued expenses consist of the following:

December 31,
Amounts in (000's) 2014 2013
Accrued payroll related $6,915 $5,204
Accrued employee benefits 3,405 3,712
Real estate and other taxes 1,335 1,543
Other accrued expenses 3,998 2,805
Total $15,653 $13,264
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NOTE 9. NOTES PAYABLE AND OTHER DEBT
Notes payable and other debt consists of the following:

December 31,
Amounts in (000's) 2014 2013
Revolving credit facilities and lines of credit (a) $6,832 $8,503
Senior debt—guaranteed by HUD 26,022 4,063
Senior debt—guaranteed by USDA 27,128 27,763
Senior debt—guaranteed by SBA 3,703 5,954
Senior debt - bonds, net of discount (b) 12,967 16,102
Senior debt - other mortgage indebtedness (c) 60,277 78,408
Other debt 430 625
Convertible debt issued in 2010, net of discount — 6,930
Convertible debt issued in 2011 — 4,459
Convertible debt issued in 2012 7,500 7,500
Convertible debt issued in 2014 6,500 —
Total 151,359 160,307
Less current portion 22,113 26,154
Less: portion included in liabilities of disposal group held for sale (a),(c) 5,197 —
Less: portion included in liabilities of variable interest entity held for sale (b) 5,956 6,034
Notes payable and other debt, net of current portion $118,093 $128,119

(a)  The revolving credit facilities and lines of credit includes $0.2 million related to the outstanding loan entered into
in conjunction with the acquisition of the Companions skilled nursing facility in August 2012.

(b)  The senior debt - bonds, net of discount includes $6.0 million related to the Company's consolidated variable
interest entity, Riverchase Village ADK, LLC, revenue bonds, in two series, issued by the Medical Clinical Board of
the City of Hoover in the state of Alabama which AdCare has guaranteed the obligation under the bonds.

(c)  The senior debt - other mortgage indebtedness includes $5.0 million related to the outstanding loan entered into in
conjunction with the acquisition of Companions in August 2012.
Scheduled Maturities
The schedule below summarizes the scheduled maturities as of December 31, 2014 for each of the next five years and
thereafter. The 2015 maturities include $0.2 million and $5.0 million, respectively, related to the Companions
outstanding loans classified as liabilities of disposal group held for sale and $6.0 million related to the Riverchase
bonds classified as liabilities of a variable interest entity held for sale at December 31, 2014  (see Note 19 - Related
Party Transactions).
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Amounts in
(000's)

2015 $33,440
2016 49,970
2017 4,966
2018 1,869
2019 1,966
Thereafter 59,541
Subtotal 151,752
Less: unamortized discounts ($174 classified as current) (393 )
Total notes and other debt $151,359

Debt Covenant Compliance
As of December 31, 2014, the Company (including its consolidated variable interest entity) has approximately forty
credit related instruments (credit facilities, mortgage notes, bonds and other credit obligations) outstanding that
include various financial and administrative covenant requirements. Covenant requirements include, but are not
limited to, fixed charge coverage ratios, debt service coverage ratios, minimum EBITDA or EBITDAR, current ratios
and tangible net worth requirements. Certain financial covenant requirements are based on consolidated financial
measurements whereas others are based on subsidiary level (i.e. facility, multiple facilities or a combination of
subsidiaries comprising less than the Company's consolidated financial measurements). Some covenants are based on
annual financial metric measurements whereas others are based on quarterly financial metric measurements. The
Company routinely tracks and monitors its compliance with its covenant requirements. In recent periods, including as
of December 31, 2014, the Company has not been in compliance with certain financial and administrative covenants.
For each instance of such non-compliance, the Company has obtained waivers or amendments to such requirements
including as necessary modifications to future covenant requirements or the elimination of certain requirements in
future periods.
The table below indicates which of the Company's credit-related instruments are out of compliance as of
December 31, 2014:
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Credit Facility

Balance at
December 31,
2014
(000's)

Consolidated
or
Subsidiary
Level
Covenant
Requirement

Financial
Covenant

Measurement
Period

Min/Max
Financial
Covenant
Required

Financial
Covenant
Metric
Achieved

Future
Financial
Covenant
Metric
Required

Gemino Lines of Credit $ 2,575 Consolidated
Fixed Charge
Coverage Ratio
(FCCR)

Quarterly 1.10 0.82 * 1.10

PrivateBank - Line of
Credit $ 3,002 Subsidiary

Coverage of
Rent and Debt
Service

Quarterly 1.25 0.98 * 1.25

Consolidated
Maximum
Leverage to
EBITDA

Annual 11.00 11.03 * 11.00

PrivateBank - Line of
Credit - HUD $ 1,059 Consolidated

Maximum
Leverage to
EBITDA

Annual 11.00 11.03 * 11.00

Contemporary
Healthcare Capital -
Term Note and Line of
Credit - CSCC Nursing,
LLC

$ 197 Subsidiary
Minimum
Implied
Current Ratio

Quarterly 1.00 0.94 * 1.00

Subsidiary DSCR Quarterly 1.15 0.04 * 1.15

$ 5,000 Subsidiary Minimum
Occupancy Quarterly 70 % 67 % * 70 %

PrivateBank - Mortgage
Note - Valley River
Nursing, LLC; Park
Heritage Nursing, LLC;
Benton Nursing, LLC

$ 11,007 Subsidiary Minimum
EBITDAR Quarterly $450 $136 * $450

Subsidiary
Fixed Charge
Coverage Ratio
(FCCR)

Quarterly 1.05 0.84 * 1.05

PrivateBank - Mortgage
Note - Little Rock
HC&R Nursing, LLC

$ 11,627 Subsidiary Minimum
EBITDAR Quarterly $358 $348 * $358

Subsidiary
Borrowers
Coverage of
Debt Service

Annual 1.10 1.09 * 1.10

Consolidated
Maximum
Leverage to
EBITDA

Annual 11.00 11.03 * 11.00

Medical Clinic Board of
the City of Hoover -
Bonds - Riverchase
Village ADK, LLC

$ 6,130 Subsidiary
Borrowers
Coverage of
Debt Service

Annual 1.20 (0.50 ) * 1.20

Subsidiary Days Cash on
Hand Annual 15 0 * 15

Subsidiary

Maximum
Days
Outstanding on
Trade Payables

Annual 10 % 69 % * 10 %

City of Springfield -
Bonds - Eaglewood
Village, LLC

$ 7,230 Subsidiary
Borrowers
Coverage of
Debt Service

Annual 1.10 0.74 * 1.10
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*    Waiver or amendment for violation of covenant obtained.
Revolving Credit Facilities and Lines of Credit
Gemino Northwest Credit Facility
On May 30, 2013, NW 61st Nursing, LLC (“Northwest”), a wholly-owned subsidiary of the Company, entered into a
Credit Agreement (the “Northwest Credit Facility”) with Gemino Healthcare Finance, LLC ("Gemino"). The Northwest
Credit Facility provided for a $1.0 million principal amount senior-secured revolving credit facility.

The Northwest Credit Facility matures on January 31, 2015 and interest accrues on the principal balance thereof at an
annual rate of 4.75% plus the current LIBOR rate. Northwest also pays to Gemino: (i) a collateral monitoring fee
equal to 1.0% per annum of the daily outstanding balance of the Northwest Credit Facility; and (ii) a fee equal to 0.5%
per annum of the unused portion of the Northwest Credit Facility. In the event the Northwest Credit Facility is
terminated prior to January 31, 2015, Northwest shall also be required to pay a fee to Gemino in an amount equal to
1.0% of the Northwest Credit Facility. The Northwest Credit Facility is secured by a security interest in the accounts
receivable and the collections and proceeds thereof relating to the Company’s skilled nursing facility located in
Oklahoma City, Oklahoma known as the Northwest Nursing Center. AdCare has unconditionally guaranteed all
amounts owing under the Northwest Credit Facility.

The Northwest Credit Facility contains customary events of default, including material breach of representations and
warranties, failure to make required payments, failure to comply with certain agreements or covenants and certain
events of bankruptcy and insolvency. Upon the occurrence of an event of default, Gemino may terminate the
Northwest Credit Facility.
In connection with entering into the Northwest Credit Facility, certain affiliates of the Company and Northwest, as
applicable, also entered into an intercreditor and subordination agreement, governmental depository agreement and
subordination of management fee agreement, each containing customary terms and conditions.
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On June 25, 2013, Northwest entered into a First Amendment to the Credit Agreement which amended the Northwest
Credit Facility. The amendment, among other things: (i) amends certain financial covenants regarding fixed charge
coverage ratio and minimum EBITDA; and (ii) amends the credit facility to include the Bonterra Credit Facility
(discussed below) as an affiliated credit agreement in determining whether certain financial covenants are being met.

On June 28, 2013, two wholly-owned subsidiaries of the Company, entered into a Joinder Agreement, Second
Amendment and Supplement to Credit Agreement with Northwest and Gemino pursuant to which such subsidiaries
became additional borrowers under the Northwest Credit Facility. Pursuant to the joinder, the borrowers granted a
continuing security interest in, among other things, their accounts receivables, payment intangibles, chattel paper,
general intangibles, collateral relating to any accounts or payment intangibles, commercial lockboxes and cash, as
additional collateral under the Northwest Credit Facility. In connection with the execution of the joinder, the
borrowers issued an amended and restated revolving promissory note in favor of Gemino in the amount of $1.5
million.

On February 10, 2014, Northwest entered into a Waiver and Amendment with Gemino which modified the: (i)
Northwest Credit Facility; and (ii) Gemino-Bonterra Credit Facility (described below). The Waiver and Amendment,
among other things, adjusted the required: (a) minimum fixed charge coverage ratio; (b) maximum loan turn days; (c)
minimum earnings before interest, taxes, depreciation and amortization; and (d) waived certain specified defaults in
existence as of the date of the Waiver and Amendment.
As of December 31, 2014, $1.3 million was outstanding under the Northwest Credit Facility. At December 31, 2014,
the Company was not in compliance with covenants contained in the Northwest Credit Facility and has obtained a
waiver from Gemino (see table above).
On January 30, 2015, a certain wholly-owned subsidiary of the Company, entered into a Fourth Amendment to the
Credit Agreement with Gemino which amended the Northwest Credit Facility. The amendment extends the term of
the Northwest Credit Facility from January 31, 2015 to March 31, 2015.
Gemino-Bonterra Credit Facility
On September 20, 2012, ADK Bonterra/Parkview, LLC, a wholly owned subsidiary of the Company ("Bonterra")
entered into a Second Amendment to the Credit Agreement with Gemino ("Gemino-Bonterra Credit Facility"), which
amended the original Credit Agreement dated April 27, 2011 between Bonterra and Gemino. The Gemino-Bonterra
Credit Facility is a secured credit facility for borrowings up to $2.0 million. The amendment extended the term of the
Gemino-Bonterra Credit Facility from October 29, 2013 to January 31, 2014 and amended certain financial covenants
regarding Bonterra's fixed charge coverage ratio, maximum loan turn days and applicable margin. Interest accrues on
the principal balance outstanding at an annual rate equal to the LIBOR rate plus the applicable margin of 4.75% to
5.00%, which fluctuates depending upon the principal amount outstanding.
On December 20, 2012, Bonterra entered into a Third Amendment to the Gemino-Bonterra Credit Facility, which
altered the financial covenant in the original credit agreement to exclude the Oklahoma Owners under another credit
agreement with Gemino from the covenant calculation of maximum loan turn days and acknowledged that Bonterra
shall not be obligated, directly or indirectly, for any indebtedness or obligations of the Oklahoma Owners to Gemino.
On May 30, 2013, Bonterra, entered into a Fourth Amendment to Credit Agreement with Gemino, which among other
things: (i) extends the term of the Gemino-Bonterra Credit Facility from January 31, 2014 to January 31, 2015;
(ii) amended certain financial covenants regarding Bonterra’s fixed charge coverage ratio and maximum loan turn
days; and (iii) amended the Gemino-Bonterra Credit Facility to include the Northwest Credit Facility as an affiliated
credit agreement in determining whether certain financial covenants are being met.
On February 10, 2014, Bonterra entered into a Waiver and Amendment with Gemino which modified the: (i)
Northwest Credit Facility; and (ii) Gemino-Bonterra Credit Facility. The Waiver and Amendment, among other
things, adjusted the required: (a) minimum fixed charge coverage ratio; (b) maximum loan turn days; (c) minimum
earnings before interest, taxes, depreciation and amortization; and (d) waived certain specified defaults in existence as
of the date of the Waiver and Amendment.
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As of December 31, 2014, $1.3 million was outstanding under the Gemino-Bonterra Credit Facility. At December 31,
2014, the Company was not in compliance with covenants contained in the Gemino-Bonterra Credit Facility and has
obtained a waiver from Gemino (see table above).
On January 30, 2015, a certain wholly owned subsidiary of the Company, entered into a Seventh Amendment to the
Credit Agreement with Gemino which amended the Gemino-Bonterra Credit Facility. The amendment extends the
term of the Bonterra Credit Facility from January 31, 2015 to March 31, 2015.
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PrivateBank Credit Facility
On September 20, 2012, the Company entered into a Loan and Security Agreement with PrivateBank ("PrivateBank
Credit Facility"). Under the terms of the PrivateBank Credit Facility, PrivateBank provided a $10.6 million senior
secured revolving credit facility for a three-year period with the borrowings thereunder being subject to a borrowing
base and are offset by a $0.7 million standby letter of credit at December 31, 2012, increasing to $2.5 million at
July 31, 2013.
The PrivateBank Credit Facility matures on September 20, 2015. Interest is accrued on the principal balance at an
annual rate of the greater of (i) 1% plus the prime interest rate per annum, or (ii) 5% per annum. Payments for the
interest are due monthly and commenced on October 1, 2012. In addition, there is a non-utilization fee of 0.5% on the
unused portion of the available credit. The PrivateBank Credit Facility may be prepaid at any time without premium
or penalty, provided that such prepayment is accompanied by a simultaneous payment of all accrued and unpaid
interest, through the date of prepayment. The PrivateBank Credit Facility is secured by a first priority security interest
in the real property and improvements constituting skilled nursing facilities owned and operated by the Company.
AdCare has unconditionally guaranteed all amounts owed to PrivateBank under the PrivateBank Credit Facility.
Proceeds from the PrivateBank Credit Facility were used to pay off all amounts outstanding under a separate $2.0
million credit facility with PrivateBank under which certain subsidiaries of AdCare were borrowers.
On October 26, 2012, the Company and certain of its wholly owned subsidiaries, on the one hand, and PrivateBank
entered into a Modification Agreement which amends the PrivateBank Credit Facility. The Modification Agreement
amended the loan agreement to: (i) allow PrivateBank to issue additional letters of credit for the account of the
borrowers under the loan agreement; and (ii) change the total amount that may be issued under any letters of credit to
$2.5 million. The modification agreement did not change the maximum amount that may be borrowed under the loan
agreement by the borrowers which remained at $10.6 million.
On January 25, 2013, the Company entered into a Memorandum of Agreement with PrivateBank pursuant to which
three of the Company’s subsidiaries and their assets that collateralized the loan, which consist of the three skilled
nursing facilities located in Arkansas known as the Aviv facilities, were released from liability under the PrivateBank
Credit Facility. In exchange for the release from liability under the loan agreement, the Company made a payment in
the amount of $0.7 million on December 28, 2012. The Memorandum of Agreement did not change the maximum
amount that may be borrowed under the PrivateBank Credit Facility, which remained $10.6 million.
 On September 30, 2013, certain wholly-owned subsidiaries of the Company entered into a Third Modification
Agreement with PrivateBank pursuant to which: (i) a wholly-owned subsidiary of the Company was added as a
borrower to the PrivateBank Credit Facility; and (ii) three of the subsidiaries and their assets that collateralized the
loan were released from their obligations under the PrivateBank Credit Facility because such entities no longer
operate skilled nursing facilities.
On November 26, 2013, certain wholly-owned subsidiaries of the Company entered into a Fourth Modification
Agreement with PrivateBank which modified the PrivateBank Credit Facility. The modification, among other things:
(i) increased the letter of credit amount available under the PrivateBank Credit Facility from $2.5 million to $3.5
million.
On July 24, 2014, certain wholly-owned subsidiaries of the Company entered into a Fifth Modification Agreement
with PrivateBank, effective July 22, 2014, which modified the PrivateBank Credit Facility. The modification, among
other things: (i) increased the letter of credit amount available under the PrivateBank Credit Facility from $3.5 million
to $3.8 million; and (ii) amended certain financial terms under the PrivateBank Credit Facility regarding debt service
and interest charges.
On September 24, 2014, certain wholly-owned subsidiaries of the Company entered into a Sixth Modification
Agreement with PrivateBank, which modified the PrivateBank Credit Facility. Pursuant to the Modification: (i) the
outstanding amount owing under the PrivateBank Credit Facility was reduced from $10.6 million to $9.1 million; (ii)
three of the Company's subsidiaries and their collateral were released from their obligations under the PrivateBank
Credit Facility because one of the entities no longer operates a skilled nursing facility and each of the two remaining
released entities have entered into new financing arrangements with HUD, as discussed below; and (iii) certain
financial terms under the PrivateBank Credit Facility regarding minimum fixed charge coverage ratio were amended.
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On December 17, 2014, certain wholly-owned subsidiaries of the Company entered into a Seventh Modification
Agreement with PrivateBank, which modified the PrivateBank Credit Facility. Pursuant to the Modification: (i) the
outstanding amount owing under the PrivateBank Credit Facility was reduced from $9.1 million to $8.8 million and a
Letter of Credit in the amount of $3.8 million was provided; and (iii) one of the PrivateBank Borrowers and their
collateral were released from their obligations under the PrivateBank Credit Facility because the entity entered into
new financing arrangements with HUD, as discussed below.
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Certain subsidiaries of the Company are also borrowers under: (i) a credit facility with PrivateBank used to fund the
purchase price of the acquisition of three skilled nursing facilities and an office facility located in Arkansas; and (ii) a
credit facility with PrivateBank used to fund the purchase price of the West Markham Sub Acute and Rehabilitation
Center located in Arkansas.

 As of December 31, 2014, $3.0 million was outstanding of the maximum borrowing amount of $8.8 million under the
PrivateBank Credit Facility, subject to borrowing base limitations.  As of December 31, 2014, the Company has $3.8
million of outstanding letters of credit relating to this credit facility. At December 31, 2014, the Company was not in
compliance with covenants contained in the PrivateBank Credit Facility and has obtained a waiver from PrivateBank
(see table above).

PrivateBank-Woodland Nursing and Glenvue Nursing Credit Facility

On September 24, 2014, certain wholly-owned subsidiaries of the Company entered into a Loan and Security
Agreement (the “Woodland Nursing and Glenvue Nursing Credit Facility”) with PrivateBank. The Woodland Nursing
and Glenvue Nursing Credit Facility provides for a $1.5 million principal amount senior secured revolving credit
facility.

The Woodland Nursing and Glenvue Nursing Credit Facility matures on September 24, 2017. Interest on the
Woodland Nursing and Glenvue Nursing Credit Facility accrues on the principal balance thereof at a rate of interest
equal to the greater of: (i) a floating per annum rate of interest equal to the prime rate plus 1.0%; or (ii) 5.0% per
annum. These certain wholly-owned subsidiaries of the Company shall also pay to PrivateBank: (i) a one time
non-refundable loan fee in the amount of $11,250 and (ii) a fee equal to 0.5% per annum of the unused portion of the
Woodland Nursing and Glenvue Nursing Credit Facility. The Woodland Nursing and Glenvue Nursing Credit Facility
is secured by a security interest in, without limitation, the accounts receivable and the collections and proceeds thereof
relating to the Company’s two skilled nursing facilities located in Springfield, Ohio known as the Eaglewood Care
Center and located in Glennville, Georgia known as the Glenview Health and Rehabilitation Center. AdCare has
unconditionally guaranteed all amounts owing under the Woodland Nursing and Glenvue Nursing Credit Facility.

The Woodland Nursing and Glenvue Nursing Credit Facility contains customary events of default, including material
breach of representations and warranties, failure to make required payments, failure to comply with certain
agreements or covenants and certain events of bankruptcy and insolvency. Upon the occurrence of an event of default,
PrivateBank may terminate the Woodland Nursing and Glenvue Nursing Credit Facility.

As of December 31, 2014, $1.1 million was outstanding of the maximum borrowing amount of $1.5 million  under the
Woodland Nursing and Glenvue Nursing Credit Facility, subject to borrowing base limitations. At December 31,
2014, the Company was in compliance with covenants contained in the Woodland Nursing and Glenvue Nursing
Credit Facility.
Georgetown and Sumter Credit Facility
On January 30, 2015, two wholly-owned subsidiaries of the Company, entered into a Loan Agreement (the
"Georgetown and Sumter Credit Facility"), between Georgetown, Sumter and PrivateBank. The Georgetown and
Sumter Credit Facility provides for a $9.3 million principal amount secured credit facility.
The Georgetown and Sumter Credit Facility matures on September 1, 2016. Interest on the Georgetown and Sumter
Credit Facility accrues on the principal balance thereof at the LIBOR rate plus 4.25%. Interest payments on the loan
shall be due and payable monthly, beginning on March 1, 2015. The Georgetown and Sumter Credit Facility is
secured by, among other things, an assignment of all rents paid under any existing or future leases and rental
agreements with respect to the Georgetown and Sumter Credit Facility.
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The Georgetown and Sumter Credit Facility contains customary events of default, including fraud or material
misrepresentation or material omission, failure to make required payments, and failure to perform or comply with
certain agreements. Upon the occurrence of certain events of default, PrivateBank may terminate the Georgetown and
Sumter Credit Facility and all amounts under the Georgetown and Sumter Credit Facility will become due and
payable.
AdCare has unconditionally guaranteed all amounts owing under the Georgetown and Sumter Credit Facility. On
January 30, 2015, proceeds from the Georgetown and Sumter Credit Facility were used to pay off all amounts
outstanding under a separate $9.0 million credit facility with Metro City Bank under which certain subsidiaries of the
Company were borrowers.
Northridge, Woodland Hills and Abington Credit Facility
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On February 25, 2015, three wholly-owned subsidiaries of the Company entered into a Loan Agreement (the
"Northridge, Woodland Hills and Abington Credit Facility") with PrivateBank. The PrivateBank Credit Facility
provides for a $12.0 million principal amount secured credit facility.
The Northridge, Woodland Hills and Abington Credit Facility matures on September 1, 2016. Interest accrues on the
principal balance thereof at the LIBOR rate plus 4.25%. Principal and interest payments on the note shall be due and
payable monthly, beginning on March 1, 2015. The facility is secured by, among other things, an assignment of all
rents paid under any existing or future leases and rental agreements with respect to the Northridge, Woodland Hills
and Abington Credit Facility.
AdCare has unconditionally guaranteed all amounts owing under the Northridge, Woodland Hills and Abington Credit
Facility. On January 30, 2015, proceeds from the Northridge, Woodland Hills and Abington Credit Facility were used
to pay off all amounts outstanding under a separate $12.0 million credit facility with KeyBank National Association
("KeyBank") under which certain subsidiaries of the Company were borrowers.
Contemporary Healthcare Senior
On August 17, 2012, in conjunction with the acquisition of Companions, a wholly owned subsidiary of the Company
entered into a Loan Agreement with Contemporary Healthcare Capital LLC ("Contemporary") and issued a
promissory note in favor of Contemporary with a principal amount of $0.6 million ("Contemporary $0.6 million
Loan"). The Contemporary $0.6 million Loan matures on August 20, 2015 and interest accrues on the principal
balance at an annual rate of 9.0%. Payments for the interest and a portion of the principal in excess of the borrowing
base are payable monthly, commencing on September 20, 2012.
As of December 31, 2014, $0.2 million was outstanding under the Contemporary $0.6 million Loan. At December 31,
2014, the Company was not in compliance with covenants contained in the Contemporary $0.6 million Loan and has
obtained a waiver from Contemporary (see table above).
Senior Debt—Guaranteed by HUD
Hearth and Home of Vandalia
In connection with the Company's January 2012 refinancing of the assisted living facility known as Hearth and Home
of Vandalia, owned by a wholly owned subsidiary of AdCare, the Company obtained a term loan, insured by HUD,
with a financial institution for a total amount of $3.7 million that matures in 2041. The term loan requires monthly
principal and interest payments with a fixed interest rate of 3.74%. Deferred financing costs incurred on the term loan
amounted to $0.2 million and are being amortized to interest expense over the life of the loan. The term loan has a
prepayment penalty of 8% starting in 2014, which declines by 1% each year through 2022. This term loan was
assumed by the buyer in the closing of the sale of this facility that occurred in May 2013 pursuant to the terms of the
sale agreement related to the sale of six of the Company's assisted living facilities located in Ohio (see Note 11 -
Discontinued Operations).
The Pavilion Care Center
The Company has a term loan insured by HUD that totaled approximately $1.7 million at December 31, 2013. The
HUD term loan requires monthly principal and interest payments of approximately $15,000 with a fixed interest rate
of 5.95%. The term loan matures in 2027. Deferred financing costs incurred on this loan amounted to approximately
$0.2 million and are being amortized to interest expense over the life of the loan. The loan has a prepayment penalty
of 5% through 2013 declining by 1% each year through 2017. The loan has certain restrictive covenants and HUD
regulatory compliance requirements including maintenance of certain restricted escrow deposits and reserves for
replacement. The Company had $0.2 million of restricted assets related to this loan at December 31, 2013.

On October 1, 2014, a certain wholly-owned subsidiary of the Company entered into a Modification Agreement with
Red Mortgage Capital, LLC ("Red Capital") and HUD which modified the Pavilion Care Center Loan Agreement,
dated November 27, 2007, that matures in 2027. The modification, among other things: (i) reduced the rate of interest
therein provided from 5.95% per annum to 4.16% per annum, effective as of November 1, 2014; (ii) revised the
amount of monthly installments of interest and principal payable on and after December 1, 2014, so as to re-amortize
in full the loan over the remaining term thereof; and (iii) modified the prepayment provision of the loan.
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As of December 31, 2014, the outstanding balance on the loan was $1.6 million. Additionally, the Company has $0.3
million in restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
covenants contained in the Pavilion Care Center Loan Agreement.

Hearth and Care of Greenfield
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The Company has a term loan insured by HUD that totaled approximately $2.4 million at December 31, 2013. The
HUD term loan requires monthly principal and interest payments of approximately $16,000 with a fixed interest rate
of 6.5%. The term loan matures in 2038. Deferred financing costs incurred on this loan amounted to approximately
$0.1 million and are being amortized to interest expense over the life of the loan. The loan has a prepayment penalty
of 5% through 2013 declining by 1% each year through 2018. The loan has certain restrictive covenants and HUD
regulatory compliance requirements including maintenance of certain restricted escrow deposits and reserves for
replacement. The Company had $0.2 million of restricted assets related to this loan at December 31, 2013.

On October 1, 2014, a certain wholly-owned subsidiary of the Company entered into a Modification Agreement with
Red Capital and HUD which modified the Hearth and Care of Greenfield Loan Agreement, dated July 29, 2008, that
matures in 2038. The modification, among other things: (i) reduced the rate of interest therein provided from 6.50%
per annum to 4.20% per annum, effective as of November 1, 2014; (ii) revised the amount of monthly installments of
interest and principal payable on and after December 1, 2014, so as to re-amortize in full the loan over the remaining
term thereof; and (iii) modified the prepayment provision of the loan.

As of December 31, 2014, the outstanding balance on the loan was $2.3 million. Additionally, the Company has $0.3
million in restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
covenants contained in the Hearth and Care of Greenfield Loan Agreement.

Woodland Manor
On September 24, 2014, a wholly owned subsidiary of the Company, entered into a Mortgage and Deed of Trust
Agreement (the “Woodland Credit Facility”), with Housing & Healthcare Finance, LLC (“H&H”) in connection with the
refinancing of the skilled nursing facility known as Eaglewood Care Center ("Eaglewood") located in Springfield,
Ohio. The Woodland Credit Facility provides for a $5.7 million principal amount secured credit facility.
On September 24, 2014, the proceeds from the Woodland Credit Facility were used to pay off an existing credit
facility with PrivateBank with respect to Eaglewood in the amount of $4.5 million and the Company received net
proceeds of $0.6 million for working capital purposes.
The Woodland Credit Facility matures on October 1, 2044. Interest on the Woodland Credit Facility accrues on the
principal balance thereof at an annual rate of 3.75%. The Woodland Credit Facility is secured by, among other things,
an assignment of all rents paid under any existing or future leases and rental agreements with respect to the Woodland
Credit Facility. HUD has insured all amounts owing under the Woodland Credit Facility. The Woodland Credit
Facility contains customary events of default, including fraud or material misrepresentations or material omission, the
commencement of a forfeiture action or proceeding, failure to make required payments, failure to perform or comply
with certain agreements and certain events of bankruptcy and insolvency. Upon the occurrence of certain events of
default, H&H may, after receiving the prior written approval of HUD, terminate the Woodland Credit Facility and all
amounts under the Woodland Credit Facility will become immediately due and payable.
In connection with entering into the Woodland Credit Facility, Woodland entered into a healthcare regulatory
agreement and a promissory note, each containing customary terms and conditions. As of December 31, 2014, $5.7
million was outstanding under the Woodland Credit Facility. The Company has $0.3 million of restricted assets
related to this loan. At December 31, 2014, the Company was in compliance with covenants contained in the
Woodland Credit Facility.
Glenvue
On September 24, 2014, a wholly owned subsidiary of the Company entered into a Mortgage and Deed of Trust
Agreement (the “Glenvue Credit Facility”), with H&H in connection with the refinancing of the skilled nursing facility
known as Glenvue Health and Rehabilitation ("Glenvue"). The Glenvue Credit Facility provides for an $8.8 million
principal amount secured credit facility.
The proceeds from the Glenvue Credit Facility were used to pay off an existing credit facility with PrivateBank with
respect to the Glenvue facility in the amount of $6.3 million and the Company received net proceeds of $1.8 million
for working capital purposes.
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The Glenvue Credit Facility matures on October 1, 2044. Interest on the Glenvue Credit Facility accrues on the
principal balance thereof at an annual rate of 3.75%. The Glenvue Credit Facility is secured by, among other things,
an assignment of all rents paid under any existing or future leases and rental agreements with respect to the Glenvue
Credit Facility. HUD has insured all amounts owing under the Glenvue Credit Facility.

103

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

182



Table of Contents

The Glenvue Credit Facility contains customary events of default, including fraud or material misrepresentations or
material omission, the commencement of a forfeiture action or proceeding, failure to make required payments, failure
to perform or comply with certain agreements and certain events of bankruptcy and insolvency. Upon the occurrence
of certain events of default, H&H may, after receiving the prior written approval of HUD, terminate the Glenvue
Credit Facility and all amounts under the Glenvue Credit Facility will become immediately due and payable.

In connection with entering into the Glenvue Credit Facility, Glenvue entered into a healthcare regulatory agreement
and a promissory note, each containing customary terms and conditions. As of December 31, 2014, $8.8 million was
outstanding under the Glenvue Credit Facility. The Company has $0.4 million of restricted assets related to this loan.
At December 31, 2014, the Company was in compliance with covenants contained in the Glenvue Credit Facility.
Autumn Breeze
On December 17, 2014, Mt. Kenn Property Holdings, LLC (“Mt. Kenn”), a wholly owned subsidiary of the Company,
entered into a Mortgage and Deed of Trust Agreement (the “Mt. Kenn Credit Facility”), with KeyBank. The Mt. Kenn
Credit Facility provides for a $7.6 million principal amount secured credit facility.
On December 17, 2014, the proceeds from the Mt Kenn Credit Facility were used to pay off two existing credit
facilities with respect to the skilled nursing facility known as Autumn Breeze located in Marietta, Georgia, in the
amount of $4.9 million and the Company received net proceeds of $0.9 million for working capital purposes.
The Mt. Kenn Credit Facility matures on January 1, 2045. Interest on the Mt. Kenn Credit Facility accrues on the
principal balance thereof at an annual rate of 3.65%. The Mt. Kenn Credit Facility is secured by, among other things,
an assignment of all rents paid under any existing or future leases and rental agreements with respect to the Mt. Kenn
Credit Facility. HUD has insured all amounts owing under the Mt. Kenn Credit Facility.
The Mt. Kenn Credit Facility contains customary events of default, including fraud or material misrepresentations or
material omission, the commencement of a forfeiture action or proceeding, failure to make required payments, and
failure to perform or comply with certain agreements. Upon the occurrence of certain events of default, KeyBank may,
after receiving the prior written approval of HUD, terminate the Mt. Kenn Credit Facility and all amounts under the
Mt. Kenn Credit Facility will become immediately due and payable.

In connection with entering into the Mt. Kenn Credit Facility, Mt. Kenn entered into a healthcare regulatory
agreement and a promissory note, each containing customary terms and conditions. The term loan 75% insured by the
Small Business Association("SBA"), an agency of the United States of America, was repaid in conjunction with this
financing.

As of December 31, 2014, $7.6 million was outstanding under the Mt. Kenn Credit Facility. The Company has $0.8
million of restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
covenants contained in the Mt. Kenn Credit Facility.
Sale of Ohio ALFs
On December 28, 2012, the Company sold four of its assisted living facilities located in Ohio and used a portion of the
proceeds to pay off the principal balance of their HUD loans in the amount of $6.4 million. On February 28, 2013,
AdCare completed the sale of one additional assisted living facility and used the proceeds to repay the principal
balance of the HUD loan with respect to the facility in the amount of $1.9 million (see Note 11 - Discontinued
Operations).
Senior Debt—Guaranteed by USDA
For five skilled nursing facilities, the Company has term loans insured 70% to 80% by the United States Department
of Agriculture ("USDA") with financial institutions that totaled approximately $27.1 million at December 31, 2014.
The Company has $1.8 million of restricted assets related to these loans. The combined USDA loans require monthly
principal and interest payments of approximately $0.2 million adjusted quarterly with a variable interest rate of prime
plus 1% to 1.75% with floors of 5.50% to 6.00%. The loans mature at various dates starting in 2035 through 2036.
Deferred financing costs incurred on these loans amounted to approximately $0.8 million and are being amortized to
interest expense over the life of the loans. In addition, the loans have an annual renewal fee for the USDA guarantee
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of 0.25% of the guaranteed portion. The loans have prepayment penalties of 6% to 8% through 2014, which decline
by 1% each year capped at 1% for the remainder of the term.
At December 31, 2014, the Company was not in compliance with covenants contained in two of the five USDA loans
and has obtained waivers with the USDA (see table above).
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Senior Debt—Guaranteed by SBA
Stone County
In June 2012, Mt. V Property Holdings, LLC ("Stone County"), a wholly owned subsidiary of AdCare, entered into a
loan agreement with the Economic Development Corporation of Fulton County (the "CDC"), an economic
development corporation working with the SBA, in the amount of $1.3 million. The funding from the CDC loan of
$1.3 million was used to satisfy a $1.3 million loan from Metro City Bank that was used to acquire the assets of a
skilled nursing facility located in Arkansas known as the Stone County Nursing and Rehabilitation facility.
The CDC loan matures in July 2032 and accrues interest at a rate of 2.42% per annum. The CDC loan is payable in
equal monthly installments of principal and interest based on a twenty (20) year amortization schedule. The CDC loan
may be prepaid, subject to prepayment premiums, during the first ten years. There are also annual fees associated with
the CDC loan, including an SBA guarantee fee. The CDC loan is secured by a second in priority security deed on the
Stone County Nursing and Rehabilitation facility and guarantees from AdCare, the SBA and a wholly owned
subsidiary of AdCare.
As of December 31, 2014, $1.2 million was outstanding under the CDC loan. At December 31, 2014, the Company
was in compliance with covenants contained in the Stone County loan agreement.
Other Senior Debt—Guaranteed by SBA
For two facilities, the Company has term loans insured 75% by the SBA with a financial institution that totaled
approximately $2.5 million at December 31, 2014. The combined SBA mortgage notes require monthly principal and
interest payments of approximately $16,000 with an interest rate of 2.81% to 5.5%. The notes mature at various dates
starting in 2031 through 2036. Deferred financing costs incurred on these loans amounted to approximately $0.2
million and are being amortized to interest expense over the life of the note. One of the loans has a prepayment
penalty of 2.2% declining each year until year ten.
For one facility, a term loan in an amount of $2.0 million insured 75% by the SBA with a financial institution was
paid off in 2014 in connection with a refinancing by HUD.
At December 31, 2014, the Company was in compliance with covenants contained in the SBA term loans.
Senior Debt—Bonds, net of Discount
Eaglewood Village Bonds
In April 2012, a wholly-owned subsidiary of the Company entered into a loan agreement with the City of Springfield
in the State of Ohio pursuant to which City of Springfield lent to such subsidiary the proceeds from the sale of City of
Springfield's Series 2012 Bonds. The Series 2012 Bonds consist of $6.6 million in Series 2012A First Mortgage
Revenue Bonds and $0.6 million in Taxable Series 2012B First Mortgage Revenue Bonds. The Series 2012 Bonds
were issued pursuant to an April 2012 Indenture of Trust between the City of Springfield and the Bank of Oklahoma.
The Series 2012A Bonds mature in May 2042 and accrue interest at a fixed rate of 7.65% per annum. The
Series 2012B Bonds mature in May 2021 and accrue interest at a fixed rate of 8.5% per annum. Deferred financing
costs incurred on the loan amounted to $0.6 million and are being amortized to interest expense over the life of the
loan. The bonds are secured by the Company's assisted living facility located in Springfield, Ohio known as
Eaglewood Village and guaranteed by AdCare. There is an original issue discount of $0.3 million and restricted assets
of $0.3 million related to this loan.
As of December 31, 2014, $6.6 million was outstanding under the Series 2012A First Mortgage Revenue Bonds and
$0.6 million was outstanding under the Taxable Series 2012B First Mortgage Revenue Bonds. The unamortized
discount on the bonds was $0.2 million at December 31, 2014. At December 31, 2014, the Company was not in
compliance with covenants contained in the Series 2012 Bonds and has obtained a waiver from the City of Springfield
(see table above).
Quail Creek
In July 2012, a wholly owned subsidiary of the Company financed the purchase of a skilled nursing facility located in
Oklahoma City, Oklahoma known as Quail Creek Nursing & Rehabilitation Center ("Quail Creek") by the assumption
of existing indebtedness under that certain Loan Agreement and Indenture of First Mortgage with The Bank of New
York Mellon Global Corporate Trust, as assignee of The Liberty National Bank and Trust of that certain Bond
Indenture, dated September 1, 1986, as amended as of September 1, 2001. The indebtedness under the Loan
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allocation of fair value totaling $3.2 million was assigned to this indebtedness resulting in a $0.4 million premium that
was being amortized to maturity. The loan was originally scheduled to
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mature in August 2016 and accrued interest at a fixed rate of 10.25% per annum. The loan was secured by the Quail
Creek facility.
On September 27, 2013, the outstanding principal and accrued interest to the prepayment date in the amount of $3.1
million was deposited into a restricted defeased bonds escrow account. Pursuant to the Loan Agreement and
Indenture, the outstanding loan was prepaid on March 3, 2014, at par plus accrued interest in the amount of $3.1
million from the funds that were previously deposited into a restricted defeased bonds escrow account.
Riverchase
The Company's consolidated variable interest entity, Riverchase Village ADK, LLC ("Riverchase"), has revenue
bonds, in two series, issued by the Medical Clinical Board of the City of Hoover in the state of Alabama, which
AdCare has guaranteed the obligation under the bonds.
The Series 2010A portion of $5.8 million matures on June 1, 2039. The Series 2010B portion of $0.5 million matures
serially beginning on June 1, 2012 through June 1, 2017, with annual redemption amounts ranging from $75,000 to
$100,000. The Series 2010A and 2010B bonds may be redeemed early beginning on June 1, 2012 through May 31,
2015 at a redemption price ranging from 101% to 103% of the principal amount plus accrued interest. Any early
redemption after May 31, 2015 is at a redemption price of 100% of the principal amount plus accrued interest. The
bonds require monthly payments of fixed interest of $41,000 at a weighted average effective interest rate of 7.9%.
As of December 31, 2013, the liabilities of Riverchase were classified as Liabilities of Variable Interest Entity Held
for Sale.
As of December 31, 2014, $5.8 million was outstanding under the Series 2010A portion and $0.3 million was
outstanding under the Series 2010 B portion of the bonds. The bonds contain an original issue discount that is being
amortized over the term of the notes. The unamortized discount on the bonds was $0.2 million at December 31, 2014.
At December 31, 2014, the Company was not in compliance with covenants contained in the Series 2010A and 2010B
bonds and has obtained a waiver from the Medical Clinical Board of the City of Hoover (see table above).
Senior Debt—Other Mortgage Indebtedness
Quail Creek Credit Facility
In September 2013, QC Property Holdings, LLC ("QC"), a wholly owned subsidiary of the Company, entered into a
loan agreement with Housing & Healthcare Funding, LLC in the amount of $5.0 million. The proceeds of this
agreement were used to repay certain outstanding bonds that were assumed by QC upon its acquisition of the skilled
nursing facility located in Oklahoma. Pursuant to the loan agreement, the bonds' outstanding principal and accrued
interest to the prepayment date in the amount of $3.1 million was deposited into a restricted defeased bonds escrow
account (see Senior Debt—Bonds, net of Discount, Quail Creek in this Note 9). The bonds were paid in full in March
2014.
The loan agreement matures on September 27, 2016 and accrues interest at the one-month LIBOR rate plus 4.75%.
The loan is secured by: (i) a first mortgage on the real property and improvements constituting the Quail Creek
facility; (ii) a first priority interest on all furnishing, fixtures and equipment associated with the Quail Creek facility;
and (iii) an assignment of all rents paid under any existing or future leases and rental agreements with respect to the
Quail Creek facility. AdCare has unconditionally guaranteed all amounts owning under the loan.
As of December 31, 2014, $5.0 million was outstanding under the loan agreement. The Company has $0.1 million of
restricted assets related to this loan. At December 31, 2014, the Company was in compliance with covenants
contained in the Quail Creek Credit Facility.
Woodland Manor
In connection with the Company's January 2012 acquisition of the skilled nursing facility known as Woodland Manor,
the Company entered into a loan agreement for $4.8 million (the "Woodland Crefit Facility") with PrivateBank. The
loan matured in December 2016 with a required final payment of $4.3 million and accrued interest at the LIBOR rate
plus 4% with a minimum rate of 6% per annum. The loan required monthly payments of principal and interest.
Deferred financing costs incurred on the loan amounted to $0.1 million and were being amortized to interest expense
over the life of the loan. The loan had a prepayment penalty of 5% through 2012, which declined by 1% each year
through 2015. The loan was secured by Woodland Manor and guaranteed by AdCare.
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On September 24, 2014, that certain Loan Agreement, dated December 30, 2011, with PrivateBank in the outstanding
principal amount of $4.5 million was repaid by the proceeds from the Woodland Credit Facility, noted above, and the
Company received net proceeds of $0.5 million for working capital purposes.
Little Rock, Northridge and Woodland Hills
On March 30, 2012, Little Rock HC&R Property Holdings, LLC ("Little Rock"), Northridge HC&R Property
Holdings, LLC ("Northridge") and Woodland Hills HC Property Holdings, LLC ("Woodland Hills"), in connection
with the Company's April 2012 acquisition of three skilled nursing facilities located in Arkansas known as Little
Rock, Northridge and Woodland Hills, entered into a loan agreement for $21.8 million with PrivateBank. The loan
originally matured in March 2017 with a required final payment of $19.7 million and has since been amended. The
loan accrues interest at the LIBOR rate plus 4% with a minimum rate of 6% per annum and requires monthly principal
payments plus interest for total current monthly payments of $0.2 million. Deferred financing costs incurred on the
loan amounted to $0.4 million and are being amortized to interest expense over the life of the loan. The loan has a
prepayment penalty of 5% through 2012 declining by 1% each year through 2015. The loan is secured by the three
facilities and guaranteed by Little Rock HC&R Nursing, LLC and AdCare.
On June 15, 2012, the Company entered into a modification agreement with PrivateBank to modify the terms of the
loan agreement. The loan modification agreement, among other things, amended the loan agreement to reflect a
maturity date of March 30, 2013.
A portion of the loan with respect to the Northridge facility and Woodland Hills facility was paid off and refinanced
with a portion of the proceeds from a new credit facility with KeyBank on December 28, 2012, as discussed below.
On December 28, 2012, certain subsidiaries of the Company entered into a Second Modification Agreement with
PrivateBank which modified the loan agreement. The modification, among other things, extended the term of the
PrivateBank loan from March 30, 2013 to December 31, 2016, released certain subsidiaries of the Company related to
the Northridge facility and Woodland Hills facility from liability under two of the promissory notes and other related
documents under the credit facility, and reduced the total outstanding amount owed under the credit facility from
$21.8 million to $13.7 million.
On June 27, 2013, certain subsidiaries of the Company entered into a Third Modification Agreement with
PrivateBank, dated as of June 26, 2013, which modified the loan agreement. Pursuant to the modification,
PrivateBank waived certain financial covenants under the credit facility regarding the minimum fixed charge coverage
ratio and minimum EBITDAR of one of the subsidiaries that is the operator of the Company's Little Rock facility.

On November 8, 2013, certain wholly-owned subsidiaries of the Company entered into a Fourth Modification
Agreement with PrivateBank which modified the loan agreement. Pursuant to the modification, among other things:
(i) Little Rock paid down $1.8 million of loan principal from the release of $1.4 million from a certain collateral
account and from the release of $0.4 million from a certain sinking fund account; (ii) Little Rock deposited $0.9
million into certain debt service reserve account, and (iii) PrivateBank modified certain financial covenants under the
credit facility regarding the minimum fixed charge coverage ratio and minimum EBITDAR, of one of the subsidiaries
that is the operator of the Company's Little Rock facility.
The Company has $0.9 million of restricted assets related to this loan. As of December 31, 2014, $11.6 million was
outstanding under loan agreement. At December 31, 2014, the Company was not in compliance with covenants
contained in the loan agreement and has obtained a waiver from PrivateBank (see table above).
Stone County
In June 2012, Stone County entered into two loan agreements with Metro City Bank in the amounts of $1.3 million
and $1.8 million. The proceeds of these agreements were used to refinance existing debt in the original principal
amount of $3.1 million and to acquire the assets of a skilled nursing facility located in Arkansas known as the Stone
County Nursing and Rehabilitation facility.
The $1.3 million loan from Metro City Bank was repaid with the funding from the CDC loan of $1.3 million. The $1.8
million Metro City Bank loan matures in June 2022 and accrues interest at the prime rate plus 2.25% with a minimum
rate of 6.25% per annum. Deferred financing costs incurred on this loan amounted to $0.1 million and are being
amortized to interest expense over the life of the loan. The loan has a prepayment penalty of 10% for any prepayment
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secured by the Stone County Nursing and Rehabilitation facility and is guaranteed by AdCare. The Company has $0.1
million of restricted assets related to this loan.
As of December 31, 2014, $1.7 million was outstanding under the Metro City Bank loan. At December 31, 2014, the
Company was in compliance with covenants contained in the Metro City Bank loan.
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Glenvue
In July 2012, Glenvue H&R Property Holdings LLC, a wholly-owned subsidiary of the Company, financed the
acquisition of the Glenvue facility, by entering into a loan agreement for $6.6 million with PrivateBank. The loan
matured in July 2014 with a required final payment of $6.4 million and accrued interest at an annual rate of the greater
of (i) 6.0% per annum; or (ii) the LIBOR rate plus 4.0% per annum. The loan required monthly payments of principal
and interest. Deferred financing costs incurred on the loan amounted to $0.1 million and were amortized to interest
expense over the life of the loan. The loan was secured by the Glenvue facility and guaranteed by AdCare. ,
On July 17, 2014, this wholly-owned subsidiary of the Company entered into a Modification Agreement with
PrivateBank, effective July 2, 2014, which modified the loan agreement. The modification, among other things: (i)
extended the maturity date of the loan agreement from July 2, 2014 to January 2, 2015; and (ii) amended certain
financial terms under the loan agreement regarding debt service and interest charges.
On September 24, 2014, the loan agreement in the outstanding principal amount of $6.4 million was repaid by the
proceeds from the Glenvue Credit Facility, noted above, and the Company received net proceeds of $1.8 million for
working capital purposes.
Companions Specialized Care
In August 2012, a wholly owned subsidiary of the Company financed the acquisition of Companions by entering into
a loan agreement for $5.0 million with Contemporary Healthcare Capital ("Contemporary"). The loan matures in
August 2015 with a required final payment of $5.0 million and accrues interest at a fixed rate of 8.5% per annum.
Deferred financing costs incurred on the loan amounted to $0.2 million and are being amortized to interest expense
over the life of the loan. The loan has a prepayment penalty of 5% during the first year of the term and 1% during the
second year of the term. The loan is secured by the Companions facility and guaranteed by AdCare.
As of December 31, 2014, $5.0 million was outstanding under the loan, and the Company has $2.0 million of
restricted assets related to this loan. At December 31, 2014, the Company was not in compliance with covenants
contained in the Contemporary loan and has obtained a waiver from Contemporary (see table above).
Northridge, Woodland Hills and Abington
On December 28, 2012, the Company's wholly owned subsidiaries which own the Northridge, Woodland Hills and
Abington facilities (the "KeyBank Borrowers") entered into a Secured Loan Agreement with KeyBank (the "KeyBank
Credit Facility"). The KeyBank Credit Facility provides for a $16.5 million principal amount senior secured credit
facility and matures on February 27, 2015; provided, however, that the KeyBank Borrowers may extend the maturity
date by an additional six months if certain conditions are met. Interest on the KeyBank Credit Facility accrues on the
principal balance thereof at an annual rate of 4.25% plus the current LIBOR rate. The KeyBank Credit Facility may be
prepaid at any time without premium or penalty, provided that the KeyBank Borrowers pay any costs of KeyBank in
re-employing such prepaid funds. AdCare and two of its subsidiaries have unconditionally guaranteed all amounts
owing under the KeyBank Credit Facility.
Proceeds from the KeyBank Credit Facility were used to repay: (i) all amounts outstanding under an unsecured
promissory note, dated April 1, 2012, issued by the Company in favor of Strome Alpha Offshore Ltd. in the amount of
$5.0 million; (ii) an existing credit facility with Metro City Bank with respect to the Abington facility in the amount of
$3.4 million; and (iii) the portion of the PrivateBank Credit Facility which relates to the Northridge and Woodland
Hills facilities in the amount of $8.1 million.
On March 28, 2014, the Company entered into a Fourth Amendment to the Secured Loan Agreement and Payment
Guaranty with KeyBank, which amended the KeyBank Credit Facility. Pursuant to the amendment, among other
things: (i) KeyBank waived the failure of certain financial covenants of such subsidiaries regarding fixed charge
coverage ratio, implied debt service coverage, and compliance of making a certain sinking fund payment due on
March 1, 2014, such that no default or events of default under the KeyBank Credit Facility occurred due to such
failure; (ii) modified and amended certain financial covenants regarding the Company’s fixed charge ratio and implied
debt service coverage; and (iii) paid down $3.4 million of loan principal from the release of $3.4 million from a
certain collateral account.
As of December 31, 2014, $12.0 million was outstanding under the KeyBank Credit Facility. The Company has $2.3
million of restricted assets related to this loan. At December 31, 2014, the Company was in compliance with
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In connection with the closing of the acquisition of the Sumter and Georgetown facilities located in South Carolina,
two wholly owned subsidiaries of AdCare Sumter Valley Property Holdings, LLC and Georgetown HC&R Property
Holdings, LLC entered into a Loan Agreement with Metro City Bank, dated December 31, 2012 in which Metro City
Bank issued a promissory note for an aggregate principal amount of $7.0 million. Interest on the loan accrues on the
principal balance thereof at an annual rate of 1.5% per annum plus the prime interest rate, to be adjusted quarterly (but
in no event shall the total interest be less than 5.50% per annum), and payments for the interest are payable monthly,
commencing on February 1, 2013. The entire outstanding principal balance of the loan, together with all accrued but
unpaid interest thereon, was payable on February 1, 2014. AdCare and certain of its subsidiaries have unconditionally
guaranteed all amounts owing under the loan.
In December 2013, the Company entered into a Note, Mortgage and Loan Agreement Modification Agreement with
Metro City Bank which modified the loan agreement, which: (i) extended the maturity date from February 1, 2014 to
February 1, 2015; (ii) increased the total amount available from $6.9 million to $9.0 million; (iii) established monthly
deposits of $14,000 as cash collateral which the Company will make through the maturity date; (iv) required the
Company to pay deferred financing fees of $0.2 million.
As of December 31, 2014, $9.0 million was outstanding under the loan, and the total restricted assets related to this
loan are $0.8 million. At December 31, 2014, the Company was in compliance with covenants contained in the loan
agreement.
Northwest
In connection with the acquisition of the Northwest Nursing Center facility, a wholly owned subsidiary of AdCare
issued a note pursuant to a Loan Agreement with First Commercial Bank, dated December 31, 2012, for a principal
amount of $1.5 million. The note matures on December 31, 2017. Interest on the note accrues on the principal balance
thereof at an annual rate equal to the prime interest rate (but in no event shall the interest rate be less than 5.00% per
annum), and payments for the interest are payable monthly, commencing on January 31, 2013. The entire outstanding
principal balance of the note, together with all accrued but unpaid interest thereon, is payable on December 31, 2017.
AdCare and certain subsidiaries of the Company have unconditionally guaranteed all amounts owing under the note.
As of December 31, 2014, $1.4 million was outstanding under the loan. At December 31, 2014, the Company was in
compliance with covenants contained in the Loan Agreement with First Commercial Bank.
Hembree Road Building
In November 2012, in connection with the acquisition of AdCare's corporate offices at Hembree Road, Roswell,
Georgia, a wholly owned subsidiary of AdCare issued a promissory note in favor of Fidelity Bank for a principal
amount of $1.1 million. The note matures in December 2017. Interest on the note accrues on the principal balance
thereof at a fixed rate of 5.5% per annum and payments for the interest and principal are due monthly, commencing in
December 2012. The entire outstanding principal balance of the note, together with all accrued but unpaid interest
thereon, is payable on December 31, 2017.
As of December 31, 2014, $1.0 million was outstanding under the loan. At December 31, 2014, the Company was in
compliance with covenants contained in the Fidelity Bank Promissory Note.
Other Mortgage Indebtedness
The Company has various term loans with respect to four skilled nursing facilities that totaled approximately $13.6
million at December 31, 2014. The combined mortgage notes require monthly principal and interest payments of
approximately $0.1 million with interest rates of 6.00% to 6.25%. The notes mature at various dates starting in 2016
through 2031. Deferred financing costs incurred on these loans amounted to approximately $0.5 million and are being
amortized to interest expense over the life of the notes. At December 31, 2014, the Company was not in compliance
with covenants contained in three of the four loans and has obtained waivers from PrivateBank (see table above).
Other Debt
Eaglewood Village Promissory Note
In January 2012, two wholly owned subsidiaries of AdCare issued a promissory note to the seller of the facility in the
amount of $0.5 million in connection with the January 2012 acquisition of the assisted living facility known as
Eaglewood Village located in Springfield, Ohio. The note matured in January 2014 and required a final payment of
$0.5 million. The note bore interest at 6.5% per annum payable monthly beginning in February 2012. The note
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In connection with the acquisition of the facility known as Sumter Valley Nursing and Rehab in December 2012, a
subsidiary of AdCare issued a promissory note to the seller of the facility in the amount of $0.3 million. Interest on the
note accrues at a rate of 6% per annum. Principal and interest payments on the note shall be due and payable monthly,
beginning on February 1, 2013, with a final payment due on the earlier of December 31, 2014, or the date upon which
the Company refinances its loan relating to the Sumter facility. AdCare has unconditionally guaranteed all amounts
owed under the note. The note was paid in full by the Company in December 2013 with funds received from the
refinance with Metro City discussed under the heading Senior Debt—Other Mortgage Indebtedness - Sumter Valley and
Georgetown in this Note 9.
Georgetown Promissory Note
In connection with the acquisition of the facility known as Georgetown Healthcare and Rehab in December 2012, a
subsidiary of AdCare issued a secured subordinated promissory note to the seller of the Georgetown facility in the
amount of $1.9 million. Interest on the note accrued at a rate of 7% per annum. Interest payments on the note were due
and payable monthly, beginning on February 1, 2013, with a final payment due on the earlier of December 31, 2013;
or the date upon which the Company refinanced its loan with Metro City Bank relating to the Georgetown Healthcare
and Rehab Facility. AdCare unconditionally guaranteed all amounts owing under the note. The note was paid in full
by the Company in December 2013 with funds received from the Metro City refinance discussed under the heading
Senior Debt—Other Mortgage Indebtedness - Sumter Valley and Georgetown in this Note 9.
Pinnacle Healthcare Promissory Notes
The Company previously issued promissory notes in the aggregate principal amount of $2.4 million. The notes
matured March 1, 2014, and bore interest at 7% payable quarterly in arrears the first day of each December, March,
June and September beginning December 1, 2011. This note was paid in full by the Company in March 2014.
Mountain Trace Promissory Notes
Mountain Trace ADK, LLC, a wholly owned subsidiary of AdCare, previously issued promissory notes in the
aggregate principal amount of $1.0 million. The notes matured April 1, 2013, and bore interest at 11% payable
quarterly in arrears the first day of each January, April, July and October beginning July 1, 2011. These notes were
paid in full by the Company on April 1, 2013.
First Insurance Funding
In March 2014, the Company obtained financing from First Insurance Funding and entered into Commercial Premium
Finance Agreements for several insurance programs, including general and professional liability, property, casualty,
crime, and employment practices liability effective January 1, 2014 and maturing on December 31, 2014. The total
amount financed was approximately $3.3 million requiring monthly payments of $0.3 million with an interest rate of
2.5%. At December 31, 2014, the outstanding amount was approximately $0.3 million.
Convertible Debt
Subordinated Convertible Notes Issued in 2010 (the "2010 Notes")
On October 26, 2010, the Company entered into a Securities Purchase Agreement with certain accredited investors
pursuant to which the Company sold to them an aggregate of $11.1 million in principal amount of the 2010 Notes,
bearing 10% interest per annum payable quarterly in cash in arrears beginning December 31, 2010.
On October 29, 2010, the Company entered into an amendment and joinder agreement to effectuate the sale of an
additional $0.8 million in principal amount of 2010 Notes. The initial sale of $11.1 million in principal amount of the
2010 Notes occurred on October 26, 2010, and the subsequent sale of $0.8 million in principal amount of the 2010
Notes occurred on October 29, 2010. The 2010 Notes had an original maturity date of October 26, 2013.
The 2010 Notes were convertible at the option of the holder into shares of common stock of the Company at a current
conversion price of $3.73 (adjusted for a 5% stock dividends paid on October 14, 2011 and October 22, 2012, and
subject to adjustment for stock dividends, stock splits, combination of shares, recapitalization and other similar
events) that were subject to future reductions if the Company issued equity instruments at a lower price. Since there
was no minimum conversion price resulting in an indeterminate number of shares to be issued in the future, the
Company determined an embedded derivative existed that was required to be bifurcated from the 2010 Notes and
accounted for separately as a derivative liability recorded at fair value. At the time of initial measurement, the
derivative had an estimated fair value of $2.6 million resulting in a discount on the 2010 Notes. The discount was
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Effective October 26, 2013, the Company entered into a Waiver, Amendment and Forbearance with holders of the
2010 convertible notes, pursuant to which the Company and the holders amended: (i) the requirement to adjust the
conversion price of the 2010 Notes for dilutive equity issuances (i.e., the "full ratchet and anti-dilution" provision); (ii)
extended the maturity date to August 29, 2014; and (iii) adjusted the interest rate to 12.0% per annum. Accordingly, a
minimum conversion price of $3.73 was set and a determinate number of shares was established, the result of which
was that the embedded derivative ceased to exist. The Company adjusted the carrying value of the derivative to zero
as of October 26, 2013.
During the twelve months ended December 31, 2014, holders of the 2010 notes converted approximately $6.9 million
of principal and accrued and unpaid interest outstanding under such notes into shares of common stock at a price of
$3.73 per share. The Company recognized a $1.8 million loss on extinguishment of debt during the twelve months
ended December 31, 2014 related to the difference between the conversion price and the market price on the date the
2010 Notes were converted into shares of common stock.
The schedule below summarizes the note conversions and number of shares of common stock issued for each
conversion since inception:

Date of conversion Conversion
Price

Shares of
Common Stock
Issued

Debt and Interest
Converted

2011:
July 2011 $4.13 18,160 $75,000
November 2011 $3.92 19,132 $75,000
Subtotal 37,292 $150,000
2013:
February 2013 $3.73 6,635 $24,749
March 2013 $3.73 6,635 $24,749
April 2013 $3.73 67,024 $250,000
August 2013 $3.73 284,878 $1,062,595
September 2013 $3.73 246,264 $918,553
October 2013 $3.73 448,215 $1,671,840
November 2013 $3.73 136,402 $508,778
December 2013 $3.73 82,326 $307,067
Subtotal 1,278,379 $4,768,331
2014:
January 2014 $3.73 788,828 $2,942,328
July 2014 $3.73 26,810 $100,000
August 2014 $3.73 1,045,575 $3,900,000
Subtotal 1,861,213 $6,942,328
   Total 3,176,884 $11,860,659
As of December 31, 2014, there was no outstanding balance under the 2010 Notes.
Subordinated Convertible Notes Issued in 2011 (the "2011 Notes")
On March 31, 2011, the Company entered into a Securities Purchase Agreement with certain accredited investors
pursuant to which the Company sold to them an aggregate of $2.1 million in principal amount of the 2011 Notes. On
April 29, 2011, the Company issued an additional $1.8 million in principal amount of the 2011 Notes. On May 6,
2011, the Company issued an additional $0.6 in principal amount of the 2011 Notes. Approximately $1.4 million of
the proceeds obtained were used to repay the short-term promissory note that was issued March 31, 2011 and related
accrued interest.
The 2011 Notes bore interest at 10% per annum and were payable quarterly in cash in arrears beginning June 30,
2011. The 2011 Notes matured on March 31, 2014. Debt issuance costs of $0.6 million were being amortized over the
life of the 2011 Notes.
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The 2011 Notes were convertible at the option of the holder into shares of common stock of the Company at a
conversion price of $4.80 per share (adjusted for a 5% stock dividends paid on October 14, 2011 and October 22,
2012, and subject to adjustment for stock dividends, stock splits, combination of shares, recapitalization and other
similar events). The 2011 Notes were unsecured and subordinated in right of payment to existing and future senior
indebtedness.
On March 28, 2014, certain holders of the 2011 Notes with an aggregate principal amount of $0.4 million surrendered
and cancelled such 2011 Notes in payment for 2014 Notes (as discussed and defined below) with an equal principal
amount. On March 31, 2014, the Company repaid the remaining outstanding principal amount of $4.0 million for the
2011 Notes plus all interest accrued and unpaid under the 2011 Notes (including those 2011 Notes surrendered and
cancelled in payment for 2014 Notes).
Subordinated Convertible Notes Issued in 2012 (the "2012 Notes")
On June 28, 2012, the Company entered into a Securities Purchase Agreement, dated as of June 28, 2012, with certain
accredited investors pursuant to which the Company sold to them on July 2, 2012 an aggregate of $7.5 million in
principal amount of the 2012 Notes. The 2012 Notes bear interest at 8% per annum and such interest is payable
quarterly in cash in arrears beginning on September 30, 2012. The 2012 Notes mature on July 31, 2015. The 2012
Notes are unsecured and subordinated in right of payment to existing and future senior indebtedness of the Company.
The $7.5 million principal amount of the 2012 Notes includes a refinancing of existing indebtedness of $5.0 million of
promissory notes issued to Cantone Asset Management LLC.
At any time on or after the six-month anniversary of the date of issuance of the notes, the notes are convertible at the
option of the holder into shares of common stock at a conversion price equal to $3.97 per share (adjusted for a 5%
stock dividend paid on October 22, 2012, and subject to adjustment for stock dividends, stock splits, combination of
shares, recapitalization and other similar events).
If at any time on or after the six-month anniversary date, the weighted average price of the common stock for any 20
trading days within a period of 30 days consecutive trading days equals or exceeds 200% of the conversion price and
the average daily trading volume of the common stock during such 20 days exceeds 50,000 shares, then the Company
may, subject to the satisfaction of certain other conditions, redeem the notes in cash at a redemption price equal to the
sum of 100% of the principal amount being redeemed plus any accrued and unpaid interest on such principal.
In addition, the holders of a majority of the aggregate principal amount of notes then outstanding may require the
Company to redeem all or any portion of the notes upon a change of control transaction, at a redemption price in cash
equal to 110% of the redemption amount. As of December 31, 2014, the outstanding principal amount of the 2012
Notes is $7.5 million.
Subordinated Convertible Promissory Notes Issued in 2014 (the "2014 Notes")
The Company entered into Subscription Agreements with certain accredited investors pursuant to which the Company
sold, on March 28, 2014, an aggregate of $6.5 million in principal amount of the 2014 Notes. The 2014 Notes bear
interest at 10.0% per annum and such interest is payable quarterly in cash in arrears beginning on June 30, 2014. The
2014 Notes mature on April 30, 2015. The 2014 Notes are unsecured and subordinated in right of payment to existing
and future senior indebtedness of the Company.
At any time on or after the date of issuance of the 2014 Notes, the 2014 Notes are convertible at the option of the
holder into shares of the common stock at an initial conversion price equal to $4.50 per share, subject to adjustment
for stock dividends, stock splits, combination of shares, recapitalization and other similar events.
The Company may prepay at any time, without penalty, upon 60 days prior notice, any portion of the outstanding
principal amount and accrued and unpaid interest thereon with respect to any 2014 Note; provided, however, that: (i)
the shares of common stock issuable upon conversion of any 2014 Note which is to be so prepaid must be: (a)
registered for resale under the Securities Act; or (b) otherwise sellable under Rule 144 of the Securities Act without
volume limitations thereunder; and (ii) at any time after the issue date of the 2014 Notes, the volume-weighted
average price of the common stock for ten consecutive trading days has equaled or exceeded 105% of the then-current
conversion price.
In addition, the holders holding a majority of the outstanding principal amount with respect to all the 2014 Notes may
require the Company to redeem all or any portion of the 2014 Notes upon a change of control at a redemption price
equal to the outstanding principal amount to be redeemed plus all accrued and unpaid interest thereon. Furthermore,
upon a change of control, the Company may redeem all or any portion of the 2014 Notes for a redemption price equal
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to the outstanding principal amount to be redeemed plus all accrued and unpaid interest thereon.
Park City Capital Offshore Master, Ltd. (“Park City Offshore”), an affiliate of Michael J. Fox, entered into a
Subscription Agreement with the Company pursuant to which the Company issued $1.0 million in principal amount of
the 2014 Notes. Mr. Fox is a director of Park City Offshore and a director of the Company and beneficial owner of
greater than 5% of the outstanding common stock. The 2014 Note was offered to and sold to Park City Offshore on
the same terms and conditions as all other buyers in the offering.
Approximately $14.0 million of the scheduled maturities in 2015 relate to the 2012 Notes and the 2014 Notes. While
management cannot predict with certainty, we anticipate that some holders of the subordinated convertible notes will
elect to convert their subordinated convertible notes into shares of common stock provided the common stock
continues to trade above the applicable conversion price for such notes. The conversion prices are $3.97 and $4.50 for
the 2012 and 2014 Notes, respectively. If all of the subordinated convertible notes had been converted to common
stock at December 31, 2014, then the Company would have been required to issue approximately 4.0 million shares of
common stock.
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NOTE 10. ACQUISITIONS
On February 15, 2013, the Company entered into a Purchase and Sale Agreement with Avalon Health Care, LLC
(“Avalon”) to acquire certain land, buildings, improvements, furniture, vehicles, contracts, fixtures and equipment
comprising: (i) a 180-bed skilled nursing facility known as Bethany Health and Rehab; and (ii) a 240-bed skilled
nursing facility known as Trevecca Health and Rehab, both located in Nashville, Tennessee.  The Company deposited
$0.4 million of earnest money escrow deposits in February 2013.  On June 1, 2013, the Purchase and Sale Agreement
was terminated due to the failure of the transaction to close by May 31, 2013. In connection with the termination of
the Purchase and Sale Agreement, the Company was seeking the return of $0.4 million previously deposited earnest
money escrow deposits.  On August 1, 2013, the Company entered into a settlement agreement regarding the return of
the $0.4 million previously deposited earnest money escrow deposits. Pursuant to the agreement, the previously
deposited earnest money escrow deposits were released and distributed, $0.3 million to the Company and $0.1 million
to Avalon, respectively.
 The Company incurred de minimis acquisition costs during the year ended December 31, 2014 and approximately
$0.6 million during the year ended December 31, 2013. Acquisition costs are recorded  in “Other Income (Expense)”
section of the Consolidated Statements of  Operations.
The Company had no acquisitions during the years ended December 31, 2014 or 2013.
NOTE 11. DISCONTINUED OPERATIONS
On December 1, 2012, the Company entered into a sublease arrangement to exit the operations of a skilled nursing
facility located in Jeffersonville, Georgia.
On February 28, 2013, the Company completed the sale of the facility known as Lincoln Lodge Retirement Residence
and used the proceeds to pay the principal balance of the HUD mortgage note with respect to the facility of $1.9
million. The Company recognized a gain on the sale of approximately $0.1 million and cash proceeds, net of costs and
debt payoff, of $0.6 million.

On May 6, 2013, Hearth & Home of Vandalia, Inc. (the “Vandalia Seller”), a wholly owned subsidiary of the Company,
sold to H & H of Vandalia LLC (the “Vandalia Purchaser”), pursuant to that certain Agreement of Sale, dated
October 11, 2012 and amended December 28, 2012 (as amended, the “Ohio Sale Agreement”), between the Company
and certain of its subsidiaries, including the Vandalia Seller (together, the “Ohio ALF Sellers”), on the one hand, and
CHP Acquisition Company, LLC (“CHP”) on the other hand, certain land, buildings, improvements, furniture, fixtures
and equipment comprising the Vandalia facility located in Vandalia, Ohio. CHP had previously assigned its rights in
the Ohio Sale Agreement with respect to the Vandalia facility to the Vandalia Purchaser.

The sale price for the Vandalia facility consisted of, among other items: (i) an assumption, by the Vandalia Purchaser,
of a mortgage in an aggregate amount of $3.6 million (the “Vandalia Mortgage”) that secures the Vandalia facility; and
(ii) a release of the Vandalia Seller from its obligations to Red Mortgage Capital, LLC (the “Vandalia Mortgagee”) and
HUD with respect to the Vandalia Mortgage, pursuant to a release and assumption agreement entered into among the
Vandalia Purchaser, the Vandalia Seller, HUD and the Vandalia Mortgagee. In connection with the sale of the
Vandalia facility, the Vandalia Seller and Vandalia Purchaser also entered into an assignment and assumption
agreement of trust funds and service contracts, containing customary terms and conditions. 

In June 2013, the Company entered into a Release Agreement with CHP amending the terms of the $3.6 million seller
note issued in the connection with the sale of four of the six Ohio assisted living facilities sold to CHP in the fourth
quarter of 2012. In exchange for a reduction in the Vandalia purchase price by $0.4 million, CHP agreed to
immediately payoff the seller note resulting in a net payment of $3.2 million. Proceeds from the $3.2 million payment
were used to fund a $2.0 million increase in collateralized restricted cash required by one of the Company’s lenders
and $1.2 million was received by the Company for working capital purposes. The Company recognized a loss on the
sale of Vandalia of $0.4 million.
On June 11, 2013, the Company completed the sale of its former Springfield, Ohio corporate office building which
was sold for the approximate net book value. The Company used the proceeds to pay off the principal balance of the
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mortgage note with respect to the building of approximately $0.1 million.
On June 12, 2013, the Company executed two sublease agreements to exit the skilled nursing business in Tybee
Island, Georgia, effective June 30, 2013, relating to two facilities.
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On December 18, 2013, Riverchase, our consolidated variable interest entity, entered into a sales listing agreement to
sell Riverchase Village, a 105-bed assisted living facility located in Hoover, Alabama.
During the twelve months ended December 31, 2013, the Company recognized a $0.5 million impairment charge to
write down the carrying value of certain lease rights, equipment, and leasehold improvement values of a facility
located in Thomasville, Georgia. The impairment charges represent changes in fair value from the carrying value.
During 2013, the Company recognized an impairment loss of $0.7 million related to two facilities located in Tybee
Island, Georgia.
For the year ended December 31, 2013, the Company determined that an impairment adjustment was required for the
goodwill recorded when the Company acquired the land, building, improvements, furniture, fixtures and equipment of
Companions on August 17, 2012. Accordingly, the Company recorded a goodwill impairment charge of $0.8 million
in the fourth quarter of 2013.
On March 31, 2014, the Company entered into a representation agreement to sell Companions, a 102-bed skilled
nursing facility located in Tulsa, Oklahoma, to exit the operations. During 2014, the Company recognized a $1.8
million loss on impairment to adjust the net book value of Companions to properly reflect the fair market value. In
March 2015, the Company entered into an asset purchase agreement to sell Companions. Closing is expected after
completion of customary closing conditions. (See Note 20 - Subsequent Events).
On July 1, 2014, the Company entered into an agreement, effective July 1, 2014, to sublease a 52-bed skilled nursing
facility located in Thomasville, Georgia to a local nursing home operator.
On September 22, 2014, as part of its ongoing strategic plan to transition from an owner and operator of healthcare
facilities to a healthcare property holding and leasing company, two wholly-owned subsidiaries of the Company
entered into separate lease agreements to lease a 182-bed skilled nursing facility located in Attalla, Alabama and a
124-bed skilled nursing facility located in Glencoe, Alabama to a local nursing home operator (the "Alabama
Operator") effective November 1, 2014.
On September 30, 2014, the lease agreement to operate a 90-bed skilled nursing facility located in Cassville, Missouri
expired. The Company elected not to renew the lease agreement consistent with its strategic plan to transition to a
healthcare property holding and leasing company.
On October 22, 2014, two wholly-owned subsidiaries of the Company entered into separate sublease agreements,
effective November 1, 2014, to sublease a 130-bed skilled nursing facility located in Dublin, Georgia and an 86-bed
skilled nursing facility located in Lumber City, Georgia to a local nursing home operator (the "Georgia Operator").
On November 1, 2014, and in connection with the October 22, 2014 sublease agreements, two wholly-owned
subsidiaries of the Company entered into separate operations transfer agreements, effective November 1, 2014, to
transfer the operations of a 130-bed skilled nursing facility located in Dublin, Georgia and a 86-bed skilled nursing
facility located in Lumber City, Georgia to the Georgia Operator. On November 1, 2014, and in connection with the
September 22, 2014 lease agreements, two wholly-owned subsidiaries of the Company entered into separate
operations transfer agreements with the Alabama Operator to transfer the operations of the 182-bed skilled nursing
facility located in Attalla, Alabama and the 124-bed skilled nursing facility located in Glencoe, Alabama to the new
operator effective upon full licensure and approval to operate the facilities in the state of Alabama.
On and effective as of November 1, 2014, two wholly-owned subsidiaries of the Company entered into separate
at-risk management agreements with the Alabama Operator to manage the 182-bed skilled nursing facility located in
Attalla, Alabama and the 124-bed skilled nursing facility located in Glencoe, Alabama. The at-risk management
agreements terminate on the day the Alabama Operator obtains full licensure and approval to operate the facilities in
the state of Alabama and the operations transfer agreements take effect.
As of December 1, 2014, the Alabama Operator had received full licensure and approval from the State of Alabama to
independently operate the 182-bed skilled nursing facility located in Attalla, Alabama and the 124-bed skilled nursing
facility located in Glencoe, Alabama. In accordance with the at-risk management agreements and operations transfer
agreements, operations were immediately transferred from the two wholly-owned subsidiaries of the Company to the
Alabama Operator on December 1, 2014.
The results of operations and cash flows for the Jeffersonville, Georgia skilled nursing facility, the two skilled nursing
facilities in Tybee Island, Georgia, the assisted living facility in Hoover, Alabama, the skilled nursing facility in Tulsa,
Oklahoma,
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the skilled nursing facility in Thomasville, Georgia, the two skilled nursing facilities in Attalla, Alabama and Glencoe,
Alabama, the skilled nursing facility in Cassville, Missouri, and the two skilled nursing facilities in Dublin, Georgia
and Lumber City, Georgia are reported as discontinued operations in 2014 and 2013.
For the discontinued operations, the patient care revenue, related cost of services, and facility rental expense prior to
the commencement of subleasing are classified in the activities below.
The following table summarizes the activity of discontinued operations for the years ended December 31, 2014 and
2013:

(Amounts in 000’s) December 31,
2014

December 31,
2013

Total revenues from discontinued operations $32,282 $43,532
Net loss from discontinued operations $(1,510 ) $(1,255 )
Interest expense, net from discontinued operations $(1,049 ) $(1,128 )
Income tax benefit (expense) from discontinued operations $253 $(33 )
Loss on impairment from discontinued operations $(1,782 ) $(1,972 )
Loss on disposal of assets from discontinued operations $— $(467 )

Assets and liabilities of the disposal groups held for sale at December 31, 2014 and 2013 are as follows:

Amounts in (000's) December 31,
2014

December 31,
2013

Property and equipment, net $3,777 $400
Other assets 2,036 —
Assets of disposal group held for sale $5,813 $400

Notes payable $5,197 $—
Liabilities of disposal group held for sale $5,197 $—

Certain assets of Companions have been reclassified to Assets of disposal group held for sale as of December 31,
2014 are included in the table above. These certain assets of Companions had been classified as Assets of disposal
group held for use at December 31, 2014 and are shown in the table below.
Amounts in (000's) December 31, 2014 December 31, 2013
Property and equipment, net — 5,135
Assets of disposal group held for use — 5,135
On December 18, 2013, Riverchase, our consolidated variable interest entity, executed a sales listing agreement for
the 105-unit assisted living facility located in Hoover, Alabama to exit the operations (for further information on our
variable interest entity, see Note 15 - Variable Interest Entity). Assets and liabilities of the variable interest entity held
for sale at December 31, 2014 and 2013 are as follows:
Amounts in (000's) December 31, 2014 December 31, 2013
Property and equipment, net 5,893 5,893
Other assets 31 52
Assets of variable interest entity held for sale 5,924 5,945

Bonds payable 5,956 6,034
Liabilities of variable interest entity held for sale 5,956 6,034
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NOTE 12. PREFERRED STOCK
Preferred Stock Offerings
On November 7, 2012, the Company sold 450,000 shares of its Series A Preferred Stock offered at $23 per share in a
registered public offering. The Company received proceeds from the offering of $9.2 million after deducting
underwriting discounts and other offering-related expenses of $1.2 million.
The liquidation preference of the Series A Preferred Stock is $25 per share. Cumulative dividends accrue and are paid
in the amount of $2.72 per share each year, which is equivalent to 10.875% of the $25 liquidation preference per
share. The dividend rate may increase under certain circumstances.
On October 28, 2013, the Company sold 500,000 shares of its Series A Preferred Stock at $25 per share in a registered
public offering. The Company received proceeds from the offering of $11.3 million after deducting underwriting
discounts and other offering-related expenses of $1.2 million.
Holders of the Series A Preferred Stock generally have no voting rights but have limited voting rights under certain
circumstances. The Company may not redeem the Series A Preferred Stock before December 1, 2017, except the
Company is required to redeem the Series A Preferred Stock following a "Change of Control," as defined in the
Company's Articles of Incorporation. On and after December 1, 2017, the Company may, at its option, redeem the
Series A Preferred Stock, in whole or in part, by paying $25 per share, plus any accrued and unpaid dividends to the
redemption date.
The change-in-control provision requires the Series A Preferred Stock to be classified as temporary equity because,
although deemed a remote possibility, a purchaser could acquire a majority of the voting power of the outstanding
common stock without company approval, thereby triggering redemption. FASB ASC Topic 480-10-S99-3A, SEC
Staff Announcement: Classification and Measurement of Redeemable Securities, requires classification outside of
permanent equity for redeemable instruments for which the redemption triggers are outside of the issuer's control. The
assessment of whether the redemption of an equity security could occur outside of the issuer's control is required to be
made without regard to the probability of the event or events that may result in the instrument becoming redeemable.
NOTE 13. STOCKHOLDERS' EQUITY
Shares Authorized and Reserved
At December 31, 2014, the Company had reserved approximately 7.7 million shares of its authorized but unissued
common stock for possible future issuance in connection with the following outstanding items:

Shares (000's)
Options outstanding and authorized for future grants in approved plans for stock options 935
Common stock warrants outstanding — employees 1,689
Common stock warrants outstanding — nonemployees 1,028
Convertible shares issuable under debt agreements (including additional 20% required under
agreements) 4,000

Total authorized shares reserved 7,652

NOTE 14. STOCK BASED COMPENSATION
The following table summarizes employee and nonemployee stock based compensation for the years ended
December 31, 2014 and 2013:

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

205



Table of Contents

December 31,
Amounts in (000's) 2014 2013
Employee compensation:
Stock options $305 $522
Employee warrants 149 140
Management restricted stock 139 28
Total employee stock-based compensation expense $593 $690
Non-employee compensation
Board restricted stock $315 $268
Board stock options 236 117
Warrants 11 22
Total non-employee stock-based compensation expense $562 $407
Total stock-based compensation expense $1,155 $1,097
The Company uses the Black-Scholes-Merton option-pricing model for estimating the fair values of employee share
options, employee and nonemployee warrants and similar instruments with the following key assumptions:
Expected Dividend Yield:    The Company has not historically paid cash dividends on its common stock. Accordingly,
our expected dividend yield is zero.
Expected Volatility:    The Company estimates the expected volatility factor using the Company's historical stock
price volatility.
Risk-Free Interest Rate:    The Company bases the risk-free interest rate on the U.S. Treasury yield curve in effect at
the time of grant or warrant for the period of the expected term as described.
Expected Term:    The Company currently uses a simplified method for calculating the expected term based on the
historical exercises of employee options and warrants and contractual expiration dates. For nonemployee warrants
awarded to certain service providers or financing partners, the Company uses the contractual life of the warrants as the
expected term, as the Company does not have sufficient experience with the service providers or financing partners to
determine when they could be expected to exercise their warrants.
The assumptions used in calculating the fair value of employee stock options and warrants using the
Black-Scholes-Merton option-pricing model are set forth in the following table:

2014 2013
Dividend Yield — % — %
Expected Volatility 40.9% - 51.0% 43.3% - 63.2%
Risk-Free Interest Rate 0.89% - 1.73% 0.12% - 0.88%
Expected Term 5.2 years 5.2 years
The assumptions used in calculating the fair value of nonemployee stock options and warrants using the
Black-Scholes-Merton option-pricing model are set forth in the following table:

2014 2013
Dividend Yield — % — %
Expected Volatility 38.9% - 39.7% 46.9% - 50.3%
Risk-Free Interest Rate 0.73% - 1.06% 0.07% - 0.32%
Expected Term 2 - 10 years 2 - 10 years
Employee and Non-employee Stock Options
The Company has three employee stock option plans:
•The 2004 Stock Incentive Plan, which expired March 31, 2014.
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•The 2005 Stock Incentive Plan, which expires September 30, 2015 and provides for a maximum of 578,812 shares ofcommon stock to be issued.

•The 2011 Stock Incentive Plan, which expires March 28, 2021 and provides for a maximum of 2,152,500 shares ofcommon stock to be issued.
All three plans permit the granting of incentive or nonqualified stock options. The 2011 Stock Incentive Plan also
permits the granting of restricted stock. The plans are administered by the Board which has the authority to determine
the employees to whom awards will be made, the amounts of the awards, and the other terms and conditions of the
awards. The Company intends to use only the 2011 Stock Incentive Plan to make future grants. The number of
securities remaining available for future issuance is 471,526.
The following summarizes the Company's employee and non-employee stock option activity for the years ended
December 31, 2014 and 2013:

Number
of
Shares (000's)

Weighted
Average
Exercise
Price

Weighted
Average
Remaining
Contract Life

Aggregate
Intrinsic
Value (000's)

Outstanding at December 31, 2012 1,351 $4.57
Granted 778 $4.23
Exercised (10 ) $3.52
Forfeited (210 ) $4.10
Expired (105 ) $3.62
Outstanding at December 31, 2013 1,804 $4.54 7.5 years $448
Vested at December 31, 2013 539 $4.77 5.9 years $177
Vested or Expected to Vest at December 31, 2013
(a) 1,592 $4.59 5.9 years $400

Outstanding at December 31, 2013 1,804 $4.54
Granted 159 $4.01
Exercised (251 ) $3.83
Forfeited (581 ) $4.17
Expired (196 ) $4.35
Outstanding at December 31, 2014 935 $4.91 7.3 years $61
Vested at December 31, 2014 647 $5.28 6.7 years $48
Vested or Expected to Vest at December 31, 2014
(a) 893 $4.94 7.3 years $61

(a) Includes forfeiture adjusted unvested shares.
The weighted average grant date fair value of options granted during the years ended December 31, 2014 and 2013,
was $1.61 and $1.92, respectively. At December 31, 2014, the Company has approximately $0.4 million of
unrecognized compensation expense related to unvested options. Assuming no pre-vesting forfeitures, this expense
will be recognized as a charge to earnings over a weighted-average remaining service period of 2.1 years. The total
intrinsic value of options exercised during the years ended December 31, 2014 and 2013, was $0.1 million and $0.02
million, respectively.
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The following summary information reflects stock options outstanding, vested and related details as of December 31,
2014:

Stock Options Outstanding Options Exercisable

Exercise Price
Number
Outstanding
(000's)

Weighted
Average
Remaining
Contractual Term
(in years)

Weighted
Average
Exercise
Price

Vested and
Exercisable
(000's)

Weighted
Average
Exercise Price

$1.30 16 0.9 $1.30 16 $1.30
$1.31 - $3.99 181 7.2 $3.91 54 $3.93
$4.00 - $4.30 383 7.8 $4.13 245 $4.10
$4.31 - $4.99 40 8.5 $4.51 17 $4.61
$5.00 - $7.62 315 7.0 $6.67 315 $6.67
Total 935 7.3 $4.91 647 $5.28

In addition to the Company's stock option plans, the Company grants stock warrants to officers, directors, employees
and certain consultants to the Company from time to time as determined by the Board and, when appropriate, the
Compensation Committee of the Board. The Board administers the granting of warrants, determines the persons to
whom awards will be made, the amount of the awards, and the other terms and conditions of the awards.
Employee Common Stock Warrants
The following summarizes the Company's employee common stock warrant activity for the years ended December 31,
2014 and 2013:

Number
of
Shares (000's)

Weighted
Average
Exercise
Price

Weighted
Average
Remaining
Contract Life

Aggregate
Intrinsic
Value (000's)

Outstanding at December 31, 2012 1,806 $2.98
Granted 70 $5.90
Exercised — $—
Forfeited — $—
Outstanding at December 31, 2013 1,876 $3.09 4.8 years $2,415
Vested at December 31, 2013 1,701 $2.90 4.4 years $2,402
Vested or Expected to Vest at December 31, 2013
(a) 1,855 $3.07 4.8 years $2,414

Outstanding at December 31, 2013 1,876 $3.09
Granted 300 $4.49
Exercised (367 ) $3.45
Forfeited (82 ) $5.33
Expired (39 ) $2.59
Outstanding at December 31, 2014 1,688 $3.16 4.6 years $1,696
Vested at December 31, 2014 1,389 $2.87 3.5 years $1,696
Vested or Expected to Vest at December 31, 2014
(a) 1,618 $3.10 4.4 years $1,696

(a) Includes forfeiture adjusted unvested shares.
The weighted average grant date fair value of employee warrants granted during the year ended December 31, 2014
and 2013, was $1.68 and $3.06, respectively. The Company has approximately $0.5 million of unrecognized
compensation expense related to unvested employee warrants as of December 31, 2014. Assuming no pre-vesting
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of 2.8 years.
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Restricted Stock
In December 2013, the Company issued, pursuant to the 2011 Stock Incentive Plan, 30,000 shares of common stock
with a three-year restriction to its Chief Financial Officer. The restricted stock has all the rights of a shareholder from
the date of grant including, without limitation, the right to receive dividends and the right to vote. The Company
determined the fair value of the restricted stock at date of grant to be equal to the grant date closing stock price of
$4.34.
In October 2014, 20,000 of the shares of common stock with a three-year restriction were forfeited upon the
resignation of the Company's Chief Financial Officer. The related compensation expense recognized for the years
ended December 31, 2014 and 2013, was $0.04 million and $0.001 million, respectively.
On October 10, 2014, pursuant to the 2011 Stock Incentive Plan, the Company granted 150,000 shares of common
stock with a three-year restriction to its President and Chief Executive Officer. The restricted stock shall vest as to
one-third of the shares on each of the three subsequent anniversaries of the grant date and has all the rights of a
shareholder from the date of grant including, without limitation, the right to receive dividends and the right to vote.
The Company determined the fair value of the restricted stock at date of grant to be equal to the grant date closing
stock price of $4.49. The related compensation expense recognized for the year ended December 31, 2014 was $0.04
million.
On December 17, 2014, pursuant to the 2011 Stock Incentive Plan, the Company granted 70,515 shares of common
stock with a three-year restriction, depending upon the agreement, to its Board. The three-year restricted stock shall
vest in full on the three-year anniversary subsequent to the grant date and the three-year restricted stock shall vest as to
one-third of the shares on each of the three subsequent anniversaries of the grant date. The restricted stock has all the
rights of a shareholder from the date of grant including, without limitation, the right to receive dividends and the right
to vote. The Company determined the fair value of the restricted stock at date of grant to be equal to the grant date
closing stock price of $3.90. The related compensation expense recognized for the year ended December 31, 2014 was
$0.01 million.
The following summarizes the Company's restricted stock activity for the year ended December 31, 2014 and 2013:

Number
of
Shares (000's)

Weighted Avg.
Grant Date
Fair Value

Unvested at December 31, 2012 284 3.20
Granted 30 $4.34
Vested — $—
Forfeited — $—
Unvested at December 31, 2013 314 $3.31

Granted 221 $4.30
Vested (10 ) $4.34
Forfeited (20 ) $4.34
Unvested at December 31, 2014 505 $3.68
The weighted average grant date fair value of restricted stock awards granted during the years ended December 31,
2014 and 2013 was $4.30 and $4.34, respectively. The Company has approximately $1.0 million of unrecognized
compensation expense related to unvested restricted stock awards as of December 31, 2014. Assuming no pre-vesting
forfeitures, this expense will be recognized as a charge to earnings over a weighted-average remaining service period
of 2.6 years.
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Nonemployee Common Stock Warrants
The following summarizes the Company's nonemployee common stock warrant activity for the period ended
December 31, 2014 and 2013:

Number
of
Shares (000's)

Weighted
Average
Exercise
Price

Weighted
Average
Remaining
Contract Life

Aggregate
Intrinsic
Value (000's)

Outstanding at December 31, 2012 1,961 $3.77
Granted 85 $3.96
Exercised (28 ) $1.05
Forfeited (29 ) $2.27
Outstanding at December 31, 2013 1,989 $3.84 1.0 year $1,054
Vested at December 31, 2013 1,989 $3.84 1.0 year $1,054
Vested or Expected to Vest at December 31, 2013
(a) 1,989 $3.84 1.0 year $1,054

Outstanding at December 31, 2013 1,989 $3.84
Granted 274 $4.12
Exercised (908 ) $3.59
Forfeited — $—
Expired (327 ) $4.49
Outstanding at December 31, 2014 1,028 $3.93 2.3 years $124
Vested at December 31, 2014 803 $3.90 1.6 years $124
Vested or Expected to Vest at December 31, 2014
(a) 1,028 $3.93 2.3 years $124

(a) Includes forfeiture adjusted unvested shares.
During the years ended December 31, 2014 and 2013, the Company granted warrants to nonemployees with a
weighted-average grant date fair value of $1.48 and $1.14, respectively. The warrants have contractual terms between
two and ten years. The Company has approximately $0.3 million of unrecognized compensation expense related to
unvested employee warrants as of December 31, 2014. Assuming no pre-vesting forfeitures, this expense will be
recognized as a charge to earnings over a weighted-average remaining service period of 2.0 years. The total intrinsic
value of nonemployee common stock warrants exercised during the years ended December 31, 2014 and 2013, was
$0.8 million and $0.1 million, respectively.

120

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

211



Table of Contents

The table below reflects the outstanding options and warrants by exercise price:

Options (000's) Employee Warrants (000's) Non-employee Warrants
(000's) Exercise Price

202 $1.04
16 $1.30

198 $1.93
221 $2.57
116 $2.59
221 $3.43
116 $3.46

50 $3.80
548 $3.81

104 $3.90
77 105 $3.93

85 $3.96
225 $4.04

2 $4.05
248 $4.06

55 $4.08
32 $4.11
101 $4.30

116 $4.32
15 $4.33

16 $4.37
300 $4.49

49 $4.50
70 $4.58

25 $4.61
105 $5.71

23 $5.90
105 $6.67
105 $7.62
935 1,688 1,028

NOTE 15. VARIABLE INTEREST ENTITIES
The Company has one variable interest entity that is required to be consolidated because AdCare has control as
primary beneficiary. A "primary beneficiary" is the party in a VIE that has both of the following characteristics: (i)
The power to direct the activities of the VIE that most significantly impact the VIE's economic performance and (ii)
the obligation to absorb losses of the VIE that could potentially be significant to the VIE or the right to receive
benefits from the VIE that could potentially be significant to the VIE. For a further description of the VIE, see Note 19
- Related Party Transactions - "Riverchase".
On June 22, 2013, the Company and Riverchase Village ADK, LLC ("Riverchase"), our consolidated variable interest
entity which is owned and controlled by Christopher Brogdon (a Company Director and a greater than 5% beneficial
owner of the common stock), agreed to mutually terminate the five year management agreement, dated June 22, 2010,
pursuant to which a subsidiary of the Company supervised the management of the Riverchase Village facility, a
105-bed assisted living facility located in Hoover, Alabama and owned by Riverchase, for a monthly fee equal to 5%
of the monthly gross revenues of the
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Riverchase Village facility.

On June 22, 2013, a wholly owned subsidiary of the Company and Mr. Brogdon amended the Option Agreement,
dated June 22, 2010, pursuant to which the Company has the exclusive and irrevocable right to acquire from
Mr. Brogdon all of the issued and outstanding membership interests in Riverchase, which owns the Riverchase
Village facility.  The amendment extended the option provided for thereby from June 22, 2013 to June 22, 2014.

On December 18, 2013, Riverchase entered into a sales listing agreement to sell the Riverchase Village facility. On
April 1, 2014, Riverchase entered into a purchase and sale agreement to sell the Riverchase Village facility to a
third-party purchaser; however, the agreement was terminated on August 6, 2014.
On March 3, 2014, the Company and certain of its subsidiaries entered into a letter agreement, dated as of February
28, 2014 (the "Letter Agreement"), with Mr. Brogdon and entities controlled by Mr. Brogdon, which: (i) amended the
Company's previously-existing option to acquire all of the issued and outstanding membership interests in Riverchase
until June 22, 2015; and (ii) reduced the purchase price for the exercise of such option to $1.00. Furthermore, the
Letter Agreement provides that, upon the closing of the sale of the Riverchase Village facility to an arms-length third
party purchaser, regardless of whether the Company has exercised its option to purchase Riverchase, the net sales
proceeds from such sale shall be distributed as follows: (a) one-half of the net sales proceeds will be paid to the
Company; (b) the remaining net sales proceeds will be paid to the Company to satisfy the outstanding principal
balance and interest (if any) then due under the promissory note issued by Mr. Brogdon in favor of the Company with
an original principal amount of $523,663, with such payment to be applied in the order of scheduled amortization
under the note; and (c) the balance of net sales proceeds will be paid to the Company.
On May 15, 2014, the Company and certain of its subsidiaries entered into an Amendment to the Letter Agreement
(the "Letter Agreement First Amendment"), pursuant to which the Company agreed to pay $92,323 (the "Tax
Payment") to the appropriate governmental authorities of Jefferson County, Alabama, such amount representing
outstanding real property taxes due on the Riverchase Village facility. The Company determined that it was in its best
interest to make the Tax Payment in order to preserve the Company's interest in the sale of the Riverchase Village
facility. In connection with the Tax Payment, the parties also agreed to amend and restate the promissory note issued
by Mr. Brogdon in favor of the Company to reflect a new principal amount of $615,986, which amount represents the
original principal amount of the note plus the Tax Payment. Furthermore, the Letter Agreement First Amendment
amended the Letter Agreement to provide that, if the closing of the sale of the Riverchase Village facility does not
occur on or before December 31, 2014, then a payment of principal under the amended and restated promissory note
equal to the Tax Payment will be due and payable to the Company on or before January 31, 2015.
On October 10, 2014, AdCare and certain of its subsidiaries entered into a second amendment to the Letter
Agreement, as amended (the “Letter Agreement Second Amendment”), with Mr. Brogdon and entities controlled by Mr.
Brogdon, pursuant to which the Company reduced the principal amount of the note issued by Mr. Brogdon by the
amount equal to $92,323 (which represents the amount of the Tax Payment) plus $255,000 (which represents an offset
of amounts owed by the Company to Mr. Brogdon under his Consulting Agreement with the Company). The Letter
Agreement Second Amendment also amended the Letter Agreement, as amended, to provide that upon the closing of
the sale of the Riverchase Village facility to a third party purchaser, the net sales proceeds from such sale shall be
distributed so that any net sales proceeds shall first be paid to the Company to satisfy the $177,323 outstanding under
the note issued by Riverchase to the Company, which note is discussed below. The Letter Agreement was amended a
third time in March 2015 (see Note 20 - Subsequent Events).
AdCare is a guarantor of Riverchase’s obligations with respect to certain revenue bonds issued by the City of Hoover
in connection with the Riverchase Village facility, and in order to preserve the Company's interest in the sale of the
Riverchase Village facility, the Company made a payment in the amount of $85,000 (the "Principal Obligation") on
behalf of Riverchase with respect to its obligations under the bonds. On October 10, 2014, Riverchase issued a
promissory note in favor of the Company in the principal amount of $177,323, which represented the amount of Tax
Payment plus the Principal Obligation. The note does not bear interest and is due upon the closing of the sale of the
Riverchase Village facility. This note was subsequently amended in March 2015 (see "Note 20 - Subsequent Events").
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The following summarizes the assets and liabilities of the variable interest entities included in the consolidated
balance sheets:
Riverchase Village Facility—Assets and Liabilities:

December 31,
(Amounts in 000's) 2014 2013
Cash $— $—
Accounts receivable — 119
Assets of variable interest entity held for sale 5,924 5,945
Other assets 343 371
Total assets $6,267 $6,435

Accounts payable $1,923 $1,793
Accrued expenses 651 58
Current portion of notes payable 177 184
Liabilities of variable interest entity held for sale 5,956 6,034
Noncontrolling interest (2,440 ) (1,634 )
Total liabilities $6,267 $6,435

NOTE 16. COMMITMENTS AND CONTINGENCIES
Regulatory Matters
Laws and regulations governing Federal Medicare and State Medicaid programs are complex and subject to
interpretation. Compliance with such laws and regulations can be subject to future governmental review and
interpretation as well as significant regulatory action including fines, penalties, and exclusion from certain
governmental programs. The Company believes that it is in compliance in all material respects with all applicable
laws and regulations.
A significant portion of the Company's revenue is derived from Medicaid and Medicare, for which reimbursement
rates are subject to regulatory changes and government funding restrictions. Any significant future change to
reimbursement rates could have a material effect on the Company's operations.
Legal Matters
The skilled nursing business involves a significant risk of liability due to the age and health of the Company's patients
and residents and the services the Company provides. The Company and others in the industry are subject to an
increasing number of claims and lawsuits, including professional liability claims, which may allege that services have
resulted in personal injury, elder abuse, wrongful death or other related claims. The defense of these lawsuits may
result in significant legal costs, regardless of the outcome, and can result in large settlement amounts or damage
awards.
In addition to the potential lawsuits and claims described above, the Company is also subject to potential lawsuits
under the Federal False Claims Act and comparable state laws alleging submission of fraudulent claims for services to
any healthcare program (such as Medicare) or payer. A violation may provide the basis for exclusion from federally
funded healthcare programs.
As of December 31, 2014 and 2013, the Company does not have any material loss contingencies recorded or requiring
disclosure based upon the evaluation of the probability of loss from known claims, except as disclosed below.
In 2012, the Company was named as a defendant in two related lawsuits asserting breach of contract claims arising
out of consulting agreements executed in 2010 in connection with the Company's becoming the operator of certain
leased facilities that were previously operated by a third-party. The same transaction was already the subject of
litigation commenced by the Company in 2011 against several entities which had previously operated the leased
facilities. After becoming the operator of the leased facilities, the Company incurred certain losses for pre-closing
activities for which the Company was entitled to indemnification. The Company sought to enforce its rights to
indemnity by filing a lawsuit against the former operators of the leased facilities for breach of contract and related tort
claims, and the Company proceeded to set off its losses against payment due under the consulting agreements
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quarter of 2012, a settlement was reached with respect to the three lawsuits that permitted the Company to eliminate a
previously accrued liability in light of the lower than expected settlement amount of $1.0 million resulting in a
non-cash settlement gain of $0.4 million recognized in the third quarter of 2012. During the third quarter of 2012, $0.3
million of the settlement was paid. During 2013, the remaining settlement of $0.2 million was paid.
On June 24, 2013, South Star Services, Inc. (“SSSI”), Troy Clanton and Rose Rabon (collectively, the “Plaintiffs”) filed a
complaint in the District Court of Oklahoma County, State of Oklahoma against: (i) AdCare, certain of its wholly
owned subsidiaries and Boyd P. Gentry, AdCare’s former Chief Executive Officer (collectively, the “AdCare
Defendants”); (ii) Christopher Brogdon (a director of the Company, owner of greater than 5% of the outstanding
commons stock and a former Chief Acquisition Officer of the Company) and his wife; and (iii) five entities controlled
by Mr. and Mrs. Brogdon, which entities own five skilled-nursing facilities located in Oklahoma (the “Oklahoma
Facilities”) that are managed by an AdCare subsidiary. The complaint alleges, with respect to the AdCare Defendants,
that: (i) the AdCare Defendants tortuously interfered with contractual relations between the Plaintiffs and
Mr. Brogdon, and with Plaintiffs’ prospective economic advantage, relating to SSSI’s right to manage the Oklahoma
Facilities and seven other skilled-nursing facilities located in Oklahoma (collectively, the “Facilities”), respectively;
(ii) the AdCare Defendants fraudulently induced the Plaintiffs to perform work and incur expenses with respect to the
Facilities; and (iii) one of the AdCare subsidiaries which is an AdCare Defendant provided false and defamatory
information to an Oklahoma regulatory authority regarding SSSI’s management of one of the Oklahoma Facilities. The
complaint sought damages against the AdCare Defendants, including punitive damages, in an unspecified amount, as
well as costs and expenses, including reasonable attorney fees.  On March 7, 2014, the Plaintiffs filed an amended
complaint in which they alleged additional facts regardin
g the alleged fraudulent inducement caused by Mr. and Mrs. Brogdon and the AdCare Defendants. On February 10,
2015, Plaintiffs and the defendants participated in a voluntary mediation in an attempt to resolve the case. Although
the case did not settle at the mediation, Plaintiffs and defendants continued to negotiate over the following weeks and
executed a settlement agreement on March 30, 2015 (the "Clanton Settlement Agreement") to settle all claims for a
lump sum payment of $2,000,000. Under the Clanton Settlement Agreement, the Company is to pay $600,000 to the
Plaintiffs with the balance thereof to be paid by two of the Company's insurance carriers. The Company and the other
defendants in the matter deny all of the Plaintiff's claims and any wrongdoing but agreed to settle the matter to avoid
the continued expense and unpredictability of litigation.
On October 2, 2013, the Company responded to certain letters received from Georgia Department of Community
Health ("GDCH") in September 2013 requesting payment of past due provider fees totaling $1.2 million for certain
nursing facilities for periods prior to the Company's operation of the facilities. The Company received a final
determination from GDCH in April 2014 confirming the Company was responsible for the payment of approximately
$0.1 million relating to these past due provider fees. The Company paid these past due provider fees in the second
quarter of 2014.

On March 7, 2014 the Company responded to a letter received from the Ohio Attorney General ("OAG") dated
February 25, 2014 demanding repayment of approximately $1.0 million as settlement for alleged improper Medicaid
payments related to seven Ohio facilities affiliated with the Company. The OAG alleged that the Company had
submitted improper Medicaid claims for independent laboratory services for glucose blood tests and capillary blood
draws. The Company intends to defend itself against the claims. The Company has not recorded a liability for this
matter because the liability, if any, and outcome cannot be determined at this time.

On October 30, 2014, the Company and the prior owner of a certain 118-bed skilled nursing facility located in
Oklahoma City, Oklahoma entered into a confidential settlement agreement that resolved pending claims between the
parties, including breach of contract and tort claims that had been asserted by the Company and\or its affiliates. As a
result of the settlement, the Company has not recorded a reserve against any receivable that it contended might be
owed.

Income Tax Examinations
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In early 2014, the Internal Revenue Service ("IRS") initiated an examination of the Company's income tax return for
the 2011 income tax year. On May 7, 2014, the IRS completed and closed the examination and no changes were
required to the Company's 2011 income tax return.
In October 2014, the Georgia Department of Revenue ("GDOR") initiated an examination of the Company's Georgia
income tax returns and net worth returns for the 2010, 2011, 2012, and 2013 income tax years. To date, the GDOR has
not proposed any adjustments.
To the Company's knowledge, it is not currently under examination by any other major income tax jurisdiction.
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Commitments
Special Termination Benefits
In 2014, the Company incurred certain salary retirement and continuation costs of approximately $2.6 million related
to separation agreements with certain of the Company's current and former officers, an amendment to the consulting
agreement with Mr. Brogdon (a Company Director), and future severance due to certain employees resulting from the
Company's transition from an owner and operator of healthcare properties to lessor and sublessor of healthcare
properties. The benefits include wage continuation and fringe benefits which are to be paid out to these former officers
and employees over various future periods ranging from a one-month period to a 12-month period.
Commitment to Future Lease Payments
A leased skilled nursing facility has signed a security agreement associated with the lessor, Covington Realty, LLC, in
conjunction with the lessor's refinancing of the project through HUD. The commitment gives the lender the right to
pursue the facility for unpaid lease payments to the lessor.

NOTE 17. INCOME TAXES
The provision for income taxes attributable to continuing operations for the years ended December 31, 2014 and 2013
are presented below.

December 31,
(Amounts in 000's) 2014 2013
Current Tax Expense:
Federal $— $—
State 34 55

$34 $55
Deferred Tax Expense:
Federal $95 $87
State 3 —

$98 $87
Total income tax expense $132 $142
The income tax expense applicable to continuing and discontinued operations is presented below.

December 31,
(Amounts in 000's) 2014 2013
Income tax expense on continuing operations $132 $142
Income tax (benefit) expense on discontinued operations (253 ) 33
Total income tax (benefit) expense $(121 ) $175
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At December 31, 2014 and 2013, the tax effect of significant temporary differences representing deferred tax assets
and liabilities are as follows:

December 31,
(Amounts in 000's) 2014 2013
Net current deferred tax asset:
Allowance for doubtful accounts $2,513 $1,638
Accrued expenses 807 48

3,320 1,686
Net long-term deferred tax asset (liability):
Net operating loss carry forwards 14,172 8,789
Property, equipment & intangibles (2,363 ) (2,346 )
Stock based compensation 725 1,081
Convertible debt adjustments 785 2,141
Other — —

13,319 9,665
Total deferred tax assets 16,639 11,351
Valuation allowance (16,675 ) (11,542 )
Net deferred tax liability $(36 ) $(191 )
The items accounting for the differences between income taxes computed at the federal statutory rate and the
provision for income taxes are as follows:

December 31,
2014 2013

Federal income tax at statutory rate 34.0  % 34.0  %
State and local taxes 6.9  % (0.5 )%
Consolidated VIE LLC's (1.5 )% (2.0 )%
Nondeductible expenses (9.7 )% (4.8 )%
Other (0.2 )% (1.7 )%
Change in valuation allowance (28.8 )% (26.3 )%
Effective tax rate 0.7  % (1.3 )%
As of December 31, 2014, the Company had consolidated federal net operating loss ("NOL") carry forwards of $38.6
million. These NOLs begin to expire in 2018 through 2034 and currently are offset by a full valuation allowance. As
of December 31, 2014, the Company had consolidated state NOL carry forwards of $27.3 million. These NOLs begin
to expire in 2015 through 2034 and currently are offset by a full valuation allowance.
Given the Company's historical net operating losses, a full valuation allowance has been established on the Company's
net deferred tax assets. The Company has generated additional deferred tax liabilities related to its tax amortization of
certain acquired indefinite lived intangible assets because these assets are not amortized for book purposes. The tax
amortization in current and future years gives rise to a deferred tax liability which will only reverse at the time of
ultimate sale or book impairment. Due to the uncertain timing of this reversal, the temporary differences associated
with indefinite lived intangibles cannot be considered a source of future taxable income for purposes of determining a
valuation allowance. As such, the deferred tax liability cannot be used to support an equal amount of the deferred tax
asset related to the NOL carry forward ("naked credit"). This resulted in recognizing deferred federal and state tax
expense of $0.1 million and $0.1 million for the years ended December 31, 2014 and 2013, respectively, and a
deferred tax liability of $0.04 million and $0.2 million for the years ended December 31, 2014 and 2013, respectively.
In early 2014, the IRS initiated an examination of the Company's income tax return for the 2011 income tax year. On
May 7, 2014, the IRS completed and closed the examination and no changes were required to the Company's 2011
income tax return.
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In October 2014, the GDOR initiated an examination of the Company's Georgia income tax returns and net worth
returns for the 2010, 2011, 2012, and 2013 income tax years. To date, the GDOR has not proposed any adjustments.
The Company is not currently under examination by any other major income tax jurisdiction.

NOTE 18. BENEFIT PLANS
The Company sponsors a 401(k) plan, which provides retirement benefits to eligible employees. All employees are
eligible once they reach age 21 years and complete one year of eligible service. The Company's plan allowed eligible
employees to contribute up to 20% of their eligible compensation, subject to applicable annual Internal Revenue Code
limits. The Company provides 50% matching on employee contributions, up to 2% of the employee's salary. Total
matching contributions during the years ended December 31, 2014 and 2013 were approximately $0.1 million and
$0.1 million, respectively.
The Company pursued remedial actions under the Voluntary Correction Programs ("VCP") of the Employee
Compliance Resolution System contained in IRS Revenue Procedure 2008-50 to conform the 401(k) plan's terms to
the plan's administration. The Company received notice on November 21, 2013 that the IRS accepted the Company's
proposed correction without any assessment of fees or penalties.
NOTE 19. RELATED PARTY TRANSACTIONS
Riverchase
On April 9, 2010, Riverchase, then a wholly owned subsidiary of the Company, entered into a Purchase Agreement
with an Oklahoma limited liability company controlled by a bank ("Riverchase Seller") to acquire the assets of
Riverchase Village, a 105-bed assisted living facility located in Hoover, Alabama, for a purchase price of
approximately $5.0 million. On June 22, 2010, the Company assigned to Christopher Brogdon 100% of the
membership interests in Riverchase. On June 25, 2010, Riverchase, then owned by Mr. Brogdon, purchased
Riverchase Village pursuant to the terms of the Purchase Agreement.
In connection with financing of the acquisition of Riverchase Village, Riverchase borrowed from the Medical Clinic
Board of the City of Hoover the proceeds from the issuance of $5.9 million First Mortgage Healthcare Facility
Revenue Bonds (Series 2010 A) and $0.5 million First Mortgage Revenue Bonds (Series B), which proceeds were
used to acquire Riverchase Village, pay the cost of certain repairs and improvements to Riverchase Village, fund
certain services and pay the cost of the issuance of the bonds. As part of the financing, AdCare guaranteed
Riverchase's obligations under the bonds. In June 2010, Riverchase Seller refunded to AdCare the $250,000 of earnest
money it had deposited in connection with the Riverchase Village transaction.
As consideration for the assignment of 100% of the membership interests in Riverchase to Mr. Brogdon and AdCare's
guaranteeing the bonds, Mr. Brogdon granted to Hearth & Home of Ohio, Inc. ("Hearth & Home"), a wholly owned
subsidiary of AdCare, an exclusive and irrevocable option pursuant to an Option Agreement to acquire Riverchase
(the "Riverchase Option") through June 22, 2012 for an exercise price of $100,000 and otherwise under the same
terms and conditions set forth in the Purchase Agreement. In addition, a wholly owned subsidiary of AdCare entered
into a five-year year Management Agreement with Riverchase pursuant to which such subsidiary supervised the
management of the Riverchase Village facility for a monthly fee equal to 5% of the monthly gross revenues of the
Riverchase Village facility. On June 22, 2013, the Management Agreement was mutually terminated by Riverchase
and the Company.
On July 26, 2012, Hearth & Home and Mr. Brogdon amended the Option Agreement to extend the last date on which
the Riverchase Option may be exercised through June 22, 2013. On June 22, 2013, Hearth & Home and Mr. Brogdon
further amended the Option Agreement to extend the last date on which the Riverchase Option may be exercised
through June 22, 2014. On March 3, 2014, Hearth & Home and Mr. Brogdon further amended the Option Agreement
to: (i) extend the last date on which the Riverchase Option may be exercised through June 22, 2015; and (ii) reduce
the purchase price for the Riverchase Option to $1.00.

On April 1, 2014, Riverchase entered into a purchase and sale agreement to sell the Riverchase Village facility to a
third-party purchaser; however, the agreement was terminated on August 6, 2014.
Office Subleases and Purchase
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Properties, LLC ("JRT") on a month-to-month basis Building 1145 of the Offices at Hembree, a condominium used
by the
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Company as its service center and administrative offices, located in Roswell, Georgia (the "Hembree Facility").
Mr. Brogdon's son is a one-third owner of JRT. Pursuant to this sublease, the Company paid to JRT on a monthly
basis base rent of approximately $10,458. The Company paid an aggregate of $115,035 in rent under this sublease in
2012. The Company also paid to unrelated third parties amounts for utilities, property taxes and building association
dues with respect to the Hembree Facility.
On June 4, 2012, ADK Hembree Road Property, LLC ("ADK Hembree"), wholly owned subsidiary of the Company,
entered into a Purchase Agreement with JRT to acquire the Hembree Facility. On November 30, 2012, ADK Hembree
acquired the Hembree Facility from JRT pursuant to the Purchase Agreement for an aggregate purchase price of
$1,083,781 and, in connection therewith, ADK Hembree issued a promissory note in favor of Fidelity Bank for a
principal amount of $1,050,000.
Termination of Sublease
On May 6, 2014, ADK Administrative Property, LLC, a wholly owned subsidiary of the Company (“ADK Admin”),
and Winter Haven Homes, Inc. (“Winter Haven”), an entity controlled by Mr. Brogdon, entered into a Sublease
Termination Agreement, pursuant to which ADK Admin and Winter Haven terminated, effective as of May 31, 2014,
that certain Sublease Agreement between them dated as of May 1, 2011. Pursuant to the Sublease Agreement, ADK
Admin subleased from Winter Haven certain office space located at Two Buckhead Plaza, Atlanta, Georgia, with rent
of approximately $5,000 payable monthly through November 2018. The sublease termination agreement terminated,
as of May 31, 2014, all obligations of ADK Admin under the Sublease Agreement, including all obligations to pay
rent. Winter Haven agreed to the termination of the sublease agreement in consideration for a portion of the amounts
payable to Mr. Brogdon pursuant to the Amended Consulting Agreement.
Harrah, McLoud and Meeker-Management Agreement

On July 26, 2013, a wholly-owned subsidiary of the Company entered into management agreements with entities
owned and controlled by Mr. Brogdon, which entities own the skilled-nursing facilities located in Oklahoma known as
Harrah Nursing Center, McLoud Nursing Center and Mecker Nursing Center. Pursuant to the management
agreements, the AdCare subsidiary has agreed to manage the operations of these facilities. The management
agreements have initial terms of five years and shall renew automatically for one-year terms thereafter. Pursuant to the
management agreements, the entities owned and controlled by Mr. Brogdon which own the facilities shall pay to the
AdCare subsidiary a fee equal to 5% of the monthly gross revenues of the facilities.

Effective March 1, 2014, the Company terminated the management agreements with respect to Harrah Nursing
Center, McLoud Nursing Center and Mecker Nursing Center.
Oklahoma Owners
Effective August 1, 2011, the Oklahoma Owners, who are controlled by Mr. Brogdon and his spouse, acquired the
Oklahoma Facilities. In connection with the closing of this acquisition: (i) the Company paid closing costs on behalf
of the Oklahoma Owners in the amount of $56,894 (which amount was refunded to the Company in February 2012);
and (ii) AdCare Oklahoma Management, LLC, a wholly-owned subsidiary of the Company ("AdCare Oklahoma"),
entered into a five-year Management Agreement with the Oklahoma Owners pursuant to which AdCare Oklahoma
supervised the management of the Oklahoma facilities for a monthly fee equal to 5% of the monthly gross revenues of
the Oklahoma Facilities.
In December 2012: (i) the Oklahoma Owners entered into a $1.0 million senior secured credit agreement with
Gemino; and (ii) AdCare Oklahoma entered into a Management Fee Subordination Agreement pursuant to which
AdCare Oklahoma agreed to subordinate its right to payment of all management fees owed to AdCare Oklahoma by
the Oklahoma Owners to such credit agreement with Gemino. However, AdCare Oklahoma could continue to accept
such management fees owed to it under the Management Agreements, so long as no event of default has occurred
under the credit agreement entered into among the third-party lender and the Oklahoma Owners.

Effective as of March 1, 2014, the Company terminated the Management Agreements with respect to the Oklahoma
Facilities. On March 3, 2014, the Company, Mr. Brogdon and entities controlled by Mr. Brogdon entered into an
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third-party.
Red Rose Facility
In October 2011, pursuant to the terms of an Assignment of Lease and Landlord's Consent, Rose Missouri
Nursing, LLC, a wholly owned subsidiary of the Company, became the tenant and operator of the Red Rose facility, a
90-bed skilled nursing facility located in Cassville, Missouri. In connection with this transaction, Mr. Brogdon and his
spouse, each guaranteed the
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performance of the Company's obligations, including payment obligations, under the Lease. In consideration of these
guaranties, the Company paid to Mr. Brogdon the amount of $25,000 as a guaranty fee.
Golden Years Manor
In January 2012, a wholly owned subsidiary of the AdCare entered into a Purchase and Sale Agreement with Gyman
Properties, LLC to acquire a 141-bed skilled nursing facility located in Lonoke, Arkansas, known as Golden Years
Manor, for an aggregate purchase price of $6.5 million. Pursuant to the Purchase and Sale Agreement, the Company
deposited approximately $0.3 million into escrow to be held as earnest money. In May 2012, the Company decided
not to pursue the acquisition of Golden Years Manor because it determined that the facility no longer met its
investment criteria. At the time of such determination, the Company was not entitled to reimbursement of its deposit
under the Purchase and Sale Agreement. Subsequently, the Company assigned all of its rights under the Purchase and
Sale Agreement to GL Nursing, LLC, an entity affiliated with Mr. Brogdon. In connection with such assignment, GL
Nursing, LLC agreed to reimburse to the Company the deposit and all of its out-of-pocket costs relating to Golden
Years Manor upon the closing of the acquisition, which occurred on May 31, 2012. The assignment provided the
Company with an opportunity to recoup the deposit and out-of-pocket costs which would otherwise have been
forfeited if the assignment had not occurred. As of December 31, 2013, the Company has recorded a receivable of
$0.2 million  in connection with the assignment.
Consulting Agreements
In December 2012, the Company entered into a Consulting Agreement with Mr. Brogdon pursuant to which
Mr. Brogdon will be compensated by the Company for providing consulting services related to the acquisition and
financing of skilled nursing facilities. The Consulting Agreement terminates on December 31, 2015 and, if it is not
terminated prior to December 31, 2015, will renew automatically for successive one-year terms until terminated. As
compensation for his services under the Consulting Agreement, Mr. Brogdon shall receive: (i) $10,000 per month in
year one; (ii) $15,000 per month in year two; and (iii) $20,000 per month in year three of the Consulting Agreement.
In addition, Mr. Brogdon shall receive a success fee of $20,000 for each completed transaction; provided, however,
unless approved by a majority vote of the Board of Directors of the Company, such success fees on a one-year basis
shall not exceed $80,000 in year one, $120,000 in year two and $160,000 in year three of the Consulting Agreement.
In addition, no success fee shall be paid for transactions involving leased facilities or transactions in which the overall
consideration is less than $2,500,000. In the event the Consulting Agreement is terminated by the Company without
cause, the Company shall provide severance pay to Mr. Brogdon in an amount equal to 18 months of Mr. Brogdon's
maximum total compensation (including success fees).
On May 6, 2014, the Company and Mr. Brogdon entered into an Amendment to Consulting Agreement (the
"Amended Consulting Agreement"), which amended that certain Consulting Agreement, dated December 31, 2012,
between the Company and Mr. Brogdon (the "Original Consulting Agreement"), to restructure amounts payable to Mr.
Brogdon thereunder. As compensation for his services under the Original Consulting Agreement, Mr. Brogdon was
entitled to receive: (i) $10,000 per month in year one of the agreement; (ii) $15,000 per month in year two of the
agreement; and (iii) $20,000 per month in year three of the agreement. The Amended Consulting Agreement
eliminated the monthly payments to Mr. Brogdon and instead provides for an aggregate consulting fee equal to
$400,000 (the "Consulting Fee"), paid or payable as described below:

•

Under the Amended Consulting Agreement, Mr. Brogdon is entitled to receive a success fee of $25,000 (increased
from $20,000 under the Original Consulting Agreement) for each potential acquisition identified by Mr. Brogdon
which the Company completes (the “Success Fee”); provided, however, that the Success Fee shall not exceed $160,000
in any calendar year without a majority vote of the Board of Directors.

•The fee originally payable to Mr. Brogdon upon termination of the Original Consulting Agreement without cause
(approximately $550,000 for such termination prior to a change of control and approximately $1.1 million for such
termination within six months after a change of control) was eliminated in the Amended Consulting Agreement.
Instead, Mr. Brogdon will receive a fee of $500,000 if a change of control occurs on or before May 1, 2015 (the
“Change of Control Fee”) and the Amended Consulting Agreement has not been earlier terminated. If a change of
control occurs after May 1, 2015, then no Change of Control Fee is payable. The Amended Consulting Agreement
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will terminate immediately upon a change of control and the unpaid portion of the Consulting Fee, any accrued and
unpaid Success Fee and Change of Control Fee (if applicable) will be paid to Mr. Brogdon upon the closing of the
change of control.

On May 6, 2014, the Company paid a one-time payment of $100,000 in respect to the Consulting Fee, with the
remainder of the Consulting Fee payable in monthly payments of $15,000, commencing June 1, 2014, until paid in
full. The Amended Consulting Agreement also provided that, notwithstanding the foregoing, if the Riverchase Village
facility (which is owned by an entity which is owned and controlled by Mr. Brogdon and that is our VIE) was sold
prior to September 1, 2014, then the amount of the unpaid Consulting Fee would be reduced by (and offset against)
the aggregate principal balance owed by Mr. Brogdon to the Company under the promissory note executed by Mr.
Brogdon in favor of the Company, with any remaining balance of the
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Consulting Fee owed to Mr. Brogdon to be paid in cash at closing. However, because the sale of the Riverchase
Village facility was not completed prior to September 1, 2014, the balance of the Consulting Fee owed to Mr.
Brogdon by the Company in the amount of $255,000 was offset against the remaining amount owed by Mr. Brogdon
to the Company under the promissory note, thereby reducing the principal amount of the promissory note to $268,663
(see Note 15 - Variable Interest Entity). No success fee was paid to Mr. Brogdon pursuant to the Consulting
Agreement in the years ended December 31, 2014 or December 31, 2013.    
In December 2012, the Company entered into agreements to indemnify Mr. Brogdon with respect to certain personal
guarantees Mr. Brogdon previously made with respect to loans on the Hembree Facility and the Red Rose facility. The
Company has agreed to reimburse Mr. Brogdon for any costs, losses, damages, claims and expenses under the
guarantees so long they are not due to Mr. Brogdon's gross negligence, fraud, intentional misrepresentation, willful
misconduct, bad faith or criminal act.
Settlement and Indemnification Agreement.
On March 26, 2015, the Company and certain entities controlled by Christopher Brogdon entered into a Settlement
and Indemnification Agreement with respect to: (i) certain claims made by the Brogdon entities in connection with
management and administrative services provided by the Company to the Brogdon entities under various management
agreements; and (ii) certain pending, or threatened, legal proceedings against the Company and certain of its
subsidiaries, and Mr. Brogdon and certain entities controlled by him, including the litigation filed in the District Court
of Oklahoma County, State of Oklahoma and described in Part I, Item 3, “Legal Proceedings” (collectively, and
including any unasserted claims arising from the management agreements, the “Adcare Indemnified Claims”). Pursuant
to the Settlement and Indemnification Agreement, the Company agreed to contribute up to $0.6 million towards the
settlement of the litigation, and Mr. Brogdon and the Brogdon entities agree to release the Company from any and all
claims arising in connection with the management agreements and to indemnify the Company with respect to the
AdCare Indemnified Claims.
Cantone
In March 2012, the Company issued an unsecured promissory note to Cantone Asset Management LLC in the
principal amount of $3.5 million. In connection with the issuance of the promissory note to Cantone Asset
Management LLC, the Company also issued to Cantone Asset Management LLC a warrant to purchase 300,000
shares of common stock. In April 2012, the Company issued an unsecured promissory note to Cantone Asset
Management LLC in the principal amount of $1.5 million. In July 2012, the Company and Cantone Asset
Management LLC refinanced these two promissory notes. The promissory notes were canceled and terminated in
exchange for the issuance by the Company to Cantone Asset Management LLC of an 8% convertible subordinated
note in a principal amount of $5.0 million.
In connection with the issuance of the promissory notes to Cantone Asset Management LLC in March and April of
2012, Cantone Research, Inc. agreed to provide the Company with certain consulting services for a monthly fee if the
Company and Cantone Asset Management LLC (or an affiliated entity) did not agree to the terms of an additional
financing arrangement pursuant to which it (or affiliated entity) would loan to the Company at least $4.0 million for a
four-year term. In July 2012, the consulting agreement was revised so as to provide for a certain monthly fee payable
to Cantone Research, Inc. regardless of whether the Company and Cantone Asset Management LLC agreed to an
additional financing arrangement. Furthermore, under the terms of the revised consulting agreement, the Company
issued to Cantone Research, Inc. 50,000 shares of common stock and a warrant to purchase 100,000 shares of
common stock. The Company paid to Cantone Research, Inc. $30,000 and $40,000 during 2013 and 2012,
respectively, in fees pursuant to the consulting agreement.
In July 2012 and March 2011, the Company issued and sold to certain accredited investors an aggregate of $7.5
million and $4.5 million in principle amount of subordinated convertible promissory notes, respectively. In connection
with the offerings, Cantone Research, Inc. acted as the exclusive agent with respect to the private placement of the
notes. The Company paid to Cantone Research, Inc. $42,500 and $60,000 to act as the placement agent pursuant to the
July 2012 and March 2011 offerings, respectively.

Park City Capital
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On March 27, 2014, the Company accepted a Subscription Agreement from Park City Capital Offshore Master, Ltd.
(“Park City Offshore”), an affiliate of Michael J. Fox, pursuant to which the Company issued to Park City Offshore in
March 2014 $1.0 million in principal amount of the 2014 Notes. Mr. Fox is a director of Park City Offshore and a
director of the Company and a beneficial owner of 5% of the outstanding common stock. The promissory note was
offered to and sold to Park City Offshore on the same terms and conditions as all other buyers in the offering.
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On March 31, 2015, the Company accepted a Subscription Agreement from Park City Capital Offshore, for 2015
Notes with an aggregate principal amount of $1.0 million. The 2015 Note was offered to Park City Offshore on the
same terms and conditions as all other investors in the offering except the 2015 Note to be issued to Park City Capital
Offshore is not subject to any Adjustment for Dilutive Equity Issuances.

Doucet Asset Management, LLC  

On February 4, 2015, Doucet Capital, LLC, Doucet Asset Management, LLC, Christopher L. Doucet and Suzette A.
Doucet jointly filed with the SEC a Schedule 13D reporting beneficial ownership of greater than 5% of the common
stock.

On March 31, 2015, the Company accepted Subscription Agreements from Christopher L. Doucet and Suzette A.
Doucet for 2015 Notes with an aggregate principal amount of $0.3 million. The 2015 Notes were offered to them on
the same terms and conditions as all other investors in the offering. With respect to the offering of 2015 Notes,
Institutional Securities Corporation served as the placement agent and Doucet Asset Management, LLC served as the
selected dealer. Institutional Securities Corporation is affiliated with Doucet Asset Management, LLC and is entitled
to receive a placement agent fee in the offering of approximately $0.1 million, assuming payment of all 2015 Notes
subscribed for by investors identified by the placement agent.
Other than the items discussed above, there are no other material undisclosed related party transactions. For purposes
of the disclosure in this Note 19, note that (i)Mr. Brogdon is a Director, holds greater than 5% of the outstanding
common stock and, during 2012, served as the Company's Chief Acquisition Officer ; and (ii) Cantone Asset
Management LLC and Cantone Research, Inc. are affiliates of Anthony J. Cantone, who filed with the SEC in July
2013 a Form 4 reporting that he beneficially owned greater than 10% of the outstanding common stock.
NOTE 20. SUBSEQUENT EVENTS
The Company has evaluated all subsequent events through the date the consolidated financial statements were issued
and filed with the SEC. The following is a summary of the material subsequent events.
Debt Modifications 
Northwest Amendment
On January 30, 2015, a certain wholly-owned subsidiary of the Company, entered into a Fourth Amendment with
Gemino which amended the Northwest Credit Facility. The Northwest Amendment extends the term of the Northwest
Credit Facility from January 31, 2015 to March 31, 2015.
Bonterra Amendment
On January 30, 2015, a certain wholly owned subsidiary of the Company, entered into a Seventh Amendment with
Gemino to the Gemino-Bonterra Credit Facility. The Bonterra Amendment extends the term of the Gemino-Bonterra
Credit Facility from January 31, 2015 to March 31, 2015.
Georgetown and Sumter Credit Facility
On January 30, 2015, two wholly-owned subsidiaries of the Company, entered into a Loan Agreement (the
"Georgetown and Sumter Credit Facility"), between Georgetown, Sumter and PrivateBank. The Georgetown and
Sumter Credit Facility provides for a $9.3 million principal amount secured credit facility.
The Georgetown and Sumter Credit Facility matures on September 1, 2016. Interest on the Georgetown and Sumter
Credit Facility accrues on the principal balance thereof at the LIBOR rate plus 4.25%. Interest payments on the note
shall be due and payable monthly, beginning on March 1, 2015. The Georgetown and Sumter Credit Facility is
secured by, among other things, an assignment of all rents paid under any existing or future leases and rental
agreements with respect to the Georgetown and Sumter Credit Facility.
The Georgetown and Sumter Credit Facility contains customary events of default, including fraud or material
misrepresentation or material omission, failure to make required payments, and failure to perform or comply with
certain agreements. Upon the occurrence of certain events of default, PrivateBank may terminate the Georgetown and
Sumter Credit Facility and all amounts under the Georgetown and Sumter Credit Facility will become due and
payable.
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AdCare has unconditionally guaranteed all amounts owing under the Georgetown and Sumter Credit Facility.
Proceeds from the Georgetown and Sumter Credit Facility were used to pay off all amounts outstanding under a
separate $9.0 million credit facility with Metro City Bank under which certain subsidiaries of the Company were
borrowers.
Northridge, Woodland Hills and Abington Credit Facility
On February 25, 2015, three wholly-owned subsidiaries of the Company entered into a Loan Agreement (the
"Northridge, Woodland Hills and Abington Credit Facility") with PrivateBank. The Northridge, Woodland Hills and
Abington Credit Facility provides for a $12.0 million principal amount secured credit facility.
The Northridge, Woodland Hills and Abington Credit Facility matures on September 1, 2016. Interest accrues on the
principal balance thereof at the LIBOR rate plus 4.25%. Principal and interest payments on the note shall be due and
payable monthly, beginning on March 1, 2015. The facility is secured by, among other things, an assignment of all
rents paid under any existing or future leases and rental agreements with respect to the Northridge, Woodland Hills
and Abington Credit Facility.
AdCare has unconditionally guaranteed all amounts owing under the Northridge, Woodland Hills and Abington Credit
Facility. Proceeds from the Northridge, Woodland Hills and Abington Credit Facility were used to pay off all amounts
outstanding under a separate $12.0 million credit facility with KeyBank under which certain subsidiaries of the
Company were borrowers.
Leases and Subleases
Arkansas Subleases
On January 16, 2015, ten wholly-owned subsidiaries (each, an “Aria Sublessor”) of the Company entered into separate
sublease agreements pursuant to which each Aria Sublessor will lease one of ten skilled nursing facilities located in
Arkansas, and owned by a subsidiary of AdCare, to a wholly-owned subsidiary of Aria Health Group, LLC (each, an
"Aria Sublessee"), commencing on the first day of the month, subject to, among other things: (i) such Aria Sublessee’s
receipt of all licenses and other approvals from the State of Arkansas to operate such facility; and (ii) approval of the
mortgage lender with respect to such facility. Each sublease agreement is structured as triple net lease wherein the
Aria Sublessee is responsible for the day-to-day operation, ongoing maintenance, taxes and insurance for the duration
of the sublease. Pursuant to each sublease agreement, the initial lease term is five years with a five-year renewal
option. The annual rent under all of the sublease agreements in the first year will be $6.5 million in the aggregate, and
the annual rent under each sublease will escalate at 2% each year through the initial term and 3% per year upon
renewal. The sublease agreements are cross-defaulted.
In connection with entering into the sublease agreements, each Aria Sublessor and Aria Sublessee also entered into an
operations transfer agreement with respect to the applicable facility, each containing customary terms and conditions.
Georgia Subleases
On January 31, 2015, a wholly-owned subsidiary (“Wellington Sublessor”) of the Company entered into separate
sublease agreements pursuant to which Wellington Sublessor will lease two skilled nursing facilities located in
Georgia, to affiliates of Wellington Health Services (each a "Wellington Sublessee") commencing on April 1, 2015,
subject to, among other things, each Wellington Sublessee’s receipt of all licenses and other approvals from the State
of Georgia to operate such facility. The facilities are currently leased by Wellington Sublessor, as tenant, pursuant to a
lease agreement dated August 1, 2010 (the "Prime Lease") with William M. Foster, as landlord. Each sublease
agreement is structured as triple net lease wherein the Wellington Sublessee is responsible for the day-to-day
operation, ongoing maintenance, taxes and insurance for the duration of the sublease. The initial term of each sublease
agreement will expire on July 31, 2020 coterminous with the Prime Lease. If Wellington Sublessor and landlord agree
to extend the term of the Prime Lease, Wellington Sublessee has the right to extend the term of the sublease
agreements through the end of the renewal term of the Prime Lease. The annual rent under the two sublease
agreements in the first year will be $0.3 million in the aggregate, and the annual rent under each sublease will escalate
at 1% each year through the initial term and 2% per year through the renewal term, if any. The sublease agreements
are cross-defaulted.
In connection with the sublease agreements, the current licensed operators (wholly-owned subsidiaries of Wellington
Sublessor) and the Wellington Sublessees also entered into operations transfer agreements with respect to the
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On February 18, 2015, a wholly-owned subsidiary (“College Park Sublessor”) of the Company entered into separate
sublease agreements pursuant to which Sublessor will lease one skilled nursing facility located in Georgia, to affiliates
of C.R.
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of College Park, LLC (the "College Park Sublessee") commencing on April 1, 2015, subject to, among other things,
the College Park Sublessee's receipt of all licenses and other approvals from the State of Georgia to operate such
facility. The sublease agreement is structured as triple net lease wherein the Sublessee is responsible for the
day-to-day operation, ongoing maintenance, taxes and insurance for the duration of the sublease. The initial term of
the sublease agreement will expire on April 30, 2020 and has a five year renewal option. The annual rent under the
sublease agreement in the first year will approximate $0.6 million annually, and the annual rent will escalate at $12
thousand annually through the lease term.
In connection with the sublease agreements, the current licensed operator (wholly-owned subsidiary of College Park
Sublessor) and the College Park Sublessee also entered into an operations transfer agreement with respect to the
applicable facility, containing customary terms and conditions relating to the transfer of operations of skilled nursing
facilities.
On February 18, 2015, a wholly-owned subsidiary (“Autumn Breeze Sublessor”) of the Company entered into separate
sublease agreements pursuant to which Sublessor will lease one skilled nursing facility located in Georgia, to affiliates
of C.R. of Autumn Breeze, LLC (the "Autumn Sublessee") commencing on April 1, 2015, subject to, among other
things, the Autumn Breeze Sublessee's receipt of all licenses and other approvals from the State of Georgia to operate
such facility. The sublease agreement is structured as triple net lease wherein the Sublessee is responsible for the
day-to-day operation, ongoing maintenance, taxes and insurance for the duration of the sublease. The initial term of
the sublease agreement will expire on April 30, 2020 and has a five year renewal option. The annual rent under the
sublease agreement in the first year will approximate$0.8 million annually, and the annual rent will escalate at $12
thousand annually through the lease term.
In connection with the sublease agreements, the current licensed operator (wholly-owned subsidiary of Autumn
Breeze Sublessor) and the Autumn Breeze Sublessee also entered into an operations transfer agreement with respect to
the applicable facility, containing customary terms and conditions relating to the transfer of operations of skilled
nursing facilities.
On March 17, 2015, a wholly-owned subsidiary (“LaGrange Sublessor”) of the Company entered into separate sublease
agreements pursuant to which Sublessor will lease one skilled nursing facility located in Georgia, to affiliates of
C.R.of LaGrange, LLC (the "LaGrange Sublessee") commencing on April 1, 2015, subject to, among other things, the
LaGrange Sublessee's receipt of all licenses and other approvals from the State of Georgia to operate such facility. The
facilities are currently leased by LaGrange Sublessor, as tenant, pursuant to a lease agreement dated August 1, 2010
(the "Prime Lease") with William M. Foster, as landlord. The sublease agreement is structured as triple net lease
wherein the Sublessee is responsible for the day-to-day operation, ongoing maintenance, taxes and insurance for the
duration of the sublease. The initial term of the sublease agreement will expire on July 31, 2020 coterminous with the
Prime Lease. If LaGrange Sublessor and landlord agree to extend the term of the Prime Lease, LaGrange Sublessee
has the right to extend the term of the sublease agreements through the end of the renewal term of the Prime Lease.
The annual rent under the sublease agreement in the first two years will approximate $1.0 million annually, and the
annual rent will escalate at 3.0% annually through the lease term.
In connection with the sublease agreements, the current licensed operators (wholly-owned subsidiaries of LaGrange
Sublessor) and the LaGrange Sublessee also entered into an operations transfer agreement with respect to the
applicable facility, containing customary terms and conditions relating to the transfer of operations of skilled nursing
facilities.
North Carolina and South Carolina Subleases
On February 25, 2015, two wholly-owned subsidiaries (each, a “Symmetry Healthcare Sublessor”) of the Company
entered into separate sublease agreements pursuant to which each Symmetry Healthcare Sublessor will lease one
skilled nursing facility located in North Carolina and South Carolina respectively, and owned by a subsidiary of
AdCare, to a wholly-owned subsidiary of Symmetry Healthcare Management (each, a "Symmetry Healthcare
Sublessee"), commencing on May 1, 2015, subject to, among other things: (i) such Symmetry Healthcare Sublessee’s
receipt of all licenses and other approvals from the states of North Carolina and South Carolina to operate such facility
respectively; and (ii) approval of the mortgage lender with respect to such facility. Each sublease agreement is
structured as triple net lease wherein the Symmetry Healthcare Sublessee is responsible for the day-to-day operation,
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ongoing maintenance, taxes and insurance for the duration of the sublease. Pursuant to each sublease agreement, the
initial lease term is fifteen years with a five-year renewal option. The annual rent under all of the sublease agreements
in the first year will be $1.8 million in the aggregate, and the annual rent under each sublease will escalate at 3% each
year through the initial term and upon renewal. The sublease agreements are cross-defaulted.
In connection with entering into the sublease agreements, each Symmetry Healthcare Sublessor and Symmetry
Healthcare Sublessee also entered into an operations transfer agreement with respect to the applicable North Carolina
and South Carolina facilities, each containing customary terms and conditions.

Third Amendment to Letter Agreement
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On March 25, 2015, AdCare and certain of its subsidiaries entered into a third amendment to the Letter Agreement, as
amended (the “Letter Agreement Third Amendment”), with Mr. Brogdon and entities controlled by him, pursuant to
which Riverchase and the Company agreed to amend the promissory notes issued by Riverchase to the Company to:
(i) increase the principal amount due under the promissory note issued by Riverchase to the Company by any
additional real property tax payments made by the Company with respect to the Riverchase Village facility and (ii) to
state that such promissory note would not bear interest.
The Letter Agreement Third Amendment amended the Letter Agreement to provide a schedule for the payment to the
Company of the net sales proceeds resulting from a sale of the Riverchase Village facility to a third-party purchaser.
The net sales proceeds from such sale shall be distributed to the Company as follows: (i) an amount sufficient to
satisfy all amounts due and owing under the promissory note issued by Riverchase to the Company; (ii) one-half of
the then remaining net sales proceeds; (iii) an amount sufficient to satisfy the amounts due and owing under the
promissory note issued by Mr. Brogdon to the Company; and (d) the then remaining balance of net sales proceeds.

In connection with the Letter Agreement Third Amendment, the Company and Mr. Brogdon agreed to amend the
promissory note issued by Mr. Brogdon to the Company. Pursuant to this amendment, the principal balance plus any
accrued interest under the promissory note issued by Mr. Brogdon to the Company shall be due and payable on the
earlier of: (i) December 31, 2015; or (ii) the closing of the sale of the Riverchase Village facility.

Subordinated Convertible Notes Issued in 2015 (the "2015 Notes")
On March 31, 2015, the Company privately placed $8.5 million of Convertible Subordinated Notes Due April 30,
2017 (the “2015 Notes”). The 2015 Notes pay 10% interest per annum and are convertible into shares of the Company’s
common stock at $4.25 per share. The net proceeds from the placement will be used to refinance the 2014 Notes and
for general corporate purposes, see Part II, Item 9B - Other Information.
Disposition Agreements
In March 2015, the Company entered into an asset purchase agreement to sell Companions Specialized Care Center, a
102-bed skilled nursing facility located in Tulsa, Oklahoma. Closing is expected after completion of customary
closing conditions.
Legal Settlement
On March 30, 2015, a settlement agreement was executed to settle all claims for a lump sum payment of $2.0 million.
Under the settlement agreement, the Company is to pay $0.6 million to the plaintiffs with the balance thereof to be
paid by two of the Company's insurance carriers. The Company and the other defendants in the matter deny all of the
Plaintiff's claims and any wrongdoing but agreed to settle the matter to avoid the continued expense and
unpredictability of litigation. For a further description of this legal proceeding, see Note 16 - Commitments and
Contingencies - "Legal Matters".
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Item 9.    Changes In and Disagreements With Accountants on Accounting and Financial Disclosure
None.
Item 9A.    Controls and Procedures
Evaluation of Disclosure Controls and Procedures
        We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in our reports filed pursuant to the Exchange Act is recorded, processed, summarized and reported within
the time periods specified in the rules and forms of the SEC and that such information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Accounting Officer (who is our
principal financial officer), as appropriate, to allow for timely decisions regarding required disclosure. In designing
and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives, and management is required to apply its judgment in evaluating the cost-benefit relationship of possible
controls and procedures.

        Our management, with the participation of our Chief Executive Officer and Chief Accounting Officer (who is our
principal financial officer), has evaluated the effectiveness of our disclosure controls and procedures (as such term is
defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of the period covered by this Annual
Report (the "Evaluation Date"). Based on such evaluation, our Chief Executive Officer and Chief Accounting Officer
(who is our principal financial officer), have concluded that, as of the Evaluation Date, our disclosure controls and
procedures are effective.
Management's Report on Internal Control Over Financial Reporting
        Our management is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Our internal control over financial
reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles.
        Management evaluated the effectiveness of our internal control over financial reporting as of December 31, 2014.
In making this evaluation, management used the framework and criteria set forth in the report entitled Internal
Control—Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway
Commission ("COSO"). The COSO framework summarizes each of the components of a company's internal control
system, including: (i) the control environment, (ii) risk assessment, (iii) control activities, (iv) information and
communication and (v) monitoring. Based on this evaluation, management concluded that the Company maintained
effective internal control over financial reporting as of December 31, 2014.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate. A control system, no matter how well designed and operated, can provide only reasonable, but not
absolute, assurance that the control system's objectives will be met. The design of a control system must reflect the
fact that there are resource constraints, and the benefit of controls must be considered relative to their costs.
This Annual Report does not include an attestation report of our independent registered public accounting firm
regarding internal control over financial reporting. Management's report was not subject to attestation by our
independent registered public accounting firm pursuant to the rules of the SEC that permit us to provide only
management's report in this Annual Report.
Changes in Internal Control over Financial Reporting

There have not been any changes in our internal control over financial reporting (as such term is defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fourth fiscal quarter of 2014 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
Item 9B.    Other Information
10% Convertible Subordinated Notes Due April 30, 2017 (the “2015 Notes”)
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Convertible S
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ubordinated Notes Due April 30, 2017. In connection therewith, the Company issued $1,685,000 in principal amount
of 2015 Notes on March 31, 2015, and will issue 2015 Notes for the remaining principal amount of the accepted
subscriptions on or before April 30, 2015, upon receipt of payment thereof. The 2015 Notes bear interest at 10.0% per
annum and such interest is payable quarterly in cash in arrears beginning on June 30, 2015. The 2015 Notes mature on
April 30, 2017. The 2015 Notes are unsecured and subordinated in right of payment to existing and future senior
indebtedness of the Company.

The 2015 Notes are convertible at the option of the holder into shares of common stock at an initial conversion price
equal to $4.25 per share. If, prior to September 30, 2015, the Company issues or sells any shares of common stock or
common stock equivalents (excluding certain excluded securities, as defined in the 2015 Notes) for a consideration
per share (the “New Issuance Price”) less than the conversion price then in effect immediately prior to such issuance or
sale, then immediately after such issuance or sale the conversion price then in effect shall be reduced to an amount
equal to the New Issuance Price (an “Adjustment for Dilutive Issuances”). Notwithstanding the foregoing, no
Adjustment for Dilutive Issuances shall be effected to the extent it would cause the number of shares of common stock
issued, plus the number of shares of common stock issuable, in respect of all 2015 Notes in the aggregate to exceed
3,850,405 shares of common stock. In addition, the conversion price will be subject to adjustment for any subdivision
(by stock dividend, stock split or similar corporation action) or combination (by reverse stock split or similar
corporate action) of the common stock.

The Company may prepay at any time, without penalty, upon 60 days prior notice, any portion of the outstanding
principal amount and accrued and unpaid interest thereon with respect to any 2015 Note; provided, however, that: (i)
the shares of common stock issuable upon conversion of any 2015 Note which is to be so prepaid must be: (a)
registered for resale under the Securities Act; or (b) otherwise sellable under Rule 144 of the Securities Act without
volume limitations thereunder; (ii) at any time after the issue date of such 2015 Note, the volume-weighted average
price of the common stock for ten consecutive trading days has equaled or exceeded 125% of the then-current
conversion price; and (iii) such prepayment may not be effected prior to March 31, 2016.

The holders holding a majority of the outstanding principal amount with respect to all the 2015 Notes may require the
Company to redeem all or any portion of the 2015 Notes upon a change of control (as defined in the 2015 Notes) for a
redemption price equal to the outstanding principal amount to be redeemed plus all accrued and unpaid interest
thereon. In addition, upon a change of control, the Company may redeem all or any portion of the 2015 Notes for a
redemption price equal to the outstanding principal amount to be redeemed plus all accrued and unpaid interest
thereon.

During the existence and continuance of an event of default under a 2015 Note, the outstanding principal amount of
such 2015 Note shall incur interest at a rate of 14% per annum, and the holder of such 2015 Note may require the
Company to redeem all or any portion of such 2015 Note at a redemption price in cash equal to the outstanding
principal amount to be redeemed plus all accrued and unpaid interest thereon. An “event of default,” with respect to a
2015 Note includes: (i) the Company’s failure to pay to the holder of such 2015 Note any amount of principal or
interest by the 7th business day following the date when due under such 2015 Note; and (ii) specific events of
bankruptcy, insolvency, reorganization or liquidation.

On March 31, 2015, the Company also entered into a Registration Rights Agreement with the investors pursuant to
which the Company has agreed to file, no later than April 30, 2015, a registration statement with the SEC to register
the resale of the shares of common stock issuable upon conversion of the 2015 Notes and to use the Company’s best
efforts to cause such registration statement to become effective as soon as practicable after filing.

The 2015 Notes were issued without registration under the Securities Act in reliance upon the exemption from
registration set forth in Rule 506(b) of Regulation D promulgated pursuant to Section 4(a)(2) of the Securities Act.
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The Company based such reliance upon representations made by each investor to the Company regarding lack of
general solicitation and such investor’s investment intent, sophistication and status as an “accredited investor,” as defined
in Regulation D, among other things.

In connection with the offering, Institutional Securities Corporation, the placement agent in the offering, is entitled to
receive from the Company a placement agent fee of approximately $146,000 (assuming payment of all 2015 Notes
subscribed for by investors identified by the placement agent). Institutional Securities Corporation is affiliated with
Doucet Asset Management, LLC, a greater than 5% beneficial owner of the common stock. See Part III, Item 12,
“Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters” and Part III,
Item 13, “Certain Relationships and Related Transactions and Director Independence.”

In the offering, the Company accepted Subscription Agreements from certain related parties. See Part III, Item 13,
“Certain Relationships and Related Transactions and Director Independence.”

Appointment of President and Chief Financial Officer
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On March 25, 2015, the Board appointed Allan J. Rimland to serve as the Company’s President and Chief Financial
Officer, effective April 1, 2015.

In connection with Mr. Rimland’s appointment, the Company and Mr. Rimland executed an employment agreement,
effective as of April 1, 2015, pursuant to which the Company will employ Mr. Rimland as its President and Chief
Financial Officer on the following terms: (i) the Company will pay to Mr. Rimland an annual base salary of $250,000,
subject to increase by the Compensation Committee; (ii) Mr. Rimland will be eligible to earn an annual bonus based
on achievement of performance goals established by the Compensation Committee of up to 100% of his base salary;
and (iii) the Company will provide Mr. Rimland with such other benefits as other senior executives of the Company
receive. Pursuant to the employment agreement, the Company will employ Mr. Rimland for an initial term of three
years, subject to automatic consecutive renewal terms of one year unless notice of non−renewal is provided pursuant
to the employment agreement.

In connection with Mr. Rimland’s employment, the Company will grant to Mr. Rimland on April 1, 2015: (i) pursuant
to the Company’s 2011 Stock Incentive Plan, 125,000 shares of restricted common stock (the “Restricted Stock Award”),
which shall vest as to one-third of the shares on each of the three subsequent anniversaries of the grant date; and (ii) a
ten-year warrant to purchase 275,000 shares of common stock (the “Warrant”), with an exercise price per share equal to
$4.25 (the “Warrant Shares”). The Warrant shall vest as to one-third of the Warrant Shares on each of the three
subsequent anniversaries of the grant. The vesting of the Restricted Stock Award and the Warrant will accelerate upon
termination of Mr. Rimland’s employment (other than a termination by the Company for cause or by Mr. Rimland
without good reason). Under the employment agreement, the Company also will pay to Mr. Rimland an additional
bonus during each applicable year to reimburse him for any state and federal income tax liability he incurs as a result
of the vesting of the Restricted Stock Award (whether by the passage of time or upon acceleration of vesting), which
bonus amount shall be “grossed up” to compensate Mr. Rimland for the additional tax liability of such bonus.

If Mr. Rimland is terminated for cause, then he shall receive any accrued but unpaid salary through his termination
date. If Mr. Rimland terminates his employment without good reason, then he shall receive any accrued but unpaid
salary through his termination date and any earned but unpaid bonus amounts with respect to the preceding completed
fiscal year.

In the event that: (i) Mr. Rimland is terminated without cause; (ii) Mr. Rimland terminates his employment for good
reason; (iii) Mr. Rimland is terminated in a change of control termination; or (iv) the Company declines to renew the
employment agreement after its initial term or any subsequent term, then: (a) Mr. Rimland will receive a lump sum
amount equal to two times his then−current base salary; (b) the Restricted Stock Award and the Warrant shall
automatically accelerate so as to be fully vested as of his termination date; and (c) Mr. Rimland will be reimbursed for
monthly premiums paid by him under the Consolidated Omnibus Budget Reconciliation Act of 1985 for up to 18
months. In the event Mr. Rimland is terminated due to his death or disability, Mr. Rimland (or his estate or
beneficiaries, as the case may be) shall receive a lump sum severance payment equal to all accrued and unpaid salary
through the date of termination plus a pro-rata bonus payment amount calculated as the product of any bonus Mr.
Rimland would have earned for the fiscal year times a fraction representing the portion of the year he was employed
prior to such termination.

For purposes of the employment agreement, the terms “cause,” “good reason” and a “change of control termination” have
the same meanings as such terms are defined in the Employment Agreement between the Company and William
McBride, III, the Company’s Chief Executive Officer and Chairman of the Board. See Part III, Item 11, “Executive
Compensation - Employment Agreements with Current Officers - William McBride, III.”
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The Warrant was issued as an inducement to Mr. Rimland’s employment with the Company. The Warrant and the
Warrant Shares issuable upon exercise of the Warrant will be issued without registration under the Securities Act,
pursuant to an exemption from the registration requirements of the Securities Act afforded by Section 4(a)(2) thereof.
The Company relied upon such exemption because, among other things, the issuance of the Warrant was an isolated
private transaction by the Company which did not involve a public offering and did not involve any general
solicitation or general advertising.

From 2011 through February 2015, Mr. Rimland, age 52, served as a Managing Director at Stephens Inc., a financial
services firm, within its Investment Banking Group. In part, Mr. Rimland was responsible for originating and leading
mergers and acquisitions and capital raising transactions for healthcare services clients. During the three years prior to
working at Stephen Inc., Mr. Rimland was a Managing Director at JMP Securities LLC, an investment bank, where he
served as Co-Head of its Healthcare Services and IT Investment Banking Group. At JMP Securities, LLC, Mr.
Rimland focused on mergers and acquisitions and public and private equity capital raising for healthcare services
clients.

Resignation of Director
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On March 25, 2015, Peter Hackett, a member of the Board, notified the Board that he was resigning from the Board
effective April 1, 2015.

Amendment to Employment Agreement

On March 25, 2015, the Company and William McBride, III (the Company’s Chief Executive Officer and Chairman of
the Board) entered into an amendment to his employment agreement, dated October 10, 2014. The amendment
modified the employment agreement to: (i) provide that Mr. McBride’s base salary would not be reduced in the second
year of the employment agreement but would continue to be $300,000 per year; and (ii) clarify that the Company will
pay to Mr. McBride an additional bonus during each applicable year to reimburse him for any state and federal
income tax liability he incurs as a result of the vesting of the awards of restricted common stock granted under the
2011 Stock Incentive Plan and in accordance with the employment agreement (whether by the passage of time or upon
acceleration of vesting), which bonus amount shall be “grossed up” to compensate Mr. McBride for the additional tax
liability of such bonus.

Issuance of Other Unregistered Securities

Between March 21, 2015 and March 25, 2015, the Company issued to holders of the Company’s warrants dated, April
1, 2012, 128,125 shares of common stock upon exercise thereof. The warrants had an exercise price of $3.81 per
share. The shares of common stock issuable upon exercise of the warrants were issued pursuant to the exemption from
the registration requirements of the Securities Act afforded by Section 4(a)(2) thereof. The Company relied upon such
exemption based upon the private nature of the transaction, the lack of general solicitation and representations made
by each such holder regarding, among other things, the holder’s sophistication and access to information about the
Company. The Company received proceeds from the exercise of the warrants of approximately $0.5 million.

On March 27, 2015, the Company issued to holders of the Company’s warrants, dated March 30, 2012, 315,000 shares
of common stock upon exercise thereof. The warrants had an exercise price of $3.81 per share. The shares of common
stock issuable upon exercise of the warrants were issued pursuant to the exemption from the registration requirements
of the Securities Act afforded by Section 4(a)(2) thereof. The Company relied upon such exemption based upon the
private nature of the transaction, the lack of general solicitation and representations made by each such holder
regarding, among other things, the holder’s sophistication and access to information about the Company. The
Company received proceeds of approximately $1.2 million.

Other

On March 30, 2015, the Company, Christopher Brogdon (a director of the Company and greater than 5% beneficial
owner of the common stock) and entities controlled by Mr. Brogdon, and Boyd P. Gentry (the Company’s former
Chief Executive Officer) entered into the Clanton Settlement Agreement and a related agreement with two of the
Company’s insurance carriers. For information regarding these agreements, see Part I, Item 3, “Legal Proceedings.”

On March 26, 2015, the Company and Christopher Brogdon, and certain entities controlled by Mr. Brogdon, entered
into a Settlement and Indemnification Agreement. For information with respect to this agreement, see Part III, Item
13, “Certain Relationships and Related Transactions and Director Independence - Settlement and Indemnification
Agreement.”

For a description of certain leases and subleases entered into by the Company in connection with its transition to a
facilities holding company, see Note 20 - Subsequent Events, in Part II, Item 8., "Financial Statements and
Supplementary Data.”

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

243



138

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

244



Table of Contents

PART III
Our website address is www.adcarehealth.com. You may obtain free electronic copies of our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports from
the investors section of our website. These reports are available on our website as soon as reasonably practicable after
we electronically file them with the SEC. These reports should also be available through the SEC's website at
www.sec.gov.
The charters for the Compensation Committee, the Audit Committee and the Nominating and Corporate Governance
Committee are available in the corporate governance subsection of the investors section of our website,
www.adcarehealth.com, and are also available in print upon written request to the Corporate Secretary, AdCare Health
Systems, Inc., 1145 Hembree Road, Roswell, Georgia 30076.
Item 10.    Directors, Executive Officers and Corporate Governance.
Executive Officers and Directors
The following table sets forth certain information with respect to our executive officers and directors.

Name Age Position
Expiration of
Term as a
Director

William McBride, III 54 Director, Chairman, President and Chief Executive Officer 2017
Sheryl A. Wolf 52 Senior Vice President, Controller and Chief Accounting Officer N/A
Christopher Brogdon 66 Director 2017
Michael J. Fox 37 Director 2017
Peter J. Hackett 77 Director 2016
Brent Morrison 38 Director 2016
Philip S. Radcliffe 77 Director 2015
David A. Tenwick 77 Director 2015

Directors are elected at the annual meeting of shareholders and hold office for a term of three (3) years or until their
successors have been duly elected and qualified. All executive officers serve at the discretion of the Board of
Directors, subject to applicable employment agreements. See Part III, "Item 11. Executive Compensation—Employment
Agreements with Current Officers."
As disclosed previously in this Annual Report, the Board has appointed Allan J. Rimland as the Company’s Chief
Financial Officer and President effective April 1, 2015. See Part III, Item 9B., “Other Information - Appointment of
President and Chief Financial Officer.”
Biographical information with respect to each of our directors and executive officers is set forth below.
William McBride, III.    Mr. McBride has served as an advisor and the Company's Chief Executive Officer since
October 2014 and as Chairman of the Board since March 25, 2015. Mr. McBride also served as the Company’s
President from October 2014 and through March 2015. From 2002 until October 2014, Mr. McBride served as the
principal and owner of Santa Barbara Aircraft Management and Coastal Aircraft Maintenance, which provided
management and maintenance services for turbine aircraft. From 1994 to 2000, Mr. McBride was employed by
Assisted Living Concepts, a publicly-traded assisted living company, ultimately serving as its Chairman and Chief
Executive Officer. From 1992 to 1997, Mr. McBride served as the President and Chief Operating Officer and as a
Director of LTC Properties, a real-estate investment trust. Mr. McBride has previously served on the Board of
Directors of Malan Realty Properties, a publicly-traded commercial property real estate investment trust. Mr.
McBride's expertise and leadership of publicly-traded healthcare companies and real estate investment trusts provide
experience that the Board of Directors considers valuable.
Sheryl A. Wolf.   Ms. Wolf has served as the Company's Vice President, Controller and Chief Accounting Officer
since April 2013 and Senior Vice President, Controller and Chief Accounting Officer since October 2014. Ms. Wolf
has more than 27 years of experience in finance and accounting and has held the role of Controller and Chief
Accounting Officer since July 2013. From 2011 until July 2013, Ms. Wolf was employed by The Intersect Group and
served as a Consulting Director. Ms. Wolf was employed by Fresenius Medical Care from 2009 to 2010, a publicly
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held health care company and served as its Vice President of Finance. From 2005 to 2008, Ms. Wolf was employed by
Feldman Mall Properties, Inc., a publicly held real estate investment trust and served as its Senior Vice President and
Chief Accounting Officer. From 1991 to 2005, Ms. Wolf was employed by Brookdale Living Communities, Inc., a
publicly held long-term health care services provider and served as its
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Vice President, Controller. Ms. Wolf holds a B.A. in Accounting from Aurora University and a M.B.A. from Northern
Illinois University.
Christopher Brogdon.    Mr. Brogdon has served as a director since September 2009. Mr. Brogdon served as the
Company's Vice-Chairman from September 2009 to March 2015 and as the Company's Chief Acquisitions Officer
from September 2009 through December 2012. Mr. Brogdon has been primarily responsible for directing the
Company's acquisition strategy. Mr. Brogdon brings to AdCare more than 20 years of experience in the nursing home,
assisted living and retirement community. Mr. Brogdon currently also serves as a director and President of Global
Healthcare REIT, Inc., which owns skilled nursing facilities which are leased to third party operators and which is a
reporting company under the Exchange Act. Since 1998, Mr. Brogdon has owned and operated Brogdon Family LLC
which owns and operates nursing homes, assisted living facilities and restaurants. Mr. Brogdon previously served as
Chairman of the Board of NYSE-listed Retirement Care Associates and Chairman of the Board of NASDAQ-listed
Contour Medical. Mr. Brogdon's extensive background with public companies and his experience in nursing home
development, acquisitions and mergers as well as his experience in financing those activities provides experience the
Board of Directors considers valuable.
Michael J. Fox.    Mr. Fox has served as a director since October 2013. Mr. Fox is the Chief Executive Officer of Park
City Capital, LLC ("Park City"), an equity hedge fund he founded in June 2008. From 2000 to 2008, Mr. Fox worked
at J.P. Morgan Securities, where he served as a Senior Analyst and Vice President. In this position, Mr. Fox served as
the head of JPMorgan's Business Services Equity Research Group that covered 16 companies, including commercial
real estate services, construction services, uniform rental services and staffing services. Mr. Fox received his Bachelor
of Business Administration (BBA) degree from Texas Christian University. Mr. Fox's expertise and background in the
financial and equity markets and his involvement in researching the commercial real estate industry provide
experience that the Board of Directors considers valuable.
Peter J. Hackett.    Mr. Hackett has served as a director since May 2005, although Mr. Hackett has resigned from the
Board effective April 1, 2015. Mr. Hackett is a certified public accountant who received his B.A. degree from the
University of Notre Dame and his M.A. degree from The Ohio State University in 1959 and 1965, respectively.
Mr. Hackett worked as an auditor and was a stockholder in the accounting firm of Clark, Schaefer, & Hackett & Co.
from 1962 to 2003. Mr. Hackett served as the Chief Executive Officer of Clark, Schaefer, & Hackett & Co. from 1991
to 1999 and was Chairman from 1999 to 2003. Since 2003 until present, Mr. Hackett has acted as a consultant for
Clark, Schaefer, & Hackett & Co. Mr. Hackett is a member of the American Institute of Certified Public Accountants
and the Ohio Society of Certified Public Accountants. Mr. Hackett was a member of the board of directors of Mercy
Medical Center from 1972 to 1995. Mr. Hackett is also involved in numerous civic and charitable affiliations in the
Springfield, Ohio area. Mr. Hackett's extensive financial and auditing background provides experience the Board of
Directors considers valuable.
Brent Morrison.    Mr. Morrison, CFA, has served as a director since October 2014. Mr. Morrison is currently the
Managing Director of Zuma Capital Management LLC, a position he has held since 2012. Prior thereto, Mr. Morrison
was the Senior Research Analyst at the Strome Group, a private investment firm, from 2009 to 2012, a Research
Analyst at Clocktower Capital, LLC, a global long/short equity hedge fund based in Beverly Hills, California, from
2007 to 2009 and a Vice President of Wilshire Associates, a financial consulting firm, from 1999 to 2007. Mr.
Morrison's expertise and background in the financial and equity markets provide experience that the Board of
Directors considers valuable.
Philip S. Radcliffe.    Mr. Radcliffe has served as a director since our organization was founded in August 1991.
Mr. Radcliffe has spent his career in the industrial computer industry. Through the 1960s, Mr. Radcliffe was
employed by IBM and then The Westinghouse Electric Company in their Computer and Instruments Division.
Mr. Radcliffe next became an entrepreneur and participated in the startup of an industrial systems integration supplier.
Mr. Radcliffe served as the Chief Financial Officer of this company and led the effort in the company becoming
public and directed all SEC reporting requirements. In 1980, Mr. Radcliffe started his own virtual company in the
Washington, DC area providing turnkey data acquisition and control systems to industry and the government. Since
1992, Mr. Radcliffe has assisted several early-stage high-tech companies in developing their business plan, locating
funds and providing oversight and mentoring. Since 1970, Mr. Radcliffe has served on the boards of directors of
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several private and public companies. Mr. Radcliffe has served as a mentor for the Dingman School of
Entrepreneurship, affiliated with the University of Maryland School of Business. Mr. Radcliffe received his Bachelor's
Degree from Baldwin Wallace College in 1959. Mr. Radcliffe's expertise and background in founding and advising
start-up companies and helping them transition to public SEC reporting companies provides experience the Board of
Directors considers valuable.
David A. Tenwick.    Mr. Tenwick is our founder and has served as a director since our organization was founded in
August 1991. Mr. Tenwick also served as Chairman of the Board since our founding and through March 2015. Prior
to our founding, Mr. Tenwick was an independent business consultant from 1982 to 1990. In this capacity, he has
served as a director and an officer of several businesses, including Douglass Financial Corporation, a surety company,
and AmeriCare Health & Retirement, Inc., a long-term care management company. From 1967 until 1982,
Mr. Tenwick was a director and an officer of
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Nucorp Energy, Inc., a company which he co-founded. Nucorp Energy was a public company that invested in oil and
gas properties and commercial and residential real estate. Prior to founding Nucorp Energy, Mr. Tenwick was an
enforcement attorney for the SEC. Mr. Tenwick is a member of the Ohio State Bar Association and was a founding
member of the Ohio Assisted Living Association, an association that promotes high quality assisted living throughout
the State of Ohio. Mr. Tenwick earned his Bachelor of Business Administration and Juris Doctor (J.D.) degrees from
the University of Cincinnati in 1960 and 1962, respectively. Mr. Tenwick's tenure with the Company and legal and
business background provide experience the Board of Directors considers valuable.
Arrangements with Directors Regarding Election/Appointment
William McBride, III. Pursuant the employment agreement the Company has entered into with Mr. McBride, the
Board appointed Mr. McBride to the Board as a Class I director in October 2014, to serve until the Company’s Annual
Meeting of Shareholders to be held in 2017, or until his successor is duly elected and qualified or until his earlier
death, resignation or removal. The Company has agreed, subject to applicable law, regulation and the Company’s
organizational documents, to continue to nominate Mr. McBride as a director throughout the term of his employment.
Michael J. Fox.    On October 1, 2013, we entered into a letter agreement (the “Fox Agreement”) with Park City and
Mr. Fox. Pursuant to the Fox Agreement, effective October 1, 2013, the Board of Directors increased the size of the
Board of Directors from nine to ten members and appointed Mr. Fox as a director of the Company to fill the vacancy
created thereby for a term that expired at the 2013 Annual Meeting of Shareholders. We also agreed: (i) to include
Mr. Fox in our slate of nominees for election as a Class I director at the 2013 Annual Meeting of Shareholders held on
December 12, 2013 to hold office until the 2014 Annual Meeting of Shareholders; and (ii) to use our reasonable best
efforts to cause the re-election of Mr. Fox to the Board of Directors as a Class I director at the 2013 Annual Meeting
of Shareholders.
Pursuant to the Fox Agreement, for so long as Mr. Fox serves on the Board of Directors as a nominee of the Board of
Directors, Park City shall take such action as may be required so that all of the capital stock of the Company which is
entitled to vote generally in the election of directors (the “Voting Securities”) and is beneficially owned by Park City, or
any person who, within the meaning of Rule 12b-2 under the Exchange Act, is “controlling,” “controlled by” or “under
common control with” Park City (the “Park City Group”), is voted in favor of each of the Board of Directors' nominees to
the Board of Directors at any and all meetings of our shareholders or at any adjournment or postponement thereof or
in any other circumstance in connection with which a vote, consent or other approval of holders of Voting Securities
is sought with respect to the election of any nominee to the Board of Directors.
In addition, for so long as Mr. Fox serves on the Board of Directors as a nominee of the Board of Directors, Park City
will not do or agree or commit to do (or encourage any other person to do or agree or commit to do) and will not
permit any member of the Park City Group or any affiliate or associate thereof to do or agree or commit to do (or
encourage any other person to do or agree or commit to do) any of the following:
(i)  solicit proxies or written consents of shareholders with respect to any Voting Securities, or make, or in any way
participate in, any solicitation of any proxy to vote any Voting Securities (other than as conducted by us), or become a
participant in any election contest with respect to us;
(ii)  seek to call, or request the call of, a special meeting of shareholders or seek to make, or make, any shareholder
proposal at any meeting of shareholders that has not first been approved in writing by the Board of Directors;
(iii)  make any request or seek to obtain, in any fashion that would require public disclosure by us, Park City or their
respective affiliates, any waiver or amendment of any provision of the Fox Agreement or take any action restricted
thereby; and
(vi)  except as permitted by the Fox Agreement, make or cause to be made any statement or announcement that
constitutes an ad hominem attack on us or our officers or directors in any document or report filed with or furnished to
the SEC or any other governmental agency or in any press release or other publicly available format.
Furthermore, pursuant to the Fox Agreement, for so long as Mr. Fox serves on the Board of Directors as a nominee of
the Board of Directors, Mr. Fox agrees to comply with all applicable policies and guidelines of the Company and,
consistent with his fiduciary duties and his obligations of confidentiality as a member of the Board of Directors, to
refrain from communicating to anyone any nonpublic information about us that he learns in his capacity as a member
of the Board of Directors (which agreement shall remain in effect after Mr. Fox leaves the Board of Directors).
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Notwithstanding the foregoing, Mr. Fox may communicate such information to any member of the Park City Group
who agrees to be bound by the same confidentiality restrictions applicable to Mr. Fox, provided that Mr. Fox shall be
liable for any breach of such confidentiality by any such member. In addition, Mr. Fox has confirmed that each of the
other members of the Park City Group has agreed not to trade in any of our securities while in possession of any
nonpublic material information about us if and to the extent doing so would be
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in violation of applicable law or, without the prior written approval of the Board of Directors, to trade in any of our
securities during any blackout period imposed by us.
Audit Committee of the Board of Directors
The Company has a separately designated Audit Committee which was established in accordance with
Section 3(e)(58)(A) of the Exchange Act. The Audit Committee has the responsibility of reviewing our financial
statements, evaluating internal accounting controls, reviewing reports of regulatory authorities and determining that all
audits and examinations required by law are performed. The Audit Committee also approves the appointment of the
independent registered public accounting firm for the next fiscal year, approves the services to be provided by such
firm and the fees for such services, reviews and approves the audit plans, reviews and reports upon various matters
affecting the independence of the independent registered public accounting firm and reviews with it the results of the
audit and management's responses.
The Audit Committee was established in 1995, and its charter was adopted in December 2005. From January 1, 2014,
through January 3, 2015, the Audit Committee was comprised of Messrs. Hackett and Radcliffe and Larry E. Sturtz
(who resigned from the Board effective January 3, 2015). Mr. Morrison was appointed as a member of the Audit
Committee effective October 10, 2014. Accordingly, the current members of the Audit Committee are Messrs.
Hackett, Morrison and Radcliffe. Mr. Fox has been appointed as a member of the Audit Committee effective April 1,
2015, to replace Mr. Hackett who has resigned from the Board effective April 1, 2015. Each of Messrs. Fox, Hackett,
Morrison, Radcliffe and Sturtz is considered "independent," as independence for Audit Committee members is defined
in the applicable rules of the NYSE MKT listing standards and the rules of the SEC. The Board of Directors has
designated Peter J. Hackett as Chairman of the Audit Committee and has determined that Mr. Hackett is an "audit
committee financial expert" as defined by Item 407 of Regulation S-K of the Exchange Act. Mr. Morrison is also an
"audit committee financial expert" as defined by Item 407 of Regulation S-K of the Exchange Act.
Section 16(a) Beneficial Ownership Reporting Compliance
Section 16(a) of the Exchange Act requires executive officers and directors and persons who beneficially own more
than 10% of our common stock (the "Reporting Persons") to file initial reports of ownership and reports of changes in
ownership with the SEC. Reporting Persons are required by SEC rules to furnish the Company with copies of all
Section 16(a) forms they file. Based solely on a review of the copies of such forms furnished to the Company and
written representations from the executive officers and directors, the Company believes that the Reporting Persons
complied with all Section 16(a) filing requirements during fiscal 2014, except that Ms. Wolf did not file a Form 3
when she assumed the role of our principal financial officer in October, 2014 and Mr. Morrison was late on filing a
Form 3.
Code of Ethics
We have adopted a written code of conduct, our Code of Business Conduct and Ethics, which is applicable to all
directors, officers and employees of AdCare (including our principal executive officer, principal financial officer,
principal accounting officer or controller, and any person performing similar functions). Our Code of Business
Conduct and Ethics is available in the corporate governance subsection of the investors section of our website,
www.adcarehealth.com, and is also available in print upon written request to our Corporate Secretary, AdCare Health
Systems, Inc., 1145 Hembree Road, Roswell, Georgia 30076.
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Item 11.    Executive Compensation.
Summary Compensation Table
The following table sets forth the compensation paid to, earned by, or accrued for our principal executive officer and
certain other current and former officers whose total compensation exceeded $100,000 for the year ended
December 31, 2014:

Name and
Principal
Position

Year Salary($)
Bonus
($)

Stock
Awards
($)(1)

Option
Awards
($)(1)

Non-Equity
Incentive Plan
Compensation
($)

Nonqualified
Deferred
Compensation
Earnings
($)

All Other
Compensation
($)

Total
($)

(A) (B) (C) (D) (E) (F) (G) (H) (I) (J)
William
McBride III,
Chairman,
President
and Chief
Executive
Officer
(principal
executive
officer)

2014 75,000 — 673,500 (2) 503,774 (2) — — — 1,252,274

David A.
Tenwick,
Former
Interim
President
and Chief
Executive
Officer

2014 60,000 (3)— 75,001 (4) — — — 82,000 (5) 217,001

Boyd
Gentry,
Former
President
and Chief
Executive
Officer

2014 185,417 — — — — — 803,416 (6) 988,833

2013 447,917 — — 379,820 (7) — — 6,825 (8) 834,562

David
Rubenstein,
Former
Chief
Operating
Officer

2014 300,000 138,938 — — — — 353,687 (9) 792,625

2013 325,000 25,000 — 25,000 (10) — — 1,080 (11) 376,080

Ronald W.
Fleming,
Former
Chief
Financial
Officer

2014 204,326 — — — — — 13,040 (12) 217,366

2013 163,146 80,000 130,200 (13) 233,907 (14) — — 1,686 (15) 608,939

2014 209,060 27,522 — — — — — — — 236,582
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Sheryl A.
Wolf,
Senior Vice
President,
Controller
and Chief
Accounting
Officer

2013 168,128 — — — 55,000 (16) — — — 223,128

(1)The amounts set forth in Columns (E) and (F) reflect the full aggregate grant date fair value of the awards (seeNote 14 - Stock Based Compensation for a description of the assumptions used to determine fair value).

(2)

Represents: (i) a restricted stock award of 150,000 shares of common stock with a grant price of $4.49 per share,
which vests with respect to one-third of such shares on each of the first, second and third anniversaries of the grant
date of October 10, 2014; and (ii) a warrant to purchase 300,000 shares of common stock with an exercise price of
$4.49 per share, which vests with respect to one-third of such shares on each of the first, second and third
anniversaries of the grant date of October 10, 2014.

(3)Represents compensation of $12,000 per month paid to Mr. Tenwick for serving as the Company's Interim ChiefExecutive Officer and President from June 1, 2014 to November 1, 2014.

(4)
Represents a restricted stock grant of 19,231 shares of common stock with a grant price of $3.90 per share and
vesting as to one-third of the shares each year for three years on the anniversary of the grant date of December 17,
2014.

(5)Represents fees earned and paid to Mr. Tenwick during 2014 for serving as the Company's Chairman of the Boardof Directors.

(6)
Represents: (i) salary retirement and continuation costs of $799,615 pursuant to Mr. Gentry's separation agreement
effective June 1, 2014; (ii) matching contributions to the Company's 401(k) plan for Mr. Gentry in the amount of
$2,188; and (iii) group term life insurance paid for Mr. Gentry in the amount of $1,613.
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(7)

Represents: (i) an option to purchase 125,000 shares of common stock with an exercise price of $4.90 per share,
which vest as follows: 41,662 shares on January 2, 2014, 41,663 shares on January 2, 2015, and 41,675 shares on
January 2, 2016; and (ii) an option granted pursuant to the Cash Compensation Reduction Program described
below in “- Employment and Separation Agreements With Former Officers - Boyd P. Gentry” in respect of 2014
compensation to purchase 27,778 shares of common stock with an exercise price of $4.06 per share, which vests
one-twelfth during each month of the year ended December 31, 2014.

(8)Represents: (i) matching contributions to the Company's 401(k) plan for Mr. Gentry in the amount of $4,479; and(ii) group term life insurance paid for Mr. Gentry in the amount of $2,346.

(9)
Represents: (i) salary retirement and continuation costs of $352,605 pursuant to Mr. Rubenstein's separation
agreement effective December 31, 2014; and (ii) group term life insurance paid for Mr. Rubenstein in the amount
of $1,082.

(10)

Represents an option granted pursuant to the Cash Compensation Reduction Program described below in “-
Employment and Separation Agreements With Former Officers - David Rubenstein” in respect of 2014
compensation to purchase 13,889 shares of common stock with an exercise price of $4.06 per share, which vests
one-twelfth during each month of the year ended December 31, 2014. These options expired in January 2015.

(11)Represents group term life insurance paid for Mr. Rubenstein in the amount of $1,080.

(12)Represents: (i) paid vacation costs of $11,144 and (ii) group term life insurance paid for Mr. Fleming in theamount of $1,896.

(13)
Represents an award of 30,000 shares of restricted common stock, granted pursuant to Mr. Fleming's employment
agreement with the Company on December 23, 2013, which award vests as follows: 10,000 shares on May 15,
2014, 10,000 shares on May 15, 2015, and 10,000 shares on May 15, 2016.

(14)

Represents: (i) a warrant to purchase 70,000 shares of common stock with an exercise price of $5.90 per share,
which vest as follows: 23,333 shares on May 15, 2014, 23,333 shares on May 15, 2015, and 23,334 shares on
May 15, 2016; and (ii) an option granted pursuant to the Cash Compensation Reduction Program described below
in “- Employment and Separation Agreements With Former Officers - Ronald W. Fleming” in respect of 2014
compensation to purchase 11,111 shares of common stock with an exercise price of $4.06 per share, which vests
one-twelfth during each month of the year ended December 31, 2014.

(15)Represents group term life insurance paid for Mr. Fleming in the amount of $1,686.

(16)
Represents an option to purchase 25,000 shares of common stock with an exercise price of $4.30 per share, which
vest as follows: 8,333 shares on April 17, 2014, 8,333 shares on April 17, 2015 and 8,334 shares on April 17,
2016.

Employment Agreements With Current Officers
William McBride, III. We have entered into an employment agreement with William McBride, III, effective October
10, 2014, which was amended on March 25, 2015. See Part II, Item 9B., “Other Information - Amendment to
Employment Agreement.” Pursuant to the employment agreement, as amended, the Company will employ Mr.
McBride as its Chief Executive Officer on the following terms: (i) the Company will pay to Mr. McBride an annual
base salary of $300,000, subject to increase by the Compensation Committee; (ii) Mr. McBride will be eligible to earn
an annual bonus based on achievement of performance goals established by the Compensation Committee of up to
100% of his base salary; and (iii) the Company will provide Mr. McBride with such other benefits as other senior
executives of the Company receive. Pursuant to the employment agreement, the Company will employ Mr. McBride
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for an initial term of three years, subject to automatic consecutive renewal terms of one year unless notice of
non-renewal is provided pursuant to the employment agreement.
In connection with Mr. McBride’s employment, the Company granted to Mr. McBride: (i) on October 10, 2014,
150,000 shares of restricted common stock, which shall vest as to one-third of the shares on each of the three
subsequent anniversaries of the grant date; (ii) on January 1, 2015, 50,000 shares of restricted common stock, which
shall vest as to one-third of the shares on each of the three subsequent anniversaries of the grant date; and (iii) on
October 10, 2014, a ten-year warrant to purchase 300,000 shares of common stock, with an exercise price of $4.49,
which shall vest as to one-third of the shares on each of the three subsequent anniversaries of the grant date. The
awards of restricted common stock were granted under the Company’s 2011 Stock Incentive Plan. Under the
employment agreement, the Company also will pay to Mr. McBride an additional bonus during each applicable year
to reimburse him for any state and federal income tax liability he incurs as a result of the vesting of his restricted stock
awards (whether by the passage of time or upon acceleration of vesting), which bonus amount shall be “grossed up” to
compensate Mr. McBride for the additional tax liability of such bonus.
If Mr. McBride is terminated for cause, then he shall receive any accrued but unpaid salary through his termination
date. If Mr. McBride terminates his employment without good reason, then he shall receive any accrued but unpaid
salary through his termination date and any earned but unpaid bonus amounts with respect to the preceding completed
fiscal year.
In the event that: (i) Mr. McBride is terminated without cause; (ii) Mr. McBride terminates his employment for good
reason; (iii) Mr. McBride is terminated in a change of control termination; or (iv) the Company declines to renew the
employment agreement
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after its initial term or any subsequent term, then: (a) except in the case of a nonrenewal by the Company, Mr.
McBride will receive a lump sum amount equal to $700,000 if the termination date occurs prior to October 10, 2017
and two times his then−current base salary if the termination date occurs thereafter; (b) in the case of nonrenewal by
the Company, Mr. McBride will receive a lump sum amount equal to two times his then−current base salary; (c) the
awards of restricted stock and the warrant granted to Mr. McBride shall automatically accelerate so as to be fully
vested as of his termination date; and (d) Mr. McBride will be reimbursed for monthly premiums paid by him under
the Consolidated Omnibus Budget Reconciliation Act of 1985 for up to 18 months.
In the event Mr. McBride is terminated due to his death or disability, Mr. McBride (or his estate or beneficiaries, as
the case may be) shall receive a lump sum severance payment equal to all accrued and unpaid salary through the date
of termination plus a pro−rata bonus payment amount calculated as the product of any bonus Mr. McBride would have
earned for the fiscal year times a fraction representing the portion of the year he was employed prior to such
termination.
For purposes of the employment agreement: (i) a termination shall be deemed for “cause,” only if it is based upon
conviction of (or pleading guilty or nolo contendere to) a felony, material disloyalty to the Company, or Mr. McBride
having engaged in unethical or illegal behavior which is of a public nature and results in material damage to the
Company; (ii) “good reason” means a material diminution in Mr. McBride’s authority or responsibilities, a material
change in the geographic location at which Mr. McBride must regularly perform the services to be performed by him,
any other action or inaction that constitutes a material breach by the Company of the employment agreement, or,
subject to certain notice and cure provisions, the failure by the Company to continue in effect any material benefit
plan in which Mr. McBride participates and such failure occurs during the period commencing three months prior to a
change of control (as defined in the agreement) and ending one year after a change of control; and (iii) a “change of
control termination” means that, during the three months prior, or within one year after, a change of control, Mr.
McBride is terminated without cause or he terminates his employment for good reason.
Sheryl A. Wolf. The Company has not entered into an employment agreement with Sheryl A. Wolf, the Company’s
Senior Vice President, Controller and Chief Accounting Officer. Ms. Wolf’s current salary is $228,000 per year. In
2014, Ms. Wolf received a $25,000 bonus for the timely filing of the Company’s Quarterly Report on Form 10-Q for
the quarter ended September 30, 2014. The Company has also agreed to pay to Ms. Wolf: (i) a $25,000 bonus upon
the timely filing of this Annual Report; (ii) a bonus of $27,522 for the Company's performance through September 30,
2014, which is payable by March 31, 2015; and (iii) a retention bonus of $21,093 if Ms. Wolf remains employed by
the Company through March 31, 2015.
Employment and Separation Agreements With Former Officers
David A. Tenwick. On May 29, 2014, the Board appointed Mr. Tenwick (our then Chairman of the Board) to serve as
the Company’s Interim President and Chief Executive Officer effective June 1, 2014. For such service, Mr. Tenwick
received compensation of $12,000 per month in addition to the compensation he earned in his capacity as Chairman of
the Board. Mr. Tenwick ceased serving as Interim President and Chief Executive Officer upon Mr. McBride’s
appointment thereto, effective October 10, 2014, and ceased serving as Chairman of the Board upon Mr. McBride’s
appointment thereto, effective March 25, 2015. Mr. Tenwick continues to serve as a director.
Boyd P. Gentry.    Boyd P. Gentry stepped down from his position as President and Chief Executive Officer of the
Company and his position as a member of the Board, effective June 1, 2014. The Company entered into a separation
agreement with Mr. Gentry pursuant to which the Company deposited or will deposit, as applicable, on behalf of Mr.
Gentry: (i) the sum of $452,500, less applicable withholding and authorized deductions, on June 9, 2014; and (ii) the
sum of $33,750 per month, less applicable withholding and authorized deductions, for the ten consecutive months
thereafter, with the first payment made on July 1, 2014 and the last payment to be made on April 1, 2015. The
Company paid or is paying, as applicable, these severance payments into an escrow account maintained by an escrow
agent who will release the funds to Mr. Gentry in six monthly payments which commenced on December 1, 2014 and
will end on May 1, 2015.
Prior to his separation from the Company, Mr. Gentry was employed pursuant to an employment agreement, effective
January 10, 2011, which provided for an initial annual salary of $300,000 per year, subject to annual review by the
Compensation Committee thereafter. Pursuant to such review: (i) from January 1, 2012 through July 1, 2012, Mr.
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Gentry received an annual salary of $330,000; (ii) from July 1, 2012 through December 31, 2012, Mr. Gentry received
an annual salary of $400,000; and (iii) from January 1, 2013 until his separation, Mr. Gentry received an annual salary
of $450,000. Pursuant to the Cash Compensation Reduction Program adopted by the Compensation Committee and
the Board in November 2013, and in respect of the year ended December 31, 2014, Mr. Gentry agreed to accept
$50,000 of his salary payable in options to purchase common stock issued pursuant to the Company’s 2011 Stock
Incentive Plan in lieu of cash compensation otherwise payable to him. As a result of Mr. Gentry’s separation from the
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Company, all vested but unexercised options terminated thirty days thereafter. The employment agreement also
included an annual performance bonus of up to 100% of the annual salary based on standards established by the
Compensation Committee.
Mr. Gentry also received, upon execution of his employment agreement in 2011, equity compensation in the form of a
warrant to purchase 250,000 shares of common stock, with an exercise price equal to $4.13 per share. As a result of
certain anti-dilution adjustments, at the time of Mr. Gentry’s separation from the Company the warrant represented the
right to purchase 275,626 shares of common stock at an exercise price of $3.75. The warrant was originally scheduled
to vest as to one-third of the underlying shares on each of January 10, 2011, January 9, 2012 and January 9, 2013. The
warrant was exercised on a cashless basis in 2014.
The employment agreement also provided for certain severance payments and benefits in connection with the
termination of Mr. Gentry’s employment; however, all such payments and benefits were replaced with those provided
in the separation agreement.
Ronald W. Fleming. Ronald W. Fleming resigned as Senior Vice President, Chief Financial Officer and Secretary of
the Company effective October 8, 2014. We did not enter into a separation agreement with Mr. Fleming and he
received, upon such resignation, all accrued but unpaid base salary in accordance with the terms of his employment
agreement, effective May 15, 2013. Mr. Fleming did not receive any other severance payments upon his resignation.
Prior to his resignation, Mr. Fleming was employed pursuant to the employment agreement, which provided for an
annual base salary of $270,000 per year, subject to review on an annual basis thereafter, and an annual bonus with a
target amount equal to at least 75% of the annual salary (provided, however, that the bonus paid for 2013 was equal to
$80,000), based on reasonably expected performance. Pursuant to the Cash Compensation Reduction Program and in
respect of the year ended December 31, 2014, Mr. Fleming agreed to accept $20,000 of his salary payable in options
to purchase common stock issued pursuant to the Company’s 2011 Stock Incentive Plan in lieu of cash compensation
otherwise payable to him. Pursuant to the employment agreement: (i) on May 15, 2013, Mr. Fleming received equity
compensation in the form of a warrant to purchase 70,000 shares of common stock, with an exercise price equal to
$5.90 per share, which was originally scheduled to vest as to one-third of the underlying shares on each of the three
subsequent anniversaries of the grant date; and (ii) on December 23, 2013, Mr. Fleming received 30,000 shares of
restricted common stock, which were originally scheduled to vest as to one-third of the shares on each of May 15,
2014, May 15, 2015 and May 15, 2016. Thirty days after his resignation, all vested but unexercised equity awards
held Mr. Fleming expired.
David Rubenstein. Mr. Rubenstein ceased serving as the Company’s Chief Operating Officer effective December 31,
2014. On August 11, 2014, the Company entered into a separation agreement with Mr. Rubenstein, pursuant to which
the Company and Mr. Rubenstein agreed that he would cease serving as the Company’s Chief Operating Officer
effective December 31, 2014, and that the termination of his employment would be deemed to be without cause.
Pursuant to the separation agreement: (i) Mr. Rubenstein became eligible for the full amount of his annual bonus (with
the bonus amount calculated pursuant to the terms of his employment agreement) based on the Company’s
performance through September 30, 2014; and (ii) in the event of a “change in control” (as such term is defined in his
employment agreement), the severance payments and benefits Mr. Rubenstein would otherwise be entitled to receive
pursuant to his employment agreement would be immediately payable in a lump sum. Except for the foregoing, the
terms of Mr. Rubenstein’s employment agreement remain unchanged by the separation agreement. Pursuant to the
separation agreement and the employment agreement, Mr. Rubenstein became entitled to receive, in connection with
his separation from the Company, a bonus in the amount of $138,938 and severance payments in the amount
$352,605. The amount of the severance payments equal his annual salary plus accrued but unpaid vacation and is
payable in substantially equal monthly installments for a period of twelve (12) months after his termination date. For
such period, Mr. Rubenstein and his family are entitled to continue to be covered under all employee benefit plans of
the Company under which executive officers of the Company are covered and at the same cost and under the same
terms and conditions as apply to executive officers.
Prior to his separation from the Company, Mr. Rubenstein was employed pursuant to an employment agreement,
effective December 19, 2011, which provided for: (i) an annual base salary of $300,000 per year, which increased to
$325,000 effective June 30, 2012; (ii) an annual performance bonus of up to 75% of the annual salary based on
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standards established by the Compensation Committee; and (iii) a one-time signing bonus of $150,000. Pursuant to
the Cash Compensation Reduction Program and in respect of the year ended December 31, 2014, Mr. Rubenstein
accepted $25,000 of his annual salary in options to purchase common stock issued pursuant to the Company’s 2011
Stock Incentive Plan in lieu of cash compensation otherwise payable to him. Pursuant to the employment agreement,
on December 19, 2011, Mr. Rubenstein received equity compensation in the form of: (i) a warrant to purchase
100,000 shares of common stock, with an exercise price equal to $4.13 per share, which warrant was originally
scheduled to vest as to one-third of the underlying shares on each of the three subsequent anniversaries of the grant
date; and (ii) a warrant to purchase 100,000 shares of common stock, with an exercise price equal to $4.97 per share,
which warrant
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was originally scheduled to vest as to one-third of the underlying shares on each of the second, third and fourth
anniversaries of the grant date. As a result of such anti-dilution adjustments, the warrants represented at the time of
Mr. Rubenstein’s separation from the Company the right to purchase: (i) 105,000 shares at an exercise price of $3.93
per share; and (ii) 105,000 shares at an exercise price of $4.58 per share. Thirty days after his resignation, all vested
but unexercised option awards held by Mr. Rubenstein expired.
Stock Incentive Plans
At our 2011 Annual Meeting of Shareholders held on June 3, 2011, the shareholders adopted the 2011 Stock Incentive
Plan. The 2011 Stock Incentive Plan is intended to further the growth and profitability of our Company by providing
increased incentives to encourage share ownership on the part of key employees, officers, directors, consultants and
advisors who render services to us and any future parent or subsidiary of ours, including our named executive officers.
The 2011 Stock Incentive Plan permits the granting of stock options and restricted stock awards (collectively,
“Awards”) to eligible participants. At our 2012 Annual Meeting of Shareholders held on June 1, 2012, the shareholders
adopted an amendment to the 2011 Stock Incentive Plan that increased the maximum number of shares of Company
stock that may be granted under the 2011 Stock Incentive Plan from 1,000,000 to an aggregate of 2,000,000 shares.
Subject to the terms of the 2011 Stock Incentive Plan, the Compensation Committee has the sole discretion to
determine the persons who will be granted Awards under the 2011 Stock Incentive Plan and the terms and conditions
of such Awards, and to construe and interpret the 2011 Stock Incentive Plan. The Compensation Committee is also
responsible for making adjustments in outstanding Awards, the shares available for Awards, and the numerical
limitations for Awards to reflect transactions such as stock splits and dividends. The Compensation Committee may
delegate its authority to one or more directors or officers; provided, however, that the Committee may not delegate its
authority and powers: (i) with respect to Section 16 reporting persons; or (ii) in any way which would jeopardize the
2011 Stock Incentive Plan’s qualifying under Section 162(m) of the Internal Revenue Code of 1986 or Rule 16b-3
promulgated under the Exchange Act. The 2011 Stock Incentive Plan allows for the exercise of options through cash,
or with the consent of the Compensation Committee: (1) by tendering previously acquired shares; (2) by tendering a
full recourse promissory note of the optionee; (3) through a cashless exercise without the payment of cash by reducing
the number of shares of common stock that would be obtainable upon the exercise of the option; (4) through a
brokerage transaction; or (5) through any combination of the foregoing. The 2011 Stock Incentive Plan provides the
issuance of both incentive stock options and nonqualified stock options.
Retirement Programs 
Our retirement programs are designed to facilitate the retirement of employees, including our named executive
officers, who have performed for us over the long term. We currently maintain a 401(k) plan with a match of 50% of
the first 2% of an employee’s contribution as well as non-qualified employee stock purchase program. The terms of
these plans are essentially the same for all employees. Our named executive officers participate in the plans on the
same basis as all other employees. We do not provide our named executive officers any special retirement benefits.

147

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

260



Table of Contents

Outstanding Equity Awards at Fiscal Year-End Table
The Outstanding Equity Awards at Fiscal Year-End table below sets forth information regarding the outstanding
equity awards held by our named executive officers as of December 31, 2014:
OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END

OPTION AWARDS STOCK AWARDS

Name and
Principal
Position

Number
of
Securities
Underlying
Unexercised
Options
(#)
Exercisable

Number of
Securities
Underlying
Unexercised
Options (#)—
Unexercisable

Equity
Incentive
Plan
Awards:
Number
of
Securities
Underlying
Unexercised
Earned
Options
(#)

Option
Exercise
Price

Option
Expiration
Date

Number
of
Shares
or
Units of
Stock
that
have
Not
Vested

Market
Value
of
Stock
that is
Not
Vested

Equity
Incentive
Plan
Award:
Total
Number
of
Unearned
Shares,
Units or
Other
Rights
that have
Not
Vested

Equity
Incentive
Plan
Award:
Market
or
Payout
Value of
Unearned
Shares,
Units or
Other
Rights
that have
Not
Vested

William
McBride III(1),
Chairman,
President and
Chief Executive
Officer

— 300,000 — $4.49 10/10/2024 — — 150,000 673,500

David A.
Tenwick (2),
Former
Chairman,
Interim
President and
Chief Executive
Officer

246,722 (3)— — 50,731 (4)— — —

Boyd Gentry (5),
Former
President, Chief
Executive
Officer

— — — — — 31,500 135,450

David
Rubenstein,
Chief Operating
Officer

69,993 — — $3.93 12/19/2021 — — — —
105,000 — — $4.58 12/19/2021 — — — —

13,889 — — $4.06 11/12/2023 — — — —

Ronald W.
Fleming,
Former Chief
Financial
Officer

23,333 — — $5.90 5/15/2023 — — — —
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Sheryl A. Wolf
(6), Senior Vice
President,
Controller and
Chief
Accounting
Officer

8,333 16,667 — $4.30 4/17/2023 — — — —

(1)
Warrant vests on the following schedule: 100,000 shares on October 10, 2015, 100,000 shares on October 10,
2016, and 100,000 shares on October 10, 2017; restricted shares vest on the following schedule: 50,000 shares on
October 10, 2015, 50,000 shares on October 10, 2016, and 50,000 shares on October 10, 2017.

(2)Mr. Tenwick did not receive any stock compensation related to his appointment as Interim President and ChiefExecutive Officer during 2014.

(3)

Represents: (i) options to purchase 27,778 shares of common stock at an exercise price of $4.06 per share; (ii)
warrants to purchase 109,472 shares of common stock at an exercise price of $1.93 per share; and (iii) warrants to
purchase 109,472 shares of common stock at an exercise price of $1.04 per share. On July 1, 2014, Mr. Tenwick
sold an aggregate total of 218,946 fully vested and unexercised warrants for a total sale price of $328,419 to Park
City Capital Offshore Master, Ltd., an affiliate of Michael J. Fox, a Director of the Company. Mr. Tenwick sold an
additional 109,472 fully vested and unexercised warrants for a sale price of $281,343 to Park City Capital Offshore
Master, Ltd. on February 20, 2015.

(4)

Represents: (i) a restricted stock grant of 31,500 shares of common stock with a grant price of $3.20 per share and
vesting on June 1, 2015; and (ii) a restricted stock grant of 19,231 shares of common stock with a grant price of
$3.90 per share and vesting as to one-third of the shares each year for three years on the anniversary of the grant
date of December 17, 2014.

(5)31,500 restricted shares vest on June 1, 2015.

(6)Options vest on the following schedule: 8,333 shares on April 17, 2014, 8,333 shares on April 17, 2015 and 8,334shares on April 17, 2016.
Director Compensation
Director Compensation and Reimbursement Arrangements
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For the year ended December 31, 2014, our independent directors were paid $6,000 per month plus an additional: (i)
$1,500 per month if serving as a chairperson of one of the committees of the Board; and (ii) $500 per month if serving
on more than one committee. During 2014, Mr. Tenwick was paid $11,000 per month for his services as the Chairman
of the Board of Directors.
Pursuant to the Cash Compensation Reduction Program adopted by the Compensation Committee and the Board on
November 12, 2013, certain of the cash compensation described above and otherwise payable to our directors for 2014
was replaced with equity. The Cash Compensation Reduction Program provided that: (i) director fees otherwise
payable in cash to our independent directors for service on the Board would be paid 50% in cash and 50% in options
to purchase common stock granted pursuant to the Company’s 2011 Stock Incentive Plan; and (ii) $50,000 of the
compensation otherwise payable in cash to Mr. Tenwick for his service as Chairman of the Board would be paid in
options to purchase common stock granted pursuant to the Company’s 2011 Stock Incentive Plan. In connection with
the Cash Compensation Reduction Program, option grants were made to our independent directors on November 12,
2013, in respect of compensation for 2014. The options had an exercise price equal to the fair market value (as defined
in the Company’s 2011 Stock Incentive Plan) of the common stock on the date of grant. The options vested with
respect to one-twelfth of the underlying shares of common stock on the last day of each month of 2014. The options
granted pursuant to the Cash Compensation Reduction Program were reported as director compensation in the
Company’s Definitive Proxy Statement for its 2014 Annual Meeting of Shareholders.
On December 17, 2014, the Compensation Committee and the Board approved a new director compensation plan for
the year ending December 31, 2015. Pursuant to this plan, director fees for all non-employee directors (including Mr.
Brogdon) will be $25,000, payable in restricted stock awards or options to purchase common stock granted pursuant
to the Company’s 2011 Stock Incentive Plan. In accordance with this plan, on December 17, 2014: (i) Messrs.
Brogdon, Radcliffe and Tenwick were granted restricted stock awards of 19,231 shares of common stock with a grant
price of $3.90 per share, which shall vest as to one-third of the shares on each of the three subsequent anniversaries of
the grant date; (ii) Messrs. Hackett and Sturtz were granted restricted stock awards of 6,411 shares of common stock
with a grant price of $3.90 per share, which shall vest in full on December 17, 2015; and (iii) Messrs. Fox and
Morrison were granted options to purchase 51,865 shares of common stock with an exercise price of $3.90 per share,
which shall vest as to one-third of the shares on each of the three subsequent anniversaries of the grant date.
Non-employee directors are reimbursed for travel and other out-of-pocket expenses for travel in connection with their
duties as directors.
Director Compensation Table
The following table sets forth information regarding compensation paid to our non-employee directors for the year
ended December 31, 2014. Directors who are employed by us do not receive any compensation for their activities
related to serving on the Board of Directors. Compensation paid to Mr. Tenwick in 2014 is reported in “- Summary
Compensation Table.”
DIRECTOR COMPENSATION

Name
(a)

Fees
earned or
paid in
cash
(b)

Stock
awards
(c)(1)

Option
awards
(d)(2)

Non-equity
incentive
plan
compensation
(e)

Change in
pension
value
and non-
qualified
deferred
compensation
earnings
(f)

All other
compensation
(g)

Total

Christopher F.
Brogdon $— $75,001 (4) — — — $ 460,000 (5) $535,001

Michael J. Fox $39,000 $— $74,218 (6) — — — $113,218
Peter J. Hackett $48,000 $25,003 (8) $— — — — $73,003
Brent Morrison * $10,710 $— 74,218 (6) — — — $84,928
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Philip S. Radcliffe $48,000 $75,001 (4) $— — — — $123,001
Laurence E. Sturtz
** $48,000 $25,003 (7) $— — — — $73,003

(*)    On October 10, 2014, Mr. Morrison was appointed to serve as a Class III Director of the Company for a term that
expires at the
Company's annual meeting of shareholders to be held in 2016.
(**)    Mr. Sturtz resigned as a director of the Company effective January 3, 2015.
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(1) The amounts set forth in Column (c) reflect the full aggregate grant date market value of the awards.

(2) The amounts set forth in Column (d) reflect the full aggregate grant date fair value of the awards (see Note 14 -
Stock Based Compensation for a description of the assumptions used to determine fair value).

(3) The number of outstanding exercisable and unexercisable options and warrants, and the number of unvested shares
of restricted stock held by each of our non-employee directors as of December 31, 2014 are shown below:

As of December 31, 2014
Number of Shares Subject
to Outstanding Options or
Warrants

Number of
Shares
of Unvested
Restricted
StockDirector Exercisable Unexercisable

Christopher F. Brogdon 662,288 — 50,731
Michael J. Fox 21,667 51,865 —
Peter J. Hackett 37,167 — 37,911
Brent Morrison — 51,865 —
Philip S. Radcliffe 61,013 — 50,731
Laurence E. Sturtz 81,007 — 37,911

(4)
Represents a restricted stock grant of 19,231 shares of common stock with a grant price of $3.90 per share and
vesting as to one-third of the shares each year for three years on the anniversary of the grant date of December 17,
2014.

(5)

Represents (i) $105,000 paid to Mr. Brogdon in 2014 pursuant to his Consulting Agreement with the Company; (ii)
$100,000 paid to Mr. Brogdon pursuant to the May 6, 2014 Amendment to the Consulting Agreement; and (iii)
$255,000 remaining due to Mr. Brogdon pursuant to his Consulting Agreement that was offset against the
remaining amount owed by Mr. Brogdon to the Company under the promissory note related to our consolidating
variable interest entity (see "-Director Compensation-Brogdon Consulting Agreement", Note 15 - Variable Interest
Entity and Note 19 - Related Party Transactions).

(6)
Represents an option granted to purchase 51,865 shares of common stock with an exercise price of $3.90 per share
and vesting as to one-third of the shares each year for three years on the anniversary of the grant date of December
17, 2014.

(7) Represents a restricted stock grant of 6,411 shares of common stock with a grant price of $3.90 per share and
vesting on December 17, 2015.

Brogdon Consulting Agreement
In December 2012, the Company entered into a consulting agreement with Mr. Brogdon pursuant to which
Mr. Brogdon is compensated by the Company for providing consulting services related to the acquisition and
financing of skilled nursing facilities. The consulting agreement was originally scheduled to terminate on
December 31, 2015. As compensation for his services under the consulting agreement, Mr. Brogdon was originally
entitled to receive: (i) $10,000 per month in year one; (ii) $15,000 per month in year two; and (iii) $20,000 per month
in year three of the consulting agreement. In addition, Mr. Brogdon was originally entitled to receive a success fee of
$20,000 for each completed transaction; provided, however, that barring a majority vote of the Board, such success
fees on a one-year basis could not exceed $80,000 in year one, $120,000 in year two and $160,000 in year three of the
consulting agreement. In addition, no success fee would be payable for transactions involving leased facilities or
transactions in which the overall consideration is less than $2,500,000. If the consulting agreement was terminated by
the Company without cause, the Company would provide severance pay to Mr. Brogdon in an amount equal to
eighteen (18) months of Mr. Brogdon’s maximum total compensation (including success fees). No success fee was
paid to Mr. Brogdon pursuant to the consulting agreement in the years ended December 31, 2013 or 2014.
On May 6, 2014, the Company and Mr. Brogdon entered into an amendment to the consulting agreement to amend it
to restructure the compensation payable to Mr. Brogdon thereunder. The amended consulting agreement eliminated
the monthly payments to Mr. Brogdon and instead provided for an aggregate consulting fee equal to $400,000, among
other things, as described below:
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•

Under the amended consulting agreement, Mr. Brogdon is entitled to receive a success fee of $25,000
(increased from $20,000 under the original consulting agreement) for each potential acquisition identified by
Mr. Brogdon which the Company completes; provided, however, that the success fee shall not exceed $160,000
in any calendar year without a majority vote of the Board.
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•

The fee originally payable to Mr. Brogdon upon termination of the original consulting agreement without cause
(approximately $550,000 for such termination prior to a change of control and approximately $1.1 million for such
termination within six months after a change of control) was eliminated in the amended consulting agreement.
Instead, Mr. Brogdon will receive a change of control fee of $500,000 if a change of control (as defined in the
amended consulting agreement) occurs on or before May 1, 2015 and the amended consulting agreement has not been
earlier terminated. If a change of control occurs after May 1, 2015, then no change of control fee is payable. The
amended consulting agreement will terminate immediately upon a change of control and any accrued and unpaid
success fee and change of control fee (if applicable) will be paid to Mr. Brogdon upon the closing of the change of
control.

Pursuant to the amended consulting agreement, the Company made a one-time payment of $100,000 in respect of the
$400,000 consulting fee on May 6, 2014, and was obligated to pay the remainder of the consulting fee in monthly
payments of $15,000, which payments commenced on June 1, 2014. The amended consulting agreement also provided
that, notwithstanding the foregoing, if the Riverchase Village facility (which is owned by an entity which is owned
and controlled by Mr. Brogdon and that is our VIE) was sold prior to September 1, 2014, then the amount of the
unpaid consulting fee would be reduced by (and offset against) the aggregate principal balance owed by Mr. Brogdon
to the Company under the promissory note executed by Mr. Brogdon in favor of the Company, with any remaining
balance of the consulting fee owed to Mr. Brogdon to be paid in cash at closing. However, because the sale of the
Riverchase Village facility was not completed prior to September 1, 2014, the balance of the consulting fee owed to
Mr. Brogdon by the Company in the amount of $255,000 was offset against the remaining amount owed by Mr.
Brogdon to the Company under the promissory note, thereby reducing the principal amount of the promissory note to
$268,663 (see Note 15 - Variable Interest Entities).
The amended consulting agreement has an indefinite term, subject to the termination of the agreement by either party
for cause (subject to a cure period) or by Mr. Brogdon without cause.
Purpose of the Compensation Committee of the Board of Directors
The Compensation Committee advises the Board of Directors with respect to the compensation of each senior
executive and each member of the Board of Directors. The Compensation Committee is also charged with the
oversight of compensation plans and practices for all employees of the Company. The Compensation Committee
relies upon data made available for the purpose of providing information on organizations of similar or larger scale
engaged in similar activities. The purpose of the Compensation Committee's activity is to assure that the Company's
resources are used appropriately to recruit and maintain competent and talented executives and employees able to
operate and grow the Company successfully.
Item 12.    Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
For information regarding securities authorized for issuance under equity compensation plans, see "Part II, Item 5.
"Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities."
Beneficial Ownership of Common Stock
The following table furnishes information, as of March 13, 2015, as to shares of the common stock beneficially owned
by: (i) each person or entity known to us to be the beneficial owner of more than 5% of the common stock, (ii) each of
our directors and our named executive officers identified in Part III, Item 11., "Executive Compensation Table"; and
(iii) our directors and executive officers as a group. As of March 13, 2015, there were 19,220,903 shares of the
common stock outstanding.

Name of Beneficial Owner (1)

Number of
Shares of
Common
Stock
Beneficially
Owned (2)

Percent of
Outstanding
Common
Stock (3)

5% Beneficial Owners (Excluding Directors and Executive Officers):
Connie B. Brogdon (4) 1,667,727 (5) 8.7 %
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Anthony J. Cantone (6) 1,922,699 (7) 10.0 %
Park City Capital, LLC (8) 1,322,307 (9) 6.9 %
Doucet Asset Management, LLC (10) 1,433,659 (11) 7.5 %
Directors and Executive Officers:
Christopher Brogdon 1,667,727 (12) 8.7 %
Michael J. Fox 1,322,307 (13) 6.9 %
Peter J. Hackett 67,173 (14) *
William McBride III 10,000 (15) *
Brent Morrison — *
Philip S. Radcliffe 140,678 (16) *
David A. Tenwick 465,169 (17) 2.4 %
Sheryl A. Wolf 8,333 (18) *
All directors and executive officers as a group 3,681,387 19.2 %
David Rubenstein 188,882 (19) 1.0 %
Ronald W. Fleming 10,447 (20) *
Boyd Gentry 99,554 (21) *
All former officers as a group 298,883 1.6 %
*    Less than one percent.

(1) The address for each of our directors and executive officers is c/o AdCare Health Systems, Inc., 1145 Hembree
Road, Roswell, Georgia 30076.

(2) Except as otherwise specified, each individual has sole and direct beneficial voting and dispositive power with
respect to shares of the common stock indicated.

(3) Percentage is calculated based on 19,220,903 shares of common stock outstanding as of March 13, 2015.
(4) The address for Connie B. Brogdon is 88 West Paces Ferry Road N.W., Atlanta, Georgia 30305.

(5)

Includes: (i) 221,296 shares of common stock held directly by Christopher Brogdon (her spouse); (ii) 784,143
shares of common stock held by Connie B. Brogdon; (iii) warrants to purchase 115,763 shares of common stock
held by Christopher Brogdon at an exercise price of $2.59 per share; (iv) warrants to purchase 115,763 shares of
common stock held by Christopher Brogdon at an exercise price of $3.46 per share; (v) warrants to purchase
115,762 shares of common stock held by Christopher Brogdon at an exercise price of $4.32 per share; (vi) an
option to purchase 105,000 shares of common stock held by Christopher Brogdon at an exercise price of $5.71 per
share; (vii) an option to purchase 105,000 shares of common stock held by Christopher Brogdon at an exercise
price of $6.67 per share; and (viii) an option to purchase 105,000 shares of common stock held by Christopher
Brogdon at an exercise price of $7.62 per share.

(6) The address for Anthony J. Cantone is 766 Shrewsbury Avenue, Tinton Falls, New Jersey 07724.

(7)

The information set forth in this table regarding Mr. Cantone is based on Schedule 13G/A filed with the SEC by
Mr. Cantone and other reporting persons on August 21, 2014, Form 4 filed with the SEC by Mr. Cantone on
August 22, 2014, and other information known to the Company. Includes: (i) 318,013 shares of common stock held
by Mr. Cantone; (ii) 150,038 shares of common stock held by affiliates of Mr. Cantone; (iii) 617,269 shares of
common stock issuable upon conversion of a 2012 Note held by an affiliate of Mr. Cantone; (iv) 289,879 shares of
common stock issuable upon conversion of a 2012 Note held by Mr. Cantone; (v) a warrant held by an affiliate of
Mr. Cantone to purchase 75,000 shares of common stock; (vi) a warrant held by an affiliate of Mr. Cantone to
purchase 315,000 shares of common stock at an exercise price of $3.81 per share; (vii) a warrant held by an
affiliate of Mr. Cantone to purchase 105,000 shares of common stock at an exercise price of $3.81 per share; and
(viii) 52,500 shares of common
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stock issued to Mr. Cantone in connection with his services as placement agent in the offer and placement of the 2012
Notes.
(8) The address for Park City Capital, LLC is 200 Crescent Court, Suite 1575, Dallas, Texas 75201.

(9)

The information set forth in this table regarding Park City is based on a Form 4 and Schedule 13 D/A filed with the
SEC by Michael J. Fox on February 23, 2015 and other information known to the Company. Park City Capital
Offshore Master, Ltd. has sole voting and dispositive power with respect to 1,198,390 of the shares. Park City
Special Opportunity Fund, Ltd. has sole voting and dispositive power with respect to 102,250 of the shares. Park
City Capital, LLC has shared voting and dispositive power with respect to 1,300,640 of the shares. PCC SOF GP,
LLC has shared voting and dispositive power with respect to 102,250 of the shares. Michael J. Fox has sole voting
and dispositive power with respect to 21,667 of the shares and shared voting and dispositive power with respect to
1,300,640 of the shares. Park City Capital Offshore Master, Ltd. has a convertible promissory note convertible into
222,222 shares of common stock at a conversion price of $4.50 per share. The convertible promissory note is
subject to certain beneficial ownership limitations.

(10) The address for Doucet Asset Management, LLC is 2204 Lakeshore Drive, Suite 304, Birmingham, Alabama
35209.

(11)

The information set forth in this table regarding Doucet Asset Management, LLC is based on a Schedule 13D (the
"Doucet Schedule 13D") filed with the SEC by Doucet Asset Management and other reporting persons on
February 4, 2015, and other information known to the Company. Doucet Capital, LLC has shared voting and
dispositive power with respect to 1,433,659 of the shares. Doucet Asset Management, LLC has shared voting and
dispositive power with respect to 1,433,659 of the shares. Christopher L. Doucet, managing member of Doucet
Capital, LLC and CEO and control person of Doucet Asset Management, LLC, has shared voting and dispositive
power with respect to 1,433,659 of the shares. Suzette A. Doucet, CFO and control person of Doucet Asset
Management, LLC, has shared voting and dispositive power with respect to 1,433,659 of the shares. The Doucet
Schedule 13D includes a letter to the Board, dated February 4, 2015, in which Mr. Doucet proposes that AdCare
merge with Global Healthcare REIT, Inc., a company affiliate with Chris Brogdon.

(12)

Includes: (i) 784,143 shares of common stock held directly by Connie B. Brogdon (his spouse); (ii) 221,296
shares of common stock held by Christopher Brogdon; (iii) warrants to purchase 115,763 shares of common stock
held by Christopher Brogdon at an exercise price of $2.59 per share; (iv) warrants to purchase 115,763 shares of
common stock held by Christopher Brogdon at an exercise price of $3.46 per share; (v) warrants to purchase
115,762 shares of common stock held by Christopher Brogdon at an exercise price of $4.32 per share; (vi) an
option to purchase 105,000 shares of common stock at an exercise price of $5.71 per share; (vii) an option to
purchase 105,000 shares of common stock held by Christopher Brogdon at an exercise price of $6.67 per share;
and (viii) an option to purchase 105,000 shares of common stock held by Christopher Brogdon at an exercise price
of $7.62 per share.

(13)

Includes: (i) 750,000 shares of common stock held by affiliates of Mr. Fox; (ii) options to purchase 21,667 shares
of common stock held by Mr. Fox at an exercise price of $4.06 per share; (iii) a warrant to purchase 109,473
shares of common stock held by an affiliate of Mr. Fox at an exercise price of $2.57 per share; (iv) a warrant to
purchase 109,473 shares of common stock held by an affiliate of Mr. Fox at an exercise price of $3.43 per share;
(v) a warrant to purchase 109,472 shares of common stock held by an affiliate of Mr. Fox at an exercise price of
$1.93 per share; and (vi) a convertible promissory note held by an affiliate of Mr. Fox convertible into 222,222
shares of common stock at a conversion price of $4.50 per share. The convertible promissory note beneficially
owned by Mr. Fox is subject to certain beneficial ownership limitations.

(14)
Includes: (i) 30,006 shares of common stock held by Mr. Hackett; (ii) options to purchase 10,500 shares of
common stock at an exercise price of $4.11 per share; and (iii) options to purchase 26,667 shares of common
stock at an exercise price of $4.06 per share.

(15) Includes 10,000 shares of common stock held by Mr. McBride.
(16) Includes: (i) 79,665 shares of common stock held by Mr. Radcliffe; (ii) options to purchase 3,240 shares of

common stock at an exercise price of $1.30 per share; (iii) options to purchase 10,500 shares of common stock at
an exercise price of $4.11 per share; (iv) options to purchase 26,667 shares of common stock at an exercise price
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of $4.06 per share; (v) warrants to purchase 5,151 shares of common stock at an exercise price of $1.04 per share;
(vi) warrants to purchase 5,151 shares of common stock at an exercise price of $1.93 per share; (vii) warrants to
purchase 5,152 shares of common stock at an exercise price of $2.57 per share; and (viii) warrants to purchase
5,152 shares of common stock at an exercise price of $3.43 per share.
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(17)
Includes: (i) 327,919 shares of common stock held by Mr. Tenwick; (ii) options to purchase 27,778 shares of
common stock at an exercise price of $4.06 per share; and (iii) warrants to purchase 109,472 shares of common
stock at an exercise price of $1.04 per share.

(18) Includes an option to purchase 8,333 shares of common stock at an exercise price of $4.30 per share.

(19)
Includes: (i) options to purchase 13,889 shares of common stock at an exercise price of $4.06 per share; (ii)
warrants to purchase 105,000 shares of common stock at an exercise price of $3.93 per share; and (iii) warrants to
purchase 69,993 shares of common stock at an exercise price of $4.58 per share.

(20) Includes (i) 447 shares of common stock held directly by Mr. Fleming; and (ii) 10,000 shares restricted stock.

(21) Includes (i) 63,823 shares of common stock held directly by Mr. Gentry; and (ii) 31,500 shares of restricted stock
that vest on June 1, 2015.

Item 13.    Certain Relationships and Related Transactions, and Director Independence
Related Party Transactions
Riverchase. On April 9, 2010, Riverchase Village ADK, LLC (“Riverchase”), then a wholly owned subsidiary of the
Company, entered into a Purchase Agreement with an Oklahoma limited liability company controlled by a bank
(“Riverchase Seller”) to acquire the assets of Riverchase Village, a 105-bed assisted living facility located in Hoover,
Alabama, for a purchase price of approximately $5.0 million. On June 22, 2010, the Company assigned to Christopher
Brogdon (a director of the Company, beneficial owner of more than 5% of the common stock and the Company’s
former Chief Acquisition Officer) 100% of the membership interests in Riverchase. On June 25, 2010, Riverchase,
then owned by Mr. Brogdon, purchased the Riverchase Village facility pursuant to the terms of the Purchase
Agreement.
In connection with financing of the acquisition of the Riverchase Village facility, Riverchase borrowed from the
Medical Clinic Board of the City of Hoover the proceeds from the issuance of $5.8 million First Mortgage Healthcare
Facility Revenue Bonds (Series 2010 A) and $0.5 million First Mortgage Revenue Bonds (Series B), which proceeds
were used to acquire Riverchase Village facility, pay the cost of certain repairs and improvements to Riverchase
Village, fund certain services and pay the cost of the issuance of the bonds. As part of the financing, AdCare
guaranteed Riverchase’s obligations under the bonds. See Part II, Item 7, “Management Discussion and Analysis of
Financial Coalition - Notes Payable and Other Debt - Senior Debt - Bonds, Net of Discount - Riverchase.”
As consideration for the assignment of 100% of the membership interests in Riverchase to Mr. Brogdon and AdCare’s
guaranteeing the bonds, Mr. Brogdon granted to a wholly owned subsidiary of the Company an exclusive and
irrevocable option pursuant to an Option Agreement to acquire Riverchase (the “Riverchase Option”) through June 22,
2012 for an exercise price of $100,000 and otherwise under the same terms and conditions set forth in the Purchase
Agreement. In addition, another wholly owned subsidiary of the Company entered into a five-year year Management
Agreement with Riverchase pursuant to which such subsidiary supervised the management of the Riverchase Village
facility for a monthly fee equal to 5% of the monthly gross revenues of the Riverchase Village facility. On June 22,
2013, the Company subsidiary and Riverchase agreed to mutually terminate the management agreement.
On July 26, 2012, the Company subsidiary and Mr. Brogdon amended the Option Agreement to extend the last date
on which the Riverchase Option may be exercised through June 22, 2013. On June 22, 2013, the Company subsidiary
and Mr. Brogdon further amended the Option Agreement to extend the last date on which the Riverchase Option may
be exercised through June 22, 2014.
On December 18, 2013, Riverchase entered into a sales listing agreement to sell the Riverchase Village facility. On
April 1, 2014, Riverchase entered into a purchase and sale agreement to sell the Riverchase Village facility to a
third-party purchaser; however, the agreement was terminated on August 6, 2014.
See “-Letter Agreement with Brogdon” for a further description of the agreements with respect to the Riverchase Village
facility and related matters.
Promissory Note Issued By Brogdon. On December 31, 2013, the Company notified certain entities controlled by
Christopher Brogdon of the Company’s intent to terminate the management agreements between subsidiaries of the
Company and such Brogdon entities under which the Company subsidiaries managed five skilled nursing facilities
located in Oklahoma owned by the Brogdon entities and the Harrah Nursing Center, McLoud Nursing Center and
Mecker Nursing Center, also owned by the Brogdon entities. Pursuant to the agreement: (i) the parties agreed to
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terminate the management agreements effective March 1, 2014 and (ii) Mr. Brogdon executed a promissory note in
favor of the Company in principal amount of $523,663 which represented amounts owed as of March 1, 2014 (a) by
the Brogdon entities pursuant to the management agreements and (b) by GL Nursing,
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LLC (an entity controlled by Mr. Brogdon) to the Company in connection with the Company’s assignment in May
2012 of its rights to acquire Golden Years Manor. The promissory note was originally payable in five equal monthly
installments commencing on September 1, 2014 and ending on December 31, 2014, and did not bear interest. See
“-Harrah, McLoud and Meeker,” “-Oklahoma Facilities” and “-Golden Years Manor” below for a further description.
Letter Agreement with Brogdon. On March 3, 2014, the Company and certain of its subsidiaries entered into a letter
agreement, dated as of February 28, 2014 (the “Letter Agreement”), with Christopher Brogdon and entities controlled by
him which: (i) extended the Riverchase Option until June 22, 2015; and (ii) reduced the purchase price for the exercise
of the Riverchase Option to $1.00. Furthermore, the Letter Agreement provided that, upon the closing of the sale of
the Riverchase Village facility to an arms-length third party purchaser, regardless of whether the Company has
exercised the Riverchase Option, the net sales proceeds from such sale shall be distributed as follows: (a) one-half of
the net sales proceeds will be paid to the Company; (b) the remaining net sales proceeds will be paid to the Company
to satisfy the outstanding principal balance and interest (if any) then due under the promissory note issued by Mr.
Brogdon in favor of the Company with an original principal amount of $523,663, with such payment to be applied in
the order of scheduled amortization under the note; and (c) the balance of net sales proceeds will be paid to the
Company.

On May 15, 2014, the Company and certain of its subsidiaries entered into an Amendment to the Letter Agreement
(the “Letter Agreement First Amendment”), pursuant to which the Company agreed to pay $92,323 (the “Tax Payment”)
to the appropriate governmental authorities of Jefferson County, Alabama, such amount representing outstanding real
property taxes due on the Riverchase Village facility. The Company determined that it was in its best interest to make
the Tax Payment in order to preserve the Company’s interest in the sale of the Riverchase Village facility. In
connection with the Tax Payment, the parties also agreed to amend and restate the promissory note issued by Mr.
Brogdon in favor of the Company to reflect a new principal amount of $615,986, which amount represents the original
principal amount of the note plus the Tax Payment. Furthermore, the Letter Agreement First Amendment amended the
Letter Agreement to provide that, if the closing of the sale of the Riverchase Village facility does not occur on or
before December 31, 2014, then a payment of principal under the amended and restated promissory note equal to the
Tax Payment will be due and payable to the Company on or before January 31, 2015.

On October 10, 2014, the Company and certain of its subsidiaries entered into a second amendment to the Letter
Agreement, as amended (the “Letter Agreement Second Amendment”), with Mr. Brogdon and entities controlled by Mr.
Brogdon, pursuant to which the Company reduced the principal amount of the promissory note issued by Mr. Brogdon
by the amount equal to $92,323 (which represents the amount of the Tax Payment) plus $255,000 (which represents
an offset of amounts owed by the Company to Mr. Brogdon under his consulting agreement with the Company). See
“-Consulting Agreement.”

The Letter Agreement Second Amendment also amended the Letter Agreement, as amended, to provide that upon the
closing of the sale of the Riverchase Village facility to a third party purchaser, the net sales proceeds from such sale
shall be distributed so that any net sales proceeds shall first be paid to the Company to satisfy the $177,323
outstanding under the note issued by Riverchase to the Company, which note is discussed below.

AdCare is a guarantor of Riverchase’s obligations with respect to certain revenue bonds issued by the City of Hoover
in connection with the Riverchase Village facility, and in order to preserve the Company’s interest in the sale of the
Riverchase Village facility, the Company made a payment in the amount of $85,000 (the “Principal Obligation”) on
behalf of Riverchase with respect to its obligations under the bonds. On October 10, 2014, Riverchase issued a
promissory note in favor of the Company in the principal amount of $177,323, which represented the amount of Tax
Payment plus the Principal Obligation. The note does not bear interest and is due upon the closing of the sale of the
Riverchase Village facility.

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

273



On March 25, 2015, the Company and certain of its subsidiaries entered into a third amendment to the Letter
Agreement, as amended (the “Letter Agreement Third Amendment”), with Mr. Brogdon and entities controlled by him,
pursuant to which Riverchase and the Company agreed to amend the promissory note issued by Riverchase to the
Company to: (i) increase the principal amount due under the promissory note issued by Riverchase to the Company by
any additional real property tax payments made by the Company with respect to the Riverchase Village facility and
(ii) to state that such promissory note would not bear interest.

The Letter Agreement Third Amendment amended the Letter Agreement to provide a schedule for the payment to the
Company of the net sales proceeds resulting from a sale of the Riverchase Village facility to a third-party purchaser.
The net sales proceeds from such sale shall be distributed to the Company as follows: (i) an amount sufficient to
satisfy all amounts due and owing under the promissory note issued by Riverchase to the Company; (ii) one-half of
the then remaining net sales proceeds; (iii) an amount sufficient to satisfy the amounts due and owing under the
promissory note issued by Mr. Brogdon to the Company; and (d) the then remaining balance of net sales proceeds.
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In connection with the Letter Agreement Third Amendment, the Company and Mr. Brogdon agreed to amend the
promissory note issued by Mr. Brogdon to the Company. Pursuant to this amendment, the principal balance plus any
accrued interest under the promissory note issued by Mr. Brogdon to the Company shall be due and payable on the
earlier of: (i) December 31, 2015; or (ii) the closing of the sale of the Riverchase Village facility.
Consulting Agreement.  In December 2012, the Company entered into a consulting agreement with Christopher
Brogdon pursuant to which he is compensated by the Company for providing consulting services related to the
acquisition and financing of skilled nursing facilities. The consulting agreement was originally scheduled to terminate
on December 31, 2015. As compensation for his services under the consulting agreement, Mr. Brogdon was originally
entitled to receive: (i) $10,000 per month in year one; (ii) $15,000 per month in year two; and (iii) $20,000 per month
in year three of the consulting agreement. In addition, Mr. Brogdon was originally entitled to receive a success fee of
$20,000 for each completed transaction; provided, however, that barring a majority vote of the Board, such success
fees on a one-year basis could not exceed $80,000 in year one, $120,000 in year two and $160,000 in year three of the
consulting agreement. In addition, no success fee would be payable for transactions involving leased facilities or
transactions in which the overall consideration is less than $2,500,000. If the consulting agreement was terminated by
the Company without cause, the Company would provide severance pay to Mr. Brogdon in an amount equal to
eighteen (18) months of Mr. Brogdon’s maximum total compensation (including success fees). No success fee was
paid to Mr. Brogdon pursuant to the consulting agreement in the years ended December 31, 2013 or 2014.
On May 6, 2014, the Company and Mr. Brogdon entered into an amendment to the consulting agreement to amend it
to restructure the compensation payable to Mr. Brogdon thereunder. The amended consulting agreement eliminated
the monthly payments to Mr. Brogdon and instead provided for an aggregate consulting fee equal to $400,000, among
other things, as described below:

•

Under the amended consulting agreement, Mr. Brogdon is entitled to receive a success fee of $25,000
(increased from $20,000 under the original consulting agreement) for each potential acquisition identified by
Mr. Brogdon which the Company completes; provided, however, that the success fee shall not exceed $160,000
in any calendar year without a majority vote of the Board.

•

The fee originally payable to Mr. Brogdon upon termination of the original consulting agreement without cause
(approximately $550,000 for such termination prior to a change of control and approximately $1.1 million for such
termination within six months after a change of control) was eliminated in the amended consulting agreement.
Instead, Mr. Brogdon will receive a change of control fee of $500,000 if a change of control (as defined in the
amended consulting agreement) occurs on or before May 1, 2015 and the amended consulting agreement has not been
earlier terminated. If a change of control occurs after May 1, 2015, then no change of control fee is payable. The
amended consulting agreement will terminate immediately upon a change of control and any accrued and unpaid
success fee and change of control fee (if applicable) will be paid to Mr. Brogdon upon the closing of the change of
control.
Pursuant to the amended consulting agreement, the Company made a one-time payment of $100,000 in respect of the
$400,000 consulting fee on May 6, 2014, and was obligated to pay the remainder of the consulting fee in monthly
payments of $15,000, which payments commenced on June 1, 2014. The amended consulting agreement also provided
that, notwithstanding the foregoing, if the Riverchase Village facility (which is owned by an entity which is owned
and controlled by Mr. Brogdon and that is our VIE) was sold prior to September 1, 2014, then the amount of the
unpaid consulting fee would be reduced by (and offset against) the aggregate principal balance owed by Mr. Brogdon
to the Company under the promissory note executed by Mr. Brogdon in favor of the Company, with any remaining
balance of the consulting fee owed to Mr. Brogdon to be paid in cash at closing. However, because the sale of the
Riverchase Village facility was not completed prior to September 1, 2014, the balance of the consulting fee owed to
Mr. Brogdon by the Company in the amount of $255,000 was offset against the remaining amount owed by Mr.
Brogdon to the Company under the promissory note, thereby reducing the principal amount of the promissory note to
$268,663.
The amended consulting agreement has an indefinite term, subject to the termination of the agreement by either party
for cause (subject to a cure period) or by Mr. Brogdon without cause
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Settlement and Indemnification Agreement. On March 26, 2015, the Company and certain entities controlled by
Christopher Brogdon entered into a Settlement and Indemnification Agreement with respect to: (i) certain claims
made by the Brogdon entities in connection with management and administrative services provided by the Company
to the Brogdon entities under various management agreements; and (ii) certain pending, or threatened, legal
proceedings against the Company and certain of its subsidiaries, and Mr. Brogdon and certain entities controlled by
him, including the litigation filed in the District Court of Oklahoma County, State of Oklahoma and described in Part
I, Item 3, “Legal Proceedings” (collectively, and including any unasserted claims arising from the management
agreements, the “Adcare Indemnified Claims”). Pursuant to the Settlement and Indemnification Agreement, the
Company agreed to contribute up to $600,000 towards the settlement of the litigation, and Mr.
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Brogdon and the Brogdon entities agree to release the Company from any and all claims arising in connection with the
management agreements and to indemnify the Company with respect to the AdCare Indemnified Claims.
The litigation was settled pursuant to the Clanton Settlement Agreement as described under Part I, Item 3, “Legal
Proceedings.” Boyd P. Gentry, the Company’s former Chief Executive Officer, and Mr. Brogdon are parties to such
agreement.
Harrah, McLoud and Mecker. On July 26, 2013, a wholly owned subsidiary of the Company entered into management
agreements with entities controlled by Christopher Brogdon, which entities own the skilled-nursing facilities located
in Oklahoma known as Harrah Nursing Center, McLoud Nursing Center and Mecker Nursing Center. Pursuant to the
management agreements, the Company subsidiary managed the operations of these facilities. The management
agreements had initial terms of five years with automatic renewal for one-year terms thereafter. Pursuant to the
management agreements, the Brogdon entities which own the facilities agreed to pay the Company subsidiary a fee
equal to 5% of the monthly gross revenues of the facilities. Effective March 1, 2014, the Company terminated the
management agreements with respect to Harrah Nursing Center, McLoud Nursing Center and Mecker Nursing Center.
Oklahoma Facilities. Effective August 1, 2011, entities controlled by Christopher Brogdon acquired five skilled
nursing facilities located in Oklahoma. In connection with the closing of this acquisition, a wholly owned subsidiary
of the Company entered into five-year year management agreements with the Brogdon entities pursuant to which the
Company subsidiary supervised the management of the facilities for a monthly fee equal to 5% of the monthly gross
revenues of the facilities.

In December 2012: (i) the Brogdon entities entered into a $1.0 million senior secured credit agreement with Gemino;
and (ii) the Company subsidiary entered into a subordination agreement pursuant to which the Company subsidiary
agreed to subordinate its right to payment of all management fees owed to it by the Brogdon entities to such credit
agreement with Gemino. However, the Company subsidiary could continue to accept such management fees owed to
it under the management agreements, so long as no event of default has occurred under the credit agreement entered
into among Gemino and the Brogdon entities. Effective as of March 1, 2014, the Company terminated the
management agreements with respect to the facilities. On March 3, 2014, the Company, Mr. Brogdon and the
Brogdon entities entered into an agreement to provide for the transition of the management of the facilities from the
Company to a third-party.
Golden Years Manor.  In January 2012, a wholly owned subsidiary of the Company entered into a Purchase and Sale
Agreement with Gyman Properties, LLC, to acquire a 141-bed skilled nursing facility located in Lonoke, Arkansas,
known as Golden Years Manor, for an aggregate purchase price of $6.5 million. Pursuant to the Purchase and Sale
Agreement, the Company deposited approximately $0.3 million into escrow to be held as earnest money. In May
2013, the Company decided not to pursue the acquisition of Golden Years Manor because it determined that the
facility no longer met its investment criteria. At the time of such determination, the Company was not entitled to
reimbursement of its deposit under the Purchase and Sale Agreement. Subsequently, on May 9, 2012, the Company
assigned all of its rights under the Purchase and Sale Agreement to GL Nursing, LLC, an entity controlled by
Christopher Brogdon. In connection with such assignment, GL Nursing, LLC agreed to reimburse to the Company the
deposit and all of its out-of-pocket costs relating to Golden Years Manor upon the closing of the acquisition, which
occurred on May 31, 2012.
Park City Capital. On March 27, 2014, the Company accepted a Subscription Agreement from Park City Capital
Offshore Master, Ltd. (“Park City Offshore”), an affiliate of Michael J. Fox, pursuant to which the Company issued to
Park City Offshore in March 2014 $1,000,000 in principal amount of the 2014 Notes. Mr. Fox is a director of Park
City Offshore and a director of the Company and a beneficial owner of 5% of the outstanding common stock. The
promissory note was offered to and sold to Park City Offshore on the same terms and conditions as all other buyers in
the offering. For more information regarding the 2014 Notes see Note 9 - Notes Payable and Other Debt, in Part II,
Item 8. “Financial Statements and Supplementary Data.”

On March 31, 2015, the Company accepted a Subscription Agreement from Park City Capital Offshore, for 2015
Notes with an aggregate principal amount of $1,000,000. The 2015 Note was offered to Park City Offshore on the
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same terms and conditions as all other investors in the offering except the 2015 Note to be issued to Park City Capital
Offshore is not subject to any Adjustment for Dilutive Equity Issuances. For more information regarding the 2015
Notes see Part II, Item 9B. “Other Information.”

For a description of the arrangements between the Company and Mr. Fox regarding his service as a director, see Part
III, Item 10, “Directors, Executive Officers and Corporate Governance.”

Doucet Asset Management, LLC. On February 4, 2015, Doucet Capital, LLC, Doucet Asset Management, LLC,
Christopher L. Doucet and Suzette A. Doucet jointly filed with the SEC a Schedule 13D reporting beneficial
ownership of greater than 5% of the common stock. See Part III, Item 12, “Security Ownership of Certain Beneficial
Owners and Management and Related Stockholder Matters.”
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On March 31, 2015, the Company accepted Subscription Agreements from Christopher L. Doucet and Suzette A.
Doucet for 2015 Notes with an aggregate principal amount of $250,000. The 2015 Notes were offered to them on the
same terms and conditions as all other investors in the offering. With respect to the offering of 2015 Notes,
Institutional Securities Corporation served as the placement agent and Doucet Asset Management, LLC served as the
selected dealer. Institutional Securities Corporation is affiliated with Doucet Asset Management, LLC and is entitled
to receive a placement agent fee in the offering of approximately $146,000, assuming payment of all 2015 Notes
subscribed for by investors identified by the placement agent. For more information regarding the 2015 Notes, see
Part II, Item 9B. “Other Information.”

Cantone.  On August 21, 2014, Anthony J. Cantone and certain of his affiliates filed with the SEC a Schedule 13G/A
reporting beneficial ownership of greater than 5% of the common stock. See Part III, Item 12, “Security Ownership of
Certain Beneficial Owners and Management and Related Stockholder Matters.” In March 2012, the Company issued an
unsecured promissory note to Cantone Asset Management LLC in the principle amount of $3,500,000. In April 2012,
the Company issued an unsecured promissory note to Cantone Asset Management LLC in the principle amount of
$1,500,000. In July 2012, the Company and Cantone Asset Management LLC refinanced these two promissory notes
in exchange for the issuance by the Company to Cantone Asset Management LLC of a 2012 Note in a principle
amount of $5,000,000.
In connection with the issuance of the promissory notes to Cantone Asset Management LLC in March and April of
2012, Cantone Research, Inc. agreed to provide the Company with certain consulting services for a monthly fee if the
Company and Cantone Asset Management LLC (or an affiliated entity) did not agree to the terms of an additional
financing arrangement pursuant to which it (or affiliated entity) would loan to the Company at least $4,000,000 for a
four-year term. In July 2012, the consulting agreement was revised so as to provide for a certain monthly fee payable
to Cantone Research, Inc. regardless of whether the Company and Cantone Asset Management LLC agreed to an
additional financing arrangement. Furthermore, under the terms of the revised consulting agreement, the Company
issued to Cantone Research, Inc. 50,000 shares of common stock and a warrant to purchase 100,000 shares of
common stock. The Company paid to Cantone Research, Inc. approximately $50,000 during 2014 pursuant to the
consulting agreement.
In July 2012 and March 2011, the Company issued and sold to certain accredited investors an aggregate of $7,500,000
and $4,508,700 in principle amount of 2012 Notes and 2011 Notes, respectively. In connection with the offerings,
Cantone Research, Inc. acted as the exclusive agent with respect to the private placement of the notes. The Company
paid to Cantone Research, Inc. $42,500 and $60,000 to act as the placement agent pursuant to the July 2012 and
March 2011 offerings, respectively.
In October 2013, the Company settled certain alleged claims made by Anthony J. Cantone, Cantone Asset
Management LLC and Cantone Research, Inc. with respect to their prior dealings with the Company, including,
among other things, the Company’s offering of 2012 Notes. In connection with the settlement, the Company issued to
CRI a two−year warrant to purchase 75,000 shares of common stock.
Red Rose Facility. In October 2011, pursuant to the terms of an Assignment of Lease and Landlord’s Consent, Rose
Missouri Nursing, LLC, a wholly owned subsidiary of the Company, became the tenant and operator of the Red Rose
facility, a 90-bed skilled nursing facility located in Cassville, Missouri. In connection with this transaction,
Christopher Brogdon guaranteed the performance of the Company’s obligations, including payment obligations, under
the Lease. In December 2012, the Company entered into agreements to indemnify Mr. Brogdon for such guarantees.
On September 30, 2014, the Lease to operate a 90-bed skilled nursing facility located in Cassville, Missouri expired.
The Company elected not to renew the lease agreement consistent with its strategic plan to transition to a healthcare
property holding and leasing company.
Termination of Sublease.  On May 6, 2014, ADK Administrative Property, LLC, a wholly owned subsidiary of the
Company (“ADK Admin”), and Winter Haven Homes, Inc. (“Winter Haven”), an entity controlled by Mr. Brogdon,
entered into a sublease termination agreement, pursuant to which ADK Admin and Winter Haven terminated,
effective as of May 31, 2014, that certain sublease agreement between them dated as of May 1, 2011. Pursuant to the

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

279



sublease agreement, ADK Admin subleased from Winter Haven certain office space located at Two Buckhead Plaza,
Atlanta, Georgia, with rent of approximately $5,000 payable monthly through November 2018. The sublease
termination agreement terminated, as of May 31, 2014, all obligations of ADK Admin under the sublease agreement,
including all obligations to pay rent.
Approval of Related Party Transactions
Each of the foregoing transactions was approved by the independent members of the Board of Directors of the
Company without the related party having input with respect to the discussion of such approval. In addition, the Board
of Directors believes that each of the foregoing transactions were necessary for the Company's business and are on
terms no less favorable to the Company than could be obtained from independent third parties.
Director Independence
In 2014, five out of eight of our directors, Messrs. Fox, Hackett, Morrison,Radcliffe, and Sturtz, were independent as
determined utilizing the standards for director "independence" set forth in the applicable rules of the NYSE MKT
listing standards. Effective January 3, 2015, Mr.Sturtz resigned from the Board of Directors. Since January 1, 2015,
four out of seven of our directors, Messrs. Fox, Hackett, Morrison, and Radcliffe were independent as determined
utilizing the standards for director "independence" set forth in the applicable rules of the NYSE MKT listing
standards. Since January 1, 2012, all of the members of the Audit Committee were considered "independent," as
independence for Audit Committee members is defined in the applicable rules of the NYSE MKT listing standards
and the rules of the SEC.
Item 14.    Principal Accountant Fees and Services
Fees
Pursuant to appointment by the Audit Committee, KPMG LLP ("KPMG") has audited the financial statements of the
Company and its subsidiaries for the years ended December 31, 2014 and 2013.
The following table sets forth the aggregate fees that KPMG billed to the Company for the years ended December 31,
2014 and 2013, respectively. All of the fees were approved by the Audit Committee in accordance with its policies
and procedures.
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December 31,
(000's) 2014 2013
Audit fees (total)(1) $519 $484
Audit-related fees (total)(2) 43 92
Tax fees — —
All other fees — —
Total fees $562 $576

(1)
Audit fees include fees associated with professional services rendered by KPMG for the audit of the Company's
annual financial statements and review of financial statements included in the Company's quarterly reports on
Form 10-Q.

(2) Audit related fees include fees for the audit of our HUD properties and additional services related to acquisitions,
registration statements and other regulatory filings.

Pre-Approval Policy
The Audit Committee is required to pre-approve all auditing services and permitted non-audit services (including the
fees and terms thereof) to be performed by our independent registered public accounting firm, subject to the de
minimis exceptions for non-audit services described in Section 10A(i)(1)(B) of the Exchange Act that are approved by
the Audit Committee prior to completion of the audit.
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PART IV
Item 15.    Exhibits and Financial Statement Schedules
(a)(1) Financial Statements.    The following financial statements of AdCare Health Systems, Inc. and its Subsidiaries
are included in Part II, Item 8 of this Annual Report.
(i)Consolidated Balance Sheets—December 31, 2014 and 2013;
(ii)Consolidated Statements of Operations—Years ended December 31, 2014 and 2013;
(iii)Consolidated Statements of Stockholders' Equity—Years ended December 31, 2014 and 2013;
(iv)Consolidated Statements of Cash Flows—Years ended December 31, 2014 and 2013; and
(v)Notes to Consolidated Financial Statements.
(a)(2) Financial Statement Schedules.    Financial statement schedules are omitted because they are not required, are
not material, are not applicable, or the required information is shown in the financial statements or notes thereto.
(a)(3) Exhibits.    A list of the Exhibits required by Item 601 of Regulation S-K to be filed as a part of this Annual
Report is shown on the "Exhibit Index" filed herewith and incorporated herein by this reference.
In reviewing the agreements included as exhibits to this Annual Report, investors are reminded that they are included
to provide information regarding their terms and are not intended to provide any other factual or disclosure
information about AdCare or the other parties to the agreements. Some of the agreements contain representations and
warranties by each of the parties to the applicable agreement. These representations and warranties have been made
solely for the benefit of the other parties to the applicable agreement and:

• Should not in all instances be treated as categorical statements of fact, but rather as a way of allocating the risk
to one of the parties if those statements prove to be inaccurate;

•Have been qualified by the disclosures that were made to the other party in connection with the negotiation of theapplicable agreement, which disclosures are not necessarily reflected in the agreement;

•May apply standards of materiality in a way that is different from what may be viewed as material to you or otherinvestors, and

•Were made only as of the date of the applicable agreement or such other date or dates may be specified in the
agreement and are subject to more recent developments.
Accordingly, the representations and warranties may not describe the actual state of affairs as of the date they were
made or at any other time. Additional information about us may be found elsewhere in this Annual Report and our
other public filings with the SEC, which are available without charge on our website at www.adcarehealth.com.
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Signatures
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

AdCare Health Systems, Inc.
by: /s/ WILLIAM MCBRIDE III

William McBride III
Chairman, President and Chief Executive Officer
March 31, 2015

Pursuant to the requirements of the Securities Exchange Act of 1934, this Form 10-K has been signed by the
following persons in the capacities and on the dates indicated.
SIGNATURE TITLE DATE

/s/ WILLIAM MCBRIDE III
William McBride III Chairman, Chief Executive Officer (Principal Executive Officer) March 31, 2015

/s/ SHERYL A. WOLF

Sheryl A. Wolf Chief Accounting Officer (Principal Financial and Accounting
Officer) March 31, 2015

/s/ CHRISTOPHER F.
BROGDON
Christopher F. Brogdon Director March 31, 2015

/s/ MICHAEL J. FOX
Michael J. Fox Director March 31, 2015

/s/ PETER J. HACKETT
Peter J. Hackett Director March 31, 2015

/s/ BRENT MORRISON
Brent Morrison Director March 31, 2015

/s/ PHILIP S. RADCLIFFE
Philip S. Radcliffe Director March 31, 2015

/s/ DAVID A. TENWICK
David A. Tenwick Director March 31, 2015
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EXHIBIT INDEX
Exhibit
No. Description Method of Filing

2.1
Purchase Agreement, dated as of September 15, 2011,
by and between JRT Group Properties, LLC and
AdCare Hembree Road Property, LLC

Incorporated by reference to Exhibit 10.160 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

2.2
Purchase and Sale Agreement, dated as of January 3,
2012, between SCLR, LLC and AdCare Property
Holdings, LLC

Incorporated by reference to Exhibit 2.9 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

2.3
Purchase and Sale Agreement, dated as of January 17,
2012, between Gyman Properties, LLC and AdCare
Property Holdings, LLC

Incorporated by reference to Exhibit 2.1 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

2.4
Purchase and Sale Agreement, dated March 12, 2012,
by and between Westlake Nursing Home Limited and
AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.1 to the
Registrant’s Current Report on Form 8-K filed
March 15, 2012

2.5

Purchase and Sale Agreement, dated March 14, 2012,
by and between F & F Ventures, LLC, Tulsa Christian
Care, Inc., d/b/a/ Companions Specialized Care Center
and AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.2 to the
Registrant’s Current Report on Form 8-K filed
March 15, 2012

2.6
Purchase and Sale Agreement, dated as of April 3,
2012, between Evans Memorial Hospital, Inc. and
AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.1 to the
Registrant’s Current Report on Form 8-K filed April
9, 2012

2.7

Third Amendment to Purchase and Sale Agreement,
dated as of April 17, 2012, by and between First
Commercial Bank and AdCare Property Holdings,
LLC.

Incorporated by reference to Exhibit 2.2 to the
Registrant’s Current Report on Form 8-K filed April
23, 2012

2.8
Purchase Agreement, dated as of April 27, 2012,
between AdCare Property Holdings, LLC and 1761
Pinewood Holdings, LLC

Incorporated by reference to Exhibit 2.1 to the
Registrant’s Current Report on Form 8-K filed May
3, 2012

2.9
Second Amendment to Purchase and Sale Agreement,
dated April 30, 2012, by and between Gyman
Properties, LLC and AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.2 to the
Registrant’s Current Report on Form 8-K filed May
3, 2012

2.10
First Amendment to Purchase and Sale Agreement,
dated May 15, 2012, by and between AdCare Property
Holdings, LLC and Westlake Nursing Home Limited

Incorporated by reference to Exhibit 2.6 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

2.11
Purchase Agreement, dated June 4, 2012, by and
between AdCare Hembree Road Property, LLC and
JRT Group Properties, LLC

Incorporated by reference to Exhibit 2.7 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

2.12

Second Amendment to Purchase and Sale Agreement,
dated June 19, 2012, by and among F & F Ventures,
LLC, Tulsa Christian Care, Inc., d/b/a Companions
Specialized Care Center, George Perry Farmer, Jr.,
Jessica L. Farmer and AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.5 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

2.13
Amendment to Purchase Agreement, dated July 19,
2012, between 1761 Pinewood Holdings, LLC and
AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.1 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

2.14
Purchase and Sale Agreement, dated as of August 9,
2012, between Winyah Nursing Home, Inc. and
AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.1 to the
Registrant’s Current Report on Form 8-K filed
August 15, 2012
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2.15
Second Amendment to Purchase Agreement, dated as
of August 31, 2012, between Winyah Nursing
Home, Inc. and AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.3 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

2.16
Third Amendment to Purchase Agreement, dated as of
September 27, 2012, between 1761 Pinewood
Holdings, LLC and AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.4 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

2.17
Agreement of Sale, dated October 11, 2012, between
AdCare Health Systems, Inc., certain of its subsidiaries
named therein and CHP Acquisition Company, LLC

Incorporated by reference to Exhibit 2.5 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012
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Exhibit No.Description Method of Filing

2.18

Assignment of Purchase and Sale Agreement, dated
October 12, 2012, executed by AdCare Property
Holdings, LLC in favor of Edwards Redeemer Property
Holdings, LLC and ER Nursing, LLC

Incorporated by reference to Exhibit 2.6 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

2.19

Assignment of Purchase and Sale Agreement, dated
October 12, 2012, executed by AdCare Property
Holdings, LLC in favor of WP Oklahoma Nursing,
LLC

Incorporated by reference to Exhibit 2.7 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

2.20

Membership Interest Power (transferring membership
interests of Edwards Redeemer Property Holdings,
LLC from AdCare Property Holdings, LLC to
Christopher Brogdon), dated October 12, 2012

Incorporated by reference to Exhibit 2.8 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

2.21
Fourth Amendment to Purchase and Sale Agreement,
dated October 8, 2012, between AdCare Property
Holdings, LLC and First Commercial Bank

Incorporated by reference to Exhibit 2.5 to the
Registrant’s Current Report on Form 8-K filed
October 10, 2012

2.22

Membership Interest Purchase Agreement, dated as of
September 25, 2012, by and between John B.
Montgomery and Michael Morton and AdCare
Property Holdings, LLC

Incorporated by reference to Exhibit 2.1 to the
Registrant’s Current Report on Form 8-K filed
October 1, 2012

2.23

Addendum to Membership Interest Purchase
Agreement, dated as of September 26, 2012, by and
between John B. Montgomery and Michael Morton and
AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.2 to the
Registrant’s Current Report on Form 8-K filed
October 1, 2012

2.24

First Amendment to Purchase and Sale Agreement,
effective as of October 31, 2012, between AdCare
Property Holdings, LLC and Winyah Nursing Home,
LLC

Incorporated by reference to Exhibit 2.12 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

2.25

Fifth Amendment to Purchase and Sale Agreement,
dated as of November 30, 2012, by and between First
Commercial Bank and AdCare Property Holdings,
LLC

Incorporated by reference to Exhibit 2.6 of the
Registrant’s Current Report on Form 8-K filed
December 19, 2012

2.26

First Amendment to Asset Purchase Agreement, dated
December 28, 2012, among CHP Acquisition
Company, LLC, AdCare Health Systems Inc. and
certain of its subsidiaries named therein

Incorporated by reference to Exhibit 2.25 of the
Registrant’s Annual Report on Form 10-K for the
fiscal year ended December 31, 2012

2.27

Assignment of Purchase and Sale Agreement, dated
December 31, 2012, by and between AdCare Property
Holdings, LLC, Northwest Property Holdings, LLC
and NW 61st Nursing, LLC

Incorporated by reference to Exhibit 2.26 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

2.28
Purchase and Sale Agreement, dated February 15,
2013, between AdCare Property Holdings, LLC and
Avalon Health Care, LLC

Incorporated by reference to Exhibit 2.27 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

2.29
First Amendment to Purchase and Sale Agreement,
dated March 14, 2013, between AdCare Property
Holdings, LLC and Avalon Health Care, LLC

Incorporated by reference to Exhibit 2.28 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

2.30 First Amendment to Purchase and Sale Agreement,
dated March 20, 2012, by and between Gyman

Incorporated by reference to Exhibit 2.30 of the
Registrant’s Annual Report on Form 10-K for the
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Properties, LLC and AdCare Property Holdings, LLC year ended December 31, 2012

2.31

First Amendment to Purchase and Sale Agreement,
dated April 19, 2012, by and among AdCare Property
Holdings, LLC, F & F Ventures, LLC and Tulsa
Christian Care, Inc., d/b/a Companions Specialized
Care Center

Incorporated by reference to Exhibit 2.31 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

2.32

Reinstatement, Sixth Amendment and Assignment of
Purchase and Sale Agreement, dated May 7, 2013, by
and among First Commercial Bank, Brogdon Family,
LLC and AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 2.3 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

2.33

Third Amendment to Purchase and Sale Agreement,
dated July 31, 2012, by and among AdCare Property
Holdings, LLC, F & F Ventures, LLC and Tulsa
Christian Care, Inc., d/b/a Companions Specialized
Care Center

Incorporated by reference to Exhibit 2.32 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

2.34

Second Amendment to Purchase and Sale Agreement,
dated August 31, 2012, by and between AdCare
Property Holdings, LLC and 1761 Pinewood Holdings,
LLC

Incorporated by reference to Exhibit 2.3 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012
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3.1
Declaration of Conversion of AdCare Health Systems,
Inc., an Ohio corporation, to AdCare Health Systems,
Inc., a Georgia corporation

Incorporated by reference to Appendix A of the
Registrant’s Proxy Statement on Schedule 14A filed
with the Securities and Exchange Commission on
October 29, 2013

3.2 Certificate of Conversion of AdCare Health Systems,
Inc.

Incorporated by reference to Exhibit 3.2 of the
Registrant’s Current report on Form 8-K filed on
December 18, 2013

3.3
Certificate for Conversion for Entities Converting
Within or Off the Records of the Ohio Secretary of
State.

Incorporated by reference to Exhibit 3.1 of the
Registrant’s Current report on Form 8-K filed on
December 18, 2013

3.4
Articles of Incorporation of AdCare Health Systems,
Inc., filed with the Secretary of State of the State of
Georgia on December 12, 2013

Incorporated by reference to Exhibit 3.3 of the
Registrant’s Current report on Form 8-K filed on
December 27, 2013

3.5
Articles of Correction to Articles of Incorporation of
AdCare Health Systems, Inc., filed with the Secretary
of State of the State of Georgia on December 12, 2013.

Incorporated by reference to Exhibit 3.1 of the
Registrant’s Current report on Form 8-K filed on
December 27, 2013

3.6 Bylaws of AdCare Health Systems, Inc.
Incorporated by reference to Exhibit 3.4 of the
Registrant’s Current report on Form 8-K filed on
December 27, 2013

3.7 Amendment No. 1 to the Bylaws of AdCare Health
Systems, Inc.

Incorporated by reference to Exhibit 3.7 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

4.1 Specimen Common Stock Certificate of AdCare Health
Systems, Inc.

Incorporated by reference to Exhibit 3.1 of the
Registrant’s Current report on Form 8-K filed on
December 18, 2013

4.2* 2004 Stock Option Plan of AdCare Health
Systems, Inc.

Incorporated by reference to Exhibit 4.1 of the
Registrant’s Registration Statement on Form S-8
(Registration No. 333-131542) filed October 27,
2011

4.3* 2005 Stock Option Plan of AdCare Health
Systems, Inc.

Incorporated by reference to Exhibit 4.2 of the
Registrant’s Registration Statement on Form S-8
(Registration No. 333-131542) filed October 27,
2011

4.4* AdCare Health Systems, Inc. 2011 Stock Incentive
Plan

Incorporated by reference to Exhibit 4.3 of the
Registrant’s Registration Statement on Form S-8
(Registration No. 333-131542) filed October 27,
2011

4.5* Form of Non-Statutory Stock Option Agreement

Incorporated by reference to Exhibit 4.4 of the
Registrant’s Registration Statement on Form S-8
(Registration No. 333-131542) filed October 27,
2011

4.6* Form of Incentive Stock Option Agreement

Incorporated by reference to Exhibit 4.5 of the
Registrant’s Registration Statement on Form S-8
(Registration No. 333-131542) filed October 27,
2011

4.7 Form of Subordinated Convertible Note, issued April
29, 2011, by AdCare Health Systems, Inc.

Incorporated by reference to Exhibit 4.2 to the
Registrant’s Form S-3 (File No. 333-175541)
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4.8*
Warrant to Purchase Shares of Common Stock, dated
January 10, 2011, issued by AdCare Health
Systems, Inc. to Boyd P. Gentry

Incorporated by reference to Exhibit 10.158 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

4.9
Warrant to Purchase Shares of Common Stock, dated
March 31, 2011, issued by AdCare Health
Systems, Inc. to Cantone Research, Inc.

Incorporated by reference to Exhibit 4.3 to the
Registrant’s Form S-3 (File No. 333-175541)

4.10
Registration Rights Agreement, dated April 29, 2011,
by and among AdCare Health Systems, Inc. and the
investors named therein

Incorporated by reference to Exhibit 4.5 to the
Registrant’s Form S-3 (File No. 333-175541)

4.11
Registration Rights Agreement, dated March 31, 2011,
by and among AdCare Health Systems, Inc. and the
investors named therein

Incorporated by reference to Exhibit 10.2 to the
Registrant’s Form S-3 (File No. 333-175541)

4.12
Form of Registration Rights Agreement, dated as of
June 28, 2012, between AdCare Health Systems, Inc.
and the Buyers signatory thereto

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
July 5, 2012
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4.13 Form of 8% Subordinated Convertible Note Due 2015
issued by AdCare Health Systems, Inc.

Incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K filed
July 5, 2012

4.14 Form of Warrant to Purchase Common Stock of the
Company

Incorporated by reference to Exhibit 4.3 to the
Registrant’s Form S-3 (File No. 333-175541)

4.15 Form of Subordinated Convertible Note, issued March
31, 2011, by AdCare Health Systems, Inc.

Incorporated by reference to Exhibit 10.3 to the
Registrant’s Current Report on Form 8-K filed April
6, 2011

4.16
Warrant to Purchase 312,500 Shares of Common
Stock, dated April 1, 2012, issued by AdCare Health
Systems, Inc. to Strome Alpha Offshore Ltd.

Incorporated by reference to Exhibit 4.1 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

4.17
Warrant to Purchase 300,000 Shares of Common
Stock, dated March 30, 2012, issued by AdCare Health
Systems, Inc. to Cantone Asset Management LLC

Incorporated by reference to Exhibit 4.2 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

4.18
Warrant to Purchase 100,000 Shares of Common
Stock, dated July 2, 2012, issued by AdCare Health
Systems, Inc. to Cantone Research, Inc.

Incorporated by reference to Exhibit 4.3 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

4.19
Warrant to Purchase 50,000 Shares of Common Stock,
dated December 28, 2012, issued by AdCare Health
Systems, Inc. to Strome Alpha Offshore Ltd.

Incorporated by reference to Exhibit 4.21 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

4.20
Warrant to Purchase 15,000 Shares of Common Stock,
dated August 31, 2012, issued by AdCare Health
Systems, Inc. to Hayden IR, LLC

Incorporated by reference to Exhibit 4.22 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

4.21*
Warrant to Purchase 70,000 Shares of Common Stock,
dated May 15, 2013, issued by AdCare Health
Systems, Inc. to Ronald W. Fleming

Incorporated by reference to Exhibit 4.23 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

4.22
Warrant to Purchase 75,000 shares of Common Stock,
dated October 26, 2013, issued by AdCare Health
Systems, Inc. to Cantone Research, Inc.

Incorporated by reference to Exhibit 4.2 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2013

4.23
Form of Registration Rights Agreement, dated March
28, 2014, by and among AdCare Health Systems, Inc.
and the investors named therein

Incorporated by reference to Exhibit 4.23 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

4.24 Form of 10% Subordinated Convertible Note Due
April 30, 2015 issued by AdCare Health Systems, Inc.

Incorporated by reference to Exhibit 4.24 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

4.25

Form of Warrant, dated March 28, 2014, issued by
AdCare Health Systems, Inc. to the placement agent
and its affiliates in connection with the offering of 10%
Subordinated Convertible Notes Due April 30, 2015

Incorporated by reference to Exhibit 4.3 of the
Registrant's Quarterly Report on Form 10-Q for the
three months ended March 31, 2014

10.1*
Employment Agreement between AdCare Health
Systems, Inc. and David A. Tenwick, dated September
1, 2008

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Form 8-K filed September 8, 2008

10.2
Reimbursement Agreement between Community's
Hearth & Home, Ltd. and Cornerstone Bank dated
December 1, 2002

Incorporated by reference to Exhibit 10.14 of the
Registrant's Registration Statement Form SB
(Registration No. 333-131542) filed February 3,
2006

10.3
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Reimbursement Agreement between Community's
Hearth & Home, Ltd. and The Huntington National
Bank dated September 13, 2007

Incorporated by reference to Exhibit 10.19 of the
Registrant's annual report on form 10-KSB as
amended March 31, 2008

10.4
Form of Warrant granted to management to Purchase
Shares of AdCare Health Systems, Inc. dated
November 20, 2007

Incorporated by reference to Exhibit 10.19 of the
Registrant's annual report on form 10-KSB as
amended March 31, 2008

10.5

Regulatory Agreement and Mortgage Note between
The Pavilion Care Center, LLC and Red Mortgage
Capital, Inc, in the original amount of $2,108,800 dated
November 27, 2007

Incorporated by reference to Exhibit 10.19 of the
Registrant's annual report on form 10-KSB as
amended March 31, 2008

10.6

Regulatory Agreement and Mortgage Note between
Hearth & Home of Urbana and Red Mortgage Capital,
Inc, in the original amount of $2,142,700 dated June
26, 2008

Incorporated by reference to Exhibit 10.26 of the
Registrant's annual report on form 10-K filed
March 31, 2009
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10.7

Regulatory Agreement and Mortgage Note between
Community's Hearth & Home and Red Mortgage
Capital, Inc, in the original amount of $1,863,800 dated
June 26, 2008

Incorporated by reference to Exhibit 10.27 of the
Registrant's annual report on form 10-K filed
March 31, 2009

10.8
Promissory Note between Assured Health Care and
Huntington National Bank in the original amount of
$760,000 dated July 24, 2008

Incorporated by reference to Exhibit 10.28 of the
Registrant's annual report on form 10-K filed
March 31, 2009

10.9
Promissory Note between AdCare Health Systems, Inc.
and Huntington National Bank in the original amount
of $300,000 dated October 17, 2008

Incorporated by reference to Exhibit 10.29 of the
Registrant’s annual report on form 10-K filed March
31, 2009

10.10
Promissory Note between AdCare Health Systems, Inc.
and Huntington National Bank in the original amount
of $100,000 dated November 14, 2008

Incorporated by reference to Exhibit 10.30 of the
Registrant’s annual report on form 10-K filed March
31, 2009

10.11

Regulatory Agreement and Mortgage Note between
Hearth & Care of Greenfield and Red Mortgage
Capital, Inc, in the original amount of $2,524,800 dated
July 29, 2008

Incorporated by reference to Exhibit 10.31 of the
Registrant’s annual report on form 10-K filed March
31, 2009

10.12
Promissory Note between AdCare Health Systems and
the AdCare Deferred Compensation plan for a
$150,000 line of credit dated January 2008

Incorporated by reference to Exhibit 10.32 of the
Registrant’s annual report on form 10-K filed March
31, 2009

10.13

Loan Agreement and Secured Promissory Note
between Coosa Nursing ADK, LLC, and Metro City
Bank in the original amount of $7,500,000 dated
September 30, 2010

Incorporated by reference to Exhibits 10.1 and 10.2
of the Registrant’s Form 8-K filed October 6, 2010

10.14
Mt. Kenn Property Holdings, LLC Deed to Secure
Debt, Assignment of Rents and Security Agreement
dated April 29, 2011

Incorporated by reference to Exhibit 10.4 to the
Registrant’s Current Report on Form 8-K filed May
5, 2011

10.15 CP Property Holdings, LLC Business Loan Agreement
dated May 25, 2011

Incorporated by reference to Exhibit 10.1 to the
Registrant’s Current Report on Form 8-K filed June
6, 2011

10.16 CP Property Holdings, LLC Loan Agreement dated
May 27, 2011

Incorporated by reference to Exhibit 10.2 to the
Registrant’s Current Report on Form 8-K filed June
6, 2011

10.17 Form of Promissory Note, issued by Mount Trace
Nursing ADK, LLC

Incorporated by reference to Exhibit 10.1 to the
Registrant’s Current Report on Form 8-K filed June
16, 2011

10.18 Amendment, dated June 22, 2011, between Hearth &
Home of Ohio, Inc. and Christopher F. Brogdon

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed June
22, 2011

10.19 Guaranty, dated May 26, 2011, made by Christopher F.
Brogdon

Incorporated by reference to Exhibit 10.34 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.20 Guaranty, dated May 26, 2011, made by Connie B.
Brogdon

Incorporated by reference to Exhibit 10.35 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.21 Operations Transfer Agreement, dated May 1, 2011,
between Five Star Quality Care-GA, LLC and Erin

Incorporated by reference to Exhibit 10.36 to the
Registrant’s Quarterly Report on Form 10-Q for the
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Nursing, LLC quarter ended June 30, 2011

10.22
Operations Transfer Agreement, dated May 1, 2011,
between Five Star Quality Care-GA, LLC and Mt.
Kenn Nursing, LLC

Incorporated by reference to Exhibit 10.37 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.23
Operations Transfer Agreement, dated May 1, 2011,
between Five Star Quality Care-GA, LLC and Mt.
Kenn Nursing, LLC

Incorporated by reference to Exhibit 10.38 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.24 Commercial Guaranty, dated May 25, 2011,made by
Christopher F. Brogdon

Incorporated by reference to Exhibit 10.39 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.25 Commercial Guaranty, dated May 25, 2011, made by
Connie B. Brogdon

Incorporated by reference to Exhibit 10.40 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011
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10.26

Joinder Agreement, Third Amendment and Supplement
to Credit Agreement, dated June 2, 2011, among
Gemino Healthcare Finance, LLC and the subsidiaries
of the Company named therein

Incorporated by reference to Exhibit 10.41 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.27
Loan Agreement, dated July 27, 2011, between Erin
Property Holdings, LLC and Bank of Atlanta, with
respect to the SBA Loan #47671350-10

Incorporated by reference to Exhibit 10.42 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.28
Term Note, dated July 27, 2011, made by Erin Property
Holdings, LLC in favor of Bank of America, with
respect to the USDA Loan

Incorporated by reference to Exhibit 10.1 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2011

10.29
Note, dated July 27, 2011, made by Erin Property
Holdings, LLC, in favor of Bank of America, with
respect to the SBA Loan

Incorporated by reference to Exhibit 10.2 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.30

Term Loan Agreement, dated July 27, 2011, among
Erin Property Holdings, LLC, Erin Nursing, LLC,
AdCare Health Systems, Inc. and Bank of Atlanta, with
respect to the USDA Loan

Incorporated by reference to Exhibit 10.3 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.31
Loan Agreement, dated July 27, 2011, between Erin
Property Holdings, LLC and Bank of Atlanta, with
respect to the SBA Loan

Incorporated by reference to Exhibit 10.4 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.32
Deed to Secure Debt and Security Agreement, dated
July 27, 2011, between Erin Property Holdings, LLC
and Bank of Atlanta, with respect to the USDA Loan

Incorporated by reference to Exhibit 10.5 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.33
Deed to Secure Debt and Security Agreement, dated
July 27, 2011, between Erin Property Holdings, LLC
and Bank of Atlanta, with respect to the SBA Loan

Incorporated by reference to Exhibit 10.6 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.34
Deed to Secure Debt and Security Agreement, dated
July 27, 2011, between Erin Property Holdings, LLC
and Bank of Atlanta, with respect to the SBA Loan

Incorporated by reference to Exhibit 10.6 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.35
Assignment of Leases and Rents, dated July 27, 2011,
between Erin Property Holdings, LLC and Bank of
Atlanta, with respect to the USDA Loan

Incorporated by reference to Exhibit 10.7 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.36
Assignment of Leases and Rents, dated July 27, 2011,
between Erin Property Holdings, LLC and Bank of
Atlanta, with respect to the SBA Loan

Incorporated by reference to Exhibit 10.8 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.37

Indemnity Agreement, Regarding Hazardous Materials,
dated July 27, 2011, between Erin Property Holdings,
LLC and Bank of Atlanta, with respect to the USDA
Loan

Incorporated by reference to Exhibit 10.9 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.38

Indemnity Agreement, Regarding Hazardous Materials,
dated July 27, 2011, between Erin Property Holdings,
LLC and Bank of Atlanta, with respect to the USDA
Loan

Incorporated by reference to Exhibit 10.10 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.39
Security Agreement, dated July 27, 2011, between Erin
Property Holdings, LLC, Erin Nursing, LLC and Bank
of Atlanta, with respect to the USDA Loan

Incorporated by reference to Exhibit 10.11 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.40
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Security Agreement, dated July 27, 2011, between Erin
Property Holdings, LLC, Erin Nursing, LLC and Bank
of Atlanta, with respect to the SBA Loan

Incorporated by reference to Exhibit 10.12 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.41 Guaranty, dated July 27, 2011, made by Erin Nursing,
LLC, with respect to the USDA Loan

Incorporated by reference to Exhibit 10.13 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.42 Guaranty, dated July 27, 2011, made by AdCare Health
Systems, Inc., with respect to the USDA Loan

Incorporated by reference to Exhibit 10.14 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.43
Unconditional Guarantee Business and Industry
Guarantee Loan Program, dated July 27, 2011, made
by Erin Nursing, LLC, with respect to the USDA Loan

Incorporated by reference to Exhibit 10.15 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011
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10.44

Unconditional Guarantee Business and Industry
Guarantee Loan Program, dated July 27, 2011, made
by AdCare Health Systems, Inc., with respect to the
USDA Loan

Incorporated by reference to Exhibit 10.16 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.45 Unconditional Guarantee, dated July 27, 2011, made by
Erin Nursing, LLC, with respect to the SBA Loan

Incorporated by reference to Exhibit 10.17 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.46
Unconditional Guarantee, dated July 27, 2011, made by
AdCare Health Systems, Inc., with respect to the SBA
Loan

Incorporated by reference to Exhibit 10.18 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.47

Escrow Agreement, dated July 27, 2011, between Erin
Property Holdings, LLC, Bank of Atlanta, and Bank of
Atlanta as Escrow Agent, with respect to the USDA
Loan and the SBA Loan

Incorporated by reference to Exhibit 10.19 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.48
Loan Agreement, dated July 27, 2011, between Erin
Property Holdings, LLC and Bank of Atlanta, with
respect to the SBA Loan #47671350-10

Incorporated by reference to Exhibit 10.20 to the
Registrant’s Quarterly Report on Form 10-Q for the
Quarter ended June 30, 2011

10.49
Securities Purchase Agreement dated April 29, 2011,
by and among AdCare Health Systems, Inc. and the
investors named therein

Incorporated by reference to Exhibit 10.2 of the
Registrant’s Form S-3 (File No. 333-175541)

10.50
Loan Agreement, made and entered into September 1,
2011, by and between Homestead Property Holdings,
LLC and Metro City Bank

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.51
Promissory Note, dated September 1, 2011, issued by
Homestead Property Holdings, LLC, in favor of Metro
City Bank, in the amount of $3,600,000

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.52
Mortgage and Security Agreement, dated September 1,
2011, between Homestead Property Holdings, LLC and
Metro City Bank

Incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.53

Security Agreement, dated September 1, 2011, between
Homestead Property Holdings, LLC and Homestead
Nursing, LLC, as the debtor, and Metro City Bank, as
the secured party

Incorporated by reference to Exhibit 99.4 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.54 Guaranty, dated as of September 1, 2011, issued by
Homestead Nursing, LLC in favor of Metro City Bank

Incorporated by reference to Exhibit 99.5 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.55
Guaranty, dated as of September 1, 2011, issued by
AdCare Health Systems, Inc., in favor of Metro City
Bank

Incorporated by reference to Exhibit 99.6 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.56
Guaranty, dated as of September 1, 2011, issued by
AdCare Health Systems, Inc., in favor of Metro City
Bank

Incorporated by reference to Exhibit 99.6 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.57 Guaranty, dated as of September 1, 2011, issued by
Christopher F. Brogdon in favor of Metro City Bank

Incorporated by reference to Exhibit 99.7 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.58 Loan Agreement, dated as of September 1, 2011, by
and among Benton Property Holdings, LLC; Park

Incorporated by reference to Exhibit 99.8 to the
Registrant’s Current Report on Form 8-K filed
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Heritage Property Holdings, LLC and Valley River
Property Holdings, LLC, as borrowers, and The
PrivateBank and Trust Company, as lender

September 7, 2011

10.59

Promissory Note, dated September 1, 2011, issued by
Benton Property Holdings, LLC; Park Heritage
Property Holdings, LLC and Valley River Property
Holdings, LLC, in favor of The PrivateBank and Trust
Company, in the amount of $11,800,000

Incorporated by reference to Exhibit 99.9 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.60

Term Loan Agreement, dated July 27, 2011, among
Erin Property Holdings, LLC, Erin Nursing, LLC,
AdCare Health Systems, Inc. and Bank of Atlanta, with
respect to the USDA Loan

Incorporated by reference to Exhibit 99.10 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011
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10.61

Mortgage, Security Agreement, Assignment of Rents
and Leases and Fixture Filing, dated as of September 1,
2011, executed by Benton Property Holdings, LLC, to
and for the benefit of The PrivateBank and Trust
Company

Incorporated by reference to Exhibit 99.11 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.62

Mortgage, Security Agreement, Assignment of Rents
and Leases and Fixture Filing, dated as of September 1,
2011, executed by Valley River Property Holdings,
LLC, to and for the benefit of The PrivateBank and
Trust Company

Incorporated by reference to Exhibit 99.12 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.63

Guaranty of Payment and Performance, dated as of
September 1, 2011, issued by AdCare Health
Systems, Inc.; Benton Nursing, LLC; Park Heritage
Nursing, LLC; and Valley River Nursing, LLC in favor
of The PrivateBank and Trust Company

Incorporated by reference to Exhibit 99.13 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.64

Guaranty of Payment and Performance, dated as of
September 1, 2011, issued by AdCare Health
Systems, Inc.; Benton Nursing, LLC; Park Heritage
Nursing, LLC; and Valley River Nursing, LLC in favor
of The PrivateBank and Trust Company

Incorporated by reference to Exhibit 99.13 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.65

Secured Promissory Note, dated August 31, 2011,
issued by Benton Property Holdings, LLC; Valley
River Property Holdings, LLC; Homestead Property
Holdings, LLC; Park Heritage Property Holdings, LLC
and Home Office Property Holdings, LLC, in favor of
KMJ Management, LLC (d/b/a Pinnacle Healthcare,
LLC), in the amount of $2,400,000

Incorporated by reference to Exhibit 99.14 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.66
Mortgage, made and entered into as of August 31,
2011, by and between Benton Property Holdings, LLC
and KMJ Management, LLC

Incorporated by reference to Exhibit 99.15 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.67
Mortgage, made and entered into as of August 31,
2011, by and between Park Heritage Property
Holdings, LLC and KMJ Management, LLC

Incorporated by reference to Exhibit 99.16 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.68
Mortgage, made and entered into as of August 31,
2011, by and between Valley River Property Holdings,
LLC and KMJ Management, LLC

Incorporated by reference to Exhibit 99.17 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.69

Pledge and Security Agreement with Power of Sale,
entered into and executed as of August 31, 2011, by
and between AdCare Property Holdings, LLC and KMJ
Management, LLC, with respect to one hundred
percent (100%) of the ownership interest in Benton
Property Holdings, LLC

Incorporated by reference to Exhibit 99.18 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.70 Pledge and Security Agreement with Power of Sale,
entered into and executed as of August 31, 2011, by
and between AdCare Property Holdings, LLC and KMJ
Management, LLC, with respect to one hundred
percent (100%) of the ownership interest in Valley

Incorporated by reference to Exhibit 99.19 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011
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River Property Holdings, LLC

10.71

Pledge and Security Agreement with Power of Sale,
entered into and executed as of August 31, 2011, by
and between AdCare Property Holdings, LLC and KMJ
Management, LLC, with respect to one hundred
percent (100%) of the ownership interest in Homestead
Property Holdings, LLC

Incorporated by reference to Exhibit 99.20 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.72

Pledge and Security Agreement with Power of Sale,
entered into and executed as of August 31, 2011, by
and between AdCare Property Holdings, LLC and KMJ
Management, LLC, with respect to one hundred
percent (100%) of the ownership interest in Park
Heritage Property Holdings, LLC

Incorporated by reference to Exhibit 99.21 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011
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10.73

Pledge and Security Agreement with Power of Sale,
entered into and executed as of August 31, 2011, by
and between AdCare Property Holdings, LLC and KMJ
Management, LLC, with respect to one hundred
percent (100%) of the ownership interest in Home
Office Property Holdings, LLC

Incorporated by reference to Exhibit 99.22 to the
Registrant’s Current Report on Form 8-K filed
September 7, 2011

10.74

Loan Agreement, dated September 6, 2011, by and
between CP Property Holdings, LLC; CP Nursing,
LLC; and Economic Development Corporation of
Fulton County

Incorporated by reference to Exhibit 10.43 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.75

Promissory Note, dated September 6, 2011, issued by
CP Property Holdings, LLC, in favor of Economic
Development Corporation of Fulton County, in the
amount of $2,034,000

Incorporated by reference to Exhibit 10.44 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.76

Deed to Secure Debt and Security Agreement, made an
entered into September 6, 2011, by and between CP
Property Holdings, LLC and Economic Development
Corporation of Fulton County

Incorporated by reference to Exhibit 10.45 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.77

Security Agreement, made and entered into as of
September 6, 2011, between CP Property Holdings,
LLC and CP Nursing, LLC, as grantors, and Economic
Development Corporation of Fulton County, as the
secured party

Incorporated by reference to Exhibit 10.46 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.78
Unconditional Guarantee, dated September 6, 2011,
issued by AdCare Health Systems, Inc. in favor of
Economic Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.47 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.79
Unconditional Guarantee, dated September 6, 2011,
issued by CP Nursing, LLC in favor of Economic
Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.48 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.80
Unconditional Guarantee, dated September 6, 2011,
issued by Hearth and Home of Ohio, Inc. in favor of
Economic Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.49 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.81

Loan Agreement, dated as of September 30, 2011, by
and among Benton Nursing, LLC, Park Heritage
Nursing, LLC and Valley River Nursing, LLC, as
borrowers, and The PrivateBank and Trust Company,
as lender

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed
October 6, 2011

10.82

Promissory Note, dated September 30, 2011, issued by
Benton Nursing, LLC, Park Heritage Nursing, LLC and
Valley River Nursing, LLC, in favor of The
PrivateBank and Trust Company, in the amount of
$2,000,000

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
October 6, 2011

10.83 Guaranty of Payment and Performance, dated
September 30, 2011, executed by AdCare Health
Systems, Inc., Benton Property Holdings, LLC, Park
Heritage Property Holdings, LLC and Valley River
Property Holdings, LLC, in favor of The PrivateBank

Incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K filed
October 6, 2011
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10.84

Term Loan Agreement, dated as of October 14, 2011,
by and among Homestead Property Holdings, LLC and
Homestead Nursing, LLC, as borrowers; AdCare
Health Systems, Inc., as guarantor; and Square 1 Bank,
as lender

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.85

Term Note, dated October 14, 2011, issued by
Homestead Property Holdings, LLC and Homestead
Nursing, LLC, in favor of Square 1 Bank, in the
amount of $3,600,000

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.86
Mortgage and Security Agreement, dated October 14,
2011, by and between Homestead Property Holdings,
LLC and Square 1 Bank

Incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.87

Security Agreement, dated October 14, 2011, by and
between Homestead Property Holdings, LLC and
Homestead Nursing, LLC, as debtors, and Square 1
Bank, as the secured party

Incorporated by reference to Exhibit 99.4 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011
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10.88 Guaranty, dated October 14, 2011, issued by AdCare
Health Systems, Inc. in favor of Square 1 Bank

Incorporated by reference to Exhibit 99.5 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.89

United States Department of Agriculture Rural
Development, Unconditional Guarantee, Business and
Industry Guaranteed Loan Program, on Form RD
4279-14, dated October 13, 2011, issued by AdCare
Health Systems, Inc. in favor of Square 1 Bank

Incorporated by reference to Exhibit 99.6 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.90

Escrow Agreement, dated October 14, 2011, by and
among Homestead Property Holdings, LLC and
Homestead Nursing, LLC, as borrowers, and Square 1
Bank, as both lender and escrow agent

Incorporated by reference to Exhibit 99.7 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.91
Purchase and Sale Agreement, made and entered into
as of May 5, 2011, by and between First Commercial
Bank and Brogdon Family, LLC

Incorporated by reference to Exhibit 99.8 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.92

First Amendment to Purchase and Sale Agreement,
made and entered into as of June 13, 2011, by and
between First Commercial Bank and Brogdon Family,
LLC

Incorporated by reference to Exhibit 99.9 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.93

Amendment and Assignment of Purchase and Sale
Agreement, made and entered into as of September 30,
2011, by and among First Commercial Bank, Brogdon
Family, LLC and AdCare Property Holdings, LLC

Incorporated by reference to Exhibit 99.10 to the
Registrant’s Current Report on Form 8-K filed
October 20, 2011

10.94
Guaranty of AdCare Health Systems, Inc., dated
August 31, 2011, issued in favor of KMJ Management,
LLC

Incorporated by reference to Exhibit 10.63 to the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2011

10.95

Assignment of Lease and Landlord’s Consent, made and
entered into as of October 31, 2011, by and among
Cassville Real Estate, Inc. (f/k/a Cassville Manor, Inc.),
KMJ Enterprises Cassville, LLC and Rose Missouri
Nursing, LLC

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed
November 4, 2011

10.96

Operations Transfer Agreement, dated as of
November 1, 2011, by and between KMJ Management,
LLC (d/b/a Pinnacle Healthcare, LLC) and Rose
Missouri Nursing, LLC

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
November 4, 2011

10.97

Guaranty of Lease, made as of November 1, 2011,
issued by each of AdCare Health Systems, Inc.,
Christopher F. Brogdon and Connie B. Brogdon in
favor of Cassville Real Estate, Inc

Incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K filed
November 4, 2011

10.98
Loan Agreement, made and entered into November 30,
2011, issued by Mt. V Property Holdings, LLC,
Mountain View Nursing, LLC and Metro City Bank

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed
December 6, 2011

10.99

Promissory Note, dated November 30, 2011, issued by
Mt. V Property Holdings, LLC and Mountain View
Nursing, LLC in favor of Metro City Bank in the
amount of $3,114,000

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
December 6, 2011

10.100
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Mortgage and Security Agreement, dated as of
November 30, 2011, between Mt. V Property Holdings,
LLC and Metro City Bank

Incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K filed
December 6, 2011

10.101
Security Agreement, dated November 30, 2011,
between Mt. V Property Holdings, LLC, Mountain
View Nursing, LLC and Metro City Bank

Incorporated by reference to Exhibit 99.4 to the
Registrant’s Current Report on Form 8-K filed
December 6, 2011

10.102
Guaranty, dated as of November 30, 2011, issued by
Mt. V Property Holdings, LLC and Mountain View
Nursing, LLC in favor of Metro City Bank

Incorporated by reference to Exhibit 99.5 to the
Registrant’s Current Report on Form 8-K filed
December 6, 2011

10.103

Term Note, dated as of November 29, 2011, issued by
Mountain Top AFL, LLC and Mountain Top Property
Holdings, LLC, in favor of White River Health System,
Inc., in the amount of $750,000

Incorporated by reference to Exhibit 99.6 to the
Registrant’s Current Report on Form 8-K filed
December 6, 2011
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10.104

Mortgage (with Security Agreement and Absolute
Assignment of Rents and Leases) and Fixture Filing,
dated as of November 30, 2011, executed by Mountain
Top Property Holdings, LLC in favor of White River
Health System, Inc.

Incorporated by reference to Exhibit 99.7 to the
Registrant’s Current Report on Form 8-K filed
December 6, 2011

10.105*
Employment Agreement, dated December 1, 2011,
between AdCare Health Systems, Inc. and David
Rubenstein

Incorporated by reference to Exhibit 10.118 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.106*
Employment Agreement, dated December 16, 2011,
between AdCare Health Systems, Inc. and David
Rubenstein

Incorporated by reference to Exhibit 10.119 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.107
Promissory Note, dated November 4, 2011, issued by
Mt. Kenn Property Holdings, LLC in favor of The
Bank of Las Vegas, in the amount of $3,175,200

Incorporated by reference to Exhibit 10.120 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.108
Loan Agreement, dated November 4, 2011, by and
between Mt. Kenn Property Holdings, LLC and The
Bank of Las Vegas

Incorporated by reference to Exhibit 10.121 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.109 Guaranty, dated November 4, 2011, issued by Mt.
Kenn Nursing, LLC in favor of The Bank of Las Vegas

Incorporated by reference to Exhibit 10.122 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.110
Guaranty, dated November 4, 2011, issued by Hearth
& Home of Ohio, Inc. in favor of The Bank of Las
Vegas

Incorporated by reference to Exhibit 10.123 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.111
Guaranty, dated November 4, 2011, issued by AdCare
Health Systems, Inc. in favor of The Bank of Las
Vegas

Incorporated by reference to Exhibit 10.124 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.112
Promissory Note, dated November 4, 2011, issued by
Mt. Kenn Property Holdings, LLC in favor of Apax
Capital, LLC, in the amount of $2,222,640

Incorporated by reference to Exhibit 10.125 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.113
Loan Agreement, dated November 4, 2011, by and
between Mt. Kenn Property Holdings, LLC and Apax
Capital, LLC

Incorporated by reference to Exhibit 10.126 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.114 Guaranty, dated November 4, 2011, issued by Mt.
Kenn Nursing, LLC in favor of Apax Capital, LLC

Incorporated by reference to Exhibit 10.127 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.115 Guaranty, dated November 4, 2011, issued by Hearth
& Home of Ohio, Inc. in favor of Apax Capital, LLC

Incorporated by reference to Exhibit 10.128 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.116 Guaranty, dated November 4, 2011, issued by AdCare
Health Systems, Inc. in favor of Apax Capital, LLC

Incorporated by reference to Exhibit 10.129 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.117

Promissory Note, dated November 4, 2011, issued by
Mt. Kenn Property Holdings, LLC in favor of
Economic Development Corporation of Fulton County,
in the amount of $2,274,000

Incorporated by reference to Exhibit 10.130 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.118 Loan Agreement, dated November 4, 2011, by and
between Mt. Kenn Property Holdings, LLC and

Incorporated by reference to Exhibit 10.131 to the
Registrant’s Annual Report on Form 10-K for the
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10.119
Unconditional Guarantee, dated November 4, 2011,
issued by Mt. Kenn Nursing, LLC in favor of
Economic Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.132 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.120
Unconditional Guarantee, dated November 4, 2011,
issued by Hearth & Home of Ohio, Inc. in favor of
Economic Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.133 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.121
Unconditional Guarantee, dated November 4, 2011,
issued by AdCare Health Systems, Inc. in favor of
Economic Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.134 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011
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10.122

Joinder Agreement, Fifth Amendment and Supplement
to Credit Agreement, dated November 29, 2011, by and
among Gemino Healthcare Finance, LLC and the
subsidiaries of the Company named therein

Incorporated by reference to Exhibit 10.135 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.123

Third Amended and Restated Revolving Note, dated
November 29, 2011, dated November 29, 2011, by and
among Gemino Healthcare Finance, LLC and the
subsidiaries of the Company named therein

Incorporated by reference to Exhibit 10.136 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.124
Guaranty, dated as of November 29, 2011, issued by
AdCare Operations, LLC in favor of Gemino
Healthcare Finance, LLC

Incorporated by reference to Exhibit 10.137 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.125
Loan Agreement, dated as of December 30, 2011, by
and between Woodland Manor Property Holdings,
LLC and The PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.138 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.126

Promissory Note, dated as of December 30, 2011,
issued by Woodland Manor Property Holdings, LLC in
favor of The PrivateBank and Trust Company in the
amount of $4,800,000

Incorporated by reference to Exhibit 10.139 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.127

Guaranty of Payment and Performance, dated as of
December 30, 2011, executed by Woodland Manor
Property Holdings, LLC and Adcare Health Systems,
Inc. in favor of The PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.140 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.128

Cognovit Promissory Note, dated as of January 1,
2012, issued by Eaglewood Property Holdings, LLC
and Eaglewood Village, LLC in favor of Eaglewood
Villa, Ltd. in the amount of $500,000

Incorporated by reference to Exhibit 10.141 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.129

Cognovit Promissory Note, dated as of January 1,
2012, issued by Eaglewood Property Holdings, LLC
and Eaglewood Village, LLC in favor of Eaglewood
Villa, Ltd. in the amount of $4,500,000

Incorporated by reference to Exhibit 10.142 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.130

Guaranty Agreement, dated as of December 30, 2011,
executed by AdCare Health Systems, Inc. and AdCare
Property Holdings, LLC in favor of Eaglewood Villa,
Ltd

Incorporated by reference to Exhibit 10.143 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.131

Third Amended And Restated Multiple Facilities
Lease, dated October 29, 2010, between Georgia
Lessor - Bonterra/Parkview, Inc. and ADK
Bonterra/Parkview, LLC

Incorporated by reference to Exhibit 10.144 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.132
Guaranty, dated October 29, 2010, executed by AdCare
Health Systems, Inc. in favor of Georgia Lessor -
Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.145 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.133
Guaranty, dated October 29, 2010, executed by Hearth
& Home of Ohio, Inc. in favor of Georgia Lessor -
Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.146 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.134
Security Agreement, dated October 29, 2010, by and
between AdCare Health Systems, Inc. and Georgia
Lessor - Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.147 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011
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10.135
Security Agreement, dated October 29, 2010, by and
between ADK Bonterra/Parkview, LLC and Georgia
Lessor - Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.148 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.136
Security Agreement, dated October 29, 2010, by and
between Hearth & Home of Ohio, Inc. and Georgia
Lessor - Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.149 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.137
Pledge Agreement, dated October 29, 2010, between
Hearth & Home of Ohio, Inc. and Georgia Lessor -
Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.150 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.138

Subordination Agreement, dated October 29, 2010,
between AdCare Health Systems, Inc., ADK
Bonterra/Parkview, LLC and Georgia Lessor -
Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.151 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011
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10.139
Letter of Credit Agreement, dated October 29, 2010, by
and between ADK Bonterra/Parkview, LLC and
Georgia Lessor - Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.152 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.140

Subordination, Non-Disturbance and Attornment
Agreement, dated October 29, 2010, by and among
Omega Healthcare Investors, Inc., ADK
Bonterra/Parkview, LLC and Georgia Lessor -
Bonterra/Parkview, Inc.

Incorporated by reference to Exhibit 10.153 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.141

Assignment and Assumption of Second Amended and
Restated Multiple Facilities Lease And Consent of
Lessor, dated October 29, 2010, by and among Georgia
Lessor - Bonterra/Parkview, Inc., Triad Health
Management of Georgia II, LLC, AdCare Health
Systems, Inc., Hearth & Home of Ohio, Inc., ADK
Bonterra/Parkview, LLC and the other entities
signatory thereto

Incorporated by reference to Exhibit 10.154 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.142 Lease Agreement, dated August 1, 2010, between
William M. Foster and ADK Georgia, LLC

Incorporated by reference to Exhibit 10.155 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.143 First Amendment to Lease, dated August 31, 2010,
between William M. Foster and ADK Georgia, LLC

Incorporated by reference to Exhibit 10.156 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.144
Guaranty Agreement, dated as of June 1, 2010, entered
into by AdCare Health Systems, Inc. to and for the
benefit of Bank of Oklahoma, N.A.

Incorporated by reference to Exhibit 10.159 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.145

First Amendment to Purchase Agreement, dated as of
October 31, 2011, by and between JRT Group
Properties, LLC and AdCare Hembree Road Property,
LLC

Incorporated by reference to Exhibit 10.161 to the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2011

10.146
Mortgage Note, dated January 1, 2012, entered into by
Hearth & Home of Vandalia, Inc. in favor of Red
Mortgage Capital, LLC

Incorporated by reference to Exhibit 10.2 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.147
Security Agreement, dated January 1, 2012, by and
between Hearth and Home of Vandalia, Inc. and Red
Mortgage Capital, LLC

Incorporated by reference to Exhibit 10.3 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.148

Lessee Security Agreement, dated January 1, 2012, by
and among AdCare Health Systems, Inc., Hearth &
Home of Vandalia, Inc. and Red Mortgage Capital,
LLC

Incorporated by reference to Exhibit 10.4 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.149
Mortgage Deed, recorded January 31, 2012, executed
by Hearth and Home of Vandalia, Inc. in favor of Red
Mortgage Capital, LLC

Incorporated by reference to Exhibit 10.1 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.150 Modification Agreement, dated as of March 9, 2012,
by and among Benton Nursing, LLC, Park Heritage
Nursing, LLC, Valley River Nursing, LLC, Homestead
Nursing, LLC, Woodland Manor Nursing, LLC,
Mountain View Nursing, LLC, AdCare Health

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
March 15, 2012
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Systems, Inc. and the PrivateBank and Trust Company

10.151

Loan Agreement, dated as of March 30, 2012, by and
among Little Rock HC&R Property Holdings, LLC,
Northridge HC&R Property Holdings, LLC, Woodland
Hills HC Property Holdings, LLC and The PrivateBank
and Trust Company

Incorporated by reference to Exhibit 10.6 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.152

Promissory Note, dated as of March 30, 2012, issued
by Little Rock HC&R Property Holdings, LLC,
Northridge HC&R Property Holdings, LLC and
Woodland Hills HC Property Holdings, LLC in favor
of The PrivateBank and Trust Company in the amount
of $21,800,000

Incorporated by reference to Exhibit 10.7 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.153
Note Purchase Agreement, dated March 29, 2012, by
and between AdCare Health Systems, Inc. and Cantone
Asset Management LLC

Incorporated by reference to Exhibit 10.10 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012
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10.154
Promissory Note, dated March 30, 2012, issued by
AdCare Health Systems, Inc. in favor of Cantone Asset
Management LLC, in the amount of $3,500,000

Incorporated by reference to Exhibit 10.9 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.155

Guaranty of Payment and Performance, dated as of
March 30, 2012, made by AdCare Health Systems,
Inc., Little Rock HC&R Property Holdings, LLC,
Northridge HC&R Property Holdings, LLC and
Woodland Hills HC Property Holdings, LLC, to and
for the benefit of The PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.11 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.156
Promissory Note, dated April 1, 2012, issued by
AdCare Health Systems, Inc. in favor of Strome Alpha
Offshore Ltd., in the amount of $5,000,000

Incorporated by reference to Exhibit 10.8 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.157

Mortgage, Security Agreement, Assignment of Rents
and Leases & Fixture Filing, dated as of April 1, 2012,
executed by Little Rock HC&R Property Holdings,
LLC to and for the benefit of The PrivateBank and
Trust Company

Incorporated by reference to Exhibit 10.12 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.158

Mortgage, Security Agreement, Assignment of Rents
and Leases & Fixture Filing, dated as of April 1, 2012,
executed by Northridge HC&R Property Holdings,
LLC to and for the benefit of The PrivateBank and
Trust Company

Incorporated by reference to Exhibit 10.13 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.159

Mortgage, Security Agreement, Assignment of Rents
and Leases & Fixture Filing, dated as of April 1, 2012,
executed by Woodland Hills HC Property Holdings,
LLC to and for the benefit of The PrivateBank and
Trust Company

Incorporated by reference to Exhibit 10.14 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.160

Absolute Assignment of Rents and Leases, dated as of
April 1, 2012, executed by Little Rock HC&R Property
Holdings, LLC to and for the benefit of The
PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.15 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.161

Absolute Assignment of Rents and Leases, dated as of
April 1, 2012, executed by Northridge HC&R Property
Holdings, LLC to and for the benefit of The
PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.16 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.162

Absolute Assignment of Rents and Leases, dated as of
April 1, 2012, executed by Woodland Hills HC
Property Holdings, LLC to and for the benefit of The
PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.17 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.163
Loan Agreement, dated as of April 12, 2012, between
the City of Springfield, Ohio and Eaglewood Property
Holdings, LLC

Incorporated by reference to Exhibit 10.18 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.164

Guaranty Agreement, dated as of April 12, 2012, made
and entered into by AdCare Health Systems, Inc., to
and for the benefit of BOKF, NA dba Bank of
Oklahoma

Incorporated by reference to Exhibit 10.19 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.165
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Land Use Restriction Agreement, dated as of April 12,
2012, by and between BOKF, NA dba Bank of
Oklahoma and Eaglewood Property Holdings, LLC

Incorporated by reference to Exhibit 10.20 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.166

Open-End Mortgage, Assignment of Leases and
Security Agreement, dated April 12, 2012, from
Eaglewood Property Holdings, LLC to BOKF, NA dba
Bank of Oklahoma

Incorporated by reference to Exhibit 10.21 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.167
Assignment of Purchase and Sale Agreement, dated
May 9, 2012, between AdCare Property Holdings, LLC
and GL Nursing, LLC

Incorporated by reference to Exhibit 10.30 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended March 31, 2012

10.168
Form of Securities Purchase Agreement, dated as of
June 28, 2012, between AdCare Health Systems, Inc.
and the Buyers signatory thereto

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed
July 5, 2012
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10.169
Assignment and Assumption Agreement, dated as of
July 1, 2012, by and between Westlake Nursing Home
Limited Partnership and QC Property Holdings, LLC

Incorporated by reference to Exhibit 10.37 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.170
Loan Agreement, dated as of July 2, 2012, by and
between Glenvue H&R Property Holdings, LLC and
the PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.32 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.171

Promissory Note, dated July 2, 2012, issued by
Glenvue H&R Property Holdings, LLC in favor of the
PrivateBank and Trust Company in the amount of
$6,600,000

Incorporated by reference to Exhibit 10.33 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.172

Deed to Secure Debt, Security Agreement and
Assignment of Leases and Rents, dated as of July 2,
2012, from Glenvue H&R Property Holdings, LLC to
the PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.34 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.173
Assignment of Leases and Rents, dated as of July 2,
2012, from Glenvue H&R Property Holdings, LLC to
the PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.35 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.174
Assignment and Assumption Agreement, dated as of
July 1, 2012, by and between Westlake Nursing Home
Limited Partnership and QC Property Holdings, LLC

Incorporated by reference to Exhibit 10.37 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.175

Loan Agreement and Indenture of First Mortgage,
dated as of September 1, 1986, by and among
Oklahoma County Industrial Authority, Westlake
Nursing Home Limited Partnership and The Liberty
National Bank and Trust Company of Oklahoma City,
as Trustee

Incorporated by reference to Exhibit 10.38 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.176

First Amendment to Loan Agreement and Indenture of
First Mortgage, dated September 1, 2001, by and
among Oklahoma County Industrial Authority,
Westlake Nursing Home, L.P. and Bank One Trust
Company, N.A., as Trustee

Incorporated by reference to Exhibit 10.39 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.177

Loan Agreement, made as of August 17, 2012, by and
among CSCC Property Holdings, LLC, CSCC Nursing,
LLC and Contemporary Healthcare Senior Lien Fund I,
L.P.

Incorporated by reference to Exhibit 10.12 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.178
Loan Agreement, made as of August 17, 2012, by and
among CSCC Property Holdings, LLC, CSCC Nursing,
LLC and Contemporary Healthcare Fund I, L.P.

Incorporated by reference to Exhibit 10.13 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.179

Promissory Note, dated August 17, 2012, issued by
CSCC Nursing, LLC and CSCC Property Holdings,
LLC in favor of Contemporary Healthcare Senior Lien
Fund I, L.P. in the amount of $5,000,000

Incorporated by reference to Exhibit 10.14 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.180

Revolving Loan Promissory Note, made as of
August 17, 2012, by and among CSCC Nursing, LLC
and CSCC Property Holdings, LLC in favor of
Contemporary Healthcare Fund I, L.P. in the amount of
$600,000

Incorporated by reference to Exhibit 10.15 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012
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10.181

Assignment of Leases and Rents, dated as of
August 17, 2012, by and among CSCC Property
Holdings, LLC, CSCC Nursing, LLC and
Contemporary Healthcare Senior Lien Fund I, L.P.

Incorporated by reference to Exhibit 10.16 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.182

Mortgage, Assignment of Rents and Leases, Security
Agreement and Fixture Filing, dated August 17, 2012,
made and entered into by CSCC Property Holdings,
LLC in favor of Contemporary Healthcare Senior Lien
Fund I, L.P.

Incorporated by reference to Exhibit 10.17 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.183
Guaranty of Payment and Performance, made as of
August 17, 2012, by AdCare Health Systems, Inc. in
favor of Contemporary Healthcare Fund I, L.P.

Incorporated by reference to Exhibit 10.18 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.184
Guaranty of Payment and Performance, made as of
August 17, 2012, by AdCare Oklahoma Management,
LLC in favor of Contemporary Healthcare Fund I, L.P.

Incorporated by reference to Exhibit 10.19 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012
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10.185

Guaranty of Payment and Performance, made as of
August 17, 2012, by AdCare Health Systems, Inc. in
favor of Contemporary Healthcare Senior Lien Fund I,
L.P.

Incorporated by reference to Exhibit 10.20 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.186

Guaranty of Payment and Performance, made as of
August 17, 2012, by AdCare Oklahoma Management,
LLC in favor of Contemporary Healthcare Senior Lien
Fund I, L.P.

Incorporated by reference to Exhibit 10.21 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.187

Security Agreement, made as of August 17, 2012, by
and among CSCC Property Holdings, LLC, CSCC
Nursing, LLC and Contemporary Healthcare Fund I,
L.P.

Incorporated by reference to Exhibit 10.22 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.188

Security Agreement, made as of August 17, 2012, by
and among CSCC Property Holdings, LLC, CSCC
Nursing, LLC and Contemporary Healthcare Senior
Lien Fund I, L.P.

Incorporated by reference to Exhibit 10.23 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.189
Loan and Security Agreement, dated as of
September 20, 2012, by and among The PrivateBank
and Trust Company and the Borrowers named therein

Incorporated by reference to Exhibit 10.24 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.190
Modification Agreement, dated as of October 26, 2012,
by and among The PrivateBank and Trust Company
and the Borrowers named therein

Incorporated by reference to Exhibit 10.25 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.191

Promissory Note, dated September 20, 2012, issued by
the subsidiaries of AdCare Health Systems, Inc. named
therein in favor of The PrivateBank and Trust
Company in the amount of $10,600,000

Incorporated by reference to Exhibit 10.26 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.192
Guaranty of Payment and Performance, made as of
September 20, 2012, by AdCare Health Systems, Inc.
in favor of The PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.27 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.193

Release of Guarantees, dated September 20, 2012, from
Gemino Healthcare Finance, LLC to certain
subsidiaries of AdCare Health Systems, Inc. named
therein

Incorporated by reference to Exhibit 10.29 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.194

Second Amendment to Credit Agreement, dated
September 20, 2012, by and between ADK
Bonterra/Parkview, LLC and Gemino Healthcare
Finance, LLC

Incorporated by reference to Exhibit 10.30 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.195
Temporary Extension Agreement, dated August 29,
2012, by and between APH & R Property Holdings,
LLC and Metro City Bank

Incorporated by reference to Exhibit 10.31 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended September 30, 2012

10.196 Loan Agreement, dated April 30, 2012, by and between
APH&R Property Holdings, LLC and Metro City Bank

Incorporated by reference to Exhibit 99.1 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012

10.197
Promissory Note, dated April 30, 2012, issued by
APH&R Property Holdings, LLC in favor of Metro
City Bank in the amount of $3,425,500

Incorporated by reference to Exhibit 99.2 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012

10.198
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Mortgage and Security Agreement, dated April 30,
2012, between APH&R Property Holdings, LLC and
Metro City Bank

Incorporated by reference to Exhibit 99.3 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012

10.199 Security Agreement, dated April 30, 2012, between
APH&R Property Holdings, LLC and Metro City Bank

Incorporated by reference to Exhibit 99.4 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012

10.200 Guaranty, dated as of April 30, 2012, between APH&R
Property Holdings, LLC in favor of Metro City Bank

Incorporated by reference to Exhibit 99.5 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012

10.201 Guaranty, dated as of April 30, 2012, between AdCare
Health Systems, Inc. in favor of Metro City Bank

Incorporated by reference to Exhibit 99.6 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012

10.202
Collateral Assignment of Certificate of Deposit, dated
April 30, 2012, by and between APH&R Property
Holdings, LLC and Metro City Bank

Incorporated by reference to Exhibit 99.7 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012
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10.203
Promissory Note, dated April 27, 2012, issued by
Cantone Asset Management LLC in favor of AdCare
Health Systems, Inc. in the amount of $1,500,000

Incorporated by reference to Exhibit 99.8 to the
Registrant’s Current Report on Form 8-K filed
May 3, 2012

10.204
Promissory Note, dated June 8, 2012, issued by Mt. V
Property Holdings, LLC in favor of Metro City Bank in
the amount of $1,800,000

Incorporated by reference to Exhibit 10.13 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.205 Loan Agreement, dated June 8, 2012, by and between
Mt. V Property Holdings, LLC and Metro City Bank

Incorporated by reference to Exhibit 10.14 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.206
Mortgage and Security Agreement, dated June 8, 2012,
by and between Mt. V Property Holdings, LLC and
Metro City Bank

Incorporated by reference to Exhibit 10.15 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.207
Assignment of Leases and Rents, dated June 8, 2012,
by and between Mt. V Property Holdings, LLC and
Metro City Bank

Incorporated by reference to Exhibit 10.16 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.208
Security Agreement, dated June 8, 2012, by and
between Mt. V Property Holdings, LLC and Metro City
Bank

Incorporated by reference to Exhibit 10.17 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.209 Guaranty, dated June 8, 2012, made by AdCare Health
Systems, Inc. in favor of Metro City Bank

Incorporated by reference to Exhibit 10.18 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.210
Promissory Note, dated June 8, 2012, issued by Mt. V
Property Holdings, LLC in favor of Metro City Bank in
the amount of $1,267,000

Incorporated by reference to Exhibit 10.19 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.211 Loan Agreement, dated June 8, 2012, by and between
Mt. V Property Holdings, LLC and Metro City Bank

Incorporated by reference to Exhibit 10.20 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.212
Mortgage and Security Agreement, dated June 8, 2012,
by and between Mt. V Property Holdings, LLC and
Metro City Bank

Incorporated by reference to Exhibit 10.21 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.213
Assignment of Leases and Rents, dated June 8, 2012,
by and between Mt. V Property Holdings, LLC and
Metro City Bank

Incorporated by reference to Exhibit 10.22 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.214
Security Agreement, dated June 8, 2012, by and
between Mt. V Property Holdings, LLC and Metro City
Bank

Incorporated by reference to Exhibit 10.23 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.215 Guaranty, dated June 8, 2012, made by AdCare Health
Systems, Inc. in favor of Metro City Bank

Incorporated by reference to Exhibit 10.24 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.216

Promissory Note, dated June 8, 2012, issued by Mt. V
Property Holdings, LLC in favor of Economic
Development Corporation of Fulton County in the
amount of $1,304,000

Incorporated by reference to Exhibit 10.25 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.217

Loan Agreement, dated June 8, 2012, by and between
Mt. V Property Holdings, LLC, Mountain View
Nursing, LLC and Economic Development Corporation
of Fulton County

Incorporated by reference to Exhibit 10.26 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012
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10.218
Security Agreement, dated June 8, 2012, by and
between Mt. V Property Holdings, LLC and Economic
Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.27 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.219
Mortgage and Security Agreement, dated June 8, 2012,
by and between Mt. V Property Holdings, LLC and
Economic Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.28 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.220
Assignment of Leases and Rents, dated June 8, 2012,
by and between Mt. V Property Holdings, LLC and
Economic Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.29 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.221
Unconditional Guarantee, dated June 8, 2012, issued by
Mountain View Nursing, LLC in favor of Economic
Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.30 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012
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10.222
Unconditional Guarantee, dated June 8, 2012, issued by
AdCare Health Systems, Inc. in favor of Economic
Development Corporation of Fulton County

Incorporated by reference to Exhibit 10.31 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.223

Bond Purchase Agreement, dated April 10, 2012,
among Lawson Financial Corporation, The City of
Springfield, Ohio and Eaglewood Property Holdings,
LLC

Incorporated by reference to Exhibit 10.40 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.224
Note Purchase Agreement, dated April 12, 2012, by
and between Cantone Asset Management LLC and
AdCare Health Systems, Inc.

Incorporated by reference to Exhibit 10.41 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.225
Employment Agreement, dated August 7, 2012,
between AdCare Health Systems, Inc. and Martin D.
Brew

Incorporated by reference to Exhibit 10.42 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.226

Modification Agreement, dated June 15, 2012, among
Little Rock HC&R Property Holdings, LLC,
Northridge HC&R Property Holdings, LLC, Woodland
Hills HC Property Holdings, LLC and The PrivateBank
and Trust Company

Incorporated by reference to Exhibit 10.43 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.227
Amendment, entered into as of July 26, 2012, by and
between Christopher F. Brogdon and Hearth & Home
of Ohio, Inc.

Incorporated by reference to Exhibit 10.47 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.228
Employment Agreement, dated August 6, 2012,
between AdCare Health Systems, Inc. and Melissa L.
Green

Incorporated by reference to Exhibit 10.48 of the
Registrant’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2012

10.229

First Modification of Note and First Modification of
Mortgage and Security Agreement, dated November
30, 2012, between Metro City Bank and APH&R
Property Holdings, LLC

Incorporated by reference to Exhibit 10.244 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.230
Sublease Agreement, dated December 1, 2012,
between ADK Georgia, LLC and Jeff Co. Nursing,
LLC

Incorporated by reference to Exhibit 10.245 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.231
Sublease Termination Agreement, dated November 30,
2012, by and between ADK Georgia, LLC and ADK
Jeffersonville Operator, LLC

Incorporated by reference to Exhibit 10.246of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.232

Management Fee Subordination Agreement, dated
December 20, 2013, between AdCare Oklahoma
Management, LLC, Gemino Healthcare Finance, LLC,
Living Center, LLC, Kenmetal, LLC, Senior NH, LLC,
Ban NH, LLC and Oak Lake, LLC

Incorporated by reference to Exhibit 10.247 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.233

Third Amendment to Credit Agreement, dated
December 21, 2012, by and between ADK
Bonterra/Parkview, LLC and Gemino Healthcare
Finance, LLC

Incorporated by reference to Exhibit 10.248 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.234
Management Agreement, dated December 28, 2012,
between New Lincoln Ltd. And Chancellor Senior
Management, Ltd.

Incorporated by reference to Exhibit 10.249 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.235
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Management Agreement, dated December 28, 2012,
between Community’s Hearth at Vandalia and
Chancellor Senior Management, Ltd.

Incorporated by reference to Exhibit 10.250 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.236

Mortgage of Real Estate, Security Agreement and
Financing Statement, dated as of December 31, 2012,
by Sumter Valley Property Holdings, LLC in favor of
Metro City Bank

Incorporated by reference to Exhibit 10.251 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.237
Assignment of Leases and Rents, dated December 31,
2012, by and between Sumter Valley Property
Holdings, LLC and Metro City Bank

Incorporated by reference to Exhibit 10.252 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.238

Promissory Note, dated December 31, 2012, issued by
Sumter Valley Property Holdings, LLC in favor of
1761 Pinewood Holdings, LLC in the amount of
$250,000

Incorporated by reference to Exhibit 10.253 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012
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10.239
Guaranty Agreement, dated December 31, 2012 made
by AdCare Health Systems, Inc. for the benefit of 1761
Pinewood Holdings, LLC

Incorporated by reference to Exhibit 10.254 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.240
Mortgage and Security Agreement, dated December
31, 2012, between Georgetown HC&R Property
Holdings and Winyah Nursing Home, LLC

Incorporated by reference to Exhibit 10.255 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.241

Secured Subordinated Promissory Note, dated
December 31, 2012, issued by Georgetown HC&R
Property Holdings, LLC in favor of Winyah Nursing
Home, LLC in the amount of $1,850,000

Incorporated by reference to Exhibit 10.256 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.242
Guaranty Agreement, dated December 31, 2012, by
AdCare Health Systems, Inc. to and for the benefit of
Winyah Nusing Home, LLC

Incorporated by reference to Exhibit 10.257 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.243 Guaranty, dated December 31, 2012, by Sumter N&R,
LLC for the benefit of Metro City Bank

Incorporated by reference to Exhibit 10.258 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.244
Guaranty, dated December 31, 2012, by Georgetown
HC&R Nursing, LLC for the benefit of Metro City
Bank

Incorporated by reference to Exhibit 10.259 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.245 Guaranty, dated December 31, 2012, by AdCare Health
Systems, Inc. to and for the benefit of Metro City Bank

Incorporated by reference to Exhibit 10.260 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.246

Security Agreement, dated December 31, 2012, by and
between Sumter Valley Property Holdings, LLC,
Georgetown HC&R Property Holdings, LLC and
Metro City Bank

Incorporated by reference to Exhibit 10.261 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.247

Loan Agreement, dated December 31, 2012, by and
between Sumter Valley Property Holdings, LLC,
Georgetown HC&R Property Holdings, LLC, Sumter
N&R, LLC, Georgetown HC&R Nursing, LLC and
Metro City Bank

Incorporated by reference to Exhibit 10.262 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.248

Secured Loan Agreement, dated December 28, 2012,
by and among Keybank National Association and the
subsidiaries of AdCare Health Systems, Inc. named
therein

Incorporated by reference to Exhibit 10.263 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.249

Promissory Note, dated December 28, 2012, issued by
subsidiaries of AdCare Health Systems, Inc. in favor of
Keybank National Association in the amount of
$16,500,000

Incorporated by reference to Exhibit 10.264 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.250
Absolute Assignment of Leases and Rents, dated
December 28, 2012, by Northridge HC&R Property
Holdings, LLC to Keybank National Association

Incorporated by reference to Exhibit 10.265 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.251
Absolute Assignment of Leases and Rents, dated
December 28, 2012, by Woodland Hills HC Property
Holdings, LLC to Keybank National Association

Incorporated by reference to Exhibit 10.266 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.252 Absolute Assignment of Leases and Rents, dated
December 28, 2012, by APH&R Property Holdings,

Incorporated by reference to Exhibit 10.267 of the
Registrant’s Annual Report on Form 10-K for the
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10.253

Mortgage, Assignment of Rents, Security Agreement
and Fixture Filing, dated December 28, 2012, made by
APH&R Property Holdings, LLC to and for the benefit
of Keybank National Association

Incorporated by reference to Exhibit 10.268 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.254

Mortgage, Assignment of Rents, Security Agreement
and Fixture Filing, dated December 28, 2012, made by
Northridge HC&R Property Holdings, LLC to and for
the benefit of Keybank National Association

Incorporated by reference to Exhibit 10.269 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.255

Mortgage, Assignment of Rents, Security Agreement
and Fixture Filing, dated December 28, 2012, made by
Woodland Hills HC Property Holdings, LLC to and for
the benefit of Keybank National Association

Incorporated by reference to Exhibit 10.270 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012
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10.256
Payment Guaranty, made as of December 28, 2012, by
AdCare Operations, LLC to and for the benefit of
Keybank National Association

Incorporated by reference to Exhibit 10.271 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.257
Payment Guaranty, made as of December 28, 2012, by
AdCare Property Holdings, LLC to and for the benefit
of Keybank National Association

Incorporated by reference to Exhibit 10.272 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.258
Payment Guaranty, made as of December 28, 2012, by
AdCare Health Systems, Inc. to and for the benefit of
Keybank National Association

Incorporated by reference to Exhibit 10.273 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.259
Pledge and Security Agreement, dated December 28,
2012, between AdCare Property Holdings, LLC and
Keybank National Association

Incorporated by reference to Exhibit 10.274 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.260
Pledge and Security Agreement, dated December 28,
2012, between AdCare Operations, LLC and Keybank
National Association

Incorporated by reference to Exhibit 10.275 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.261

Security Agreement, dated December 28, 2012, made
by Woodland Hills HC Nursing, LLC, APH&R
Nursing, LLC and Northridge HC&R Nursing, LLC in
favor of Keybank National Association

Incorporated by reference to Exhibit 10.276 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.262

Security Agreement, dated December 28, 2012, by and
among Woodland Hills HC Property Holdings, LLC,
Northridge HC&R Property Holdings, LLC and
APH&R Property Holdings, LLC in favor of Keybank
National Association

Incorporated by reference to Exhibit 10.277 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.263

Second Modification Agreement, dated December 28,
2012, between The PrivateBank and Trust Company
and the subsidiaries of AdCare Health Systems, Inc.
named therein

Incorporated by reference to Exhibit 10.278 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.264
Consulting Agreement, dated December 31, 2012,
between Christopher Brogdon and AdCare Health
Systems, Inc.

Incorporated by reference to Exhibit 10.279 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.265
Guaranty Indemnification Agreement, dated December
31, 2012, between AdCare Health Systems, Inc. and
Christopher Brogdon

Incorporated by reference to Exhibit 10.280 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.266
Guaranty Indemnification Agreement, dated December
31, 2012, between AdCare Health Systems, Inc. and
Christopher Brogdon

Incorporated by reference to Exhibit 10.281 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.267
Assignment of Rents, dated December 31, 2012, made
and executed between Northwest Property Holdings,
LLC and First Commercial Bank

Incorporated by reference to Exhibit 10.282 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.268
Mortgage, dated December 31, 2012, made and
executed between Northwest Property Holdings, LLC
and First Commerical Bank

Incorporated by reference to Exhibit 10.283 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.269
Promissory Note, dated December 31, 2012, issued by
Northwest Property Holdings, LLC in favor of First
Commercial Bank in the amount of $1,501,500

Incorporated by reference to Exhibit 10.284 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.270
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Commercial Security Agreement, dated December 31,
2012, made and executed between Northwest Property
Holdings, LLC and First Commercial Bank

Incorporated by reference to Exhibit 10.285 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.271
Commercial Security Agreement, dated December 31,
2012, made and executed between NW 61st Nursing,
LLC and First Commercial Bank

Incorporated by reference to Exhibit 10.286 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.272
Commercial Guaranty, dated December 31, 2012,
between AdCare Health Systems, Inc. and First
Commercial Bank

Incorporated by reference to Exhibit 10.287 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.273
Commercial Guaranty, dated December 31, 2012,
between Northwest Property Holdings, LLC and First
Commercial Bank

Incorporated by reference to Exhibit 10.288 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012
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10.274
Memorandum of Agreement, dated January 25, 2013,
between The PrivateBank and Trust Company, AdCare
Health Systems, Inc. and its subsidiaries named therein

Incorporated by reference to Exhibit 10.289 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.275

Secured Promissory Note, dated December 28, 2012,
issued by CHP Acquisition Company, LLC, in favor of
AdCare Health Systems, Inc., in the amount of
$3,600,000

Incorporated by reference to Exhibit 10.290 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.276
Pledge and Security Agreement, dated December 28,
2012, by and between CHP Acquisition Company,
LLC and AdCare Health Systems, Inc.

Incorporated by reference to Exhibit 10.291 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.277
Assignment of Leases and Rents, dated December 31,
2012, by and between Sumter Valley Property
Holdings, LLC and Metro City Bank

Incorporated by reference to Exhibit 10.292 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.278

Promissory Note, dated December 31, 2012, issued by
Sumter Valley Property Holdings, LLC and
Georgetown HC&R Property Holdings, LLC in favor
of Metro City Bank, in the amount of $6,950,000

Incorporated by reference to Exhibit 10.293 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.279
Management Agreement, dated June 22, 2010, by and
between Riverchase Village ADK, LLC and AdCare
Management Company, Inc.

Incorporated by reference to Exhibit 10.294 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.280
Management Agreement, dated September 19, 2011,
by and among AdCare Oklahoma Management, LLC
and the entities listed therein

Incorporated by reference to Exhibit 10.295 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.281
Employment Agreement, dated July 3, 2013, by and
between AdCare Health Systems, Inc. and Ronald W.
Fleming

Incorporated by reference to Exhibit 10.296 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.282
Confidential Separation Agreement and Release, dated
July 1, 2011, by and between AdCare Health
Systems, Inc. and Gary L. Wade

Incorporated by reference to Exhibit 10.297 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012

10.283
Amendment to Secured Promissory Note, dated
February 28, 2013, by and between CHP Acquisition
Company, LLC and AdCare Health Systems, Inc.

Incorporated by reference to Exhibit 10.2 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.284

Assignment and Assumption of Leases, Rents and
Security Deposits, dated February 28, 2013, by and
among AdCare Health Systems, Inc., New Lincoln Ltd.
and Lincoln Lodge Retirement Residence LLC

Incorporated by reference to Exhibit 10.3 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.285

Release and Assumption Agreement, dated May 6,
2013, by and among H & H of Vandalia LLC,
Hearth & Home of Vandalia, Inc., Red Mortgage
Capital, LLC and the Secretary of Housing and Urban
Development

Incorporated by reference to Exhibit 10.4 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.286
Assignment and Assumption Agreement, dated May 6,
2013, by and between Hearth & Home of
Vandalia, Inc. and H & H of Vandalia LLC

Incorporated by reference to Exhibit 10.5 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.287 Fourth Amendment to Credit Agreement, dated
May 30, 2013, by and between ADK
Bonterra/Parkview, LLC and Gemino Healthcare

Incorporated by reference to Exhibit 10.6 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013
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Finance, LLC

10.288
Credit Agreement, dated May 30, 2012, by and among
NW 61st Nursing, LLC and Gemino Healthcare
Finance, LLC

Incorporated by reference to Exhibit 10.7 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.289
Revolving Note, dated May 30, 2013, issued by NW
61st Nursing, LLC in favor of Gemino Healthcare
Finance, LLC in the amount of $1,000,000

Incorporated by reference to Exhibit 10.8 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.290
Subordination Agreement, dated May 30, 2013, by and
between First Commercial Bank and Gemino
Healthcare Finance, LLC

Incorporated by reference to Exhibit 10.9 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.291
Guaranty Agreement, dated May 30, 2013, made by
NW 61st Nursing, LLC in favor of Gemino Healthcare
Finance, LLC

Incorporated by reference to Exhibit 10.10 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013
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10.292
Guaranty Agreement, dated May 30, 2013, made by
AdCare Health Systems, Inc. in favor of Gemino
Healthcare Finance, LLC

Incorporated by reference to Exhibit 10.11 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.293

First Amendment to Secured Loan Agreement and
Payment Guaranty, dated May 31, 2013, by and among
AdCare Health Systems, Inc., its subsidiaries named
therein, AdCare Property Holdings, LLC, AdCare
Operations, LLC and KeyBank National Association

Incorporated by reference to Exhibit 10.12 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.294

Mortgage, Assignment of Rents, Security Agreement
and Fixture Filing, dated May 31, 2013, made by
Mountain Top Property Holdings, LLC, to and for the
benefit of KeyBank National Association

Incorporated by reference to Exhibit 10.13 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.295
Absolute Assignment of Leases and Rents, dated
May 31, 2013, by Mountain Top Property Holdings,
LLC in favor of KeyBank National Association

Incorporated by reference to Exhibit 10.14 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.296
Pledge and Security Agreement, dated May 31, 2013,
between AdCare Health Systems, Inc. and KeyBank
National Association

Incorporated by reference to Exhibit 10.15 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.297
Separation and Release Agreement, dated May 31,
2013, by and between AdCare Health Systems, Inc.
and Martin D. Brew

Incorporated by reference to Exhibit 10.16 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.298

Second Amendment to Secured Loan Agreement and
Payment Guaranty, dated June 27, 2013, by and among
AdCare Health Systems, Inc., its subsidiaries named
therein, AdCare Property Holdings, LLC, AdCare
Operations, LLC and KeyBank National Association

Incorporated by reference to Exhibit 10.17 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.399

Third Modification Agreement, dated as of June 26,
2013, by and among Little Rock HC&R Property
Holdings, LLC, AdCare Health Systems, Inc., Little
Rock HC&R Nursing, LLC and The PrivateBank and
Trust Company

Incorporated by reference to Exhibit 10.18 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.300

Joinder Agreement, Second Amendment and
Supplement to Credit Agreement , dated June 28, 2013,
by and among NW 61st Nursing, LLC, Georgetown
HC&R Nursing, LLC, Sumter N&R, LLC and Gemino
Healthcare Finance, LLC

Incorporated by reference to Exhibit 10.19 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.301

Amended and Restated Revolving Note, dated June 28,
2013, issued by certain subsidiaries of AdCare Health
Systems, Inc. in favor of Gemino Healthcare Finance,
LLC in the amount of $1,500,000

Incorporated by reference to Exhibit 10.20 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.302

Management Fee Subordination Agreement, dated
June 28, 2013, by and among Gemino Healthcare
Finance, LLC, Georgetown HC&R Nursing, LLC,
Sumter N&R, LLC and AdCare Administrative
Services, LLC

Incorporated by reference to Exhibit 10.21 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.303 Sublease Termination Agreement, effective June 30,
2013, by and between ADK Georgia, LLC and ADK

Incorporated by reference to Exhibit 10.22 of the
Registrant’s Quarterly Report on Form 10-Q for the
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Oceanside Operator, LLC three months ended March 31, 2013

10.304
Sublease Termination Agreement, effective June 30,
2013, by and between ADK Georgia, LLC and ADK
Savannah Beach Operator, LLC

Incorporated by reference to Exhibit 10.23 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.305 Sublease Agreement, effective June 30, 2013, by and
between ADK Georgia, LLC and Tybee NH, LLC

Incorporated by reference to Exhibit 10.24 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.306 Sublease Agreement, effective June 30, 2013, by and
between ADK Georgia, LLC and Tybee NH, LLC

Incorporated by reference to Exhibit 10.25 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2013

10.307
Employment Agreement, dated July 3, 2013, by and
between AdCare Health Systems, Inc. and Ronald W.
Fleming

Incorporated by reference to Exhibit 10.296 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2012
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10.308
Management Agreement, dated July 26, 2013, by and
between Harrah White Meadows Nursing, LLC and
AdCare Oklahoma Management, LLC

Incorporated by reference to Exhibit 10.27 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended June 30, 2013

10.309
Management Agreement, dated July 26, 2013, by and
between MCL Nursing, LLC and AdCare Oklahoma
Management, LLC

Incorporated by reference to Exhibit 10.28 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended June 30, 2013

10.310
Management Agreement, dated July 26, 2013, by and
between Meeker Nursing, LLC and AdCare Oklahoma
Management, LLC

Incorporated by reference to Exhibit 10.29 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended June 30, 2013

10.311
Loan and Security Agreement, dated September 27,
2013, by and between QC Property Holdings, LLC and
Housing & Healthcare Funding, LLC

Incorporated by reference to Exhibit 10.30 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2013

10.312
Promissory Note, dated September 27, 2013, issued by
QC Property Holdings, LLC to Housing & Healthcare
Funding, LLC in the amount of $5,000,000

Incorporated by reference to Exhibit 10.31 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2013

10.313

Mortgage, Security Agreement Assignment of Leases
and Rents and Fixture Filing, dated September 27,
2013, by QC Property Holdings, LLC to and for the
benefit of Housing & Healthcare Funding, LLC

Incorporated by reference to Exhibit 10.32 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2013

10.314
Guaranty, dated September 27, 2013, by AdCare
Health Systems, Inc. to and for the benefit of Housing
& Healthcare Funding, LLC

Incorporated by reference to Exhibit 10.33 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2013

10.315
Assignment of Rents and Leases, dated September 27,
2013, by QC Property Holdings, LLC to and for the
benefit of Housing & Healthcare Funding, LLC

Incorporated by reference to Exhibit 10.34 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2013

10.316

Third Modification Agreement, dated as of September
30, 2013, by and among The PrivateBank and Trust
Company, AdCare Health Systems, Inc. and its
subsidiaries named therein

Incorporated by reference to Exhibit 10.35 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2013

10.317
Letter Agreement, dated October 1, 2013, among
AdCare Health Systems, Inc., Park City Capital, LLC
and Michael J. Fox

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
October 17, 2013

10.318

Waiver, Amendment and Forbearance, dated as of
October 26, 2013, by and among AdCare Health
Systems, Inc., Anthony J. Cantone and Attosa
Financial LLC

Incorporated by reference to Exhibit 10.1 of the
Registrant’s Current Report on Form 8-K filed on
October 31, 2013

10.319

Note, Mortgage and Loan Agreement Modification
Agreement, dated December 31, 2013, by and among
Sumter Valley Property Holdings, LLC, Georgetown
HC&R Property Holdings, LLC and Metro City Bank.

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
December 31, 2013

10.320

Amendment to Employment Agreement between
AdCare Health Systems, Inc. and Boyd P. Gentry,
dated as of December 11, 2013 but executed and
delivered on December 30, 2013.

Incorporated by reference to Exhibit 99.2 of the
Registrant’s Current Report on Form 8-K filed on
December 31, 2013

10.321 Amendment to Employment Agreement between
AdCare Health Systems, Inc. and Ronald W. Fleming,
dated as of December 11, 2013 but executed and

Incorporated by reference to Exhibit 99.3 of the
Registrant’s Current Report on Form 8-K filed on
December 31, 2013
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delivered on December 30, 2013.

10.322

Amendment to Employment Agreement between
AdCare Health Systems, Inc. and David Rubenstein,
dated as of December 11, 2013 but executed and
delivered on December 30, 2013.

Incorporated by reference to Exhibit 99.4 of the
Registrant’s Current Report on Form 8-K filed on
December 31, 2013

10.323

Amendment to Employment Agreement between
AdCare Health Systems, Inc. and Melissa L. Green,
dated as of December 11, 2013 but executed and
delivered on December 30, 2013.

Incorporated by reference to Exhibit 99.5 of the
Registrant’s Current Report on Form 8-K filed on
December 31, 2013

10.324
Waiver and Amendment, dated February 10, 2014, by
and among the Company and Gemino Healthcare
Finance, LLC.

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
February 14, 2014

183

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

329



Table of Contents

Exhibit No.Description Method of Filing

10.325
Termination Notice, dated December 31, 2013 to
Living Center, LLC, Kenmetal, LLC, Senior NH, LLC,
BAN NH, LLC, and Oak Lake, LLC.

Incorporated by reference to Exhibit 99.2 of the
Registrant’s Current Report on Form 8-K filed on
February 14, 2014

10.326 Termination Notice, dated December 31, 2013 to
Harrah Whites Meadows Nursing, LLC.

Incorporated by reference to Exhibit 99.3 of the
Registrant’s Current Report on Form 8-K filed on
February 14, 2014

10.327 Termination Notice, dated December 31, 2013 to
Meeker Nursing, LLC.

Incorporated by reference to Exhibit 99.4 of the
Registrant’s Current Report on Form 8-K filed on
February 14, 2014

10.328 Termination Notice, dated December 31, 2013 to MCL
Nursing, LLC.

Incorporated by reference to Exhibit 99.5 of the
Registrant’s Current Report on Form 8-K filed on
February 14, 2014

10.329
Underwriting Agreement, dated October 23, 2013, by
and among AdCare Health Systems, Inc. and MLV &
Co. LLC

Incorporated by reference to Exhibit 1.1 of the
Registrant’s Pre-Effective Amendment No. 1 to its
Registration Statement on Form S-1 (Registration
No. 333-190203) filed October 23, 2013

10.330

Fourth Modification Agreement, dated November 8,
2013, by and among Little Rock HC&R Property
Holdings, LLC, AdCare Health Systems, Inc., Little
Rock HC&R Nursing, LLC, and The PrivateBank and
Trust Company

Incorporated by reference to Exhibit 10.330 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

10.331

Fourth Modification Agreement, dated November 26,
2013, by and among ADK Thomasville Operator, LLC,
ADK Lumber City Operator, LLC, ADK LaGrange
Operator, LLC, ADK Powder Springs Operator, LLC,
ADK Thunderbolt Operator, LLC, Attalla Nursing
ADK, LLC, Mountain Trace Nursing ADK, LLC, Mt.
Kenn Nursing, LLC, Erin Nursing, LLC, CP Nursing,
LLC Benton Nursing, LLC, Valley River Nursing,
LLC, Park Heritage Nursing, LLC, Homestead
Nursing, LLC, Woodland Manor Nursing, LLC,
Mountain View Nursing, LLC, Little Rock HC&R
Nursing, LLC, Glenvue H&R Nursing, LLC, Coosa
Nursing ADK, LLC, QC Nursing, LLC, AdCare Health
Systems, Inc., and The PrivateBank and Trust
Company

Incorporated by reference to Exhibit 10.331 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

10.332

Note, Mortgage and Loan Agreement Modification
Agreement, effective as of December 30, 2013, by and
among Metro City Bank and AdCare Health Systems,
Inc.

Incorporated by reference to Exhibit 10.332 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

10.333 Letter agreement, dated February 28, 2014, by and
among AdCare Health Systems, Inc., AdCare
Administrative Services, LLC, AdCare Oklahoma
Management, LLC, Hearth & Home of Ohio, Inc.,
BAN NH, LLC, Senior NH, LLC, Oak Lake, LLC,
Kenmetel, LLC, Living Center, LLC, Meeker Nursing,
LLC, Meeker Property Holdings, LLC, MCL Nursing,

Incorporated by reference to Exhibit 10.333 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013
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LLC, McLoud Property Holdings, LLC, Harrah Whites
Meadows Nursing, LLC, Harrah property Holdings,
LLC, Christopher F. Brogdon, GL Nursing, LLC, and
Marsh Pointe Management, LLC.

10.334 Note, dated February 28, 2014, by and among AdCare
Health Systems, Inc. and Christopher F. Brogdon

Incorporated by reference to Exhibit 10.334 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

10.335

Fourth Amendment to Secured Loan Agreement and
Payment Guaranty, dated March 28, 2014, by and
among Woodland Hills HC Property Holdings, LLC,
Northridge HC&R Property Holdings, LLC, APH&R
Property Holdings, LLC, Woodland Hills HC Nursing,
LLC, Northridge HC&R Nursing, LLC, and APH&R
Nursing, LLC, AdCare Health Systems, Inc., AdCare
Property Holdings, LLC, AdCare Operations, LLC and
KeyBank National Association

Incorporated by reference to Exhibit 10.335 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013
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10.336

Agreement Regarding Exit Fees, dated March 28,
2014, by and among Woodland Hills HC Property
Holdings, LLC, Northridge HC&R Property Holdings,
LLC, APH&R Property Holdings, LLC, Woodland
Hills HC Nursing, LLC, Northridge HC&R Nursing,
LLC, APH&R Nursing, LLC, AdCare Health Systems,
Inc., AdCare Property Holdings, LLC, AdCare
Operations, LLC and KeyBank National Association

Incorporated by reference to Exhibit 10.336 of the
Registrant’s Annual Report on Form 10-K for the
year ended December 31, 2013

10.337

Sublease Termination Agreement, entered into May 6,
2014 and effective as of May 31, 2014, by and between
Winter Haven Homes, Inc. and ADK Administrative
Property, LLC

Incorporated by reference to Exhibit 10.10 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2014

10.338
Amendment to Consulting Agreement, dated May 6,
2014, by and between AdCare Health Systems, Inc.
and Christopher F. Brogdon

Incorporated by reference to Exhibit 10.11 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended March 31, 2014

10.339

Amendment, dated May 15, 2014, by among AdCare
Health Systems, Inc., AdCare Administrative Services,
LLC, AdCare Oklahoma Management, LLC, Hearth &
Home of Ohio, Inc., BAN NH, LLC, Senior NH, LLC,
Oak Lake, LLC, Kenmetal, LLC, Living Center, LLC,
Meeker Nursing, LLC, Meeker Property Holdings,
LLC, MCL Nursing, LLC, McLoud Property Holdings,
LLC, Harrah Whites Meadows Nursing, LLC, Harrah
Property Holdings, LLC, Christopher F. Brogdon, and
GL Nursing, LLC

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
May 21, 2014

10.340
Amended and Restated Note, dated May 15, 2014, by
and among AdCare Health Systems, Inc. and
Christopher F. Brogdon

Incorporated by reference to Exhibit 99.2 of the
Registrant’s Current Report on Form 8-K filed on
May 21, 2014

10.341
Modification Agreement, dated as of July 2, 2014, by
and among Glenvue H&R Property Holdings, LLC and
The PrivateBank and Trust Company

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
July 23, 2014

10.342

Fifth Modification Agreement, dated as of July 22,
2014, by and among ADK Thomasville Operator, LLC,
ADK Lumber City Operator, LLC, ADK LaGrange
Operator, LLC, ADK Powder Springs Operator, LLC,
ADK Thunderbolt Operator, LLC, Attalla Nursing
ADK, LLC, Mountain Trace Nursing ADK, LLC, Mt.
Kenn Nursing, LLC, Erin Nursing, LLC, CP Nursing,
LLC Benton Nursing, LLC, Valley River Nursing,
LLC, Park Heritage Nursing, LLC, Homestead
Nursing, LLC, Woodland Manor Nursing, LLC,
Mountain View Nursing, LLC, Little Rock HC&R
Nursing, LLC, Glenvue H&R Nursing, LLC, Coosa
Nursing ADK, LLC, QC Nursing, LLC, AdCare Health
Systems, Inc., and The PrivateBank and Trust
Company

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
July 29, 2014

10.343
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Separation and Release Agreement, dated May 29,
2014, by and between AdCare Health Systems, Inc.
and Boyd P. Gentry

Incorporated by reference to Exhibit 10.16 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended June 30, 2014

10.344
Escrow Agreement, dated May 29, 2014, by and
between AdCare Health Systems, Inc., Boyd P. Gentry,
and Hughes, White, Kralicek, P.C.

Incorporated by reference to Exhibit 10.17 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended June 30, 2014
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10.345

Sixth Modification Agreement, dated as of September
24, 2014, by and among ADK Thomasville Operator,
LLC, ADK Lumber City Operator, LLC, ADK
LaGrange Operator, LLC, ADK Powder Springs
Operator, LLC, ADK Thunderbolt Operator, LLC,
Attalla Nursing ADK, LLC, Mountain Trace Nursing
ADK, LLC, Mt. Kenn Nursing, LLC, Erin Nursing,
LLC, CP Nursing, LLC Benton Nursing, LLC, Valley
River Nursing, LLC, Park Heritage Nursing, LLC,
Homestead Nursing, LLC, Woodland Manor Nursing,
LLC, Mountain View Nursing, LLC, Little Rock
HC&R Nursing, LLC, Glenvue H&R Nursing, LLC,
Coosa Nursing ADK, LLC, QC Nursing, LLC, AdCare
Health Systems, Inc., and The PrivateBank and Trust
Company

Incorporated by reference to Exhibit 10.18 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.346

Promissory Note, dated September 24, 2014, by and
among Woodland Manor Nursing, LLC, Glenvue H&R
Nursing, LLC and The PrivateBank and Trust
Company

Incorporated by reference to Exhibit 10.19 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.347
Guaranty of Payment and Performance, dated
September 24, 2014, by and between AdCare Health
Systems, Inc. and The PrivateBank and Trust Company

Incorporated by reference to Exhibit 10.20 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.348

Loan and Security Agreement, dated September 24,
2014, by and among Woodland Manor Nursing, LLC,
Glenvue H&R Nursing, LLC and The PrivateBank and
Trust Company

Incorporated by reference to Exhibit 10.21 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.349
Surplus Cash Note, dated September 24, 2014, by and
between Woodland Manor Property Holdings, LLC
and AdCare Administrative Services, LLC

Incorporated by reference to Exhibit 10.22 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.350

Security Instrument, Mortgage & Deed of Trust, dated
September 24, 2014, by and between Woodland Manor
Property Holdings, LLC and Housing & Healthcare
Finance, LLC.

Incorporated by reference to Exhibit 10.23 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.351
Note, dated October 10, 2014, by and among AdCare
Health Systems, Inc. and Riverchase Village ADK,
LLC.

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
October 17, 2014

10.352
Second Amended and Restated Note, dated October 10,
2014, by and among AdCare Health Systems, Inc. and
Christopher F. Brogdon.

Incorporated by reference to Exhibit 99.2 of the
Registrant’s Current Report on Form 8-K filed on
October 17, 2014

10.353 Second Amendment, dated October 10, 2014, by
among AdCare Health Systems, Inc., AdCare
Administrative Services, LLC, AdCare Oklahoma
Management, LLC, Hearth & Home of Ohio, Inc.,
BAN NH, LLC, Senior NH, LLC, Oak Lake, LLC,
Kenmetal, LLC, Living Center, LLC, Meeker Nursing,
LLC, Meeker Property Holdings, LLC, MCL Nursing,

Incorporated by reference to Exhibit 99.3 of the
Registrant’s Current Report on Form 8-K filed on
October 17, 2014
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LLC, McLoud Property Holdings, LLC, Harrah Whites
Meadows Nursing, LLC, Harrah Property Holdings,
LLC, Christopher F. Brogdon, and GL Nursing, LLC.

10.354
Executive Employment Agreement, dated October 10,
2014, by and among AdCare Health Systems, Inc. and
William McBride III.

Incorporated by reference to Exhibit 99.4 of the
Registrant’s Current Report on Form 8-K filed on
October 17, 2014
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10.355

Seventh Modification Agreement to Loan and Security
Agreement, dated as of December 17, 2014 by and
among ADK lumber city operator, LLC, ADK
Lagrange operator, LLC , ADK Powder Springs
Operator, LLC , ADK Thunderbolt Operator, LLC,
Attalla Nursing ADK, LLC , Mountain Trace Nursing
ADK, LLC, Mt. Kenn Nursing, LLC, Erin Nursing,
LLC, CP Nursing, LLC, Benton Nursing, LLC, Valley
River Nursing, LLC, Park Heritage Nursing, LLC,
Homestead Nursing, LLC, Mountain View Nursing,
LLC, Little Rock HC&R Nursing, LLC , Glenvue
H&R Nursing, LLC and QC Nursing, LLC, AdCare
Health Systems, Inc., and the Privatebank and Trust
Company.

Incorporated by reference to Exhibit 99.1 of the
Registrant’s Current Report on Form 8-K filed on
December 22, 2014

10.356
Healthcare Facility Note, dated December 1, 2014, by
and among Mt. Kenn Property Holdings, LLC and
KeyBank National Association

Incorporated by reference to Exhibit 99.2 of the
Registrant’s Current Report on Form 8-K filed on
December 22, 2014

10.357

Healthcare Deed to Secure Debt, Security Agreement
and Assignment of Rents, dated December 1, 2014, by
and among Mt. Kenn Property Holdings, LLC and
KeyBank National Association

Incorporated by reference to Exhibit 99.3 of the
Registrant’s Current Report on Form 8-K filed on
Decembr 22, 2014

10.358

Healthcare Regulatory Agreement, dated December 1,
2014, by and among Mt. Kenn Property Holdings,
LLC, its successors, heirs, and assigns (jointly and
severally) and the U.S. Department of Housing and
Urban Development.

Incorporated by reference to Exhibit 99.4 of the
Registrant’s Current Report on Form 8-K filed on
December 22, 2014

10.359
Modification of Mortgage Note Agreement, dated as of
October 1, 2014, by and between Hearth & Care of
Greenfield, LLC. and Red Mortgage Capital, Inc.

Filed herewith

10.360
Modification of Mortgage Note Agreement, dated as of
October 1, 2014, by and between The Pavilion Care
Center, LLC. and Red Mortgage Capital, Inc.

Filed herewith

10.361

Modification Agreement, dated as of October 1, 2014,
by and among Hearth & Care of Greenfield, LLC., Red
Mortgage Capital, Inc., and the U.S. Department of
Housing and Urban Development

Filed herewith

10.362

Modification Agreement, dated as of October 1, 2014,
by and among The Pavilion Care Center, LLC., Red
Mortgage Capital, Inc., and the U.S. Department of
Housing and Urban Development

Filed herewith

10.363

Sublease Agreement, dated as of January 16, 2015, by
and among Woodland Hills HC Property Holdings,
LLC, Woodland Hills HC Nursing, LLC and Highlands
of Little Rock Riley, LLC

Filed herewith

10.364 Sublease Agreement, dated as of January 16, 2015, by
and among Little Rock HC&R Property Holdings,
LLC, Little Rock HC&R Nursing, LLC and Highlands

Filed herewith
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of Little Rock West Markham, LLC

10.365

Sublease Agreement, dated as of January 16, 2015, by
and among Mt. V Property Holdings, LLC, Mountain
View Nursing, LLC and Highlands of Mountain View
SNF, LLC

Filed herewith

10.366

Sublease Agreement, dated as of January 16, 2015, by
and among Valley River Property Holdings, LLC,
Valley River Nursing, LLC and Highlands of Fort
Smith, LLC

Filed herewith

10.367

Sublease Agreement, dated as of January 16, 2015, by
and among Park Heritage Property Holdings, LLC,
Park Heritage Nursing, LLC and Highlands of Rogers
Dixieland, LLC

Filed herewith

10.368

Sublease Agreement, dated as of January 16, 2015, by
and among Homestead Property Holdings, LLC,
Homestead Nursing, LLC and Highlands of Stamps,
LLC

Filed herewith

187

Edgar Filing: ADCARE HEALTH SYSTEMS, INC - Form 10-K

337



Table of Contents

Exhibit No.Description Method of Filing

10.369
Sublease Agreement, dated as of January 16, 2015, by
and among Benton Property Holdings, LLC, Benton
Nursing, LLC and Highlands of Bentonville, LLC

Filed herewith

10.370

Sublease Agreement, dated as of January 16, 2015, by
and among Mountain Top Property Holdings, LLC,
Mountain Top ALF, LLC and Highlands of Mountain
View RCF, LLC

Filed herewith

10.371

Sublease Agreement, dated as of January 16, 2015, by
and among APH&R Property Holdings, LLC, APH&R
Nursing, LLC and Highlands of Little Rock South
Cumberland, LLC

Filed herewith

10.372

Sublease Agreement, dated as of January 16, 2015, by
and among Northridge HC&R Property Holdings,
LLC, Northridge HC&R Nursing, LLC and Highlands
of North Little Rock John Ashley, LLC

Filed herewith

10.373

Loan Agreement, dated January 30, 2015, by and
among Georgetown HC&R Property Holdings, LLC,
Sumter Valley Property Holdings, LLC and The
PrivateBank and Trust Company

Filed herewith

10.374

Promissory Note, dated January 30, 2015, issued by
Georgetown HC&R Property Holdings, LLC, and
Sumter Valley Property Holdings, LLC to The
PrivateBank and Trust Company in the amount of
$9,300,000

Filed herewith

10.375

Guaranty of Payment and Performance, dated January
30, 2015, issued by AdCare Health Systems, Inc. to
and for the benefit of The PrivateBank and Trust
Company in the amount of $9,300,000

Filed herewith

10.376

Mortgage, Security Agreement, Assignment of Leases
and Rents and Fixture Filing, dated January 30, 2015,
by Georgetown HC&R Property Holdings, LLC to and
for the benefit of The PrivateBank and Trust Company

Filed herewith

10.377

Mortgage, Security Agreement, Assignment of Leases
and Rents and Fixture Filing, dated January 30, 2015,
by Sumter Valley Property Holdings, LLC to and for
the benefit of The PrivateBank and Trust Company

Filed herewith

10.378

Seventh Amendment to Credit Agreement, dated
January 30, 2015, by and between ADK
Bonterra/Parkview, LLC and Gemino Healthcare
Finance, LLC

Filed herewith

10.379

Fourth Amendment to Credit Agreement, dated
January 30, 2015, by and among NW 61st Nursing,
LLC, Georgetown HC&R Nursing, LLC, Sumter N&R,
LLC and Gemino Healthcare Finance, LLC

Filed herewith

10.380
Sublease Agreement, dated as of January 31, 2015, by
and between ADK Georgia, LLC. and 3460 Powder
Springs Road Associates, L.P.

Filed herewith
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10.381
Sublease Agreement, dated as of January 31, 2015, by
and between ADK Georgia, LLC. and 3223 Falligant
Avenue Associates, L.P.

Filed herewith

10.382

Promissory Note for exit fees (Northridge), dated
February 25, 2015, issued by AdCare Health Systems,
Inc. to KeyBank National Association in the amount of
$170,000

Filed herewith

10.383

Promissory Note for exit fees (Cumberland), dated
February 25, 2015, issued by AdCare Health Systems,
Inc. to KeyBank National Association in the amount of
$170,000

Filed herewith

10.384

Promissory Note for exit fees (River Valley), dated
February 25, 2015, issued by AdCare Health Systems,
Inc. to KeyBank National Association in the amount of
$170,000

Filed herewith
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10.385

Promissory Note for exit fees (Sumter Valley), dated
February 25, 2015, issued by AdCare Health Systems,
Inc. to KeyBank National Association in the amount of
$170,000

Filed herewith

10.386

Loan Agreement, dated February 25, 2015, by and
among APH&R Property Holdings, LLC, Northridge
HC&R Property Holdings, LLC, Woodland Hills HC
Property Holdings, LLC, and The PrivateBank and
Trust Company

Filed herewith

10.387

Promissory Note, dated February 25, 2015, issued by
APH&R Property Holdings, LLC, Northridge HC&R
Property Holdings, LLC, and Woodland Hills HC
Property Holdings, LLC to The PrivateBank and Trust
Company in the amount of $12,000,000

Filed herewith

10.388

Mortgage, Security Agreement, Assignment of Leases
and Rents and Fixture Filing, dated February 25, 2015,
by Woodland Hills HC Property Holdings, LLC to and
for the benefit of The PrivateBank and Trust Company

Filed herewith

10.389

Mortgage, Security Agreement, Assignment of Leases
and Rents and Fixture Filing, dated February 25, 2015,
by APH&R Property Holdings, LLC to and for the
benefit of The PrivateBank and Trust Company

Filed herewith

10.390

Guaranty of Payment and Performance, dated February
25, 2015, issued by AdCare Health Systems, Inc. to
and for the benefit of The PrivateBank and Trust
Company in the amount of $12,000,000

Filed herewith

10.391

Absolute Assignment of Rents and Leases, dated
February 25, 2015, by Woodland Hills HC Property
Holdings, LLC, to and for the benefit of The
PrivateBank and Trust Company

Filed herewith

10.392

Absolute Assignment of Rents and Leases, dated
February 25, 2015, by APH&R Property Holdings,
LLC, to and for the benefit of The PrivateBank and
Trust Company

Filed herewith

10.393
Amendment to Promissory Note, dated March 25,
2015, by and between Riverchase Village ADK, LLC
and Adcare Health Systems, Inc.

Filed herewith

10.394
Amendment to Second Amended and Restated Note,
dated March 25, 2015, by and between Christopher F.
Brogdon and Adcare Health Systems, Inc.

Filed herewith

10.395 Third Amendment, dated March 25, 2015, by and
among BAN NH, LLC, Senior NH, LLC, Oak Lake,
LLC, Kenmetal, LLC, Living Center, LLC, Meeker
Nursing, LLC, MCL Nursing, LLC, Harrah Whites
Meadows Nursing, LLC, Meeker Property Holdings,
LLC, McLoud Property Holdings, LLC, Harrah
Property Holdings, LLC, GL Nursing, LLC,

Filed herewith
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Christopher F. Brogdon, AdCare Oklahoma
Management, LLC, AdCare Administrative Services,
LLC, AdCare Health Systems, Inc., and Hearth &
Home of Ohio, Inc.

10.396
First Amendment to Executive Employment
Agreement, dated March 25, 2015, by and among
AdCare Health Systems, Inc. and William McBride, III

Filed herewith

10.397
Employment Agreement between AdCare Health
Systems, Inc. and Allan J. Rimland, dated March 25,
2015

Filed herewith

10.398

Settlement Agreement and Release dated March 30,
2015, by and among Troy Clanton, Rose Rabon and
South Star Services, Inc., and Chris Brogdon , Connie
Brogdon, Kenmetal, LLC, Senior NH, LLC, BAN NH,
LLC, Living Center, LLC, and Oak Lake, LLC, and
Adcare Oklahoma Management, LLC, Adcare Health
Systems, Inc., Adcare Property Holdings, LLC, and
Boyd Gentry

Filed herewith
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10.399

Settlement Agreement and Release dated March 30,
2015, by and among Starr Indemnity & Liability
Company, Columbia Casualty Company, Chris
Brogdon, Connie Brogdon, Kenmetal, LLC, Senior
NH, LLC, BAN NH, LLC, Living Center, LLC, and
Oak Lake, LLC, and AdCare Oklahoma Management,
LLC, AdCare Health Systems, Inc., AdCare Property
Holdings, LLC, and Boyd Gentry

Filed herewith

10.400

Settlement and Indemnification Agreement dated
March 26, 2015, by and between Adcare Health
Systems, Inc and its wholly owned subsidiaries and
affiliates and Chris Brogdon and any affiliates or
entities in which Chris Brogdon has an ownership
interest

Filed herewith

10.401
Asset Purchase Agreement by and between CSCC
Property Holdings, LLC, and Gracewood Manor, LLC,
dated March 17, 2015

Filed herewith

10.402

Security Instrument, Mortgage & Deed of Trust, dated
September 24, 2014, by and between Glenvue H&R
Property Holdings, LLC and Housing & Healthcare
Finance, LLC

Incorporated by reference to Exhibit 10.24 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.403

Healthcare Regulatory Agreement - Borrower, dated
September 24, 2014, by and between Woodland Manor
Property Holdings, LLC and The U.S. Department of
Housing and Urban Development

Incorporated by reference to Exhibit 10.25 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.404

Healthcare Regulatory Agreement - Borrower, dated
September 24, 2014, by and between Glenvue H&R
Property Holdings, LLC and U.S. Department of
Housing and Urban Development

Incorporated by reference to Exhibit 10.26 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.405
Healthcare Facility Note, dated September 24, 2014, by
and between Woodland Manor Property Holdings,
LLC and Housing & Healthcare Finance, LLC

Incorporated by reference to Exhibit 10.27 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.406
Healthcare Facility Note, dated September 24, 2014, by
and between Glenvue H&R Property Holdings, LLC
and Housing & Healthcare Finance, LLC.

Incorporated by reference to Exhibit 10.28 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.407
Separation Agreement, dated August 11, 2014, by and
between AdCare Health Systems, Inc. and David
Rubenstein

Incorporated by reference to Exhibit 10.29 of the
Registrant’s Quarterly Report on Form 10-Q for the
three months ended September 30, 2014

10.408
Lease Agreement, dated February 27, 2015, by and
between Georgetown HC&R Property Holdings, LLC
and Blue Ridge in Georgetown LLC

Filed herewith

10.409
First Amendment to Lease Agreement, dated March
20, 2015, by and between Georgetown HC&R Property
Holdings, LLC and Blue Ridge in Georgetown, LLC

Filed herewith

10.410
Lease Agreement, dated February 27, 2015 by and
between Sumter Valley Property Holdings, LLC and
Blue Ridge of Sumter LLC

Filed herewith
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10.411

First Lease Amendment to Lease Agreement, dated
March 20, 2015, by and between Sumter Valley
Property Holdings, LLC and Blue Ridge of Sumter,
LLC

Filed herewith

10.412
Lease Agreement dated February 27, 2015 by and
between Mountain Trace Nursing ADK, LLC and Blue
Ridge on the Mountain LLC

Filed herewith

10.413
First Amendment to Lease Agreement, dated March
20, 2015 by and between Mountain Trace Nursing
ADK,LLC and Blue Ridge on the Mountain , LLC

Filed herewith

10.414
Sublease Agreement, dated July 1, 2014 by and
between ADK Georgia, LLC, and C.R. of Thomasville,
LLC

Filed herewith

10.415
Lease Agreement, dated September 22, 2014 by and
between Coosa Nursing ADK, LLC, and C.R. of Coosa
Valley, LLC

Filed herewith
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10.416
Lease Agreement, dated September 22, 2014 by and
between Attalla Nursing ADK, LLC and C.R. of
Attalla, LLC

Filed herewith

10.417
Sublease Agreement, dated February 18, 2015 by and
between CP Nursing, LLC and C.R. of College Park,
LLC

Filed herewith

21.1 Subsidiaries of the Registrant Filed herewith
23.1 Consent of KPMG LLP Filed herewith

31.1 Certification of PFO pursuant to Section 302 of the
Sarbanes-Oxley Act Filed herewith

31.2 Certification of PFO pursuant to Section 302 of the
Sarbanes-Oxley Act Filed herewith

32.1 Certification of CEO pursuant to Section 906 of the
Sarbanes-Oxley Act Filed herewith

32.2 Certification of PFO pursuant to Section 906 of the
Sarbanes-Oxley Act Filed herewith

101.SCH XBRL Taxonomy Extension Schema Filed herewith
101.CAL XBRL Taxonomy Extension Calculation Linkbase Filed herewith
101.DEF XBRL Taxonomy Extension Definition Linkbase Filed herewith
101.LAB XBRL Taxonomy Extension Label Linkbase Filed herewith
101.PRE XBRL Taxonomy Extension Presentation Linkbase Filed herewith

*    Identifies a management contract or compensatory plan or arrangement.
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