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Explanation of Responses:

*  If the form is filed by more than one reporting person, see Instruction 4(b)(v).
*%  Intentional misstatements or omissions of facts constitute Federal Criminal Violations. See 18 U.S.C. 1001 and 15 U.S.C. 78ff(a).

On August 15, 2008 the shareholders approved an incentive plan which granted warrants to certain officers and directors. The warrants

) vested over a five year period. On December 8, 2009 the shareholders approved an amendment to the incentive plan to eliminate 218,461
unvested warrants. The amendment further called for 218,461 shares of the company's common stock with a one year restriction on
transfer to be issued.

2) Shares were purchased throughout 2009 at various prices by participation in the AdCare Health Systems Employee Stock Purchase
Program.

The exercise price of the warrants was based upon the average closing price of the Company's common stock on NYSE-Amex during

3) January 2011 but was not less than $3.00 per share.

The warrants vest over a two year period. One-third of the warrants will vest upon issuance, with the remaining warrants vesting equally
(4) over the next two years; provided, however that the vesting would be accelerated in the event that there is a change in control of the
Company or in the event the recipient is terminated by the Company without cause. The warrants will be exercisable on a cashless basis.

(5) On December 7, 2009 the shareholders approved the award of 25,000 warrants to the senior management of the Company.

The exercise of the warrants vested in 2008 was $1.21 per share, those vested in 2009 was $2.25, those vested in 2010 was $3.00 and

©) those vesting in 2011 is $4.00 per share.
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