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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
tranfer to be issued.

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

3) The exercise price of the warrants was based upon the average closing price of the Company's common stock on NYSE-Ames during
January 2011 but was not less than $3.00 per share.

@) On December 21, 2009 the warrant holders voted to amend the warrant agreement to decrease the exercise price from $5.40 to $2.50 and
to extend the expiration date to 12/8/2014 the fifth anniversary date of the Company's private offering.

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.

Note: File three copies of this Form, one of which must be manually signed. If space provided is insufficient, see Instruction 6 for procedure.

Potential persons who are to respond to the collection of information contained in this form are not required to respond unless the form displays
a currently valid OMB number.
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