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THIS PROPOSED DISCLOSURE STATEMENT HAS NOT BEEN APPROVED
UNDER SECTION 1125(b) OF THE BANKRUPTCY CODE BY THE BANKRUPTCY
COURT AS CONTAINING ADEQUATE INFORMATION FOR USE IN

CONNECTION WITH THE SOLICITATION OF ACCEPTANCES OR REJECTIONS
OF THE PLAN OF REORGANIZATION DESCRIBED HEREIN. AC CORDINGLY,
THE FILING AND DISSEMINATION OF THIS PROPOSED DISCL OSURE
STATEMENT ARE NOT INTENDED AND SHOULD NOT IN ANY WA Y BE
CONSTRUED AS A SOLICITATION OF VOTES ON THE PLAN, N OR SHOULD
THE INFORMATION CONTAINED HEREIN BE RELIED UPON FOR ANY
PURPOSE BEFORE A CONDITIONAL DETERMINATION BY THE B ANKRUPTCY
COURT THAT THE PROPOSED DISCLOSURE STATEMENT CONTAI NS
ADEQUATE INFORMATION.
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IF YOU ARE ENTITLED TO VOTE TO APPROVE THE PLAN, YO U ARE
RECEIVING A BALLOT WITH YOUR COPY OF THIS DISCLOSUR E
STATEMENT. THE DEBTOR URGES YOU TO VOTE TO ACCEPT THE PLAN.

EACH HOLDER OF A CLAIM AGAINST THE DEBTOR ENTITLED TO
VOTE TO ACCEPT OR REJECT THE PLAN SHOULD READ THIS DISCLOSURE
STATEMENT AND THE PLAN IN THEIR ENTIRETY BEFORE VOT ING. NO
SOLICITATION OF VOTES TO ACCEPT OR REJECT THE PLAN MAY BE MADE
EXCEPT PURSUANT TO THIS DISCLOSURE STATEMENT AND BA NKRUPTCY
CODE SECTION 1125. NO HOLDER OF A CLAIM SHOULD RELY ON ANY
INFORMATION RELATING TO THE DEBTOR, ITS PROPERTY OR THE PLAN
OTHER THAN THAT CONTAINED IN THIS DISCLOSURE STATEM ENT AND THE
ATTACHED EXHIBITS.

THIS DISCLOSURE STATEMENT IS THE ONLY DOCUMENT
AUTHORIZED BY THE COURT TO BE USED IN CONNECTION WI TH THE PLAN.
NO SOLICITATIONS FOR OR AGAINST THE PLAN MAY BE MAD E EXCEPT
THROUGH THIS DISCLOSURE STATEMENT.

THIS DISCLOSURE STATEMENT CONTAINS A SUMMARY OF CER TAIN
PROVISIONS OF THE PLAN. ALTHOUGH THE DEBTOR BELIEV ES AND HAS
MADE EVERY EFFORT TO ENSURE THAT THIS SUMMARY PROVI DES
ADEQUATE INFORMATION WITH RESPECT TO THE PLAN, IT D OES NOT
PURPORT TO BE COMPLETE AND IS QUALIFIED TO THE EXTE NT IT DOES
NOT SET FORTH THE ENTIRE TEXT OF THE PLAN. |IF THER E IS ANY
INCONSISTENCY BETWEEN THE PLAN AND THE SUMMARY OF T HE PLAN
CONTAINED IN THIS DISCLOSURE STATEMENT, THE PLAN SH ALL CONTROL.
ACCORDINGLY, EACH HOLDER OF A CLAIM SHOULD REVIEW T HE PLAN IN
ITS ENTIRETY.

THIS DISCLOSURE STATEMENT HAS BEEN PREPARED IN ACCO RDANCE
WITH BANKRUPTCY CODE SECTION 1125 AND BANKRUPTCY RU LE 3016 AND
NOT IN ACCORDANCE WITH FEDERAL OR STATE SECURITIES LAW OR
OTHER APPLICABLE NON-BANKRUPTCY LAW. PERSONS OR EN TITIES
TRADING IN OR OTHERWISE PURCHASING, SELLING OR TRAN SFERRING
CLAIMS AGAINST THE DEBTOR SHOULD EVALUATE THIS DISC LOSURE
STATEMENT AND THE PLAN IN LIGHT OF THE PURPOSE FOR WHICH IT WAS
PREPARED. THIS DISCLOSURE STATEMENT SHALL NOT BE C ONSTRUED TO
BE ADVICE ON THE TAX, SECURITIES OR OTHER LEGAL EFF ECTS OF THE
REORGANIZATION OF THE DEBTOR AS TO HOLDERS OF CLAIM S AGAINST
THE DEBTOR.

IRS CIRCULAR 230 NOTICE: TO ENSURE COMPLIANCE WITH IRS
CIRCULAR 230, HOLDERS OF CLAIMS ARE HEREBY NOTIFIED THAT: (A) ANY
DISCUSSION OF U.S. FEDERAL TAX ISSUES CONTAINED OR REFERRED TO IN
THIS DISCLOSURE STATEMENT IS NOT INTENDED OR WRITTE N TO BE USED,
AND CANNOT BE USED, BY HOLDERS OF CLAIMS OR EQUITY INTERESTS
FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE | MPOSED ON
THEM UNDER THE INTERNAL REVENUE CODE,; (B) SUCH DISC USSION IS
WRITTEN IN CONNECTION WITH THE PROMOTION OR MARKETI NG BY THE

EAST\21277300-121277300.3 2
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DEBTOR OF THE TRANSACTIONS OR MATTERS ADDRESSED HEREIN; AND (C)
HOLDERS OF CLAIMS SHOULD SEEK ADVICE BASED ON THEIR PARTICULAR
CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR.

AS TO CONTESTED MATTERS, ADVERSARY PROCEEDINGS AND OTHER
ACTIONS OR THREATENED ACTIONS, THIS DISCLOSURE STAT EMENT SHALL
NOT CONSTITUTE OR BE CONSTRUED AS AN ADMISSION OF ANY FACT OR
LIABILITY, STIPULATION OR WAIVER BUT RATHER AS THE DEBTOR’S
STATEMENT OF THE STATUS OF THE RESPECTIVE MATTER.

ALL OF THE PROJECTED RECOVERIES TO CREDITORS ARE BA SED
UPON THE ANALYSES PERFORMED BY THE DEBTOR AND ITS
PROFESSIONALS. ALTHOUGH THE DEBTOR HAS MADE EVERY EFFORT TO
VERIFY THE ACCURACY OF THE INFORMATION PRESENTED HE REIN AND IN
THE EXHIBITS ATTACHED HERETO, THE DEBTOR CANNOT MAK E ANY
REPRESENTATIONS OR WARRANTIES REGARDING THE ACCURAC Y OF THE
INFORMATION.

THE DEBTOR RECOMMENDS THAT CREDITORS SUPPORT AND VO TE
TO ACCEPT THE PLAN. IT IS THE OPINION OF THE DEBTO R THAT THE
TREATMENT OF CREDITORS UNDER THE PLAN CONTEMPLATES A GREATER
RECOVERY THAN THAT WHICH IS LIKELY TO BE ACHIEVED U NDER OTHER
ALTERNATIVES FOR THE REORGANIZATION OR LIQUIDATION OF THE
DEBTOR. ACCORDINGLY, THE DEBTOR BELIEVES THAT CONF IRMATION OF
THE PLAN IS IN THE BEST INTERESTS OF CREDITORS.

EAST\21277300-121277300.3 3
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INTRODUCTION
A. General.

The following introduction is qualified by theFirst Amended Plan of
Reorganization of Capitol Lakes, In¢h€¢“Capitol Lakes’) as debtor and debtor-in-possession
(the “DebtersDebtor”), dated January25February24, 2016 (the Plan”),! which is attached
hereto asExhibit 1, and the more detailed information and financiatesments contained
elsewhere in this document. The Debtor believas ¢onfirmation and implementation of the
Plan is in the best interest of creditors and thatPlan provides the best available alternative
to creditors.

This disclosure statementOi'sclosure Statement”) and the other documents
described herein are being furnished by the Debboholders of Claims in the Debtor’s
Chapter 11 Case pending before the United Statekr@gicy Court for the Western District
of Wisconsin (the Court”).

Under the Bankruptcy Code, only holders of Clairhattare “impaired” are
entitled to vote to accept or reject the Plan. Bamkruptcy Code further provides that a
Class that is left unimpaired under the Plan istakto have accepted the Plan and a Class
that receives no distribution under the Plan isntegkto have rejected the Plan. To become
effective, the Plan must be accepted by certaisséla of Claims and confirmed by the Court.

B. Classification and Treatment of Claims Under the Rin.

Certain Classes of Claims are impaired under tl@n Rind, accordingly, are
entitled to vote on the Plan. The Debtor is sagkiates to accept the Plan from holders of
Claims in these Classes. For a description ofGlasses of Claims and their treatment under
the Plan, see Section 3 of the Plan — Classificadiod Treatment of Claims and Interests.

Estimated Claim amounts for certain Classes aredbagpon a preliminary
analysis by the Debtor and its Professionals oin@ldiled in the Debtor’'s Chapter 11 Case.
There can be no assurance that these estimatesoaert. The following treatments are
possible only if the Plan is approved and the Debtestimate of the Claims is determined to
be valid by the Court. The timing of distributionsider the Plan, if any, is subject to
conditions and determinations described in latetiges of this Disclosure Statement.

Each Class of Claims, except Administrative Claifsiority Tax Claims and
Trustee Fees, are placed in the following Classésvall receive the following treatment under
the Plan:

1 All capitalized terms not defined herein shall édéke meanings ascribed to them in the Plan.

EAST\21277300-121277300.3 4
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Summary of Classification
and Treatment of Claims Under the Plan

Class Description

Estimated
Amount of
Allowed
Claims

Impaired

Treatment

Class 1 - Other
Priority Claims

$0

No

Each Allowed Claim in this Class shall be inla

separate subclass. Unless otherwise agreed by| the

holder of any Claim in this Class, each Allowgd
Claim under Bankruptcy Code section 507(a), which
has not been satisfied as of the Effective Datdulin
and final satisfaction and discharge of and [in
exchange for each Allowed Other Priority Claim, Iwil
receive (i) deferred Cash payments of a value,fag
the Effective Date, equal to the holder’s Allowqd
Other Priority Claim or (ii) payment in Cash in Ifu
on the later of: (a) the third (3rd) Business Rdter

the Effective Date or as soon as reasonably peditéc]
thereafter as determined by the Disbursing Agemd; &
(b) the date on which there is a Final Order alfayi
such Claim. The Debtor estimates that the Allowed
Class 1 Claims will be $0 on the Effective Date.

Class 2 — BankiC
Reimbursement
Secured Claims

Yes

his Cl . f all I laims hel
by the Bank Participants. Upon the terms and subjeq
to the conditions set forth in the Plan, on theeéffe
Date, in full and final satisfaction and dischargfe
and in exchange for each Allowed Bank/C
ReimbursemenSecured Claim, the Bank Participanfs
shall receive the New Senior Dglihe essentiaterms
f whic L f in

—

1111(b)Claim”, andin full andfinal satisfactionand

EAST\21277300-121277300.3
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Class Description

Estimated
Amount of
Allowed
Claims

Impaired

Treatment

dischargeof andin exchangefor eachAllowed Bank
l i l —— hal i

1111(b) Amended and Restated Note, as further

ri in Article V.D herein

Coss Sy
S Inims

(estimated)

=eeooiohoodonithot o Heldor oo n Allowuncn o

PR i | :
treatmentinfullandfinal-satisfactionanddischarge
SRt h—ehr s o e—oren—tllaewos Sy
Fe AERE @Ila_m eale’ Ie:de' FGFI @ Swap,
reeeie—r—pre—tntashoreaithe PRE Rlan Poviment|

Class43 — Other
Secured Claims

$0

No

Except to the extent that a holder of an Alldv@ther
Secured Claim agrees to a less favorable treatriren
full and final satisfaction and discharge of and
exchange for each Allowed Other Secured Claim,
the later of the Effective Date and the date sutie©
Secured Claim becomes Allowed, or as soon
practicable thereafter, each Allowed Other Secu
Claim shall have its Other Secured Claim reinsta
and otherwise leave unaltered the legal, equitabtk
contractual rights to which the holder of such @las
entitled in accordance with section 1124 of t
Bankruptcy Code.

t1
in

on
as

ed
ed

e

Class54 — BankL/C
Reimbursement
Deficiency Claims

$16,000,000
(estimated] B

|w)

Yes

The Bank Participants will have a ClagsBank HE

ReimbursemenDeficiency Claim unlesspriorte-the

appreval-of-the Diselosure-Statemamior before April
20, 2016 the Bank Participants elect, pursuant to
1111(b)(1)(A)(i) of the Bankruptcy Code and i
accordance with the obligations contained in f{
Intercreditor Agreement, to have their Allowed @ai
receive the treatment set forth in § 1111(b)(2)haf

Bankruptcy Code. In the event that the Ba
Participants have a Clas4 Bank L/C-Reimbursemen
Deficiency Claim, then, on the Effective Date, su
holders of a Classs4_Bank L/C—Reimbursement
Deficiency Claim shall receive, on the Effectivet®d
and in full and final satisfaction of all Bank/C
ReimbursemenDeficiency Claims, a pro rata share
the PRS Plan Payment.

Classé5 — Resident
Claims

Undetermined
, contingent
and
unliquidated

Yes

Except to the extent that a Holder of an Allowp

Resident Claim agrees to a less favorable treatnnen
full and final satisfaction and discharge of and
exchange for each Allowed Resident Claim, eg

Holder of a Resident Clainhatvetesto-aceceptthe

B E = R
setforth-below,-shall have its Residency Agreemer]
as modified by the Resident Modifications, assurmgd

the Reorganized Debtersubjectto—suech—resident
executinga-new ResidencyAgreement The Resident

in

—+

Modifications will be effectuated pursuant to th

EAST\21277300-121277300.3



Case 3-16-10158-rdm Doc 126-1 Filed 02/24/16 Entered 02/24/16 15:45:33 Desc
Exhibit (s) A - Blackline of Disclosure Statement Page 11 of 72

Estimated
Amount_of
Allowed
Class Description Claims Impaired Treatment

proposed ResiceniMediicatons—os—retlesiedin

theResidencyAgreementamendmentin substantially

the form as provided in the Plan Supplemeiiiach
: .

%es_ellentgla I_nﬁ_el & 10 Ide' Elna_teleesnet aglelete the

shall-be-deemedto-be-a-Class8-GeneralUnsecured

theirResident-Claims

Class76 — Manager

Claims $3,153,607 Yes Holders of Manager Claims will receigeproperty or

Distribution under the Plan on account of sufh
Manager Claims.

Class87 — General

Unsecured Claims TBD Yes Except to the extent that a Holder of an véd

General Unsecured Claim agrees to a less favorable
treatment, in full and final satisfaction and digahe
of and in exchange for each Allowed Genefal
Unsecured Claim, each Holder of an Allowed Geneyal
Unsecured Claim shall receive deferred Cash paysrent
of a value, as of the Effective Date, equal to the
holder's General Unsecured Claims, payabletvio
equal guarterhy—installments, without interest
beginninguith the first paymentto be madeon or as
soon as practicable after the Effective Daltw—a
period-hot-to—exceediive (5} yearand the second
payment to be made within three (3) months
thereafter

$0 Yes Each Holder of a Subordinated 510(b) Clainh mok
receive any property or Distribution under the Pten
account of such Subordinated 510(b) Claim.

Class98 —
Subordinated 510(b)
Claims

C. Plan Overview.

The following is a brief overview of the Plan andsi qualified by reference to
the Plan itself. For a more detailed descriptiérthe terms and provisions of the Plan, see
Article V - The Plan of Reorganization.

The Plan provides for the payment and/or full &atigon of all Allowed
Administrative Claims, Allowed Priority Tax ClaimJrustee Fees, Allowed Other Priority
Claims, Allowed Other Secured Claims, and Allowedn€ral Unsecured Claims. The Plan
also provides for payment of the Banks' SecurednClaver time, a payment on account of
the Banks’ unsecured Deficiency Claim, and honorefgthe Debtor’s obligations to its
residents, both of a financial nature and with eespto continuing care. The Plan also
provides that the holders of Allowed Bahkc-ReimbursemenSecured Claims, in full and
final satisfaction and discharge of and in exchafagesuch Allowed Claims, will receive New

EAST\21277300-121277300.3 7
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Senior Debt, which include new secured notes tstmedpro rata in accordance with the
claimants’ Percentage Interests, as such term fisedein the Intercreditor Agreement, the
essential terms of which shall be reflected inNteev Loan Agreement Documents.

The potential recoveries are only estimates andatitaal recovery will either
increase or decrease depending upon the occurmnnen-occurrence of numerous factors,
including, but not limited to, the risk factors clissed in Article VI of this Disclosure
Statement.

D. Summary of Confirmation Requirements.

Under the Bankruptcy Code, only classes of clait tare “impaired” are
entitled to vote to accept or reject the Plan. Blamkruptcy Code requires, as a condition to
confirmation of a consensual plan of reorganizatiiat each impaired class of claims accepts
the Plan. A class of creditors is deemed to acagptn if the holders of at least two-thirds in
dollar amount, and more than one-half in numberthoke creditors that actually cast ballots,
vote to accept such plan.

Liabilities incurred in the ordinary course of mess by the Debtor since the
Petition Date that are described in the Plan aswadt Administrative Claims will be paid on
the later of: (1) the third Business Day after Higective Date; (2) the date on which such
Person becomes the holder of an Allowed Adminisi&aClaim; or (3) the date or dates on
which that Claim is payable by its terms, consist&ith past practice and in accordance with
past terms. Holders of Administrative Claims wiitit be entitled to vote on the Plan.

Any Claims arising from the rejection of executargntracts and unexpired
leases are treated under the Bankruptcy Code thsyifarose before the filing of the Chapter
11 petition.

Any Claim in an impaired Class that is subject t@ending objection or is
scheduled as unliquidated, disputed or contingemiot entitled to vote unless the holder of
such Claim has obtained an order of the Court teanpyp allowing the Claim for the purpose
of voting on the Plan.

E. Voting Instructions and Deadline.

The Debtor has prepared this Disclosure Statememeguired by Bankruptcy
Code section 1125 and Bankruptcy Rule 3016(c)is being distributed to holders of Claims
against the Debtor to assist such holders in etmatpghe feasibility of the Plan, the manner in
which their Claims are treated and in determinihgt tthe Plan satisfies the requirements for
confirmation set forth in Bankruptcy Code sectidi?9. A copy of the Plan is attached hereto
as Exhibit 1. The purpose of this Disclosure Statement issgisathose entitled to vote on
the Plan to make an informed judgment in votingatoept or reject the Plan.

This Disclosure Statement is subject to the Couapproval, as containing
information of a kind, and in sufficient detail, exphate to enable a hypothetical, reasonable

EAST\21277300-121277300.3 8
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investor typical of each of the Classes whose vatesbeing solicited to make an informed
judgment with respect to the Plan.

THE COURT'S CONDITIONAL APPROVAL OF THIS DISCLOSURE
STATEMENT DOES NOT CONSTITUTE A DETERMINATION WITH RESPECT TO
THE MERITS OF THE PLAN. ALL CREDITORS ARE ENCOURAG ED TO READ
THIS DISCLOSURE STATEMENT AND ITS EXHIBITS CAREFULL Y AND IN
THEIR ENTIRETY BEFORE DECIDING TO VOTE TO ACCEPT OR REJECT THE
PLAN.

This Disclosure Statement describes the backgraninthe Debtor and the
significant events leading up to and following fiteg of the Chapter 11 Case on the Petition
Date. It summarizes the major events that haventaitace during the Debtor's Chapter 11
Case and describes the Plan, which divides creditams into Classes and provides for the
treatment of Allowed Claims.

1. General Information  Under the Bankruptcy Code, certain
Classes of creditors are deemed to accept or répectPlan and the vote of these
Classes will not be solicited.

2. UnimpairedClassesAre Deemedto Acceptthe Planand Do Not
Vote. If a Creditor holds a Claim included within aa€$ that is not impaired under
the Plan, under Bankruptcy Code section 1126(fg, @reditor is deemed to have
accepted the Plan with respect to such Claim adate of such Claim will not be
solicited. Classes 1 and 4 are unimpaired undePtan.

3. Certain ClassesAre Deemedto Reject the Plan and Do Not
Vote. Under Bankruptcy Code section 1126(g), Clas&snd 98, will receive no
distributions on account of such claims. Thus,s€da76 and98 are deemed to have
rejected the Plan and the vote of holders of sulemS in these Classes will not be
solicited.

4, Claims Which Are Not Allowed. The Bankruptcy Code provides
that only the holders of Allowed Claims are entiti® vote on the Plan. A Claim to
which an objection has been filed is not an Allow@dim unless and until the Court
rules on the objection and allows the Claim. # tbourt has not ruled on the objection
or status of such a Claim, but the holder of ar€laiishes to vote, the holder of the
Claim may petition the Court to estimate its clafor voting purposes under
Bankruptcy Rule 3018(a). Consequently, althougkddrs of such Claims may receive
ballots, their votes will not be counted unless @wurt, prior to the Voting Deadline,
rules on the objection and allows the Claim or,psaper request under Bankruptcy
Rule 3018(a) prior to the hearing on Confirmatitemporarily allows the Claim in an
amount that the Court deems proper for the purpds@ting on the Plan.

EAST\21277300-121277300.3 9
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5. Voting and Record Datelf a Creditor holds a Claim classified in

a voting Class of Claims under the Plan, the Coeditacceptance or rejection of the
Plan is important and must be in writing and filed time. The record date for

determining which creditors may vote on the Plat FApril 6, 2016.
The Voting Deadline is ], 2016 at 5:00 p.m. (prevailing Cénitnae).
a. How to Vote IN ORDER FOR A VOTE TO BE COUNTED, THE

BALLOT MUST BE PROPERLY COMPLETED IN ACCORDANCE
WITH THE VOTING INSTRUCTIONS ON THE BALLOT AND
RETURNED (I) TO THE RESPECTIVE NOMINEES IN SUFFIQ\E
TIME TO ENABLE THE RESPECTIVE NOMINEES TO COMPLETE
THE MASTER BALLOT AND DELIVER IT TO THE VOTING
AGENT BY THE VOTING DEADLINE OR (ll) TO THE VOTING
AGENT BY THE VOTING DEADLINE, AS EACH IS APPLICABLE

Ballots Creditors must use only the ballot or ballotetge them with

this Disclosure Statement. If a Creditor has Glaim more than one
Class, it should receive multiple ballots. IF AEIRTOR RECEIVES

MORE THAN ONE BALLOT THE CREDITOR SHOULD ASSUME
THAT EACH BALLOT IS FOR A SEPARATE CLAIM AND

SHOULD COMPLETE AND RETURN ALL OF THEM.

IF A CREDITOR IS A MEMBER OF A VOTING CLASS AND DID NOT RECEIVE A
BALLOT FOR SUCH CLASS, OR IF SUCH BALLOT IS DAMAGED OR LOST, OR
IF A CREDITOR HAS ANY QUESTIONS CONCERNING VOTING P ROCEDURES,
PLEASE CONTACT PRIME CLERK, LLC (THE “VOTING AGENT”") AT (844) 794-
3478 OR capitollakesballots@ primeclerk.com.

F. The Confirmation Hearing.

The Debtor has requested that the Court scheduleasing to consider
confirmation of the Plan of ], 201Gprevailing Central Time), before the
Honorable Robert D. Martin, at the United StatesikBaptcy Court, Robert W. Kastenmeier
U.S. Courthouse, 120 N. Henry Street, Room 340, iddagl Wisconsin 53703. The date of
the Confirmation Hearing may be continued at swathrltime(s) as the Court may announce
during the Confirmation Hearing or any continuecrimeg without further notice.

If the Plan is confirmed by the Court, it will bentling on all Claim holders
regardless of whether an individual Claim holdes bapported or opposed the Plan.

EAST\21277300-121277300.3 10
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G. Definitions.

1. Defined Terms As used in this Disclosure Statement, terms
defined in the Plan annexed hereto and not othergggecifically defined herein will
have the meanings attributed to them in the Plan.

2. Interpretation of Terms Each definition in this Disclosure
Statement and in the Plan includes both the singuid the plural, and references in
this Disclosure Statement include the masculine famdinine where appropriate.
Headings are for convenience or reference and siwll affect the meaning or
interpretation of this Disclosure Statement.

Il. BACKGROUND INFORMATION
A. Overview.

Capitol Lakes, a Wisconsin nonstock nonprofit cogbion, is a leader in the
senior living industry in the State of Wisconsintlwia long standing history of providing
superior services to its senior residents. Ini@adr, Capitol Lakes operates a continuing care
retirement community (“CCRUT that offers its senior residents a continuuncafe throughout
the aging process. Upon entering the CCRC, retsicae provided spacious apartment homes
and a broad range of social and recreational #etvi When assistance with everyday
activities or health care services are neededrebielents have access to assisted living and
skilled nursing facilities located on the same casap Put simply, the residents of Capitol
Lakes have entrusted their health, safety and lveatlg to Capitol Lakes for the duration of
their lives.

For many seniors, joining a CCRC is an attractiygiom for them and their
families because it minimizes the burdens and casssciated with the aging process. These
seniors will often sell their homes or liquidatgrsficant assets in order to become part of a
CCRC, like Capitol Lakes. Upon entry into a CCHRK@ ICapitol Lakes, a new resident pays a
significant “entrance fee” which is refundable undertain circumstances as discussed herein.

CCRCs, however, are often operationally and firalycicomplex. More
specifically, CCRCs can be challenging to operaeabse they require the maintenance of a
broad range of services to seniors in varying stagethe aging process. Additionally,
CCRCs require a steady flow of new residents ireotd maintain day-to-day operations and
to remain current on financial obligations, inchgli most importantly, obligations to current
and former residents.

As will be described in greater detail below, Capitakes relies on revenue
generated by new residents to, among other thingsjtain its day-to-day operations, service
its debt obligations and comply with its resideefund obligations. As has become common in
the senior living industry, however, the lingerieffects of the 2008 financial crisis and housing
crash combined with the burden of unsustainabld @sfels have threatened Capitol Lakes’
ability to generate enough revenue to cover itergps. In fact, after reviewing the current
and prospective financial and operational aspetSapitol Lakes’ business, including Capitol
Lakes’ historical performance, assets, currentland-term liabilities and the market for senior
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care services, management has determined thatoCapkes’ overly burdensome, long-term
debt obligations will jeopardize its financial amgberational stability, its ability to meet its
financial and continuing care obligations to itsidents and ultimately, the overall well-being of
its residents.

In order to be proactive and responsible, and ieféort to avoid a chapter 11
proceeding, management made several attempts beempdst several months to reach a
consensual resolution with Capitol Lakes’ securentérs that would bring relief to Capitol
Lakes. These attempts, however, were unsuccesSiihsequently, Capitol Lakes was forced
to seek chapter 11 protection in order to recapialright-size” its debt load and restructure
its debt obligations so that it can ensure its iooed operations and ability to honor its
resident obligations.

B. Description of the CCRC and Affiliations.

Capitol Lakes owns and operates a CCRC that has bee/ing seniors in
Madison, Wisconsin since 1975. The CCRC was kst by Methodist Retirement Services,
Inc., which later became known as Meriter Retiren®@ervices, Inc. (“MeriteRetiremenit), a
division of Meriter Health Services, Inc. (“Meritgdealtlt). In November 2007, Pacific
Retirement Services, Inc., an Oregon nonprofit coapon (“PRS), affiliated with Meriter
Retirement pursuant to the terms of a MembershigHage and Sale Agreement between PRS
and Meriter Health (the "Purchaskgreemeri). Soon thereafter, in May 2008, Meriter
Retirement was renamed “Capitol Lakes, Inc.”

As a CCRC, Capitol Lakes offers its residents atinaom of care in a campus-
style setting, providing living accommodations aethted health care and support services to a
target market of seniors aged sixty two (62) andeol The CCRC is comprised of the
following facilities: (i) an urban high rise conmtaig 105 independent living units (the
“Heights’), (i) an apartment building containing 52 adadital independent living units (the
“Main_Gaté), (iii) an assisted living residential facilityoataining 43 assisted living units (the
“Terrace$), of which 39 are single occupancy and 4 arelabta for double occupancy, (iv) a
skilled nursing facility with 85 active skilled raing beds licensed by the Wisconsin Department
of Health and Family Services and certified to ipgrate in the Medicare and Medicaid
programs (the “HealtlCentef), all located on a site of approximately 3.814escof land
owned by Capitol Lakes located in the heart of dowm Madison, Wisconsin (collectively
with the Heights, the Main Gate, the Terraces,Hkalth Center, related improvements and alll
other improvements, fixtures, equipment and otlexsgnal property now or hereafter located
on the site, the “Facility. Capitol Lakes also owns and uses Unit 1 of Main Street
Parking Condominium, including the air space encasspd thereby (the “Parking
Condominium Unit).

At the Facility, seniors are offered a variety e$idency options, including one-,
two-, and two bedroom-plus den styles that rangaze from 500 square feet to 2,062 square
feet. Living units can be customized with a resitdechoice of carpet color, paint color and
window treatments. Capitol Lakes also offers ésidents a full roster of activities, wellness
programs, fine dining and trips to downtown Madisord surrounding areas. Residents have
access to a main dining room as well as food dgligervices, a chapel, lounges, meeting
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rooms, a library, day excursions, housekeepingicsy transportation services and various
planned social and recreational activities. Assident’s health needs changes, Capitol Lakes
also provides assistance with daily activities, hsuas bathing, dressing and medication
reminders, rehabilitative care, long term nursiagecand memory care.

The Facility currently has a 95% occupancy rateh V@805 residents currently
living in the Facility. Among these residents, Rarticipate in Capitol Lakes’ assisted living
program, 11 participate in Capitol Lakes’ memoryecprogram and 78 participate in Capitol
Lakes’ skilled nursing program. Many of the reside particularly those that participate in the
memory care and skilled nursing programs, dependherphysicians, nurses and aides at the
various Facility for their day-to-day care and alewell-being.

Capitol Lakes receives revenue from several sourgRgh include: (i) entrance
fees (each, an “Entrance Fee (i) monthly fees; (iii) daily rates; (iv) feefor services; and (v)
certain upgrade fees. Average daily rates rangm 183 to $326. Monthly fees range from
$1,314 to $6,504. Entrance Fees range from $7Q®&®Y68,500.

As of December 31, 2015, on a book value basis, t@apakes has
approximately $57.6 million in assets and $104.%iomiin liabilities.2 Capitol Lakes’ main
assets consist of: (i) approximately $6.7 milioncash and cash equivalents; (i) approximately
$2.0 milion in accounts receivable; and (ii) apximately $42.2 milion in property and
equipment. As described in greater detail belowapitol Lakes’ main liabilities are its long
term municipal bond obligations to which U.S. BaNktional Association serves a Master
Trustee (the “Masteflrusteé), letter of credit obligations to KBC Bank N.VKBC”) and
Santander Bank N.A. (“Santandeand together with KBC and U.S. Bank, the “Sedure
Lender$), and interest swap obligations. As of the RamtitDate, approximately $56.2 million
was owed to the Secured Lenders.

Capitol Lakes has received a determination lettemfthe Internal Revenue
Service setting forth its determination that Cdpitakes is exempt from federal income
taxation under section 501(a) of the Internal Reeefode as an organization described in
section 501(c)(3) of the Internal Revenue Code.

In addition to operating a CCRC, Capitol Lakes Isoathe sole member of
Senior Housing of Middleton, Inc. and Middleton Glelnc., two Wisconsin nonstock
nonprofit corporations (the “Middleton Glen Owrigrghat own and operate Middleton Glen, a
CCRC located in Middleton, Wisconsin that is cutkeroccupied by 124 senior residents
(“Middleton Gler?). On December 1, 2009, the Middleton Glen Owreard PRS entered into
a Management Services Agreement (the “MiddleBlen ManagementAgreemernt), pursuant
to which (i) PRS oversees and manages the genayealodday operations of Middleton Glen;
and (i) Capitol Lakes provides Middleton Glen with staff of thirteen (13) employees.
Middleton Glen reimburses Capitol Lakes for thetcokthese employees. As part of the
affiliation between Capitol Lakes and Middleton Glehe residents of Middleton Glen have
priority access to the Health Center and the Tegamnd can participate in wellness classes
sponsored by Capitol Lakes. Additionally, in theemt of a dissolution, the articles of

(N
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incorporation for each of the Middleton Glen Ownprsvide that the assets of the respective
corporations, after payment of all outstandingillizds, are to be turned over to Capitol Lakes.

Capitol Lakes is also the sole member of CapitdkdsaFoundation, Inc., a
Wisconsin nonstock nonprofit corporation (the “Fdatior), which holds all of Capitol
Lakes’ donor-restricted funds. As of the PetitiDate, the Foundation held approximately
$1.2 million in donor-restricted funds.Thesefunds are not part of the Debtor’s bankruptcy
estate.

C. Management of the CCRC.

PRS has been the sole member of Capitol Lakes 2D@8. PRS is a nonprofit
corporation under Oregon law, a tax-exempt orgépmaunder section 501(c)(3) of the
Internal Revenue Code of 1986 (the "“T@rde€), and a “supporting organization” and public
charity under section 509(a)(3) of the Tax Codes aAsupporting organization, PRS provides
support to various “supported organizations,” whagtle also tax-exempt organizations under
section 501(c)(3) of the Tax Code and public clearitinder section 509(1) or 509(a)(2) of the
Tax Code. Capitol Lakes is just one of 35 supmbrbeganizations that receive support,
management assistance and other services from PRS.

Pursuant to Article X of the Bylaws of Capitol LakeCapitol Lakes is required
to contract with PRS, as its sole member, to pevithnagement, accounting, marketing and
other services to Capitol Lakes. Accordingly, P&fsl Capitol Lakes entered into that certain
Affiliate Management and Support Services Agreentaied as of March 18, 2014 (the “PRS
ManagementAgreemernit) pursuant to which PRS agreed to provide theofalhg non-
exhaustive list of services to Capitol Lakes: (pecate the CCRC in compliance with the
annual budget; (i) provide accounting and inforovattechnology services; (iii) provide and
maintain a qualified Executive Director (the “Exé&ee Director’) and Health Care
Administrator (the “HealthCare Administratof), at Capitol Lakes’ expense; (iv) recruit and
hire personnel to maintain and operate the CCR@;(@nassist in the collection of revenues.

In exchange for such services, the PRS Managemgregefent provides that
Capitol Lakes is to pay PRS a base managementdeal ¢o five percent (5%) of Capitol
Lakes’ Net Cash Operating Revenue (the “Bdd@nagementFeé). “Net Cash Revenue
Operating Revenue” is defined in the PRS Managemgntement as all receipts derived from
the operation of the CCRC, including, without liatibn, all net Entrance Fees, monthly fees,
daily rates, investment income, rent, payments ftbimd parties for resident fees or rent and
interest income. In addition to the Base Managermee, PRS is entitled to payment of: (i)
an information technology fee calculated based u@apitol Lakes’ rate of usage of PRS’
information technology (the “Information TechnoloBge$); and (ii) an accounting service fee
calculated based upon Capitol Lakes’ usage of P&Bbunting systems and services (the
“Accounting Service Feés

Except for the Executive Director and Health Cadmkistrator, all personnel
permanently employed in the operation of Capitdtdsaare employees of Capitol Lakes. The
Executive Director and Health Care Administrator Gdpitol Lakes are employed by Pacific
Retirement Services Management, Inc. ("“PR3M&a wholly owned subsidiary of PRS, and
Capitol Lakes reimburses PRSMI for all compensatgand, including, but not limited to,
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salaries, fringe benefits, retirement plan fundipgyroll taxes, and unemployment and worker’s
compensation insurance, to the Executive Directar ldealth Care Administrator.

Following entry into the PRS Management Agreem@atpitol Lakes and PRS
also entered into the First Amendment to Affili@ed Support Services Agreement, pursuant
to which PRS agreed to (i) reduce the Base Managefee by thirty percent (30%); (i)
defer fifty percent (50%) of the Base Managemerw; Fend (iii) defer all reimbursement of
costs that become due and payable under the PR&gelament Agreement, other than the
Information Technology Fees and Accounting Feedie@aovely, the “DeferredFeed) until the
2002 Letter of Credit and the Series 2008 LettérSredit are terminated and while any Event
of Default as defined in the Reimbursement Agredsbas occurred and is continuing. As of
the Petition Date, the Deferred Fees totaled apmairly $3,150,000; however the actual
amount of fees deferred, discounted or otherwise meoeived by PRS under the PRS
Management Agreement total nearly $5 million.

Tim Conroy, a licensed Nursing Home Administraton¥isconsin and Oregon,
is currently the Executive Director of Capitol LakeMr. Conroy joined Capitol Lakes in 2009
as the Health Care Administrator and advanced ® gbsition of Executive Director to
oversee the entire operations of Capitol Lakes.istKWater is currently the Health Care
Administrator at Capitol Lakes.

The success of Capitol Lakes and overall satisfactf its residents is a
testament to Mr. Conroy's and Ms. Vater's leadgrsskills and PRS’ superior management
services. It is intended that Mr. Conroy and Msitéf will continue in their roles with the
Reorganized Debtor, and CVs for both Mr. Conroy sl Vater are attached hereto as
Exhibit 2

D. Residents of the CCRC.

1. Residence and Care Agreements.

As is common practice in the CCRC industry, a esidnterested in occupying
an independent living unit in one of the Facilitysh first enter into a continuing care contract
(a “Continuing Care Contract) with Capitol Lakes. The Continuing Care Contraets forth
the terms and conditions under which the residaltoecupy a unit, including outlining the
obligations for the payment of an Entrance Fee, am®unt and timing of a refund of that
Entrance Fee, the amount of monthly fees to begeldhand other general matters.

In general, a prospective resident must pay anabBo& Fee prior to occupying
an independent living unit. Typically, the resitigrmys a $10,000 fully refundable deposit at
the time of signing the Continuing Care Contract grays the remaining balance of the
Entrance Fee once a unit is ready #tirat resident to occupit. Entrance Fees range from
$70,500 to $768,500, depending on the configuratibthe unit selected by a resident. The
Continuing Care Contract also requires residentsayp monthly service fees to Capitol Lakes.
Capitol Lakes uses the revenue generated by tlegpteaf Entrance Fees and monthly service
fees to fund its operations, service its debt abli;ms and make capital improvements.
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In consideration for payment of Entrance Fees, higrgervice fees and other
fees charged by Capitol Lakes, residents are fuedisvith a residence and are given access to
a number of services, including dining, housekegaind transportation services. Additionally,
residents have access to an unlimited number opdeany stays at the Health Center and
given discounted daily rates at the Health Centeerwa permanent move is required.

If, after more than ninety (90) days after occugyia unit, (i) a resident
terminates the Continuing Care Contract; (ii) adest dies; or (i) Capitol Lakes terminates
the Continuing Care Contract because of a resslentiful violation of the terms thereof
(each a "TerminatiorEvent), then such resident may be entitled to a refoh@ portion of
their Entrance Fee.

The amount of a refund owed to a resident dependgh® type of Continuing
Care Contract signed by such resident. Capitokekaturrently offers residents the following
two (2) types of Continuing Care Contracts:

I 90% Refundable Continuing Care Contract: Upaa dlacurrence
of a Termination Event, the resident is entitledatoefund of ninety percent (90%) of
his or her Entrance Fee; and

il. Traditional Continuing Care Contract: Upon thecaorrence of a
Termination Event, the resident is entitled to fumd of his or her Entrance Fee less
1/36 of such Entrance Fee for each month the netshigs lived at the Facility.

Under both types of Continuing Care Contracts,fangis only due after (i) a
resident physically and permanently leaves a i (i) a new resident has executed a
Continuing Care Contract and paid the then-appghkc&ntrance Fee for that prior resident’s
same unit.

Residents who require skilled nursing, rehabilf&atbr memory care services are
typically required to enter into separate agreemeith Capitol Lakes that outline the services
to be rendered and fees to be charged in connettt@awith.

2. State and Federal Regulations.

The CCRC industry nationwide is regulated by vesiostate and federal
agencies. Each state has a different regulatamgnse governing CCRCs, particularly with
respect to disclosure of financial statements,eswy of the facility, maintenance of a certain
amount of reserves and the refunding of fees apdgis.

As a CCRC operating in the State of Wisconsin, toapiakes is regulated by
the Wisconsin Office of the Commissioner of Insweu(*COr), the Wisconsin Department of
Health Services, the Wisconsin Department of Fidnostitutions and the United States
Department of Health and Human Services’ Centardviiedicare & Medicaid Services.

In particular, Capitol Lakes must comply with theoyisions of Chapter 647 of
the Wisconsin Statutes which proscribe, among otihiegs, (i) the powers and duties of the
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COI with respect to CCRCs; (ii) the duties of CCR@erators; and (iii) provisions to be
included in Continuing Care Contracts.

E. Legal Proceedings.

Certain claims, suits and complaints (including s#hdnvolving environmental
matters) which arise in the ordinary course of Debtor's business have been filed or are
pending against it. The Debtor believes, basedupe currently available information, that all
the results of such proceedings, individually, mrthe aggregate, would not have a material
adverse effect on its consolidated financial coowibr results of operations.

F. Environmental Matters.

The Debtor's operations are subject to a numbefedéral, state and local
environmental laws and regulations including thageverning air emissions, wastewater
discharges, the use, generation, storage, managaemerisposal of, or exposure to hazardous
or toxic substances and wastes, the investigatdnremediation of contaminated soil, air, and
groundwater and occupational health and safety. ileWhese laws and regulations could
impose capital and operating costs on the Debtar@ness and there are significant penalties
for violations, these costs currently are not maker

[l EVENTS LEADING TO BANKRUPTCY

As noted above, in_April of 2008, Capitol Lakes enteredinto the various
transactionghat led to the current capital structureof Capitol Lakes. At that time, Capitol
Lakes providedthe Bankswith financial projectionsto supportthe debt levels providedunder
the various loan documents. Unfortunately, as a result of the financial and housing crisis
beginning shortly after these transactions, themmé€ial projections proved to be unattainable.
In_fact, only two months after the April 2008 transactionsCapitol Lakes first violated the

operatingratio covenantunderits loan documents. Sincethat time, there have beenin excess
of 50 instances of covenant violations, amendmantk covenant resets.

Beginning almost immediately following the firstvamant default and continuing
for_ more than sevenyearsuntil the filing of this Chapterll Case,Capitol Lakeshasworked
hard to remedyits financial situation and position Capitol Lakes as the premier retirement
community in Madison, Wisconsin. In_many respects,Capitol Lakes has beensuccessfuin
theseefforts. During that time, PRS hasinvestedupwardsof $4 milion into Capitol Lakes,
while_Capitol Lakes has funded over $16.5 million_into its Facility. Theseinvestmentshave
yielded operationaimprovementsand increasedccupancyhowever,the overleveragedapital

structure and debt load remainedas the final impedimentto a full economicrecovery and
sustainable cash flows.

Unfortunately, although Capitol Lakes has consistently communicatedthese
problematicissuesto the Banksand engagedn good faith refinancingnegotiationsthe Banks
have been unwilling to appropriately resolve Cddimkes’ long-term financial stress and either
lower the cost of debt or otherwiseattracta replacementenderto provide for a refinancing
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of credit fees,$372,000in feesrelating to loan amendmentsand nearly$150,000in legal fees
payableto the Banks’ counselin connectiontherewith. Notwithstandingtheseincreasedees,

Capitol Lakes continued to make all regular delpvise payments up to and including January
2016.

The Bankswere awarethat the value of their collateralwas well below Capitol
Lakes’ debtload, asthe Banks’ appraisalin 2014 revealedan estimatedvalue of $45 million.
As a result, it became clear that the current capital structure of Capitol Lakes was
unsustainableand failure to addresgheseissuesin a timely mannerwould placethe residents’
care and servicesin jeopardy,and threatenthe ability of Capitol Lakesto continueto refund
entrance fees due to resident families. Theseegrtawcerns further endangered Capitol Lakes’
ability to continueits charitablemissionand make necessargapitalimprovementsequiredto
provide carefor its residents. To that end, in March of 2015, spurredon by concernsabout
the future viability of Capitol Lakes, the Banksda@apitol Lakes begun negotiations regarding
a_restructuring and right-sizing of the unsustainablecapital structure. Although these
discussionscontinued through Decemberof 2015, Capitol Lakes was unable to_obtain the
necessary relief.

various-debtagreementsWhile Capitol Lakes has yet to face a payment degf#ustrongly
believes, after a careful assessment of its cuardtprospective operational needs, that it will
not have sufficient liquidity to operate the CCR&&rvice its debt obligations and satisfy its
refund obligations and may, consequently, defaualtite debt obligations. This Chapterll
Casewas only filed as last resortwhen the continuing negotiationsamong Capitol Lakesand

the Banks proved fruitless, and was filed at a tmmen Capitol Lakes appropriately believed it
was still in a stable enough condition that it wbabt endanger the welfare of its residents.

Capitol Lakes is particularly concerned about lditg to honor approximately
$3.0 million in resident refund obligations to desé group of residents currently residing in
Capitol Lakes’ skilled nursing facility (the “SNResidenty. When they first started living at
Capitol Lakes, the SNF Residents paid substantiitalice Fees and resided in independent
living units. Over time, the health of the SNF ieats deteriorated and they moved out of
their independent living units and into the He&ltbnter where they currently reside. Pursuant
to the terms of the SNF Residents’ Continuing Gaoatracts, Capitol Lakes was permitted to
relet the SNF Residents’ independent living ungsnew residents. In connection with the
reletting of these units, Capitol Lakes receivedEatrance Fee from each of the new residents.
As with all other Entrance Fees, Capitol Lakes usieel funds to pay for its day-to-day
operations and reduce its debt obligations. Attiime of reletting the units, Capitol Lakes did
not have a refund obligation to the SNF Residemsabse they were living at the Health
Center. However, these refunds will be due wittdndays of the resident’s passing or moving
out of the Faclility. Based upon actuarial assuomsti Capitol Lakes believes that such refund
obligations will become due over a number of yednst there is a risk that these refund
obligations could be due to the SNF Residentsyias.

Typically, a refund obligation does not stress @dgiakes’ cash flow. Capitol
Lakes normally receives a new Entrance Fee befor® required to make a refund. With
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respect to the SNF Residents, however, Capitol $aké not have recently received a new
Entrance Fee from which it can make a refund. ebudt Capitol Lakes received an Entrance
Fee when the SNF Resident moved into the Healthe€Ceand used it toward operational
expenses and debt payments in prior yeard was required to do under the loan documents
Consequently, Capitol Lakes will need to refund t8&IF Residents from the limited
operational funds that are also needed to satsfgidabt obligations.

In order to mitigate the financial stress causedheySNF Residents and to free
up funds for other things, such as capital improamtsy Capitol Lakes needs to restructure its
debt obligations. Capital improvements, includeuwgy upgrade of Capitol Lakes’ health care
facility are necessary to enable the Debtor to nteduture care obligations to its residents.

As discussed above, Capitol Lakes engaged in axéenegotiations with its
Secured Lenders in an effort to restructure itustanable debt load with the best interests of
its residents in mind. Towards that end, Capitakés retained Cain Brothers & Company,
LLC (“Cain Brother$) to provide restructuring and other investmenvisary services, DLA
Piper LLP (US) (“DLA Pipet) to provide legal advice in connection with a @atial
restructuring, and Alvarez & Marsal North Ameridd,C (“A&M "), to provide restructuring
and financial advisory support.

—Capitol Lakes’ efforts, however, have been unsigfuesind it has been left
with no other choice but to seek chapter 11 praiect

V. EVENTS EXPECTED TO OCCUR DURING DEBTOR’S CHAPTER 11 CASE

A. Anticipated Events During the Chapter 11 Case.

The Debtor does not expect the Chapter 11 Case fordiracted. To expedite
its emergence from chapter 11, the Debtor on thdtid?e Date, in—additiontofiling—this
DisclosureStatementand-the Planhasfiled motions seeking the relief detailed below,osg

other rellef from the Court. SHelorFehef—#—gm%ed—mn—faem{.a%e%h&admmﬂswaﬂenef—the

B. Motion For Authority To Pay Prepetition Employee Wages and
Associated Benefits.

Capitol Lakes’ employees are an integral part ®biisiness, and their continued
dedication is crucial to its success. Capitol Isakelieves that it has a valuable asset in its
work force and that any delay in paying prepetitioompensation or benefits to their
employees would destroy its relationships with @ypés and irreparably harm employee
morale at a time when the continued dedicationfidemce and cooperation of their employees
is most critical. Capitol Lakes is grateful to gsployees for their help, without which a
restructuring would not be possible. AccordingBgpitol Lakess-seekingoughtauthority to
pay compensation and benefits in the Chapter 1% @dmch were accrued but unpaid as of
the Petition Date and to continue its employee g during the pendency of the Chapter
11 Casegwhich such motion was granted by the Court oudan27, 2016
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C. Motion To Continue Using Existing Cash Management stems.

Capitol Lakesis—seekinrgought authority to continue using its existing cash
management system, bank accounts and business &manto follow their internal investment
and deposit guidelines-Absentthe-Court's-authorizationof-the-continueduse-of-the-cash

, Which such motion was granted by the Court oudan27, 2016.Continued
use of existing cash management systesigelpedfacilitate the Debtor's smooth and orderly
transition into the Chapter 11 Case, minimize tiseugtion of its businesses while in chapter
11, and expedite its emergence from chapter 11. a Aesult of set-up time and expenses,
requiring the Debtor to adopt and implement a neshcmanagement system wouilebly
increashave increasedhe costs of the Chapter 11 Case. For the saas®ms, requiring the
Debtor to close its existing bank accounts andbéstanew accounts or requiring the Debtor
to create new business forms woutldive only frustratdrustrated efforts to reorganize
expeditiously.

D. Motion to Escrow and/or Refund Certain Entrance Fes.

Capitol Lakesseeksought authority to escrow all Entrance Fees collected
postpetition in order to provide assurance to nesidents that Capitol Lakes’ chapter 11 case
willwould not affect rights to a refund.In_doing so, Capitol Lakesprepeseproposedto
escrow the Entrance Fees pending confirmation efRlan or as otherwise directed by the
Court. This relief has been granted in a numbegimaflar chapter 11 cases nationwide and has
had a demonstrable positive effect on a CCRC'sioing marketing efforts. The Court
granted this motion on January 27, 2016.

A prospective resident’'s wilingness to pay an Bnte Fee is necessarily
dependent upon such resident’'s conviction that tGhpiakes’ bankruptcy case will not
negatively affect the refundability of his or hemtEance Fee. Concerns about the resolution of
this chapter 11 case may deter prospective residemn entering into new Continuing Care
Contracts, and paying related Entrance Fees.

During the pendency of this Chapter 11 Caseaccordancewith the Court’s
order grantingthe motion, Capitol Lakesseekstewill refund Entrance Fees to residents in the
ordinary course of business as provided under thatiging Care Contracts as new Entrance
Fees are collected into the escrow. Additionallyon confirmation of the Plan, the Entrance
Fees will be transferred to the Reorganized Debtor.

E. Motion To Approve the Use of Cash Collateral.

In the ordinary course of business, Capitol Lalezpiires cash on hand and cash
flow from its operations to pay operating expenaed other routine payables. In addition,
Capitol Lakes requires cash on hand to fund thiaptdr 11 case and to successfully
reorganize. The cash and cash proceeds of Capaik@s is encumbered by security interests
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in favor of the Secured Lenders, and, as such,titaies “cash collateral” of such Secured
Lenders.

As of the Petition Date, Capitol Lakeshadad an emergency need for the
immediate use of Cash Collateral to, among othaengsh maintain ongoing day-to-day
operations and fund its working capital needs. hd(t access to such Cash Collateral, Capitol
Lakes maybehave beenforced to cease operations. Such an abrupt cessatits business
would havehad devastating effects on the residents of Capitddesaand wouldeaushave
causedthe residents to suffer immediate and irreparbblen. The residents of Capitol Lakes
are elderly and have, in many cases, investedge lportion of their total assets to live in a
CCRC. Most, if not all, of the residents’ meals aaten at Capitol Lakes and their day-to-day
activities rely on the CCRC. Simply put, if Capitbakes were toeeashave ceased
operations, the well-being of the residents wdwddave beeneopardized.

On January 27, 2016, the Court entered an interadarocapproving the Debtor’s
use of cash collateral in accordance with a 13-wesdh flow budget.

F. Applications For Retention of the Debtor's Professnals.

The Debtor intends to seek retention of certainfgesonals to represent and
assist them in connection with the Chapter 11 Ca3éese professionals were intimately
involved with the negotiation and development af tlestructuring transactions and the Plan.
These professionals include, among others, DLA rP@®& counsel for the Debtor, Cain
Brothers to provide investment and other adviseryises, and A&M to provide restructuring
and financial advisory support.

G. 506(a) Valuation Hearing

February 10, 2016 the Court entered a scheduhderdthe “Valuatlon Schedullnq Order”) to
setavaluatlon heannqto determinethe value of the Bankﬁ&RetmberemenSecured Claim
ishingand establishrelated
procedures and deadllnes Sectlon 506(a)(1) of Bhekruptcy Code provides that the
“allowed claim of a creditor secured by a lien aopgerty in which the estate has an interest .

. Is a secured claim to the extent of the valusumh creditor’s interest in the estate’s interest
in such property . . . .” 11 U.S.C. 8§ 506(a)(1$ection 506(a)(1) further provides that the
value of the secured claim “shall be determinetigint of the purpose of the valuation and of
the proposed disposition or use of such propertg, ia conjunction with any hearing on such
disposition or use or on a plan affecting such itoed interest.” Id. Rule 3012 of the
Federal Rules of Bankruptcy Procedure providesyelevant part, that “[tlhe court may
determine the value of a claim secured by a liepprmperty in which the estate has an interest
on motion of any party in interest and after hearan notice to the holder of the secured
claim . . . as the court may direct.” Fed. R. Bartk 3012. Because the Plan provides for
payment of the Bank/CReimbursemenBecured Claim over time, and payment on account of
the Bank L/C—ReimbursemenDeficiency Claim, it is necessary to determine tiwed
amounts of both the Secured Claim and the Defigi€laim priorte-the ConfirmationDatat

the hearingon approvalof the Disclosure Statement unless the Bank Participants make the
1111(b) Electionon or prior to April 20, 2016 to have their Allowed Claim receive the
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treatment set forth in section 1111(b)(2) of thenBaptcy Code, as more fully described
hereln |n Artlcle V.D of this Dlsclosure Statementlhe—Debtepha&Med—a—v&luanen

In_accordancewith the Valuation SchedulingOrder, on March 14, 2016, both
the Debtor’s and the Banks’ valuation expertssubmittedtheir expert valuation report. The

Debtor’s expert valuation report provided a valuation of $[ ],whereasthe Banks’
expert valuation report provided a valuation of $[ ]. The valuation hearing was held on
April 6, 2016. At that hearing,the Court ruled that the valuation was $[ 1(the
“Valuation DeterminationAmount™). Accordingly, the projectedrecoveriesprovided in this

Disclosure Statement are based off of such figures.

H. Timetable for Chapter 11 Case.

Assuming that the Court approves this Disclosur@ebtent and confirms the
Plan on the schedule requested by the Debtor, gi@ob would seek to emerge from chapter
11 within six (6) months of the Petition Date. Tdean be no assurance, however, that the
Chapter 11 Case will proceed as expeditiously &isipated.

V. PLAN OF REORGANIZATION

THIS SECTION PROVIDES A SUMMARY OF THE STRUCTURE,
CLASSIFICATION, TREATMENT AND IMPLEMENTATION OF THE PLAN, AND
IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO THE PL AN, WHICH IS
ATTACHED TO THIS DISCLOSURE STATEMENT AS EXHIBIT 1.

A. Classification and Treatment of Claims Under the Rin.

The Claims against the Debtor are divided into €&asaccording to their
seniority and other criteria. The Classes of Giaim the Debtor and the funds and other
property to be distributed under the Plan are dmsdmmore fully below.

THE DEBTOR BELIEVES THAT THE PLAN AFFORDS CREDITORS
THE POTENTIAL FOR THE GREATEST REALIZATION OF THE V ALUE OF THE
DEBTOR’S ASSETS.

B. Treatment of Administrative Claims, Tax Claims and Trustee Fees.

Certain Claims need not be classified under a plaisuant to the Bankruptcy
Code, including Administrative Claims and Prioritgx Claims.

1. Administrative Claims

The Plan defines Administrative Claims as any Cléampayment of costs and
expenses of administration pursuant to sectiongb03807(a)(2) or 507(b) of the Bankruptcy
Code, including: (a) the actual and necessary casts expenses incurred on or after the
Petition Date and through the Effective Date ofspreing the Estates and operating the
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businesses of thBebterPebtor, (b) compensation for Accrued Professional Comaims; (c)

all fees and charges assessed against the Estamsamt to chapter 123 of title 28 of the
United States Code; and (d) all requests for cosgi@n or expense reimbursement for
making a substantial contribution in the ChapterCdse pursuant to sections 503(b)(3), (4)
and (5) of the Bankruptcy Code.

In accordance with Bankruptcy Code section 1123fafdministrative Claims
have not been classified and are treated as dedchibrein. Except as otherwise provided in
the Plan, by written agreement of the holder ofAdlowed Administrative Claim to accept
different treatment than provided under the Plan,bp order of the Bankruptcy Court, a
Person holding an Allowed Administrative Claim wiiceive Cash equal to the unpaid portion
of such Allowed Administrative Claim which has comee for payment under any applicable
order or law, as soon as practicable after the late (a) the third Business Day after the
Effective Date; (b) the date on which such Perseoaolmes the holder of such an Allowed
Administrative Claim; or (c) the date or dates whiat Claim is payable by its terms,
consistent with past practice and in accordancd \past terms. Allowed Administrative
Claims shall only be made in accordance with amalFDrder of the Bankruptcy Court.

2. Professional Compensation.

Professionals or other Persons asserting a ClaimAficrued Professional
Compensation for services rendered before the tisfedate must file and serve on the
Debtor, the Reorganized Debtor and such other Remsio are designated by the Bankruptcy
Rules, the Confirmation Order or other order of @murt an application for final allowance of
such Claim for Accrued Professional Compensationater than 60 days after the Effective
Date. Objections to any Claim for Accrued Profasal Compensation must be filed and
served on the Reorganized Debtor, the Office ofUlfe. Trustee and the requesting party no
later than 90 days after the Effective Date.

Upon the Effective Date, any requirement that Rsieals comply with
sections 327 through 331 and 1103 of the Bankrupgfode in seeking retention or
compensation for services rendered after such st terminate, and the Reorganized Debtor
may employ and pay any professional for servicemleeed or expenses incurred after the
Effective Date in the ordinary course of businesthaut any further notice to any party or
action, order or approval of the Bankruptcy Court.

3. Priority Tax Claims.

The Plan defines Priority Tax Claims as any Claina @overnmental unit of a
kind entitled to priority under Bankruptcy Code tg@e 507(a)(8). Unless otherwise agreed by
the holder of an Allowed Priority Tax Claim, anyrB@n holding an Allowed Priority Tax
Claim will receive, as determined by the ReorgahiPebtor in its sole discretion and in full
satisfaction of such Claim: (a) payment in Caskulhon the later of the Effective Date or the
date such Claim becomes an Allowed Claim; or (b3hCaver a period not exceeding five (5)
years after the Petition Date, with interest atage requal to four percent (4%) per year,
payable monthly, in periodic payments, having takie of such Claim as of the Effective Date.
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4, Trustee Fees.

Trustee Fees include all fees and charges assaga@tt thedebtorsDebtor’s
Estates under section 1930 of title 28 of the Wnib¢ates Code. All Trustee Fees will be paid
in full by the Reorganized Debtor as they become alud owing.

C. Treatment of Classified Claims.

The Plan provides for certain Claims by Class, raviged in Bankruptcy Code
sections 1122 and 1123(a)(1). The Classes estadblisy the Plan and the treatment of each
Class are set forth below. The Plan provides @&tain general treatment provisions that, in
addition to other generally applicable provisiomscl(ding distribution provisions described
herein), apply to the treatment of all Claims unther Plan.

The Plan will not provide any distributions on agob of a Claim to the extent
that such Claim has been disallowed, releaseddvattn, waived or otherwise satisfied or paid
as of the Effective Date, including, without limitan, payments by third parties. Except as
specifically provided in the Plan, the Plan willtnorovide any distributions on account of a
Claim, the payment of which has been assumed byrca party.

Class | Claim Status Voting Rights
1 Other Priority Claims Unimpairedd Deemed to Accept
2 Bank L/EC ReimbursemenBecured Claims | Impaired Entitled to Vote
3 Sl Lo Ly Lo e e Lo
43 Other Secured Claims Unimpaired Deemed to Accept
54 Bank LHC—Reimbursement-Deficiency | Impaired Entitled to Vote

Claims

65 Resident Claims Impaired Entitled to Vote
76 Manager Claims Impaired Deemed to Reject
87 General Unsecured Claims Impaired Entitled to Vote
98 Subordinated 510(b) Claims Impaired Deemed to Rejeqt
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1. Class 1 — Other Priority Claims

This Class consists of all Allowed Other Priorityaits that are specified as
having priority in Bankruptcy Code section 507(&)any such Claims still exist as of the
Effective Date. Each Allowed Claim in this Cladsalk be in a separate subclass. Unless
otherwise agreed by the holder of any Claim in t@isss, each Allowed Claim under
Bankruptcy Code section 507(a), which has not Isaisfied as of the Effective Date, in full
and final satisfaction and discharge of and in erge for each Allowed Other Priority Claim,
will receive (a) deferred Cash payments of a vake,of the Effective Date, equal to the
holder’'s Allowed Other Priority Claim or (b) paynein Cash in full on the later of: (i) the
third (3rd) Business Day after the Effective Dateas soon as reasonably practicable thereafter
as determined by the Disbursing Agent; and (i) ta#e on which there is a Final Order
allowing such Claim. The Debtor estimates thatAhewed Class 1 Claims will be $0 on the
Effective Date.

Class 1 is unimpaired by the Plan. Each holdearofOther Priority Claim is
conclusively presumed to have accepted the Plarnisandt entitled to vote to accept or reject
the Plan.

2. Class 2 — Bank/CReimbursemenSecured Claims

This Class consists of all BankC-ReimbursemenSecured Claims held by the
Bank Participants. Upon the terms and subjech&conditions set forth in the Plan, on the
Effective Date, in full and final satisfaction adécharge of and in exchange for each Allowed
Bank L/C-ReimbursemenSecured Claim, the Bank Participants shall recdmaeNew Senior
Debt, the essential terms of which shall be rediéan the New Loan Agreement Documents
and shall include, among other things, the follgvierms unless otherwise ordered by the
Bankruptcy Court: (i) an aggregate principal amoaht$36,000,008qual to the Valuation
DeterminationAmount set by the Court at the 506(a) Valuation Hearing (i) interest shall
accrueand be paid at thea fixed rateet-3.5%for the first 10 years, and adjusted thereafter
which suchinterestrate shall be in compliancewith the BankruptcyCode and as disclosedin
the Debtor’s financial projections,attachedhereto as Exhibit D; (i) the maturity date for all
notes shall be thirty (30) years following the Gonétion Date, providedhowevey that all
such notes may be prepaid at any time without penél) the Reorganized Debtor’s
obligations under the New Senior Debt shall be gty a first priority, senior secured liens
in substantially all assets held by the ReorganRebtor; providedheweverfurther, that the
Health Center Funding, if and when obtained, gbvathe the New Senior Debt and be secured

by liens senior to the New Senior DebEhe-ameount-of-Allowed Class 2 Claims-will-bet-by
the Court at the 506(a) Valuation Hearing
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Notwithstandingthe foregoing, in the eventthat both of the Bank Participants,
on _or before April 20, 2016, make the 1111(b) Election, the Class 2 Claim would be
comprised —F——— e Lo e oo ol e ol o B LI D e e
Somamen Ol il b e el e el cele b Dl

3 o) E L laims
e el e e e e e ]
Helderof-arpf the "Allowed SwapFerminatioiBank 1111(b) Claimagreeso-alessfaverable

tpeaicment and in fuII and final satlsfactlon and dlscharge oﬁan exchange for each AIIowed

Da%e—meen&a—pre—m&a—sh&eef—tkre—%?lan—?aym%ank 1111(b) Clalm the Bank

Participantsshall receive the 1111(b) Amendedand RestatedNote, as further describedin
Article V.D herein.

Class 32 is impaired by the Plan. Each holder ofSaap FerminatioiBank
SecuredClaim is entitled to vote to accept or reject BHan.

3. 4-Class-43 — Other Secured Claims

This Class consists of all Secured Claims othen fBank L/C-Reimbursement
SecuredClaimsand-Swap-FerminationClaims. Except to the extent that a holder of an
Allowed Other Secured Claim agrees to a less fdleraeatment, in full and final satisfaction
and discharge of and in exchange for each AllowddeOSecured Claim, on the later of the
Effective Date and the date such Other SecuredmClmcomes Allowed, or as soon as
practicable thereafter, each Allowed Other Secu&im shall have its Other Secured Claim
reinstated and otherwise leave unaltered the leggiitable and contractual rights to which the
holder of such Claim is entitled in accordance ve#iction 1124 of the Bankruptcy Code.

Class43 is unimpaired by the Plan. Each holder of an O8ecured Claim is
conclusively presumed to have accepted the Plarnisandt entitled to vote to accept or reject
the Plan.

4. 5.-Class54 — BankL/C-ReimbursemenDeficiency Claims

This Class consists of all BankCReimbursemenDeficiency Claims. The
Bank Participants will have a ClaS4 Bank L/C-ReimbursemenDeficiency Claim unlessprior
to-the-approvalof-the Disclosure Statemenbn or before April 20, 2016, both of the Bank
Participants elect, pursuant to 8 1111(b)(1)(A¥fi)the Bankruptcy Code and in accordance
with the obligations contained in the Intercreditdgreement, to have their Allowed Claim
receive the treatment set forth in 8 1111(b)(2}haf Bankruptcy Code. In the event that the
Bank Participants have a Clasd Bank H/CReimbursemenDeficiency Claim, then, on the
Effective Date, such holders of a Clag$ Bank H/CReimbursemenDeficiency Claim shall
receive, on the Effective Date and in full and ffisatisfaction of all Bank/C-Reimbursement
Deficiency Claims, @ro rata share of the PRS Plan Payment.
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Class54 is impaired by the Plan. Each holder of a Ba#k-Reimbursement
Deficiency Claim is entitled to vote to accept efect the Plan.

5. 6-Classé5 — Resident Claims

This Class consists of all Resident Claims. Exd¢epthe extent that a Holder of
an Allowed Resident Claim agrees to a less faveratdatment, in full and final satisfaction
and dlscharge of and in exchange for each Allowesdident Clalm each Holder of a ReS|dent
Claim that - ,
belew shall have |ts Residency Agreement as modifiedhbyResident Modlflcatlons assumed
by the Reorganized Debtesubjectto-suchresidentexecutinganewResidencyAgreement
The Resident Modifications will be effectuated past to the proposed Residency Agreement
amendment in substantlally the form as prowdethm Plan SupplementEaeh—ReSJelem—Gl&lm

wﬁh—mspeet&e%hew—Reselemeams—The Re5|dent Modlflcatlons prowde W|thout I|m|tm

as follows: Any entrance deposits refundable tsidemts pursuant to the Residency
Agreements shall be due and payable to residentisearestates, without interest, in the order
they are owed, within fourteen (14) days followiregeipt of sufficient replacement entrance
fees to fully fund the refund obligation from theext re-sale(s) and occupancy of any
residence(s) within the same contract type. Glass impaired by the Plan. Each holder of a
Resident Claim is entitled to vote to accept oecefhe Plan.

6. 7—Class76 — Manager Claims

This Class consists of all Manager Claims. HoldetfdManager Claims will
receive no property or Distribution under the Rtemaccount of such Manager Claims.

Class 76 is impaired by the Plan. Each holder of a Mana@im is
conclusively presumed to have rejected the Planiamdt entitled to vote to accept or reject
the Plan.

7. 8-Class87 — General Unsecured Claims

This Class consists of all General Unsecured Clainisxcept to the extent that a
Holder of an Allowed General Unsecured Claim agteea less favorable treatment, in full and
final satisfaction and discharge of and in exchaiegesach Allowed General Unsecured Claim,
each Holder of an Allowed General Unsecured Cldall seceive deferred Cash payments of a
value, as of the Effective Date, equal to the htdd&eneral Unsecured Claims, payablévim

equalguarterlyinstallments, without interesheginninguith the first payment to be maas or
as soon as practicable after the Effective Dateaperiod-not-to-exceed-five{5)-yeand the
second payment to be made within three (3) moriibeafter
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Class&7 is impaired by the Plan. Each holder of a Gendraecured Claim is
entitled to vote to accept or reject the Plan.

8. 9.Class98 — Subordinated 510(b) Claims

Each Holder of a Subordinated 510(b) Claim will meteive any property or
Distribution under the Plan on account of such $dibated 510(b) Claim.

Class98 is impaired by the Plan. Each holder of a Sulmatéid 510(b) Claim

is conclusively presumed to have rejected the Rlach is not entitled to vote to accept or
reject the Plan.
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D. Bank LICReimbursementSecured Claim

Class 2 consists of the Secured Claim portion efBAnkL/C-Reimbursement
Secured Claim, which is the outstanding paymenigatibn of the Debtor to the Bank
Participants under the Reimbursement AgreemantsSwap Agreementsas of the Petition
Date as determined by entry of a Final Order of Bankruptcy Court. The Bank/C
ReimbursemenSecured Claim shall not include any default or it interest, prepayment
penalties, late charges, amounts due under anytygmavisions, or attorneys’ fees or costs
that accrued or arose after the Petition Date.

The Holders of the AIIowed BarilsL&ReimberemenSecured CIa|m shaII have

Sfeatememmll Agrll 20, 2016 to make the electlon pursuant to sectlon 11111b)the
Bankruptcy Code (the “1111(klectior?), which is the election provided to undersecured

creditors pursuant to section 1111(b) of the Baptay Code and Bankruptcy Rule 3014.

If the Section 1111(b) Election is Not Made. In such event, Class 2 is
comprised of the Allowed Bank/CReimbursemenSecured Claim. Upon the terms and
subject to the conditions set forth in the Plan, tbhe Effective Date, in full and final
satisfaction and discharge of and in exchange &mheAllowed BankL/C—Reimbursement
Secured Claim, the Bank Participants shall recdigeNew Senior Debt. In addition, in such
event, Class54 shall be comprised of the Allowed BankCReimbursemeniDeficiency
Claims. In the event that the Bank Participantgeha Classs4 Bank L/C—Reimbursement
Deficiency Claim, then, on the Effective Date, subblders of a Clas$4 Bank L/C
ReimbursemeniDeficiency Claim shall receive, on the Effective t®aand in full and final
satisfaction of all Bank-/C—ReimbursemenDeficiency Claims, gro rata share of the PRS
Plan Payment.

If the Section 1111(b) Election is Made. In such eventand-upen-afurther
amendmentto-the Planthe Class 2 Claim would be comprised of the “AllowBank LC
Reimbursemenl111(b) Clairi—Ne-Class5-BankL/CReimbursemeqt which would provide
the Bank Participantswith deferred cash paymentsequal to the net presentvalue of the
Valuation DeterminationAmount. In suchevent,no Class4 Bank Deficiency Claims would
exist. Upon such 1111(b) Election, the Allowed B&nc-Reimbursement111(b) Claim will
be evidenced by an 1111(b) Amended and Restatee (ffme¢ “1111(b) Amended and Restated
Noté€’), which will be effective on the Effective Dated incorporate the terms of the existing
notes, as modified as follows:

(1) Principal Balance The stated principal balance of the 1111(b) Amendnd
Restated Note shall be the Allowed Baakc—Reimbursement111(b) Claim.

(2) Lien. From and after the Confirmation Date, the Holdérthe Allowed Bank
HC Reimbursemenl111(b) Claim shall retain its Lien in the Debtopoperty
consistent with the applicable prepetition loan wents and the 1111(b)
Amended and Restated Note until the 1111(b) Ameratetl Restated Note is
repaid in full.
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(3) Post Effective Date Interest No interest shall accrue on the 1111(b) Amended
and Restated Note.

(4) Monthly Payments Beginning on the fourteenth (14th) Business [Rdipwing
the first (1st) day of the month following the Effz’ee Date and on the
fourteenth (14th) Business Day of each subsequenthrthereatfter through the
three hundred and sixtieth month (360th) month raftee Effective Date,
Reorganized Debtor shall distribute to the Bankti€lpants payments based
upon a 40-year amortization schedule which shalakmn an aggregated basis,
the present value of the secured portion of theowdd Bank L/C
ReimbursemenClaim.

(5) Maturity Date The unpaid balance of the 1111(b) Amended arstafR= Note,
being the principal balance less the gross amotiatl payments on the 1111(b)
Amended and Restated Note, unless sooner paid,Ehalue and payable on
the first Business Day of the three hundred sikist {361st) month after the
Effective Date, or such later date as agreed toriting by Reorganized Debtor
and the Bank Participants.

(6) Full Repayment As a result of the Section 1111(b) Election, Mlewed Bank
HCE Reimbursementl111(b) Claim shall be deemed satisfied in full wtiae
gross amount of all post-Effective Date Distribnsamade to Bank Participants
on account of the Allowed Bank/C-Reimbursement111(b) Claim equals the
Allowed BankLHCReimbursement111(b) Claim.

(7) Prepayment There shall be no penalty for prepayment foroallpart of the
1111(b) Amended and Restated Note prior to theiGgipé maturity date under
such note.

(8) Financial Covenants On and after the Effective Date, all financialvenants set
forth in the prepetition loan documents shall benofforce and effect.

(9) Prohibition on Improperly AssertingFeesand Costs After the Effective Date,
the Bank Participants may not seek reimbursemerddrto the amount of the
Allowed BankL/C-Reimbursement111(b) Claim any appraisal fees, title costs,
charges, attorney's fees, or other amounts uriese has been a post-Effective
Date default by the Reorganized Debtor with respecthe payments required
under the Plan. Any and all costs, fees, or otlmarges arising or relating to
events occurring prior to the Effective Date sballwaived and forever released
unless expressly included as part of the AllowedhkB&a/C—Reimbursement
1111(b) Claim as determined by Final Order of tlamlBuptcy Court.

E. Acceptance Requirements.

1. Acceptance or Rejection of the Plan.

Classes 234, 56 and87 are Impaired under the Plan and are entitled te vo
to accept or reject the Plan. A class of creditsrdeemed to accept a plan if the holders of
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at least two-thirds in dollar amount, and more tbae-half in number, of those creditors that
actually cast ballots, vote to accept such plafasses 1 and3 are unimpaired under the Plan
and are, therefore, conclusively presumed to haxeemed the Plan pursuant to section
1126(f) of the Bankruptcy Code. Classé&sand98 are not entitled to receive or retain any
property under the Plan and are, therefore, comelyspresumed to have rejected the Plan
pursuant to section 1126(g) of the Bankruptcy Code.

2. Confirmation Pursuant to Sections 1129(a)(10) at2B{b) of the
Bankruptcy Code.

Section 1129(a)(10) of the Bankruptcy Code shalksatsfied for purposes of
Confirmation by acceptance of the Plan by an IngohiClass of Claims. The Debtor shall seek
confirmation of the Plan pursuant to section 112%({bthe Bankruptcy Code with respect to
rejecting Classes of Claims and Interests. Thet@eateserves the right to modify the Plan to
the extent, if any, that confirmation pursuant &cton 1129(b) of the Bankruptcy Code
requires modification.

F. Means for Implementation of the Plan.

1. Sources of Consideration.

All Cash consideration necessary for the Reorgdni2zebtor to make payments
or distributions pursuant hereto shall be obtaifiedh the Cash on hand of the Reorganized
Debtor, including Cash derived from business omanat

2. New Senior Debt.

On the Effective Date, the Reorganized Debtor shater into the New Senior
Debt. The Confirmation Order shall be deemed amdrof the New Senior Debt (including
the transactions contemplated thereby, any amendntbareto and all actions to be taken,
undertakings to be made and obligations to be imdurby the Reorganized Debtor in
connection therewith, whether before or after tiedive Date) and authorization for the
Reorganized Debtor to enter into and execute thes Mean Agreement Documents, in
substantially the form provided in the Plan Supg@etn subject to such modifications as the
Reorganized Debtor may deem to be reasonably raegess advisable in furtherance of the
Plan.

3. New Management Agreement.

To the extent not entered into prior thereto, oe thffective Date, the
Reorganized Debtor and the Manager will enter itite New Management Agreement, in
substantially the form as provided as part of tta FBSupplement.

4, Vesting of Assets in the Reorganized Debtor.

Except as otherwise provided in the Plan or angegent, instrument or other
document incorporated therein, on the EffectiveeDatr as soon as practicable thereatfter, all
property of the Debtor's Estate including, withdumitation, all Causes of Action (except
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those released pursuant to the Releases by theettall vest in the Reorganized Debtor,
free and clear of all Liens, Claims, charges orepttncumbrances (except for Liens securing
the New Senior Debt). On and after the Effectivate) except as otherwise provided in the
Plan, the Reorganized Debtor may operate its &sinend may use, acquire or dispose of
property and compromise or settle any Claims ors€suwf Action without supervision or
approval by the Bankruptcy Court and free of anstrietions of the Bankruptcy Code or
Bankruptcy Rules.

5. Wind-up of Debtor.

Consistent with Section 4.4 of the Plan, the Delstaall have full authority to
take any action necessary to wind-up its affaigjidate, transfer or abandon assets, and
dissolve and terminate the existence of Debtor mamner and in accordance with the best
means to maximize assets and minimize expense®sis @ssociated with such liquidation
under applicable state laws and in accordance thiéh rights, powers and responsibilities
conferred by the Bankruptcy Code, the Plan andoadgr of the Bankruptcy Court.

6. Corporate Action.

Except as otherwise provided herein or in the CafgGovernance Documents
or elsewhere in the Plan Supplement, the Reorgarmebtor shall continue to exist after the
Effective Date as a separate nonstock nonprofipa@te entity with all the powers of a
nonstock nonprofit corporation, pursuant to theliegble law in the jurisdiction in which the
Reorganized Debtor is incorporated or formed.

7. Reorganized Debtor’'s Governance.

The existing members of the Debtor’s Board of Owmes shall continue to be
members of the Board of Directoo$ the Reorganized Debtor.

8. Officers of Reorganized Debtor.

The existing officers of the Debtor shall continte be officers of the
Reorganized Debtor. Such officers shall serveceoedance with applicable non-bankruptcy
law.

9. Employee Benefits.

Except as otherwise provided herein, on and afber Effective Date, the
Reorganized Debtor may: (1) honor, in the ordinapurse of business, any contracts,
agreements, policies, programs and plans for, anothgr things, compensation, health care
benefits, disability benefits, deferred compensatienefits, travel benefits, savings, severance
benefits, retirement benefits, welfare benefitsykeos’ compensation insurance and accidental
death and dismemberment insurance for the directiffisers and employees of any of the
Debtor who served in such capacity at any time @)dhonor, in the ordinary course of
business, Claims of employees employed as of tlfectisle Date for accrued vacation time
arising before the Petition Date; provided, howeubat the Debtor's or the Reorganized
Debtor’ performance under any employment agreemalhtnot entitle any person to any
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benefit or alleged entitlement under any policypgsam or plan that has expired or been
terminated before the Effective Date, or restoemstate or revive any such benefit or alleged
entitlement under any such policy, program or pladothing herein shall limit, diminish or
otherwise alter the Reorganized Debtor’ or the Dedtdefenses, claims, Causes of Action or
other rights with respect to any such contractseegents, policies, programs and plans.

10. Restructuring Transactions.

On the Effective Date or as soon as reasonabltipate thereafter, the Debtor
and the Reorganized Debtor may take all actionsias be necessary or appropriate to effect
any transaction described in, approved by, cont@®glby or necessary to effectuate the Plan,
including: (1) the execution and delivery of apmiate agreements or other documents of
merger, consolidation, restructuring, conversiagpaiition, transfer, dissolution or liquidation
containing terms that are consistent with the teofthe Plan and that satisfy the applicable
requirements of applicable law and any other talanahich the applicable Persons may agree;
(2) the execution and delivery of appropriate mstents of transfer, assignment, assumption or
delegation of any asset, property, right, liahiltgbt or obligation on terms consistent with the
terms of the Plan and having other terms for wiieh applicable Persons agree; (3) the filing
of appropriate certificates or articles of incorgiion or amendments thereof, reincorporation,
merger, consolidation, conversion or dissolutiomspant to applicable state law; and (4) all
other actions that the applicable Persons detertoinee necessary or appropriate, including
making filings or recordings that may be requirgdapplicable law.

11. Corporate Action.

Upon the Effective Date, all actions contemplatgdthie Plan shall be deemed
authorized and approved in all respects, includihgctions contemplated by the Plan (whether
to occur before, on or after the Effective Daté)l matters provided for in the Plan involving
the corporate structure of the Debtor or the Reaurgd Debtor, and any corporate action
required by the Debtor or the Reorganized Debtaromnection with the Plan shall be deemed
to have occurred and shall be in effect, withouy amquirement of further action by the
directors or officers of the Debtor or the Reorgadi Debtor.

On or (as applicable) before the Effective Date #ppropriate officers of the
Debtor or the Reorganized Debtor, as applicablell &k& authorized and directed to issue,
execute and deliver the agreements, documents,ritges;u certificates of incorporation,
operating agreements and instruments contemplatetieb Plan (or necessary or desirable to
effect the transactions contemplated by the Planthe name of and on behalf of the Debtor or
the Reorganized Debtor, as the case may be, andrahyall other agreements, documents,
securities and instruments relating to the foregoin

12.  Section 1146 Exemption from Certain Taxes and Fees.

Pursuant to section 1146(a) of the Bankruptcy Caahg, transfers of property
in contemplation of, in connection with, or pursuan the Plan, shall not be subject to any
stamp tax or other similar tax or governmental sssent in the United States, and the
Confirmation Order shall direct and be deemed treatli the appropriate state or local
governmental officials or agents to forgo the auien of any such tax or governmental
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assessment and to accept for fiing and recordatstnuments or other documents pursuant to
such transfers of property without the payment mf such tax or governmental assessment.
Such exemption specifically applies, without liiva, to (1) the creation of any mortgage,
deed of trust, lien or other security interest; & making or assignment of any lease or
sublease; (3) any restructuring transaction autbdriby of the Plan; or (4) the making or
delivery of any deed or other instrument of transfeder, in furtherance of or in connection
with the Plan, including: (a) any merger agreemertsy) agreements of consolidation,
restructuring, disposition, liquidation or dissadur; (c) deeds; or (d) assignments executed in
connection with any transaction occurring under Pien.

13. Preservation of Causes of Action of the Debtor.

In accordance with section 1123(b) of the Bankrygode, and except where
such Causes of Action have been expressly rele@seldding, for the avoidance of doubt,
pursuant to the Releases by the Debtor and ex@arpptovisions provided in the Plan), the
Reorganized Debtor shall retain and may enforcerighits to commence and pursue, as
appropriate, any and all Causes of Action, whetimgging before or after the Petition Date,
and the Reorganized Debtor’s rights to commenaoesqmute or settle such Causes of Action
shall be preserved notwithstanding the occurrerfceh® Effective Date. The Reorganized
Debtor may pursue such Causes of Action, as apptepin accordance with the best interests
of the Reorganized Debtor. No Person may relyhenabsence of a specific reference in the
Plan or the Disclosure Statement to any Cause tibA@gainst them as any indication that
the Debtor or the Reorganized Debtor, as applicablk not pursue any and all available
Causes of Action against them. Except with respecCauses of Action as to which the
Debtor or the Reorganized Debtor have released Rergon or Person on or before the
Effective Date (including pursuant to the Releasgshe Debtor or otherwise), the Debtor or
the Reorganized Debtor, as applicable, expressigrve all rights to prosecute any and all
Causes of Action against any Person, except agvaee expressly provided in the Plan.
Unless any Causes of Action against a Person gnessty waived, relinquished, exculpated,
released, compromised or settled in the Plan ommakBiptcy Court order, the Reorganized
Debtor expressly reserve all Causes of Action, l&der adjudication, and, therefore, no
preclusion doctrine, including the doctrines of pedicata, collateral estoppel, issue preclusion,
claim preclusion, estoppel (judicial, equitable atherwise) or laches, shall apply to such
Causes of Action upon, after or as a consequentieeo€onfirmation or consummation of the
Plan. Notwithstanding the foregoing, the Debtoallshe deemed to have released any claims,
causes of action or rights arising under sectidi®¥&, 544, 545, 547, 548, 549, 550, 551 and
553 of the Bankruptcy Code.

G. Treatment of Executory Contracts and Unexpired Leass.

1. Assumption and Rejection of Executory Contracts dnéxpired Leases.

Except as otherwise provided in the Plan, or in @mtract, instrument, release,
indenture or other agreement or document entetedinnconnection with the Plan, each of the
Executory Contracts and Unexpired Leases of thetddethall be deemed assumed as of the
Effective Date, unless such Executory Contract oexpired Lease: (1) was assumed or
rejected previously by the Debtor; (2) expired emtinated pursuant to its own terms before
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the Effective Date; (3) is the subject of a motiorreject filed on or before the Effective Date;
or (4) is identified as an Executory Contract orekjpired Lease to be rejected pursuant to the
Plan Supplement before the Effective Date.

Entry of the Confirmation Order shall constituteBankruptcy Court order
approving the assumptions or rejections of suchcéaey Contracts or Unexpired Leases as
set forth in the Plan, all pursuant to sections(8pand 1123 of the Bankruptcy Code. Unless
otherwise indicated, all assumptions or rejectioh&xecutory Contracts and Unexpired Leases
pursuant to the Plan are effective as of the EHifecDate. Each Executory Contract or
Unexpired Lease assumed pursuant to the Plan &ablruptcy Court order but not assigned
to a third party before the Effective Date shaWest in and be fully enforceable by the
Reorganized Debtor in accordance with its termsepk as such terms may have been
modified by such order. Notwithstanding anythiegthe contrary in the Plan, the Debtor or
the Reorganized Debtor, as applicable, reserveighe to alter, amend, modify or supplement
the list of Executory Contracts and Unexpired Leadentified in the Plan Supplement at any
time before the Effective Date. After the Effeetilpate, the Reorganized Debtor shall have
the right to terminate, amend or modify any intenpany contracts, leases or other agreements
without approval of the Bankruptcy Court.

2. Claims Based on Rejection of Executory ContracttJoexpired Leases.

All Proofs of Claim with respect to Claims arisifigpom the rejection of

Executory Contracts or Unexpired Leases, if anystnhe filed with the Bankruptcy Court
within 30 days after the date of entry of an ordérthe Bankruptcy Court (including the
Confirmation Order) approving such rejection; pd®d, that any such Rejection Claims arising
from the rejection of an Unexpired Lease shall bbject to the cap on rejection damages
imposed by Bankruptcy Code section 502(b)(6). AMgims arising from the rejection of an
Executory Contract or Unexpired Lease not filedhwilhe Bankruptcy Court within such time
will be automatically disallowed, forever barresrft assertion and shall not be enforceable
against the Debtor or the Reorganized Debtor, @tatg or its property without the need for
any objection by the Reorganized Debtor or furthetice to, or action, order or approval of
the Bankruptcy Court. All Allowed Claims arisingofm the rejection of the Debtor’s
Executory Contracts or Unexpired Leases shall bssiied as Clas87 General Unsecured
Claims against the Debtor and shall be treatecaoraance with the Plan.

3. Cure of Defaults for Assumed Executory Contractd d@nexpired
Leases.

Any monetary amounts by which any Executory ContacUnexpired Lease to
be assumed under the Plan is in default shall lbiefisd, under section 365(b)(1) of the
Bankruptcy Code, by Cure. If there is a disputgarding (i) the nature or amount of any
Cure, (i) the ability of the Reorganized Debtor poovide “adequate assurance of future
performance” (within the meaning of section 365t Bankruptcy Code) under the Executory
Contract or Unexpired Lease to be assumed orafi§) other matter pertaining to assumption,
Cure shall occur following the entry of a Final @rdbf the Bankruptcy Court resolving the
dispute and approving the assumption.
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Assumption of any Executory Contract or Unexpirezhse pursuant to the Plan
or otherwise shall result in the full release aatlsfaction of any Claims or defaults, whether
monetary or nonmonetary, including defaults of Biows restricting the change in control or
ownership interest composition or other bankruptdsited defaults, arising under any assumed
Executory Contract or Unexpired Lease at any tinefore the effective date of the
assumption.

4. Insurance Policies.

Notwithstanding anything herein to the contrary,chshe Effective Date, the
Debtor shall assume (and assign to the Reorgarisutor if necessary to continue the
Insurance Policies in full force) all of the Insnca Policies pursuant to section 365(a) of the
Bankruptcy Code. Entry of the Confirmation Ordéals constitute the Bankruptcy Court’s
approval of the Debtor's foregoing assumption amsgdigmment of each of the Insurance
Policies.

5. Modifications, Amendments, Supplements, RestatesnentOther
Agreements.

Unless otherwise provided, each Executory Contoadtnexpired Lease that is
assumed shall include all modifications, amendmestgplements, restatements or other
agreements that in any manner affect such Execufonmntract or Unexpired Lease, and all
Executory Contracts and Unexpired Leases relatedetd, if any, including all easements,
licenses, permits, rights, privileges, immunitiegtions, rights of first refusal and any other
interests, unless any of the foregoing agreemeadsblken previously rejected or repudiated or
is rejected or repudiated under the Plan.

Modifications, amendments, supplements and rest&tEmto prepetition
Executory Contracts and Unexpired Leases that baea executed by the Debtor during the
Chapter 11 Case shall not be deemed to alter #yeption nature of the Executory Contract
or Unexpired Lease, or the validity, priority or @umt of any Claims that may arise in
connection therewith, unless such Executory CohtwadJnexpired Lease has been previously
assumed by the Debtor.

6. Reservation of Rights.

Nothing contained in the Plan or the Plan Supplénshall constitute an
admission by the Debtor that any such contracteasd is in fact an Executory Contract or
Unexpired Lease or that the Reorganized Debtorohdsave, as the case may be, any liability
thereunder. If there is a dispute regarding whegheontract or lease is or was executory or
unexpired at the time of assumption or rejectidie Debtor or the Reorganized Debtor, as
applicable, shall have 45 days following entry ofimal Order resolving such dispute to alter
their treatment of such contract or lease.

7. Contracts and Leases Entered Into After the PptDate.

Notwithstanding any other provision in the Planntcacts and leases entered
into after the Petition Date by the Debtor, inchgdiany Executory Contracts and Unexpired
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Leases assumed by the Debtor, will be performedhbyDebtor or the Reorganized Debtor
liable thereunder in the ordinary course of itsitess. Accordingly, such contracts and leases
(including any assumed Executory Contracts and pinexk Leases) will survive and remain
unaffected by entry of the Confirmation Order.

H. Provisions Governing Distributions.

1. Timing and Calculation of Amounts to Be Distributed

Except as otherwise provided in the Plan, on tifeckife Date or as soon as
reasonably practicable thereafter (or if a Claima$ an Allowed Claim on the Effective Date,
on the date that such a Claim becomes an AllowadnClon the next Distribution Date or as
soon as reasonably practicable thereafter), ealdehof an Allowed Claim against the Debtor
shall receive the full amount of the distributiathait the Plan provides for Allowed Claims in
the applicable Class and in the manner providediterin the event that any payment or act
under the Plan is required to be made or perforared date that is not a Business Day, then
the making of such payment or the performance cohsact may be completed on the next
succeeding Business Day, but shall be deemed t® Ieen completed as of the required date.
If and to the extent that there are Disputed Claidistributions on account of any such
Disputed Claims shall be made pursuant to the pians set forth in the Plan. Except as
otherwise provided herein, holders of Claims shalt be entitled to interest, dividends or
accruals on the distributions provided for hereegardless of whether such distributions are
delivered on or at any time after the Effective é@at

2. Disbursing Agent.

Except as otherwise provided in the Plan, all thstions under the Plan shall
be made by the Reorganized Debtor as DisbursingitAge such other Person designated by
the Reorganized Debtor as a Disbursing Agent orEffextive Date.

3. Rights and Powers of Disbursing Agent.

The Disbursing Agent shall be empowered to: (agoefall actions and execute
all agreements, instruments and other documentessary to perform its duties under the
Plan; (b) make all distributions contemplated hgrdb) employ professionals to represent it
with respect to its responsibilities; and (d) exacsuch other powers as may be vested in the
Disbursing Agent by order of the Bankruptcy Cogysuant to the Plan, or as deemed by the
Disbursing Agent to be necessary and proper toeimght the provisions of the Plan.

4, Payments and Distributions on Disputed Claims.

Distributions made after the Effective Date to leo&l of Disputed Claims that
are not Allowed Claims as of the Effective Date tdtich later become Allowed Claims shall
be deemed to have been made on the Effective Date.
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5. Special Rules for Distributions to Holders of Digpdl Claims.

Notwithstanding any provision otherwise in the Plnd except as may be
agreed to by the Debtor or the Reorganized Deldorthe one hand, and the holder of a
Disputed Claim, on the other hand, no partial paysend no partial distributions shall be
made with respect to any Disputed Claim until addted Claims held by the holder of such
Disputed Claim have become Allowed Claims or hathevise been resolved by settlement or
Final Order.

6. Delivery of Distributions in General.

Except as otherwise provided in the Plan, distidngt to holders of Allowed

Claims shall be made to holders of record as ofCiiséribution Record Date by the Disbursing
Agent. Distributions to holders of Allowed Claimsll be made at the address of each such
holder as set forth in the Debtor’s books and r@sorDistributions under the Plan on account
of Allowed Claims shall not be subject to levy, gahment, attachment or like legal process,
so that each holder of an Allowed Claim shall hand receive the benefit of the distributions
in the manner set forth in the Plan. None of thebtdr, the Reorganized Debtor and the
applicable Disbursing Agent shall incur any lidpibvhatsoever on account of any distributions
under the Plan except for gross negligence, williidconduct or fraud.

7. Undeliverable Distributions and Unclaimed Property.

In the event that any distribution to any holderaturned as undeliverable, no
distribution to such holder shall be made unless$ @amtil the Disbursing Agent has determined
the then current address of such holder, at whmé such distribution shall be made as soon
as practicable after such distribution has becomleseslable; provided, however, that such
distributions shall be deemed unclaimed propergeursection 347(b) of the Bankruptcy Code
and forfeited at the expiration of six months frtime applicable Distribution Date. After such
date, all “unclaimed property” or interests in pedy shall revert to the Reorganized Debtor
(notwithstanding any applicable federal or stateheat, abandoned or unclaimed property laws
to the contrary), and the Claim of any holder tahsproperty shall be discharged and forever
barred.

8. Withholding and Reporting Requirements.

In connection with the Plan and all instrumentsiessin connection therewith,
the Disbursing Agent shall comply with all applitmlbvithholding and reporting requirements
imposed by any federal, state or local taxing atitty)oand all distributions under the Plan shall
be subject to any such withholding or reportinguiegments.

9. Setoffs.

Except as set forth herein, the Debtor and the dgRauzed Debtor may withhold
(but not set off except as set forth below) frora thstributions called for under the Plan on
account of any Allowed Claim an amount equal to ataims, equity interests, rights and
Causes of Action of any nature that the Debtorhar Reorganized Debtor may hold against
the holder of any such Allowed Claim. In the evéimat any such claims, equity interests,
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rights and Causes of Action of any nature thatDeétor or the Reorganized Debtor may hold
against the holder of any such Allowed Claim ar@qu@idated by Final Order or otherwise
resolved, the Debtor may, pursuant to section 558@ Bankruptcy Code or applicable non
bankruptcy law, set off against any Allowed Claimdahe distributions to be made pursuant
hereto on account of such Allowed Claim (before disyribution is made on account of such
Allowed Claim) the amount of any adjudicated orofesd claims, equity interests, rights and
Causes of Action of any nature that the Debtorhar Reorganized Debtor may hold against
the holder of any such Allowed Claim, but only teetextent of such adjudicated or resolved
amount. Neither the failure to effect such a detof the allowance of any Claim under the
Plan shall constitute a waiver or release by thbt@eor the Reorganized Debtor of any such
claims, equity interests, rights and Causes ofofcthat the Debtor or the Reorganized Debtor
may possess against any such holder, except aficgliggrovided herein.

10. Insurance Claims.

No distributions under the Plan shall be made ccoant of Allowed Claims
until the holder of such Allowed Claim has exhadsté remedies with respect to the Debtor’s
Insurance Policies. To the extent that one or nodritne Debtor’s insurers agrees to satisfy in
full a Claim (if and to the extent adjudicated bycaurt of competent jurisdiction), then
immediately upon such insurers’ agreement, suclmCiaay be expunged without a Claims
objection having to be filed and without any furthmtice to or action, order or approval of
the Bankruptcy Court.

11.  Applicability of Insurance Policies.

Except as otherwise provided in the Plan, distidngt to holders of Allowed
Claims shall be made in accordance with the pronssiof any applicable Insurance Policy.
Nothing contained in the Plan shall constitute erdeemed a waiver of any Cause of Action
that the Debtor or any Person may hold againstosingr Person, including insurers under any
policies of insurance, nor shall anything contaihedein constitute or be deemed a waiver by
such insurers of any defenses, including coverafendes, held by such insurers.

12.  Allocation of Distributions Between Principal andhjpiid Interest.

With the exception of distributions on accounttled BankL/C-Reimbursement
Secured Claims, which shall be treated as provide@lass 2, to the extent that any Claim
entitled to a distribution under the Plan is cosgai of indebtedness and accrued but unpaid
interest thereon, such distribution shall, for Ui&leral income tax purposes, be allocated on
the Debtor's books and records to the principal @amhof the Claim first and then, to the
extent the consideration exceeds the principal amotithe Claim, to the accrued but unpaid
interest.

l. Procedures for Resolving Contingent, Unliquidated ad Disputed Claims.

1. Prosecution of Objections to Claims.

The Debtor (before the Effective Date) or the Raaiged Debtor (on or after
the Effective Date), as applicable, shall havedkeusive authority to file, settle, compromise,
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withdraw or litigate to judgment any objections @aims as permitted under the Plan. From
and after the Effective Date, the Debtor and therBanized Debtor may settle or compromise
any Disputed Claim without approval of the BankanypCourt. The Debtor reserves all rights
to resolve any Disputed Claim outside the Bankny@ourt under applicable governing law.

2. Allowance of Claims.

Except as expressly provided in the Plan or in @mer entered in the Chapter
11 Case before the Effective Date (including thenfldmation Order), the Reorganized Debtor
after the Effective Date will have and retain ang all rights and defenses held by the Debtor
with respect to any Claim as of the Petition Da#dl claims of any Person against the Debtor
shall be disallowed unless and until such Persoss,pa full, the amount it owes each such
Debtor.

3. Distributions After Allowance.

On the Distribution Date following the date thaetbrder or judgment of the
Bankruptcy Court allowing any Disputed Claim becsnaeFinal Order, the Disbursing Agent
shall provide to the holder of such Claim the dbstiion (if any) to which such holder is
entitled under the Plan as of the Effective Datghout any interest to be paid on account of
such Claim.

4, Estimation of Claims.

The Debtor (before the Effective Date) or the Raaiged Debtor (on or after
the Effective Date) may, at any time, and from tiodime, request that the Bankruptcy Court
estimate any Disputed Claim pursuant to section&0@f the Bankruptcy Code regardless of
whether an objection was previously filed with tBankruptcy Court with respect to such
Claim, or whether the Bankruptcy Court has ruledaog such objection, and the Bankruptcy
Court will retain jurisdiction to estimate any @hat any time during litigation concerning any
objection to any Claim, including during the penderof any appeal relating to any such
objection. In the event that the Bankruptcy Coastimates any Disputed Claim, that
estimated amount will constitute either the Allowathount of such Claim or a maximum
limitation on such Claim against any party or Parsas determined by the Bankruptcy Court.
If the estimated amount constitutes a maximum ditiwh on such Claim, the Debtor (before
the Effective Date) or the Reorganized Debtor (afte Effective Date), may elect to pursue
any supplemental proceedings to object to any atendistribution on such Claim. All of the
objection, estimation, settlement and resolutiomcpdures set forth in the Plan are cumulative
and not necessarily exclusive of one another. nGlamay be estimated and subsequently
compromised, objected to, settled, withdrawn oplkesl by any mechanism approved by the
Bankruptcy Court.
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Conditions Precedent to Confirmation of the Plan ad the Effective Date.

1. Conditions Precedent to Confirmation.

It shall be a condition to Confirmation of the Pldrat each of the following

provisions, terms and conditions shall have beéisfisal or waived pursuant to the provisions

of the Plan:

(@)

(b)

(€)

(d)

The Bankruptcy Court shall have entered an orddrictwshall not be
subject to any stay or subject to an unresolvediggiqfor revocation
under section 1144 of the Bankruptcy Code, in foanmd substance
reasonably acceptable to the Debtor, approvingDikelosure Statement
with respect to the Plan and the solicitation ofegothereon as being in
compliance with section 1125 of the Bankruptcy Ceaael applicable
non-bankruptcy law.

The Confirmation Order (i) shall be, in form andbstance, reasonably
acceptable to the Debtor (ii) shall include a fmgdiby the Bankruptcy
Court that the Reorganized Debtor’s entry into Nesv Loan Agreement
Documents to be issued under the Plan will be aizéa and (iii) shall

not be subject to any stay or subject to an urwedolrequest for

revocation under section 1144 of the BankruptcyeCod

The Plan and the Plan Supplement, including angddkls, documents,
supplements and exhibits thereto shall be, in foand substance,
reasonably acceptable.

The Bankruptcy Court shall have held the 506(ausin Hearing.
2. Conditions Precedent to the Effective Date.

It shall be a condition to the Effective Date thaaich of the following

provisions, terms and conditions shall have beéisfisal or waived pursuant to the provisions

of the Plan:

(@)

(b)

(€)

The Bankruptcy Court shall have entered one or moders (which may
include the Confirmation Order) authorizing theussption and rejection
of Executory Contracts and Unexpired Leases by Dwbtor as
contemplated herein in form and substance reasp@ackptable to the
Debtor.

The Confirmation Order, in form and substance reaBly acceptable to
the Debtor, shall have been entered by the BangyuPburt and shall
not be subject to any stay or subject to an urwedolrequest for
revocation under section 1144 of the BankruptcyeCod

All of the schedules, documents, supplements arubiex to the Plan
shall have been filed in form and substance reddypreceptable to the
Debtor.
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(d) All actions, documents, certificates, and agreementcessary to
implement the Plan shall have been effected orwggdcand delivered to
the required parties and, to the extent requirike] fwvith the applicable
governmental units in accordance with applicablesla

3. Waiver of Conditions.

The conditions to confirmation and consummationtte Plan set forth herein
may be waived at any time by the Debtor; provideowever that the Debtor may not waive
entry of the Order approving this Disclosure Staetrand confirming the Plan.

4, Effect of Failure of Conditions.

If the consummation of the Plan does not occur,Rlaa shall be null and void
in all respects and nothing contained in the Plantle Disclosure Statement shall:
(1) constitute a waiver or release of any claimobyClaims against the Debtor; (2) prejudice
in any manner the rights of the Debtor, any holdefsClaims or any other Person; or
(3) constitute an admission, acknowledgment, affeundertaking by the Debtor, any holders
or any other Person in any respect.

K. Modification, Revocation or Withdrawal of the Plan.

1. Modification and Amendments.

Except as otherwise specifically provided herdie, Debtor reserves the right to
modify the Plan as to material terms and seek wuoafion consistent with the Bankruptcy
Code and, as appropriate, not re solicit votes weh anodified Plan. Subject to certain
restrictions and requirements set forth in seclit@7 of the Bankruptcy Code and Bankruptcy
Rule 3019 and those restrictions on modificatiosis ferth in the Plan, the Debtor expressly
reserve its rights to alter, amend or modify matlgrithe Plan, one or more times, after
confirmation, and, to the extent necessary, mdiaiai proceedings in the Bankruptcy Court to
so alter, amend or modify the Plan or remedy anfealeor omission, or reconcile any
inconsistencies in the Plan, the Disclosure Staténae the Confirmation Order, in such
matters as may be necessary to carry out the pespasd intent of the Plan. Any such
modification or supplement shall be considered dification of the Plan and shall be made in
accordance with the Plan.

2. Effect of Confirmation on Modifications.

Entry of a Confirmation Order shall mean that afidifications or amendments
to the Plan occurring after the solicitation thérame approved pursuant to section 1127(a) of
the Bankruptcy Code and do not require additionstlasure or re solicitation under
Bankruptcy Rule 3019.

3. Revocation or Withdrawal of the Plan.

The Debtor reserves the right to, consistent wghfiduciary duties, revoke or
withdraw the Plan before the Effective Date. K thebtor revokes or withdraws the Plan, or
if Confirmation does not occur, then: (a) the Paall be null and void in all respects; (b) any
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settlement or compromise embodied in the Planugiay the fixing or limiting to an amount
certain of any Claim or Class of Claims), assunptio rejection of Executory Contracts or
Unexpired Leases effected by the Plan, and anyrdectior agreement executed pursuant to
the Plan, shall be deemed null and void; and (¢hing contained in the Plan shall: (i)
constitute a waiver or release of any Claims; diigjudice in any manner the rights of the
Debtor or any other Person; or (i) constitute ammission, acknowledgement, offer or
undertaking of any sort by the Debtor or any oterson.

L. Retention of Jurisdiction.

Notwithstanding the entry of the Confirmation Oragerd the occurrence of the
Effective Date, on and after the Effective Datee @ourt shall retain such jurisdiction over the
Chapter 11 Case and all matters, arising out oklated to, the Chapter 11 Case and the Plan
including jurisdiction to:

(@) allow, disallow, determine, liquidate, classifytiemte or establish the
priority, secured or unsecured status or amourangfClaim or Interest,
including the resolution of any request for paymehany Administrative
Claim and the resolution of any and all objectidnsthe secured or
unsecured status, priority, amount or allowanc€laims;

(b) decide and resolve all matters related to the m@rand denying, in
whole or in part, any applications for allowance @dmpensation or
reimbursement of expenses to Professionals audwbnmrsuant to the
Bankruptcy Code or the Plan;

(c) resolve any matters related to: (i) the assumptiassumption and
assignment or rejection of any Executory Contracpexpired Lease to
which the Debtor is party or with respect to whitte Debtor may be
liable in any manner and to hear, determine anagdessary, liquidate,
any Claims arising therefrom, including rejectiomai@s, cure Claims
pursuant to section 365 of the Bankruptcy Code my ather matter
related to such Executory Contract or Unexpiredskeedb) any potential
contractual obligation under any Executory ContractUnexpired Lease
that is assumed; (c) the Reorganized Debtor amgnhdmodifying or
supplementing, after the Effective Date, any ExegutContracts or
Unexpired Leases the list of Executory Contractd Emexpired Leases
to be assumed or rejected; and (d) any disputerdimga whether a
contract or lease is or was executory or expired,

(d) ensure that distributions to holders of Allowed i@k are accomplished
pursuant to the provisions of the Plan;

(e) adjudicate, decide or resolve any motions, adversaroceedings,
contested or litigated matters and any other ngtt@nd grant or deny
any applications involving the Debtor that may benging on the
Effective Date;

) adjudicate, decide or resolve any and all mattelsted to any Cause of
Action;
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(g) adjudicate, decide or resolve any and all mattelsted to section 1141
of the Bankruptcy Code;

(h)  enter and enforce any order for the sale of prgpautsuant to sections
363, 1123 or 1146(a) of the Bankruptcy Code;

() resolve any avoidance or recovery actions undetiogsc 105, 502(d),
542 through 551 and 553 of the Bankruptcy Code;

()] resolve any cases, controversies, suits, disputésaases of Action that
may arise in connection with the consummation, rpregation or
enforcement of the Plan or any Person’'s obligatiomsurred in
connection with the Plan;

(k) issue injunctions, enter and implement other ordersake such other
actions as may be necessary or appropriate taiestkerference by any
Person with consummation or enforcement of the;Plan

() resolve any cases, controversies, suits, disput€zaases of Action with
respect to the discharge, releases, injunctions,culgations,
indemnifications and other provisions containedhia Plan and enter such
orders as may be necessary or appropriate to ireplesuch releases,
injunctions and other provisions;

(m) enter and implement such orders as are necessaappoopriate if the
Confirmation Order is for any reason modified, stayreversed, revoked
or vacated,

(n)  determine any other matters that may arise in adimrewith or relate to
the Plan, the Disclosure Statement, the Confirmat@rder or any
contract, instrument, release, indenture or otlggeement or document
created in connection with the Plan or the Disdlesbtatement;

(o) adjudicate any and all disputes arising from oatmef to distributions
under the Plan;

(p) consider any modifications of the Plan, cure anfeceor omission or
reconcile any inconsistency in any Court orderlumiog the Confirmation
Order;

(q) determine requests for the payment of Claims edtitb priority pursuant
to section 507 of the Bankruptcy Code;

(n hear and determine disputes arising in connectibin thie interpretation,
implementation or enforcement of the Plan or thenfidmation Order,
including disputes arising under agreements, dootsner instruments
executed in connection with the Plan;

(s) hear and determine matters concerning state, lodlfederal taxes in
accordance with sections 346, 505 and 1146 of #kiBiptcy Code;

(t) hear and determine all disputes involving the eris¢, nature or scope of
the DebtersDebtor’s discharge, including any dispute relating to any
liability arising out of the termination of employmt or the termination of

EAST\124277300.121277300.3 44



Case 3-16-10158-rdm Doc 126-1 Filed 02/24/16 Entered 02/24/16 15:45:33 Desc
Exhibit (s) A - Blackline of Disclosure Statement Page 49 of 72

any employee or retiree benefit program, regardiessvhether such
termination occurred before or after the Effectidate;

(u)  enforce all orders previously entered by the Court;

(v)  hear any other matter not inconsistent with thekBgptcy Code; and
(w) enter an order concluding or closing the ChapteCase.

M. Miscellaneous Provisions.

1. Immediate Binding Effect.

Notwithstanding Bankruptcy Rules 3020(e), 6004(lm) 7962 or any other

Bankruptcy Rule, upon the occurrence of the EffectDate, the terms of the Plan and the
Plan Supplement shall be immediately effective anfbrceable and deemed binding upon the
Debtor, the Reorganized Debtor and any and allémslef Claims (irrespective of whether
such Claims are deemed to have accepted the RirPersons that are parties to or are
subject to the settlements, compromises, releaissharges and injunctions described in the
Plan, each Person acquiring property under the, Rlad any and all non-Debtor parties to
Executory Contracts and Unexpired Leases with tabt@r.

2. Additional Documents.

On or before the Effective Date, the Debtor may With the Bankruptcy Court
such agreements and other documents as may besagces appropriate to effectuate and
further evidence the terms and conditions of ttenPIThe Debtor or the Reorganized Debtor,
as applicable, and all holders of Claims receivthsfributions pursuant to the Plan and all
other parties in interest shall, from time to tinpeepare, execute and deliver any agreements
or documents and take any other actions as mayebessary or advisable to effectuate the
provisions and intent of the Plan.

3. Dissolution ofAryThe Committee.

On the Effective Dateamsthe Committee shall dissolve and members thereof
shall be released and discharged from all rights duties from or related to the Chapter 11
Case.

4. Reservation of Rights.

Except as expressly set forth in the Plan, the Bifedl have no force or effect
unless the Court shall enter the Confirmation Qrdédone of the Plan, any statement or
provision contained in the Plan or any action takemot taken by the Debtor with respect to
the Plan, the Disclosure Statement or the Plan I[Bo@mt shall be or shall be deemed to be an
admission or waiver of any rights of the Debtorhwespect to the holders of Claims or
Interests before the Effective Date.
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5. Successors and Assigns.

The rights, benefits and obligations of any Persamed or referred to in the
Plan shall be binding on, and shall inure to thaelie of, any heir, executor, administrator,
successor or assign, affiliate, officer, directananager, agent, representative, attorney,
beneficiaries or guardian, if any, of each Person.

6. Votes Solicited in Good Faith.

Upon entry of the Confirmation Order, the Debtorl voe deemed to have
solicited votes on the Plan in good faith and impbtance with the Bankruptcy Code and any
applicable non bankruptcy law, and pursuant toi@ect125(e) of the Bankruptcy Code, the
Debtor and its respective affiliates, agents, regmeatives, members, principals, shareholders,
officers, directors, employees, advisors and aélygsrnwill be deemed to have participated in
good faith and in compliance with the Bankruptcyd€oin the offer, issuance, sale and
purchase of securities offered and sold under tae, Rnd, therefore, will have no liability for
the violation of any applicable law, rule or redida governing the solicitation of votes on the
Plan.

7. Closing of Chapter 11 Case.

The Debtor or the Reorganized Debtor shall, prompfter the full
administration of the Chapter 11 Case, file witke tRourt all documents required by
Bankruptcy Rule 3022 and any applicable order ef@ourt to close the Chapter 11 Case.

VI. RISK FACTORS IN CONNECTION WITH THE PLAN.

A. If the Debtor receives the requisite votes to accephe Plan, there can be
no assurance that the Court will confirm the Plan.

Although the requisite votes to accept the Plan byobtained, there can be
no assurance that one or more parties will not seekppose confirmation of the Plan or that
the Court may otherwise decline to confirm the Plan

B. If the Plan is confirmed, there can be no assurancehat the effective date
of the Plan will occur.

Although the Debtor believes that the Effective éuiill occur reasonably soon
after the Plan is approved by the Court, therelmamo assurance as to such timing or as to
whether it will occur.

C. There can be no assurance that the Court will appne the classification
scheme in the Plan.

The Court, which sits as a court of equity, mayreigse substantial discretion in
connection with the Plan. Section 1122 of the Baptcy Code requires that the Plan classify
claims against, and interests in, the Debtor. Baekruptcy Code also provides that the Plan
may place a claim or interest in a particular clasly if such claim or interest is substantially

EAST\21277300-121277300.3 46



Case 3-16-10158-rdm Doc 126-1 Filed 02/24/16 Entered 02/24/16 15:45:33 Desc
Exhibit (s) A - Blackline of Disclosure Statement Page 51 of 72

similar to the other claims or interests of sudissl The Debtor believes that all claims and
interests have been appropriately classified inRl@. There can be no assurance, however,
that the Court will conclude that such claims amerests are properly classified in the Plan.

D. The Debtor's actual financial results may vary sigificantly from the
projections filed with the Court.

The financial projections attached hereto reflagnarous assumptions, including
the consummation of the Plan. The financial ptigas should be viewed in conjunction with
a review of these assumptions including the guoatibns and footnotes as set forth therein.
The financial projections were prepared by managémethe Debtor in good faith based upon
assumptions believed to be reasonable at the timpreparation. While presented with
numerical specificity, the financial projectionseabased upon a variety of estimates and
assumptions subject to significant business, ecanocend competitive uncertainties and
contingencies, many of which are beyond the comifdhe Debtor. Actual results may vary
materially from those presented. The financialjgmtons have not been prepared to comply
with the guidelines established with respect togmtamns by the SEC or th&lICPA have not
been audited and are not presented in accordaniesaAP.

This Disclosure Statement contains projected filmhndnformation that
demonstrates the feasibility of the Plan and thétyalbf the Debtor to continue operations
upon emergence from proceedings under the Bankru@mde. Such information was
prepared for the limited purpose of furnishing leo&lof all Claims with adequate information
to make an informed judgment regarding acceptaricthe Plan. None of the projections
should be regarded for the purpose of this Discts8tatement as representations or
warranties by the Debtor or any other person athéoaccuracy of such information or that
any such projections will be realized'he achievement of certain results or other expecs
contained in these projections involve known andnomn risks, uncertainties and other
factors which may cause actual results, perfornanoe achievements described to be
materially different from any future results, perfance or achievements expressed or implied
by these forward-looking statements. The Debtoesdoot plan to issue any updates or
revisions to those forward-looking statements ifvanen changes in their expectations, or
events, conditions or circumstances on which tiséseements are based, occur.

E. Even if the Plan is confirmed, the extent of the DOmor's remaining
indebtedness may impair its financial condition andthe Debtor's ability
to grow and compete.

As of the date hereof, the Debtor's total securetitds approximately $52
million. Although the Debtor anticipates that tR&an will significantly increase its liquidity, it
still will have a significant level of debt upon & mmation of the Plan. The Debtor’s debt
has important consequences for its financial camitincluding:

* making the Debtor vulnerable to general adverse@oa, competitive and industry
conditions;

* limiting the Debtor’s ability to obtain additionfihancing to support its operations
and complete construction and maintenance of icditlya
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» limiting the Debtor’s ability to execute key strgies;
* limiting the Debtor’s ability to attract and retdeey personnel;

* requiring a substantial portion of the Debtor’'stcdlew from operations for the
payment of principal and interest on its debt aaducing its ability to use its cash
flow to fund working capital, capital expenditurexecution of its business strategy,
acquisitions, operations and general corporatein@gants;

* limiting the Debtor’s ability to retain and attra@sidents;

* limiting the Debtor ‘s flexibility in planning for,or reacting to, changes in its
business and the industry in which it operates; and

* limiting the Debtor’s ability to receive trade ciedtfom its vendors or otherwise
placing it at a competitive disadvantage to otksslleveraged competitors.

F. Servicing the Debtor'sdebt will require a significant amount of cash, and
its ability to generate sufficient cash depends upomany factors, some of
which are beyond its control.

The Debtor’s ability to make payments on and refigaits debt, fund planned
capital expenditures and execute its businessegiyalepends on its ability to generate cash
flow in the future. To some extent, this is subjex general economic, financial, competitive
and other factors that are beyond the Debtor’'srobntEven if the Plan is consummated, there
can be no assurance that the Debtor’s businessamtinue to generate cash flows at or above
current levels or that it will be able to meet ¢ssh needs. If the Debtor is unable to service
its debt or experiences a significant reductiontsnliquidity, the Debtor could be forced to
reduce or delay planned capital expenditures aheérohitiatives, sell assets, restructure or
refinance its debt or seek additional equity cdpaad the Debtor may be unable to take any
of these actions on satisfactory terms or in alymeanner, or at all. Further, any of these
actions may not be sufficient to allow the Debtorservice its debt obligations or may have a
materially adverse effect on its results of operaiand financial condition. The Debtor’s
failure to generate sufficient operating cash fldowgay its debts or refinance its indebtedness
could have a material adverse effect on its resfltsperations and financial condition. If the
Debtor cannot make scheduled payments on its dettould be in default, and as a result,
holders of such debt could declare all outstangingcipal and interest to be due and payable
and the Debtor’s existing and future lenders couttjer certain circumstances, terminate their
commitments to lend it money and foreclose agadmmstassets securing its borrowings.

G. The Debtor may fail to maintain turnover or occupancy.

The economic feasibility of the Facility dependonghe ability of the Facility
to attract sufficient residents and to maintainssaitial occupancy of the Facility.

If the levels of occupancy for the Facility do raxtcur, the revenues anticipated
by the Facility from monthly fees and other chargmsild be adversely affected. |If a
substantial number of residents live beyond tleedipectancies anticipated by the Debtor, new
residents will be admitted at a slower rate and rdeeipt of additional, potentially higher
entrance fees will be curtailed with a consequengairment of the Facility’s cash flow. Even
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if the anticipated attrition levels are realizedd amaintained, no assurance can be given that
remarketing of vacated units will take place as<kjyias assumed by the Debtor.

H. The Debtor may be faced with competition from othersimilar facilities.

The Debtor faces competition from similar facibtieoperating and under
construction in or near its market area, from otresidential facilities for older adults and
from existing facilities offering custodial, inteealiate and skilled nursing care, including nearby
University of Wisconsin Hospital and related cl;ic The Debtor may face additional
competition in the future as a result of the cangion of new, or the renovation or expansion
of existing, housing and nursing care facilities @&derly persons in the area served by the
Facility as well as in the areas surrounding tleaaerved by the Facility.

l. The Plan and the related transactions, which conteplate transactions
that will modify the Debtor's capital structure, are based in large part
upon assumptions and analyses developed by it. tHese assumptions and
analyses prove to be incorrect, the Debtor's plan ay be unsuccessful in
its execution of the restructuring and it may be uable to continue as a
going concern.

The Plan and the transactions related thereto, hwbantemplate transactions
that will affect the Debtor’s capital structuregdrased upon assumptions and analyses based
on the Debtor’s experience and perception of histbtrends, current conditions and expected
future developments, as well as other factors tihatonsiders appropriate under the
circumstances. Whether actual future results aewekldpments will be consistent with the
Debtor’s expectations and assumptions depend amder of factors.

In addition, the Plan relies upon financial foreasasncluding with respect to
revenue growth, improved earnings before interéskes, depreciation and amortization,
improved interest margins, and growth in cash flowkinancial forecasts are necessarily
speculative, and it is likely that one or more lnd tassumptions and estimates that are the basis
of these financial forecasts will not be accurafBhe Debtor’s actual financial condition and
results of operations may differ, perhaps matgridom what it anticipated. Consequently,
there can be no assurance that the results orogenehts contemplated by the Plan will occur
or, even if they do occur, that they will have thdicipated effects on the Debtor’s business or
operations. The failure of any such results orettguments to materialize as anticipated could
materially adversely affect the successful exeoutd the transactions contemplated by the
Plan.

J. Uncertainties related to the Debtor'sbusiness may impact its ability to
attract new residents.

The Debtor’'s success depends on its ability to istargly, accurately and
effectively provide affordable living accommodatorand related healthcare and support
services to middle-income seniors. Should serperseive that the uncertainties related to the
Debtor’s business have adversely affected its cesyithere will a decrease in new residents
attracted to its CCRC.
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K. Uncertainties related to the Debtor'sbusiness may create a distraction for
or cause a loss of personnel and may otherwise masdly adversely affect
its ability to attract new personnel.

The market for qualified personnel is competitived athe Debtor’s future
success will depend upon, among other factorsahtigy to attract and retain key personnel.
In addition, uncertainties about the future prospeand viability of its business is impacting
and is likely to continue to impact the Debtor’sligbto attract and retain key personnel, and
is a distraction for existing personnel. If thebbe loses the services of key personnel, if one
or more of them decides to join a competitor oreothse compete with it or if personnel
continue to be distracted due to the uncertairstisut the future prospects and viability of its
business, the Debtor may not be able to effectivmlylement its business strategy and its
business could suffer. The loss of the serviceanyfof the Debtor’s other key management
personnel or the failure to attract and retain gamsl could have a material adverse effect on
its results of operations and financial conditiomedto disruptions in its leadership and the
continuity of its business relationships.

L. Costs to provide healthcare and other benefits tohe Debtor's employees
may increase.

The Debtor provides healthcare and other benefitiést employees. In recent
years, costs for healthcare have increased mornelyafhan general inflation in the U.S.
economy. In addition, there can be no assuraratectianges in healthcare regulation will not
result in material increases in the Debtor’'s healte-related costs. If this trend in healthcare
costs continues, the Debtor’s cost to provide dumhefits could increase, which may have a
material adverse effect on its profitability.

M. The Debtor may incur costs or liabilities under enwronmental laws and
regulations.

The Debtor is subject to a wide range of generairemmental, health and
safety laws and regulations as well as industrgifiperegulations relating to CCRCs.
Violation of these laws and regulations can leadubstantial fines and penalties, other civil or
criminal sanctions and closure of the Facility. eTebtor incurs costs and capital expenditures
to comply with these laws and regulations, andlitaio and maintain all necessary permits.

N. Third party reimbursement may be reduced or eliminged.

The health care industry, in general, is subjectegulation by a number of
governmental agencies, including those which adtaini the Medicaid and Medicare
reimbursement programs, and other federal, Statel@ral governmental agencies. As a
result, the Debtor is sensitive to legislative aedulatory changes in such programs and is
affected by reductions in governmental spendingsfoch programs. Congress has in the past
enacted a number of provisions which affect heedire providers, and additional legislative
changes can be expected. Previous legislativersctiave included limitation of payments to
nursing homes under the Medicare and Medicaid pragr
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Future legislation, regulation or actions by thdei@al government are expected
to continue the trend toward more restrictive ltidns on reimbursement for long-term care
services. At present, no determination can be ncadeerning whether, or in what form, such
legislation would be introduced and enacted into. laSimilarly, the impact of future cost
control programs and future regulations upon thdt®es financial performance cannot be
determined at this time.

The Debtor may receive reimbursement from non-gowental third-party
payors, such as commercial insurers, employers rursdgf-insurance programs, health
maintenance organizations, and preferred providgarozations. Most of these programs
make payments at rates which are less than achabes. Accordingly, there can be no
assurance that payments made under such progrdmsewadequate to cover actual costs
incurred.

O. The Debtor may change the level of services provideo its residents.

The Debtor may, from time to time, be subject tessure from organized
groups of residents seeking, among other thingsaise the level of services or to maintain
the level of monthly fees with respect to the Hgcibr other charges without increase.
Moreover, the Debtor may be subject to conflictipgessures from different groups of
residents, some of whom may seek an increase iretla¢ of services while others wish to
hold down monthly fees and other charges. No assercan be given that the Debtor will be
able satisfactorily to meet the needs of both gsoup

P. The income of the elderly may diminish.

A large percentage of the monthly income of thedesgs of the Facility is fixed
income derived from pensions and social securityinaome from investments. If, due to
inflation or otherwise, substantial increases imnthly fees are required to cover increases in
operating costs, wages, benefits and other experessdents may have difficulty paying such
monthly fees. Furthermore, investment income ef tbsidents may be adversely affected by
declines in the stock market and market interestsraalso resulting in payment difficulties.

Q. Other Possible Risk Factors.

The occurrence of any of the following events, theo unanticipated events,
could adversely affect the financial condition esults of operations of the Debtor:

(1) reinstatement of or establishment of mandataryeghnmental wage,
rent or price controls;

(2) adoption of federal, state or local legislatmnregulations having an
adverse effect on the future operating or finang&formance of the
Debtor;

(3) events adversely affecting the operation of Heelility, including
enactment of legislation imposing ceilings on iases in health care
charges, changes in Medicare, Medicaid or companagulations or
attempts by third-party payors administering heatthre cost
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reimbursement plans to control or restrict the apens of certain
health care facilities;

(4) a decline in the population, a change in the em®position of the
population or a decline in the economic conditiaisthe Debtor’s
market area,

(5) developments or events affecting the federaState exemption of
the Debtor’s income from taxation;

(6) suspension or revocation of or failure to reraw license, certificate
or approval to operate the Facility, or any portitvereof, or any
restriction on new admissions to licensed beds;

(7) changes in key management personnel;

(8) reductions in utilization of continuing care iretnent and assisted
living facilities as a result of preventive medgin improved
occupational health and safety, development aridatibn of medical
and scientific research and technological advaneesl other
developments;

(9) changes in reimbursement procedures or in ccistniander public or
private insurance programs;

(10) increased costs of attracting and retainingdemreased availability of
a sufficient number of, health professionals, idelg trained nurses
vital to the Facility;

(11) increased costs resulting from employee strikeshe unionization of
the employees of the Debtor or the utilization bynan-union
employee of the Debtor of proceedings availableeurtie National
Labor Relations Act;

(12) increases in costs, including costs associat@éd, among other
things, salaries, wages and fringe benefits, segpliechnology and
equipment, insurance, energy and other utilitibg attraction and
retention of nurses and other personnel, compliavitte or violation
of environmental laws and regulations, and othestsdhat could
result in a sizable increase in expenditures withewcorresponding
increase in revenues;

(13) inability of the Debtor to obtain future goverental approvals to
undertake additional projects necessary to remampetitive as to
rates, charges and the quality and scope of casmyltlimitation on
the availability of tax-exempt or other financingr ffuture projects;
and

(14) the occurrence of natural disasters, includflegpds, hurricanes,
tornadoes and earthquakes, could damage the Yaalgrrupt utility
service or otherwise impair the operations of thebtdr and the
generation of revenues from the Facility. The lifgads required to
be covered by general property insurance in amoumbsch
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management of the Debtor considers to be suffidienprovide for
the replacement of such Facility in the event oftural disaster.

VIl.  FINANCIAL PROJECTIONS
Attached hereto aBxhibit 4 are the Debtor’s financial projections.

VIII.  STATUTORY REQUIREMENTS FOR CONFIRMATION OF THE PLAN OF
REORGANIZATION

The Plan must be approved by the Court after airoaation hearing.
A. Elements of Confirmation.

In order for the Plan to be confirmed, the Bankeyp€ode requires that the

Court determine that the Plan complies with thehnn@al requirements of Chapter 11 of the
Bankruptcy Code and that the disclosures concerthiegPlan have been adequate and have
included information concerning all payments madepmmised in connection with the Plan
and this Case. The Bankruptcy Code also requhmes (1) the Plan be accepted by the
requisite votes of Creditors except to the extdat confirmation despite dissent is available
under Bankruptcy Code section 1129(b); (2) the Wafleasible (that is, there is a reasonable
probability that the Debtor will be able to perforitls obligations under the Plan without
needing further financial reorganization not comited by the Plan); and (3) the Plan is in
the “best interests” of all Creditors (that is, diters will receive at least as much under the
Plan as they would receive in a hypothetical ligtimh case under chapter 7 of the Bankruptcy
Code). To confirm the Plan, the Court must findttall of the above conditions are met,
unless the applicable provisions of Bankruptcy Cedetion 1129(b) are employed to confirm
the Plan, subject to satisfying certain conditiooser the dissent or deemed rejections of
Classes of Claims.

B. Best Interests of Creditors.

With respect to each Impaired Class of Claims antdrésts, confirmation of the
Plan requires that each holder of a Claim or Isteeither (a) accept the Plan or (b) receive or
retain under the Plan property of a value, as ef Hffective Date, that is not less than the
value such holder would receive or retain if theb@e were liquidated under Chapter 7 of the
Bankruptcy Code.

To calculate the probable distribution to holdefseach Impaired Class of
Claims and Interests if the Debtor was liquidatedlar Chapter 7, the Court must first
determine the aggregate dollar amount that woulddyerated from the Debtor’s assets if its
Chapter 11 Case was converted to a Chapter 7 aaser uhe Bankruptcy Code. This
“liquidation value” would consist primarily of theroceeds from a forced sale of the
DebtersDebtor’'sassets by a Chapter 7 trustee.

The amount of liquidation value available to unseducreditors would be
reduced by, first, the claims of secured creditorghe extent of the value of their collateral,
and, second, by the costs and expenses of ligoigatis well as by other administrative
expenses and costs of both a Chapter 7 case aqe€Chd Case. Costs of liquidation under
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Chapter 7 of the Bankruptcy Code would include ¢henpensation of a trustee, as well as of
counsel and other professionals retained by thd Biind Trustee, asset disposition expenses,
all unpaid expenses incurred by the Debtor in kmpfer 11 Case (such as compensation of
attorneys, financial advisors and accountants) anatallowed in the Chapter 7 case, litigation
costs, and claims arising from the operations efDlebtor during the pendency of the Chapter
11 Case. The liquidation itself would trigger e@mt Tax and Other Priority Claims
(collectively, “Priority Claim¥) that otherwise would be due in the ordinary seuof business.
Those Priority Claims would be paid in full fromettiquidation proceeds before the balance
would be made available to pay General Unsecureim€lor to make any distribution in
respect of equity interests. The liquidation woalslo prompt the rejection of most, if not all,
of the BebtersDebtor’'s executory contracts and unexpired leases, theyedating a significant
increase in General Unsecured Claims.

Liquidation of the Debtor would create an entirew class of claims on behalf
of the Debtor’s residents, including (i) claims fieaturn of Entrance Fees; (i) claims against
the Debtor for failure to honor its life-care cortnmeénts; and (iii) claims by residents for
hardships caused by a shut-down of the Debtor’déityac These claims could be entitled to
priority under several theoriesEurthermore Jiquidation would causeextremehardshipto the
Debtor’s residentswho would be displacedand would likely resultin the interventionby the
applicable regulatory authorities.

The Debtor believes that the Plan meets thestinterestsof creditors test of
section 1129(a)(7) of the Bankruptcy Code. The tDelbelieves that the members of
Impaired Classes 2 and 3 will receive more under Pfan than they would receive in a
liquidation. The Liquidation Analysis for a pot@itChapter 7 liquidation scenario is attached
hereto a€xhibit 3.

Moreover, according to applicable Seventh Circuaisec law, the “absolute
priority rule”, which provides that equity cannadtain any interest in a reorganized entity or
receive any distributions on account of its equniteerest unless either the class of unsecured
creditors consents to the plan or is paid in f8linot applicable in this case. With respect to
not-for-profit entities, such as the Debtor, no iBginterests exist. Inn re Wabash Valley
Power Associationthe Seventh Circuit held that the absolute ggionile did not apply to a
not-for-profit, noting that there was no “equityterest” to be retainedin re Wabash Valley
Power Ass’n, In¢.72 F.3d 1305 (7th Cir. 1995).

Although the Debtor believes that the Plan meets “est interests test” of
section 1129(a)(7) of the Bankruptcy Code, there ba no assurance that the Court will
determine that the Plan meets this test.

C. Feasibility of the Plan.

The Bankruptcy Code requires that the Court detexrtiat confirmation of the
Plan is not likely to be followed by liquidation ¢ine need for further financial reorganization
of the BebterPebtor For purposes of showing that the Plan meetsféaisibility standard,
the Debtor has analyzed the ability of the ReomghiDebtor to meet its obligations under the
Plan and retain sufficient liquidity and capitasoerces to conduct their business.
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The Debtor believes that it will be able to supptbw financial projections set
forth in Exhibit 4 to this Disclosure Statement (the “Projectigns

Holders of Claims against and Interests in the Bebte advised, however, that
the Projections were not prepared with a view t@w@mpliance with the published guidelines
of the American Institute of Certified Public Acadants or any other regulatory or
professional agency or body or generally accepbedunting principles.

In addition to the assumptions footnoted in thejdt@mns themselves, the
Projections also assume that (i) the Plan will befiomed and consummated in accordance
with its terms, (ii) there will be no material adse change in legislation or regulations, or the
administration thereof, including environmentaliségfion or, regulations, that will have an
unexpected effect on the operations of the ReazgdnDebtor, (iii) there will be no change in
United States generally accepted accounting plegithat will have a material effect on the
reported financial results of the Reorganized Debtnd (iv) there will be no material
contingent or unliquidated litigation or indemnilaims applicable to the Reorganized Debtor.
To the extent that the assumptions inherent inRtwections are based upon future business
decisions and objectives, they are subject to aharig addition, although they are presented
with numerical specificity and considered reasomddyl the Debtor when taken as a whole, the
assumptions and estimates underlying the Projectiare subject to significant business,
economic and competitive uncertainties and contioigs, many of which will be beyond the
control of the Reorganized Debtor.

Accordingly, the Projections are only estimated @@ necessarily speculative in
nature. It can be expected that some or all ofasgimptions in the Projections will not be
realized, and that actual results will vary frore fArojections, which variations may be material
and are likely to increase over time. The Progegtishould therefore not be regarded as a
representation by the Debtor or any other persan tie results set forth in the Projections
will be achieved. In light of the foregoing, reasl@re cautioned not to place undue reliance
on the Projections.

The Debtor does not intend to update or otherwesase the Projections,
including any revisions to reflect events or cirstiamces existing or arising after the date of
this Disclosure Statement or to reflect the ocaweeof unanticipated events, even if any or all
of the underlying assumptions do not come to fiti Furthermore, the Debtor does not
intend to update or revise the Projections to cefhanges in general economic or industry
conditions. Whether actual results will conformtte Projections is subject to a number of
risks and uncertainties, including:

» the high degree of competition in the Debtor’'s bess;
» the susceptibility of the Debtor’s business to gaheconomic conditions;

discovery of unknown contingent liabilities;

the interest rate environment;

the ability to attract new residents;
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* the effect of tightened liquidity markets on the b and prospective
residents; and

» future capital requirements.
D. Confirmation of the Plan if One or More Classes Dd\ot Accept.

Bankruptcy Code section 1129(b) provides that a plareorganization can be
confirmed even if the such plan of reorganizai®mot accepted by all impaired classes, as
long as at least one impaired class of claims basped it. A bankruptcy court may confirm
a plan of reorganization at the request of the atebif the plan “does not discriminate
unfairly” and is “fair and equitable” as to eachpmired class that has not accepted the plan of
reorganization.

A plan does not discriminate unfairly within the ameng of the Bankruptcy
Code if a dissenting class is treated equally wepect to other classes of equal rank.

A plan is fair and equitable as to a class of dawwhich rejects a plan if the
plan provides (a) for each holder of a claim inelddn the rejecting class to receive or retain
on account of that claim property that has a vahseof the effective date of the plan, equal to
the allowed amount of such claim; or (b) that tleddér of any claim or interest that is junior
to the claims of such class will not receive orieton account of such junior claim or interest
any property at all.

A plan is fair and equitable as to a class of gguiterests that rejects a plan if
the plan provides (a) that each holder of an istergcluded in the rejecting class receive or
retain on account of that interest property that davalue, as of the effective date of the plan,
equal to the greatest of the allowed amount of fexeyl liquidation preference to which such
holder is entitled, any fixed redemption price tbiat such holder is entitled, or the value of
such interest; or (b) that the holder of any irgedat is junior to the interests of such class
will not receive or retain any property at all oeccaunt of such junior interest under the plan.

E. Hearing on Confirmation of the Plan.

At the time and place given in the notice servethwhe order approving the
Disclosure Statement, the Court will hold a heatingletermine if the Plan has been accepted
by a requisite number of Claims and whether thesrotkequirements for Confirmation of the
Plan have been satisfied.

CREDITORS ARE NOT REQUIRED TO ATTEND THE HEARING ON
CONFIRMATION UNLESS THEY HAVE EVIDENCE OR ARGUMENT TO
PRESENT TO THE COURT CONCERNING THE MATTERS TO BE A DDRESSED
AT THE HEARING ON CONFIRMATION.

IX. CERTAIN FEDERAL INCOME TAX CONSEQUENCES OF THE PLAN

This Disclosure Statement does not discuss anydkeaheome tax consequences
of the Plan to Creditors. Accordingly, Creditorsosgld consult their own tax advisors
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regarding their ability to recognize a loss for @xposes and any other tax consequences to
them of the Plan.

DUE TO A LACK OF DEFINITIVE JUDICIAL OR ADMINISTRAT IVE
AUTHORITY AND INTERPRETATION, SUBSTANTIAL UNCERTAIN TIES EXIST
WITH RESPECT TO VARIOUS TAX CONSEQUENCES OF THE PLAN. FOR THE
FOREGOING REASONS CREDITORS ARE URGED TO CONSULT WITH THEIR
OWN TAX ADVISORS AS TO SPECIFIC TAX CONSEQUENCES (FEDERAL,
STATE AND LOCAL) OF THE PLAN.

X. EFFECTS OF PLAN CONFIRMATION

A confirmed plan leaves the holders of Claims widw rights as set forth in the
confirmed plan. Therefore, in the event of a diefafter Confirmation, a holder of a Claim
may pursue its remedies under the Plan. Somesrighty remain with holders of Claims after
the provisions of the confirmed Plan have beeniedhiout. The automatic stay of Bankruptcy
Code section 362(a) as to actions against the Deloit their assets remains in effect until the
Chapter 11 Case is closed. Thereafter, all paitiesterest will be enjoined from taking any
action inconsistent with the Plan.

A. Compromise and Settlement of Claims, Interests an@ontroversies.

Pursuant to section 363 of the Bankruptcy Code Bantkruptcy Rule 9019 and
in consideration for the distributions and othenddfis provided pursuant to the Plan, the
provisions of the Plan shall constitute a goodhfabmpromise of all Claims and controversies
relating to the contractual, legal and subordimatights that a holder of a Claim may have
with respect to any Allowed Claim, or any distriout to be made on account of such Allowed
Claim. The entry of the Confirmation Order shalhstitute the Bankruptcy Court’s approval
of the compromise or settlement of all such Claand controversies, as well as a finding by
the Bankruptcy Court that such compromise or sudid is in the best interests of the Debtor,
its Estate and holders of Claims and is fair, edplat and reasonable. In accordance with the
provisions of the Plan, pursuant to section 363hef Bankruptcy Code and Bankruptcy Rule
9019(a), without any further notice to or actiomger or approval of the Bankruptcy Court,
after the Effective Date, the Reorganized Debtoy m@ampromise and settle Claims against
them and Causes of Action against other Persons.

B. Releases by the Debtor.

Pursuant to section 1123(b) of the Bankruptcy Cadé except as otherwise
specifically provided in the Plan or the Plan Sepmnt, for good and valuable consideration,
including the service of the Released Parties tditéie the expeditious reorganization of the
Debtor and the implementation of the restructugngtemplated by the Plan, on and after the
Effective Date, the Released Parties are deemedsed and discharged by the Debtor, the
Reorganized Debtor and the Estate from any anclaaths, obligations, rights, suits, damages,
Causes of Action, remedies and liabilities whatsoeincluding any derivative claims asserted
or assertable on behalf of the Debtor, whether knaw unknown, foreseen or unforeseen,
existing or hereinafter arising, in law, equity otherwise, that the Debtor, the Reorganized
Debtor, the Estate or their affiliates would haweib legally entitled to assert in their own
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right (whether individually or collectively) or ohehalf of the holder of any Claim or other
Person, based on or relating to, or in any mannsing from, in whole or in part, the Debtor,
the Debtor's Chapter 11 Case, the purchase, satesoission of the purchase or sale of any
security of the Debtor, the Reorganized Debtor ler Issuer, the subject matter of, or the
transactions or events giving rise to, any Claimat tis treated in the Plan, the business or
contractual arrangements between the Debtor andRafgased Party, the restructuring of
Claims before or during the Debtor's Chapter 11 eCathe negotiation, formulation or
preparation of the Plan, the Disclosure Statenmam, Plan Supplement or related agreements,
instruments or other documents (collectively, tbebtor Released Claims”), other than Debtor
Released Claims against a Released Party arisin@foor relating to any act or omission of
that party constituting willful misconduct or grossgligence.

C. Releases by Holders of Claims.

As of the Effective Date and except as set forththe Plan or the Plan
Supplement, each holder of a Claim who votes teepicthe Plan and does not mark such
ballot to indicate their refusal to grant the relegrovided for in this paragraph, shall be
deemed to have conclusively, absolutely, uncondlly, irrevocably and forever, released and
discharged the Debtor, the Reorganized Debtor aerdReleased Parties from any and all
Claims, obligations, rights, suits, damages, CauseésAction, remedies and liabilities
whatsoever, including any derivative Claims assdgtan behalf of a Debtor, whether known
or unknown, foreseen or unforeseen, existing oedfegr arising, in law, equity or otherwise,
that such Person would have been legally entitled assert (whether individually or
collectively), based on or relating to, or in angrmer arising from, in whole or in part, the
Debtor, the Debtor's restructuring, the Debtor'safter 11 Case, the purchase, sale or
rescission of the purchase or sale of any secafithe Debtor, the Reorganized Debtor or the
Issuer, the subject matter of, or the transactmn®vents giving rise to, any Claim that is
treated in the Plan, the business or contractuangements between the Debtor and any
Released Party, the restructuring of Claims beforeduring the Chapter 11 Case, the
negotiation, formulation or preparation of the PRldahe Disclosure Statement, any Plan
Supplement or related agreements, instruments &erotlocuments, including without
limitation, the New Senior Debt (collectively, “Relsed Claims”), other than Released Claims
against a Debtor, the Reorganized Debtor, or aaRetk Party arising out of or relating to any
act or omission of that party constituting willfalisconduct or gross negligence; provided,
however that the Plan shall not release the Delbber,Reorganized Debtor and the Released
Parties from any Cause of Action held by a govemaleentity existing as of the Effective
Date based on (i) the Internal Revenue Code orradbenestic state, city, or municipal tax
code, (i) the environmental laws of the United t&8aor any domestic state, city, or
municipality, (ii) any criminal laws of the Unite®tates or any domestic state, city, or
municipality, (iv) the Securities and Exchange Axft 1934 (as now in effect or hereafter
amended), the Securities Act of 1933 (as now ieceffor hereafter amended), or other
securities laws of the United States or any domestate, city or municipality, (v) the
Employee Retirement Income Security Act of 1974, aasended, or (vi) the laws and
regulations of the Bureau of Customs and Bordetdetmn of the United States Department
of Homeland Security.
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D. Exculpation.

Except as otherwise specifically provided in thanPbr Plan Supplement, no
Exculpated Party shall have or incur, and each lpated Party is hereby released and
exculpated from, any Exculpated Claim, obligaticmguse of action or liability for any
Exculpated Claim, except for gross negligence difulvmisconduct (to the extent such duty is
imposed by applicable non bankruptcy law), butlirespects such Persons shall be entitled to
reasonably rely upon the advice of counsel witlpees to their duties and responsibilities
pursuant to the Plan. The Debtor and the Reorgdnixebtor (and each of their respective
affiliates, agents, directors, members, officerspleyees, advisors and attorneys) have, and
upon Confirmation of the Plan shall be deemed teehaarticipated in good faith and in
compliance with the applicable provisions of thenBaptcy Code and applicable non-
bankruptcy law with regard to the solicitation adidtribution of securities pursuant to the
Plan, and, therefore, are not, and on account c slistributions shall not be, liable at any
time for the violation of any applicable law, rute regulation governing the solicitation of
acceptances or rejections of the Plan or suchiiisbns made pursuant to the Plan.

E. Discharge of Claims and Termination of Interests.

Pursuant to section 1141(d) of the Bankruptcy Caahel except as otherwise
specifically provided in the Plan, the distribuspmights and treatment that are provided in the
Plan shall be in full and final satisfaction, satikent, release and discharge, effective as of the
Effective Date, of all Claims and Causes of Actminany nature whatsoever, including any
interest accrued on Claims from and after the BetiDate, whether known or unknown,
against, liabilities of, Liens on, obligations oights against the Debtor or any of its assets or
properties, regardless of whether any propertyl slaae been distributed or retained pursuant
to the Plan on account of such Claims, includingaleds, liabilities and Causes of Action that
arose before the Effective Date, any contingentnon contingent liability on account of
representations or warranties issued on or befweEffective Date, and all debts of the kind
specified in sections 502(g), 502(h) or 502(i) ke Bankruptcy Code, in each case whether or
not: (1) a Proof of Claim based upon such Claimbtdor right is filed or deemed filed
pursuant to section 501 of the Bankruptcy Code;a(Z)laim based upon such Claim, debt or
right is Allowed pursuant to section 502 of the Baiptcy Code; or (3) the holder of such a
Claim has accepted the Plan. Except as otherwmaded herein, any default by the Debtor
or its affiliates with respect to any Claim thatstéed before or on account of the filing of the
Chapter 11 Case shall be deemed cured on the izfdaate. The Confirmation Order shall
be a judicial determination of the discharge of @laims subject to the Effective Date
occurring, except as otherwise expressly providethe Plan.

F. Injunction.

FROM AND AFTER THE EFFECTIVE DATE, ALL PERSONS ARE
PERMANENTLY ENJOINED FROM COMMENCING OR CONTINUINGIN ANY
MANNER, ANY CAUSE OF ACTION RELEASED OR TO BE RELEZED PURSUANT
TO THIS PLAN OR THE CONFIRMATION ORDER.

FROM AND AFTER THE EFFECTIVE DATE, TO THE EXTENT OFHE
RELEASES AND EXCULPATION GRANTED IN THIS PLAN, THERELEASING
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PARTIES SHALL BE PERMANENTLY ENJOINED FROM COMMENGIG OR
CONTINUING IN ANY MANNER AGAINST THE RELEASED PARTES AND THE
EXCULPATED PARTIES AND THEIR ASSETS AND PROPERTIE&S THE CASE
MAY BE, ANY SUIT, ACTION OR OTHER PROCEEDING, ON ACOUNT OF OR
RESPECTING ANY CLAIM, DEMAND, LIABILITY, OBLIGATION, DEBT, RIGHT,
CAUSE OF ACTION OR REMEDY RELEASED OR TO BE RELEABEHPURSUANT TO
THIS PLAN.

EXCEPT AS OTHERWISE EXPRESSLY PROVIDED IN THIS PLANHE
PLAN SUPPLEMENT OR RELATED DOCUMENTS, OR FOR OBLIGFONS ISSUED
PURSUANT TO THIS PLAN, ALL PERSONS WHO HAVE HELD, ®LD OR MAY
HOLD CLAIMS THAT HAVE BEEN RELEASED, DISCHARGED, ORARE SUBJECT TO
EXCULPATION, ARE PERMANENTLY ENJOINED, FROM AND AFER THE
EFFECTIVE DATE, FROM TAKING ANY OF THE FOLLOWING ACIONS: (1)
COMMENCING OR CONTINUING IN ANY MANNER ANY ACTION (R OTHER
PROCEEDING OF ANY KIND ON ACCOUNT OF OR IN CONNECON WITH OR
WITH RESPECT TO ANY SUCH CLAIMS; (2) ENFORCING, ATCHING,
COLLECTING OR RECOVERING BY ANY MANNER OR MEANS ANYJUDGMENT,
AWARD, DECREE OR ORDER AGAINST SUCH PERSONS ON ACa®I OF OR IN
CONNECTION WITH OR WITH RESPECT TO ANY SUCH CLAIMS3) CREATING,
PERFECTING OR ENFORCING ANY ENCUMBRANCE OF ANY KINBGAINST SUCH
PERSONS OR THE PROPERTY OR ESTATE OF SUCH PERSONSATCOUNT OF
OR IN CONNECTION WITH OR WITH RESPECT TO ANY SUCHLBIMS; AND (4)
COMMENCING OR CONTINUING IN ANY MANNER ANY ACTION (R OTHER
PROCEEDING OF ANY KIND ON ACCOUNT OF OR IN CONNECON WITH OR
WITH RESPECT TO ANY SUCH CLAIMS RELEASED, SETTLED RODISCHARGED
PURSUANT TO THIS PLAN.

THE RIGHTS AFFORDED IN THIS PLAN AND THE TREATMENTOF
ALL CLAIMS HEREIN SHALL BE IN EXCHANGE FOR AND IN OMPLETE
SATISFACTION OF ALL CLAIMS OF ANY NATURE WHATSOEVER INCLUDING
ANY INTEREST ACCRUED ON CLAIMS FROM AND AFTER THE PTITION DATE,
AGAINST THE DEBTOR OR ANY OF ITS ASSETS, PROPERTYR@ESTATE. ON THE
EFFECTIVE DATE, ALL SUCH CLAIMS AGAINST THE DEBTORSHALL BE FULLY
RELEASED AND DISCHARGED (EXCEPT AS OTHERWISE EXPR&SY PROVIDED
IN THIS PLAN).

EXCEPT AS OTHERWISE EXPRESSLY PROVIDED FOR IN THR.AN
OR IN OBLIGATIONS ISSUED PURSUANT HERETO FROM AND FAER THE
EFFECTIVE DATE, ALL CLAIMS AGAINST THE DEBTOR SHALL BE FULLY
RELEASED AND DISCHARGED, AND THE DEBTOR'S LIABILITYWITH RESPECT
THERETO SHALL BE EXTINGUISHED COMPLETELY, INCLUDINGANY LIABILITY
OF THE KIND SPECIFIED UNDER SECTION 502(G) OF THABKRUPTCY CODE.

ALL PERSONS SHALL BE PRECLUDED FROM ASSERTING AGASN
THE DEBTOR, THE DEBTOR'S ESTATE, THE REORGANIZED BEOR, EACH OF
THEIR RESPECTIVE SUCCESSORS AND ASSIGNS, AND EACHF OHEIR ASSETS
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AND PROPERTIES, ANY OTHER CLAIMS BASED UPON ANY DQIMENTS,
INSTRUMENTS OR ANY ACT OR OMISSION, TRANSACTION ORTHER ACTIVITY
OF ANY KIND OR NATURE THAT OCCURRED BEFORE THE EFEHIVE DATE.

G. Term of Injunctions or Stays.

Unless otherwise provided in the Plan or in the fldmation Order, all
injunctions or stays in effect in the Chapter 1ls€pursuant to sections 105 or 362 of the
Bankruptcy Code or any order of the Bankruptcy Coand extant on the Confirmation Date
(excluding any injunctions or stays contained ie tAlan or the Confirmation Order) shall
remain in full force and effect until the Effecti@ate. All injunctions or stays contained in the
Plan or the Confirmation Order shall remain in folfce and effect in accordance with their
terms.

H. Protection Against Discriminatory Treatment.

Consistent with section 525 of the Bankruptcy Cadd the Supremacy Clause
of the U.S. Constitution, all Persons, including v&mmental Units, shall not discriminate
against the Reorganized Debtor or deny, revokegesusor refuse to renew a license, permit,
charter, franchise or other similar grant to, ctiadisuch a grant to, discriminate with respect
to such a grant against, the Reorganized Debt@nother Person with whom the Reorganized
Debtor has or have been associated, solely bethedeebtor has been a debtor under chapter
11, has been insolvent before the commencemenhefChapter 11 Case (or during the
Chapter 11 Case but before the Debtor is grantedenied a discharge) or has not paid a debt
that is dischargeable in the Chapter 11 Case.

l. Release of Liens.

Except as otherwise provided in the Plan, includimgt not limited to, Class 2
of the Plan, the New Loan Agreement Documents,noany contract, instrument, release or
other agreement or document created pursuant toPtae, on the Effective Date and
concurrently with the applicable distributions mgulesuant to the Plan and, in the case of a
Secured Claim, satisfaction in full of the portiohthe Secured Claim that is Allowed as of the
Effective Date, all mortgages, deeds of trust, &jguiedges or other security interests against
any property of the Estate shall be fully releaaad discharged, and all of the right, title and
interest of any holder of such mortgages, deedsrudt, Liens, pledges or other security
interests shall revert to the Reorganized Debtal #®& successors and assigns. For the
avoidance of doubt, except as otherwise providethén Plan, all mortgages, deeds of trust,
Liens, pledges or other security interests agaamst property of the Estate shall be fully
released and discharged on the Effective Date witheny further action of any party,
including, but not limited to, further order of tBankruptcy Court or fiing updated schedules
or statements typically filed pursuant to the UmioCommercial Code.

XI. ALTERNATIVES TO CONFIRMATION AND CONSUMMATION OF TH E
PLAN
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A. Ligquidation Under Chapter 7.

At the outset, section 1112(c) of the Bankruptcyd€@rovides that a not-for-
profit chapter 11 case cannot be converted to ateh& liquidation case without the consent
of the Debtor. This rule is in stark variationttee traditional rule of conversion to chapter 7,
where a typical debtor corporation may be convertpdn request of a debtor or a party-in-
interest establishing that such conversion is enlist interests of creditors and the estate. 11
U.S.C. 8 1112. Thus, in this case, the Debtor wtalde to consent to conversion to chapter
7.

If no Chapter 11 Plan can be confirmed, the ChapfieicCase may be, solely
with the consent of the Debtor, converted to a casker chapter 7 of the Bankruptcy Code,
in which a trustee would be elected or appointetiqtadate the assets of tlgebterebtor.

The Debtor believes that liquidation under chaptewould result in smaller distributions, if

any, being made to Creditors than those providedinfadhe Plan because of the additional
administrative expenses involved in the appointmehta trustee and attorneys and other
professionals during such liquidation.

The DBebterPebtor, with the assistance of its professionals, havepared a
Liquidation Analysis, attached hereto BEshibit 3. The Liguidation Analysis is based upon a
hypothetical liquidation in a chapter 7 case. TDwbtor has taken into account the nature,
status and underlying value of its assets, thenatg realizable value of its assets, and the
extent to which such assets are subject to the & security interests.

The likely form of any liquidation would be the sabf the BebtersDebtor’s
individual assets. Based on this analysis, itikely that a chapter 7 liquidation of the
DebtersDebtor’'s assets would produce less value for distribution cteditors than that
recoverable under the Plan. In the opinion of Debtor, the recoveries projected to be
available in a chapter 7 liquidation are not likéty afford the holders of Claims as great a
realization potential as do the Plan.

B. Alternative Plan of Reorganization.

If the Plan is not confirmed, the Debtor or anyaeowtiparty in interest could
attempt to formulate a different plan of reorgat@a During the course of negotiation of the
Plan, the Debtor explored various other alternatimad concluded that the Plan represented
the best alternative to protect the interests eflibors, residents and other parties in interest.
The Debtor has not changed its conclusions.

XIl.  CONCLUSION AND RECOMMENDATIONS

The Debtor urges all creditors entitled to votetlo& Plan to vote to accept the
Plan and to evidence such acceptance by immediagelyning their properly completed ballots
to the appropriate voting agent as set forth onbdiots within the time stated in the notice
served with this Disclosure Statement.
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Dated:January-2Bebruary , 2016
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Respectfully submitted,
Capitol Lakes, Inc.
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Exhibit 1

DebtoersDebtor’s First AmendedPlan of Reorganization Under Chapter 11 of thekBastcy
Code,

datedJdanuvary-2%ebruary 242016
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Exhibit 2

CVs of Timothy Conroy and Kristi Vater
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Exhibit 3

Liquidation Analysis
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Exhibit 4
Projections

[To be providedpriorto-selicitatiof]

EAST\21277300-121277300.3




Case 3-16-10158-rdm Doc 126-1 Filed 02/24/16 Entered 02/24/16 15:45:33 Desc
Exhibit (s) A - Blackline of Disclosure Statement Page 72 of 72

Summary report:
Litéra® Change-Pro TDC 7.5.0.155 Document comparisodone on
2/24/2016 10:32:43 AM

Style name:DLAPiper

Intelligent Table Comparison: Active

Original DMS: iw://[EASTDMS/EAST/121277300/1
Modified DMS: iw://[EASTDMS/EAST/121277300/3
Changes:

Add 203
Belete

Move From

Move To

Table Insert

bl et

Table moves to

e

Embedded Graphics (Visio, ChemDraw, Images etc.)
Embedded Excel

Format changes

Total Changes:

=
(0]
by

N

WO |Oo|Oo|o|o|IN|ON




