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Mark W. Roth (#010708)

Philip R. Rudd (#014026)

Mary B. Martin (#019196)
POLSINELLI SHUGHART PC
3636 North Central Avenue, Suite 1200
Phoenix, AZ 85012

Telephone: (602) 650-2000
Facsimile: (602) 264-7033
E-Mail: mroth@polsinelli.com
E-Mail: prudd@polsinelli.com
E-Mail: mmartin@polsinelli.com

Attorneys for the Debtors
IN THE UNITED STATES BANKRUPTCY COURT
THE DISTRICT OF ARIZONA

Inre: Chapter 11 Proceedings

CRYSTAL SPRINGS PHASE I, LLC Case No. 2:10-bk-14516-RJH

CRYSTAL SPRINGS INVESTORS, LLC Case No. 2:10-bk-14519-RJH
Debtors. Joint Administration under

Case No. 2:10-bk-14516-RJH

DISCLOSURE STATEMENT
RELATING TO PLAN OF
REORGANIZATION
DATED AUGUST 10, 2010

l. INTRODUCTION

Debtors Crystal Springs Phase I, LLC (“CSPI”") and Crystal Springs Investors, LLC (“CSI),
debtors and debtors-in-possession in the above-referenced jointly administered cases (collectively
the “Debtors®), hereby submit to the Court and creditors of the Debtors’ estates the following
“Disclosure Statement Relating to Plan of Reorganization Dated August 10, 2010” (the “Disclosure
Statement”). This Disclosure Statement is submitted pursuant to 11 U.S.C. § 1125.

11 U.S.C. §1125(b) prohibits the solicitation of acceptances or rejections of a Plan of
Reorganization unless such Plan is accompanied by a copy of the Disclosure Statement which has
been approved by the Bankruptcy Court.

The purpose of this Disclosure Statement is to provide creditors and interested parties in this

bankruptcy proceeding with such information as may reasonably be deemed sufficient to allow
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creditors and interested parties to make an informed decision regarding the Debtors’ “Plan of
Reorganization Dated August 10, 2010 (the “Plan”).

Unless otherwise noted, those portions of the Plan and this Disclosure Statement providing
factual information concerning the Debtors, their assets and liabilities, have been prepared from
information submitted by the Debtors and their retained professionals.

This Disclosure Statement contains information that may influence your decision to accept
or reject the Debtors’ proposed Plan. Please read this document with care.

The financial information contained in this Disclosure Statement has not been subjected to
an audit by an independent certified public accountant. For that reason, the Debtors are not able to
warrant or represent that the information contained in this Disclosure Statement is without any
inaccuracy. To the extent practicable, the information has been prepared from the Debtors’
financial books and records and great effort has been made to ensure that all such information is
fairly represented.

This Disclosure Statement and the Plan will classify all creditors into Classes. The
treatment of each Class of creditors will be set forth in this Disclosure Statement and in the Plan.
You should carefully examine the treatment of the Class to which your Claim will be assigned.

This Disclosure Statement requires approval by the Bankruptcy Court after notice and a
hearing pursuant to 11 U.S.C. 81125(b). Once approved, the Disclosure Statement will be
distributed with the Debtors’ proposed Plan for voting. Approval of the Disclosure Statement by
the Bankruptcy Court does not constitute either certification or approval of the Debtors’ Plan by the
Bankruptcy Court or that the Disclosure Statement is without any inaccuracy.

The Bankruptcy Court will confirm the Plan if the requirements of §1129 of the Bankruptcy
Code are satisfied. The Bankruptcy Court must determine whether the Plan has been accepted by
each impaired Class entitled to vote on the Plan. Impaired Classes entitled to vote on the Plan are
those Classes of claims whose legal, equitable, or contractual rights are altered, as defined under
81124 of the Bankruptcy Code. An impaired Class of claims is deemed to have accepted the Plan if

at least two-thirds (2/3) in amount of those claims who vote and more than one-half (1/2) in number
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of those claims who vote have accepted the Plan. An impaired Class of interests is deemed to have
accepted the Plan if the Plan has been accepted by at least two-thirds (2/3) in amount of the allowed
interests who vote on the Plan.

Even if each Class of creditors does not accept the Plan, the Plan can be confirmed under
81129(b) of the Bankruptcy Code, so long as one impaired Class of creditors accepts the Plan. This
is referred to as the “cram down” provision of the Bankruptcy Code. The failure of each Class to
accept the Plan could very well result in a conversion of this case to Chapter 7 or dismissal of the
Chapter 11.

Only the votes of those creditors or interested parties whose ballots are timely received will

be counted in determining whether a Class has accepted the Plan.

1. DEFINITIONS
The definitions set forth in Article | of the Plan apply in this Disclosure Statement except to

the extent other definitions are set forth in this Disclosure Statement.

M. THE DEBTOR, BACKGROUND, AND EVENTS PRECIPITATING THE
CHAPTER 11

A. Background

The Debtors are Arizona limited liability companies. Crystal Springs Phase I, LLC was
formed in September 2007 and Crystal Springs Investors, LLC in September 2006. The Debtors
are authorized to do business in Arizona. The Debtors’ manager is Crystal Springs Manager LLC.

The Debtors own and operate, through a third party property manager, Trillium Residential,
LLC (“Trillium”), that certain 400 unit apartment community in Avondale, Arizona known as the
Crystal Springs Apartments (the “Property”). The Property is currently approximately 94%
occupied. The management agreement with Trillium expires in September 2010, but the Debtors
intend to renew the management agreement.

Lenox Mortgage XII, LLC, (“Lenox™) has asserted a claim against the Debtors, allegedly
secured by the Property, in the aggregate amount of approximately $28.5 million. The Debtors
have not determined whether the amount asserted by Lenox is accurate or not and reserve the right

to challenge the amount of Lenox’s asserted secured claims and any post-petition charges asserted

3
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by Lenox.

Debtors have obtained an appraisal of the Property indicating that the value of the Property
is approximately $34.8 million, as of the Petition Date (i.e., May 12, 2010). Any party desiring a
copy of the appraisals may contact the Debtors’ counsel and Debtors’ counsel will provide copies
as requested.

Prior to the Debtors’ bankruptcy filing, Lenox sought the appointment of a receiver with
respect to the Property. The Debtors filed their voluntary bankruptcy petitions for the purposes of
(a) staying the state court proceedings for the appointment of a receiver, which would have
undermined and, likely destroyed, the positive momentum and achievements of Trillium in its
operations of the Property and (b) providing time to allow the Debtors to formulate a plan of
reorganization which will maximize distributions to all relevant parties.

B. Operations

The Debtors have operated, and intend to continue operating, the Property as a multi-family
apartment community. The Debtors continue to receive income from tenants to pay for the ordinary
and necessary operating expenses of the Property, as well as any necessary repairs. In fact, the
Debtors have obtained a Court Order authorizing the Debtors’ use of Lenox’s asserted cash
collateral pursuant to a budget, a copy of which is attached to the cash collateral Order dated June
22, 2010 (the “Budget™). The Budget reflects the current anticipated revenues and expenses relating
to the Property. The Debtors continue to market and rent vacant apartment units in the Property
and to renew existing leases when appropriate.

In order to provide for efficient and productive operations, and to keep the Debtors’
business competitive, the Debtors intend to retain the same management team and structure that
existed pre-petition. The issues confronted by the Debtors that led to the bankruptcy filings were
the product of market changes, not the Debtors’ management or its structure. Thus, a change in
management structure is not in the best interests of the Debtors or their creditors because the
existing structure is appropriate to meet the needs of the Debtors.

By maintaining its current management and operational structure, the Debtors will avoid the

2724461.13
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transactional costs associated with significant and unnecessary change. In addition, the institutional
knowledge of the management team will be preserved.

Attached hereto as Exhibit “A” are the Debtors’ projections of cash flow through December
2010, reflecting the Debtors’ sources and uses of cash for the operation of the Property.

C. Preferences and Fraudulent Conveyances

To the extent that a preference or fraudulent conveyance occurred before the bankruptcy
filings, such transfer may be recoverable by the bankruptcy estates for the benefit of the estates
under 88 544, 547, or 548 of the Bankruptcy Code. To date, no complaints have been filed under
any of these theories, and the Debtors are not currently aware of any causes of action for the
recovery of preferences or fraudulent conveyances. To the extent any such claims exist, they will
be analyzed for their potential value to the estates. These potential claims are specifically
preserved for the benefit of the bankruptcy estates. Any recovery that is obtained will be obtained
for the benefit of the estates.

D. State Court Construction Defect Litigation

In December 2008, the Debtors and their predecessors initiated a lawsuit against the builder
of the Property and others, asserting that there are certain defects in the construction of the Property
and seeking damages for such construction defects. The lawsuit is pending in Maricopa County
Superior Court in the State of Arizona and is titled Pacific Capital Investments, et al vs. Crystal
Springs 200 Apartments Limited Partnership, Case No. 2008-055020 (“Lawsuit”). Currently, there
are more than twenty-seven (27) defendants and third-party defendants in the litigation, which
includes the claims of the general contractor against its subcontractors for indemnity for their
negligence in the creation of the construction defects. Importantly, the defendants have significant
insurance in place that likely will serve as the ultimate source of recovery in any settlement or upon
a judgment against the defendants.

The parties to the Lawsuit are scheduled to attend mediation in September or October 2010.

A Trial Setting Conference is scheduled for September 2010.
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V. SIGNIFICANT EVENTS DURING THE CHAPTER 11 CASE

A. Administrative Proceedings

The Debtors filed their Petitions for Relief under Chapter 11 on May 12, 2010 (the “Petition
Date™), and a first meeting of creditors was held on June 8, 2010.

B. Retention of Professionals

The Debtors retained Polsinelli Shughart, P.C. (“PS”) to act as their bankruptcy counsel.
The Court signed an Order approving the retention of PS on May 14, 2010.

On June 8, 2010, at the Debtors’ request, the Court entered an Order authorizing the
Debtors to retain the law firm of Elliott & Elliott, as special counsel, to prosecute the Lawsuit on
behalf of the Debtors.

C. Appointment of Unsecured Creditors Committee

The United States Trustee’s Office filed a statement stating that, despite its efforts to contact
unsecured creditors, it was unable to appoint a Committee of Unsecured Creditors.

D. Motion to Use Cash Collateral

The Debtors filed a motion to use the revenues generated by the Property, which Lenox
asserts constitute its cash collateral, on May 13, 2010. Lenox filed an objection to the use of its
asserted cash collateral. The Court held an evidentiary hearing regarding Lenox’s objection on
June 21, 2010. Upon the evidence presented by the Debtors and Lenox at the hearing, the Court
entered an Order for the Debtors’ use of the asserted cash collateral, through August 31, 2010. An
evidentiary hearing for the continued use of cash collateral is scheduled for August 23, 2010.

E. Operating Reports

The Debtors’ monthly operating reports are current and copies can be obtained from the
Court’s electronic docket.

F. Motion for Reconsideration of Order Authorizing Retention of Elliott & Elliott
as Special Counsel for the Debtors

On July 8, 2010, Lenox filed a motion requesting that the Court reconsider its Order
authorizing the Debtors’ retention of Elliott & Elliott, alleging that the proceeds of the Lawsuit, if

any, constitute Lenox’s cash collateral, and that the Debtors cannot use such alleged cash collateral
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to pay the contingency fee to Elliott & Elliott without either Lenox’s consent or the Court’s finding
that Lenox’s alleged interests in the proceeds of the Lawsuit are adequately protected. The Debtors
have objected to the motion for reconsideration. On August 4, 2010, the Court held a hearing on the
motion, which has been continued to August 31, 2010.

G. Motion for Turnover

On July 8, 2010, Lenox filed a motion requiring Debtors’ counsel to transfer funds from
counsel’s retainer account into the Debtors’ cash collateral account. The Debtors have objected to
the motion. After a hearing held on August 4, 2010, the Court took the matter under advisement.

H. Stay Relief Motion

OnJuly 12, 2010, Lenox filed a motion seeking to terminate the automatic stay to allow it to
exercise its state law rights against the Property. The Debtors have objected to the motion for stay
relief. On August 9, 2010, the Court held a preliminary hearing on the motion for stay relief and
scheduled an evidentiary hearing for September 22, 2010.

l. Plan of Reorganization

On August 10, 2010, the Debtors filed their Plan of Reorganization.

V. DESCRIPTION OF ASSETS AND LIABILITIES OF THE DEBTORS
A. Assets
The values ascribed to the Debtors’ assets below are based on the Debtors’ best estimate
and other factors such as the purchase price, comparable sales, tax assessments, and appraisals.
1. Real Property — $34.8 million, combined. Phase | is valued at
approximately $17.2 million and Phase Il at approximately $17.6 million.
2. Operating Bank Accounts — Approximately $700,871 as of the Petition
Date. The Debtors have accumulated, and continue to accumulate, net cash from operations of the
Property since the Petition Date. The current amount of cash held by the Debtors is reflected in the
most recent Monthly Operating Reports filed by the Debtors.
3. Tenant Security Deposit Accounts — Approximately $143,270.

Security deposits received from tenants at the Property are held in a segregated bank account.
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4, Other Accounts and Deposits — The Debtors also have an interest in
certain cash retainers held by professionals that provided services to the Debtors pre-petition. As
reflected in the Schedules, the law firm of Brier, Irish, Hubbard & Erhart is holding a retainer in
the amount of $7,500 and the law firm of Jonathon Christianson is holding a retainer in the total
amount of $30,000.

5. Accounts Receivable — The Debtors own certain accounts receivable
from tenants for unpaid rent in the total amount of approximately $33,360.47.

6. Personal Property — The Debtors own certain personal property,
consisting primarily of office equipment, model unit furniture, fixtures and computer software. The
value of the personal property is currently unknown but is nominal in relation to the value of the
Debtors’ real property.

B. Liabilities
The following is an overview of the Debtors” known liabilities.

1. Priority Claims
The Debtors are not aware of the existence of any pre-petition priority claims.

2. Secured Claims

a. The Debtors’ schedules list Lenox as a secured creditor with a first
position lien on the Property in the total amount of approximately $27.3 million. In
its motion for stay relief, Lenox asserts that the amount owing on its secured claim
is approximately $28.5 million as of the Petition Date. The Debtors dispute this
assertion.

b. CSPI’s schedules list the law firm of Jonathon Christianson as a
secured creditor with a claim of approximately $6,216.50 secured by a cash retainer
held by Jonathon Christianson in the amount of $15,000.

C. CSI’s schedules list the law firm of Jonathon Christianson as a
secured creditor with a claim of approximately $6,216.50 secured by a cash retainer

held by Jonathon Christianson in the amount of $15,000.
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d. CSPI’s schedules list the law firm of Brier, Irish, Hubbard & Erhart
as a secured creditor with a claim of approximately $5,000 secured by a cash
retainer held by Brier, Irish, Hubbard & Erhart in the amount of $7,500.

e. CSP1I’s schedules list Javier Vande Steeg as a secured creditor with a
claim of approximately $4,000 secured by a lien on certain model unit furniture at
the Property.

f. CSI’s schedules list Javier Vande Steeg as a secured creditor with a
claim of approximately $6,000 secured by a lien on certain model unit furniture at
the Property.

g. The Debtors’ schedules list the Maricopa County Treasurer as a
secured creditor with a claim in the aggregate amount of approximately $147,908.

3. Unsecured Claims

According to the Debtors’ Schedules of Assets and Liabilities, the total aggregate amount of
unsecured claims, not including any deficiency claims of secured creditors, is approximately
$2,200,836. Of this amount, approximately $1,909,410 is held by Lou Weinstein. Mr. Weinstein
acquired these claims against the Debtors from a party related to the Debtors prior to the Petition
Date. The Debtors are informed and believe that Mr. Weinstein has agreed to, and will,
substantially discount his claims against the Debtors.

C. Administrative Expenses

The Debtors” administrative expenses consist of the fees and costs of attorneys and other
professionals necessary to the Debtors’ operations, bankruptcy case, and plan of reorganization.
The fees and costs of these professionals will not be precisely known until the Bankruptcy Case is
completed. However, as set forth below, the Debtors’ professionals anticipate that either (a) the
retainers they presently have will be sufficient to cover the services they have rendered, and will
render, in the Bankruptcy Case, or (b) for those professionals that do not have retainers and will be
paid by some other manner, their projected anticipated fees and costs for their services will be
commensurate with their historical fees and costs incurred by the Debtors.

The Debtors’ bankruptcy counsel is PS. PS is currently in possession of a retainer in the

9
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amount of $150,000. PS anticipates its fees will be less than the amount of the retainer. However,
to the extent that PS’s fees and costs exceed the amount of the retainer, PS’s fees and costs will

constitute administrative claims against the Debtors’ Estates.

VI. PLAN SUMMARY
The following statements concerning the Plan are merely a summary of the Plan and are not
complete. The statements are qualified entirely by express reference to the Plan. Creditors are
urged to consult with counsel or each other in order to understand the Plan fully. The Plan is
complete, inasmuch as it proposes a legally binding agreement by the debtor, and an intelligent
judgment cannot be made without reading it in full.
VII. CLASSIFICATION OF CLAIMS AND INTERESTS.
A. Class 1: Priority Claims
1. Class 1-A consists of Allowed Priority Claims under 11 U.S.C. § 503 and
§ 507(a)(2) (Administrative Claims).
2. Class 1-B consists of Allowed Priority Claims under 11 U.S.C. § 507(a)(3)
(Wage Claims).
3. Class 1-C consists of Allowed Priority Claims under 11 U.S.C. 8507(a)(8)
(Tax Claims).
B. Class 2: Secured Claims
1. Class 2-A consists of the Allowed Secured Claim of Lenox secured by
CSPI’s interest in Phase 1 of the Property.
2. Class 2-B consists of the Allowed Secured Claim of Lenox secured by CSI’s
interest in Phase 2 of the Property.
3. Class 2-C consists of the Allowed Secured Claim of Javier Vande Steeg in
certain personal property owned by CSPI.
4. Class 2-D consists of the Allowed Secured Claim of Javier Vande Steeg in
certain personal property owned by CSI.

5. Class 2-E consists of the Allowed Secured Claim of Jonathon Christianson

10
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against CSPI, secured by a cash retainer held by Jonathon Christianson.
6. Class 2-F consists of the Allowed Secured Claim of Jonathon Christianson
against CSl, secured by a cash retainer held by Jonathon Christianson.
7. Class 2-G consists of the Allowed Secured Claim of the law firm of Brier,
Irish, Hubbard & Eckert (“Brier Irish”) against CSI, secured by a cash retainer held by Brier Irish.
8. Class 2-H consists of the Allowed Secured Claim of the Maricopa County
Treasurer for real property taxes secured by Phase 1 of the Property.
9. Class 2-1 consists of the Allowed Secured Claim of the Maricopa County
Treasurer for real property taxes secured by Phase 2 of the Property.
C. Class 3: Tenant Security Deposit Claims
1. Class 3-A consists of Allowed Claims by tenants of Phase 1 for the return of
tenant security deposits held by CSPI.
2. Class 3-B consists of Allowed Claims by tenants of Phase 2 for the return of
tenant security deposits held by CSI.
D. Class 4: Unsecured Claims
1. Class 4-A consists of the Allowed Unsecured Claims of Creditors holding
Allowed Unsecured Claims against CSPI that are not otherwise treated in the Plan.
2. Class 4-B consists of the Allowed Unsecured Claims of Creditors holding

Allowed Unsecured Claims against CSI that are not otherwise treated in the Plan.

E. Class 5: Interest Holders
1. Class 5-A consists of the Allowed Interests of the CSPI Interest Holders in
CSPI.
2. Class 5-B consists of the Allowed Interests of the CSI Interest Holders in
Csl.
VIIL. IMPAIRMENT OF CLASSES.

Under the Plan, only Classes 2-H and 2-I, consisting of Maricopa County’s Allowed
Secured Claims for real property taxes are impaired. All other classes of claims are unimpaired

under the Plan.

11
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IX. TREATMENT OF CLASSES.

A. Class 1: Priority Claims

1. Class 1-A: Administrative Claims

This Class consists of Allowed Priority Claims under 11 U.S.C. 88 503 and 507(a)(2) -
administrative priority claims. Unless Claimants holding Claims in this Class agree to an
alternative form of treatment, the Allowed Claims of Class 1-A shall be paid in full, in cash, on or
before the Effective Date, or as the same are Allowed and ordered paid by the Court. Any Class 1-
A Claim not allowed as of the Effective Date shall be paid as soon thereafter as it is allowed by the
Court according to the terms of this Class. This Class is not impaired.

2. Class 1-B: Wage Claims

This Class consists of Allowed Priority Claims under 11 U.S.C. § 507(a)(4) — wage claims.
As provided in 11 U.S.C. § 1129(a)(9)(B), unless Claimants holding Claims in this Class agree to
an alternative form of treatment, the Allowed Priority Claims of Class 1-B shall be paid in full, in
cash, on or before the Effective Date. The Debtor does not believe that any claims exist under this
Class. Any Class 1-B Claim not allowed as of the Effective Date shall be paid as soon thereafter as
they are allowed by the Court according to the terms of this Class. This Class is not impaired.

3. Class 1-C: Tax Claims

This Class consists of Allowed Priority Claims under 11 U.S.C. § 507(a)(8) — tax Claims
which are not otherwise treated as secured claims herein. As provided in 11 U.S.C. §
1129(a)(9)(C), unless Claimants holding Claims in this Class agree to an alternative form of
treatment, the Allowed Priority Claims of Class 1-C shall be paid in full, in cash, on or before the
Effective Date, or, at the Debtor’s option, such Allowed Claims shall be paid, on account of such
Allowed Claim, deferred cash payments, over a period not exceeding six years after the date of
assessment of such Claim, of a value, as of the Effective Date of the Plan, equal to the allowed
amount of such Claim. Any Class 1-C Claims not allowed as of the Effective Date shall be paid as
soon thereafter as they are allowed by the Court according to the terms of this Class. This Class is

not impaired.
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B. Class 2: Secured Claims

1. Class 2-A — Allowed Secured Claim of Lenox secured by CSPI’s
Interests in Phase 1 of the Property

This Class consists of the Allowed Secured Claim of Lenox secured by CSPI’s interests in
Phase 1 of the Property. The amount of Lenox’s Allowed Secured Claim in this Class shall be
subject to determination by the Court if Lenox files a proof of claim and the Debtors object to such
proof of claim. This Class is unimpaired.

On the Effective Date of the Plan (or as soon thereafter as the Court determines, by a Final
Order, the reinstatement amount to be paid to Lenox, if such amount has not been determined by a
Final Order of the Court prior to the Effective Date), CSPI will fully reinstate and deaccelerate
Lenox’s Allowed Secured Claim secured by Phase 1 of the Property by:

(a) making a cash payment to Lenox to pay and cure any existing monetary default under
the loan documents owned and held by Lenox and secured by Phase 1 of the Property, the amount
of which cure will be determined by the Court;

(b) reinstating the maturity of Lenox’s claim secured by Phase 1 of the Property;

(c) making a cash payment to Lenox to compensate Lenox for any damages, as determined
by the Court, incurred by Lenox as a result of Lenox’s reasonable reliance on any contractual
provisions in the loan documents between CSPI and Lenox (or Lenox’s predecessors) that entitled
Lenox to demand or receive accelerated payment of its Allowed Claim secured by Phase 1 of the
Property after the occurrence of a default;

(d) to the extent that any portion of Lenox’s Allowed Claim arises from CSPI’s failure to
perform a non-monetary obligation, making cash payment to Lenox to compensate Lenox for any
actual pecuniary loss, as determined by the Court, incurred by Lenox as a result of such failure;
and

(e) not otherwise altering the legal, equitable or contractual rights of Lenox under the loan
documents giving rise to Lenox’s Allowed Secured Claim secured by Phase 1 of the Property.

Notwithstanding any contractual provision or applicable law that entitles or entitled Lenox

to demand or receive accelerated payment of Lenox’s Allowed Secured Claim after the occurrence
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of a default, CSPI’s cure and reinstatement of Lenox’s Allowed Secured Claim secured by Phase 1
of the Property will reinstate, without acceleration, the loan and existing loan documents between
CSPI and Lenox, and Lenox’s legal, equitable or contractual rights against CSPI, pursuant to such
loan documents, will otherwise remain unaltered. Further, the maturity of Lenox’s Allowed
Secured Claim shall be reinstated as it existed before any default by CSPI under the loan
documents.

2. Class 2-B — Allowed Secured Claim of Lenox secured by CSI’s Interests
in Phase 2 of the Property

This Class consists of the Allowed Secured Claim of Lenox secured by CSI’s interests in
Phase 2 of the Property. The amount of Lenox’s Allowed Secured Claim in this Class shall be
subject to determination by the Court if Lenox files a proof of claim and the Debtors object to such
proof of claim. This Class is unimpaired.

On the Effective Date of the Plan (or as soon thereafter as the Court determines, by a Final
Order, the reinstatement amount to be paid to Lenox, if such amount has not been determined by a
Final Order of the Court prior to the Effective Date), CSI will fully reinstate and deaccelerate
Lenox’s Allowed Secured Claim secured by Phase 2 of the Property by:

(a) making a cash payment to Lenox to pay and cure any existing monetary default under
the loan documents owned and held by Lenox and secured by Phase 2 of the Property, the amount
of which cure will be determined by the Court;

(b) reinstating the maturity of Lenox’s claim secured by Phase 2 of the Property;

(c) making a cash payment to Lenox to compensate Lenox for any damages, as determined
by the Court, incurred by Lenox as a result of Lenox’s reasonable reliance on any contractual
provisions in the loan documents between CSI and Lenox (or Lenox’s predecessors) that entitled
Lenox to demand or receive accelerated payment of its Allowed Claim secured by Phase 2 of the
Property after the occurrence of a default;

(d) to the extent that any portion of Lenox’s Allowed Claim arises from CSI’s failure to
perform a non-monetary obligation, making cash payment to Lenox to compensate Lenox for any

actual pecuniary loss, as determined by the Court, incurred by Lenox as a result of such failure;
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and

(e) not otherwise altering the legal, equitable or contractual rights of Lenox under the loan
documents giving rise to Lenox’s Allowed Secured Claim secured by Phase 2 of the Property.

Notwithstanding any contractual provision or applicable law that entitles or entitled Lenox
to demand or receive accelerated payment of Lenox’s Allowed Secured Claim after the occurrence
of a default, CSI’s cure and reinstatement of Lenox’s Allowed Secured Claim secured by Phase 2
of the Property will reinstate, without acceleration, the loan and existing loan documents between
CSI and Lenox, and Lenox’s legal, equitable or contractual rights against CSI, pursuant to such
loan documents, will otherwise remain unaltered. Further, the maturity of Lenox’s Allowed
Secured Claim shall be reinstated as it existed before any default by CSI under the loan documents.

3. Class 2-C — Allowed Secured Claim of Javier Vande Steeq secured by
certain personal property owned by CSPI

This Class consists of the Allowed Secured Claim of Javier Vande Steeg secured by certain
personal property owned by CSPI. This Class is unimpaired.

On the Effective Date of the Plan, to the extent that there are any existing defaults under
the loan documents between CSPI and Javier Vande Steeg as of the Effective Date of the Plan,
CSPI will fully reinstate and deaccelerate Javier Vande Steeg’s Allowed Secured Claim secured by
certain personal property owned by CSPI by:

(a) making a cash payment to Javier Vande Steeg to pay and cure any existing monetary
default under the loan documents owned and held by Javier Vande Steeg and secured by the
personal property owned by CSPI, the amount of which cure will be determined by the Court;

(b) reinstating the maturity of Javier Vande Steeg’s claim secured by the personal property
owned by CSPI;

(c) making a cash payment to Javier Vande Steeg to compensate him for any damages, as
determined by the Court, incurred by Javier Vande Steeg as a result of his reasonable reliance on
any contractual provisions in the loan documents between CSPI and Javier Vande Steeg that
entitled or may have entitled Javier Vande Steeg to demand or receive accelerated payment of its

Allowed Claim secured by certain personal property owned by CSPI after the occurrence of a
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default, if any;

(d) to the extent that any portion of Javier Vande Steeg’s Allowed Claim arises from
CSP1I’s failure to perform a non-monetary obligation, making cash payment to Javier Vande Steeg
to compensate him for any actual pecuniary loss, as determined by the Court, incurred by Javier
Vande Steeg as a result of such failure; and

(e) not otherwise altering the legal, equitable or contractual rights of Javier Vande Steeg
under the loan documents giving rise to Javier Vande Steeg’s Allowed Secured Claim secured by
certain personal property owned by CSPI.

Notwithstanding any contractual provision or applicable law that entitles or entitled Javier
Vande Steeg to demand or receive accelerated payment of his Allowed Secured Claim after the
occurrence of a default, CSPI’s cure and reinstatement of Javier Vande Steeg’s Allowed Secured
Claim secured by certain personal property owned by CSPI will reinstate, without acceleration, the
loan and existing loan documents between CSPI and Javier Vande Steeg, and Javier Vande Steeg’s
legal, equitable or contractual rights against CSPI, pursuant to such loan documents, will otherwise
remain unaltered. Further, the maturity of Javier Vande Steeg’s Allowed Secured Claim shall be
reinstated as it existed before any default by CSPI under the loan documents, if any.

4. Class 2-D — Allowed Secured Claim of Javier Vande Steeq secured by
certain personal property owned by CSI

This Class consists of the Allowed Secured Claim of Javier Vande Steeg secured by certain
personal property owned by CSI. This Class is unimpaired.

On the Effective Date of the Plan, to the extent that there are any existing defaults under
the loan documents between CSI and Javier Vande Steeg as of the Effective Date of the Plan, CSI
will fully reinstate and deaccelerate Javier Vande Steeg’s Allowed Secured Claim secured by
certain personal property owned by CSI by:

(a) making a cash payment to Javier Vande Steeg to pay and cure any existing monetary
default under the loan documents owned and held by Javier Vande Steeg and secured by the
personal property owned by CSI, the amount of which cure will be determined by the Court;

(b) reinstating the maturity of Javier Vande Steeg’s claim secured by the personal property
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owned by CSI;

(c) making a cash payment to Javier Vande Steeg to compensate him for any damages, as
determined by the Court, incurred by Javier Vande Steeg as a result of his reasonable reliance on
any contractual provisions in the loan documents between CSI and Javier Vande Steeg that entitled
or may have entitled Javier Vande Steeg to demand or receive accelerated payment of its Allowed
Claim secured by certain personal property owned by CSI after the occurrence of a default, if any;

(d) to the extent that any portion of Javier Vande Steeg’s Allowed Claim arises from CSI’s
failure to perform a non-monetary obligation, making cash payment to Javier Vande Steeg to
compensate him for any actual pecuniary loss, as determined by the Court, incurred by Javier
Vande Steeg as a result of such failure; and

(e) not otherwise altering the legal, equitable or contractual rights of Javier Vande Steeg
under the loan documents giving rise to Javier Vande Steeg’s Allowed Secured Claim secured by
certain personal property owned by CSI.

Notwithstanding any contractual provision or applicable law that entitles or entitled Javier
Vande Steeg to demand or receive accelerated payment of his Allowed Secured Claim after the
occurrence of a default, CSI’s cure and reinstatement of Javier Vande Steeg’s Allowed Secured
Claim secured by certain personal property owned by CSI will reinstate, without acceleration, the
loan and existing loan documents between CSI and Javier Vande Steeg, and Javier Vande Steeg’s
legal, equitable or contractual rights against CSI, pursuant to such loan documents, will otherwise
remain unaltered. Further, the maturity of Javier Vande Steeg’s Allowed Secured Claim shall be
reinstated as it existed before any default by CSI under the loan documents, if any.

5. Class 2-E — Allowed Secured Claim of Jonathon Christianson against
CSPI secured by a cash retainer

This Class consists of the Allowed Secured Claim of Jonathon Christianson against CSPI
secured by cash retainer held by Jonathon Christianson. This Class is unimpaired.

On the Effective Date of the Plan, Jonathon Christianson will be entitled to, and shall,
apply the retainer currently held by Jonathon Christianson against the allowed amount of Jonathon

Christianson’s claim against CSPI. To the extent that the amount of the retainer is insufficient to
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pay Jonathon Christianson’s Allowed Secured Claim in full on the Effective Date of the Plan,
CSPI will pay any remaining balance of such Allowed Secured Claim, in cash, on the Effective
Date of the Plan from the New Value contributed by the Contributing CSPI Interest Holders. To
the extent that the amount of the retainer exceeds the amount of Jonathan Christianson’s Allowed
Secured Claim against CSPI, such excess will be delivered to CSPI and will be added to CSPI’s
cash on hand.

6. Class 2-F — Allowed Secured Claim of Jonathon Christianson against
CSI secured by a cash retainer

This Class consists of the Allowed Secured Claim of Jonathon Christianson against CSI
secured by cash retainer held by Jonathon Christianson. This Class is unimpaired.

On the Effective Date of the Plan, Jonathon Christianson will be entitled to, and shall,
apply the retainer currently held by Jonathon Christianson against the allowed amount of Jonathon
Christianson’s claim against CSIl. To the extent that the amount of the retainer is insufficient to
pay Jonathon Christianson’s Allowed Secured Claim in full on the Effective Date of the Plan, CSI
will pay any remaining balance of such Allowed Secured Claim, in cash, on the Effective Date of
the Plan from the New Value contributed by the Contributing CSI Interest Holders. To the extent
that the amount of the retainer exceeds the amount of Jonathan Christianson’s Allowed Secured
Claim against CSI, such excess will be delivered to CSI and will be added to CSI’s cash on hand.

7. Class 2-F — Allowed Secured Claim of Brier Irish against CSI secured by
a cash retainer

This Class consists of the Allowed Secured Claim of Brier Irish against CSI secured by
cash retainer held by Brier Irish. This Class is unimpaired.

On the Effective Date of the Plan, Brier Irish will be entitled to, and shall, apply the
retainer currently held by Brier Irish against the allowed amount of Brier Irish’s claim against CSI.
To the extent that the amount of the retainer is insufficient to pay Brier Irish’s Allowed Secured
Claim in full on the Effective Date of the Plan, CSI will pay any remaining balance of such
Allowed Secured Claim, in cash, on the Effective Date of the Plan from the New Value
contributed by the Contributing CSI Interest Holders. To the extent that the amount of the retainer

exceeds the amount of Brier Irish’s Allowed Secured Claim against CSI, such excess will be
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delivered to CSI and will be added to CSI’s cash on hand.

8. Class 2-G — Allowed Secured Claim of Maricopa County against CSPI
secured by Phase 1 of the Property

This Class consists of the Allowed Secured Claim of Maricopa County, Arizona
(“Maricopa County”) that is secured by a real property tax lien on Phase 1 of the Property. This
Class is impaired.

Commencing on the Effective Date, the Allowed Secured Claim of Maricopa County
encumbering Phase 1 of the Property, will be paid in equal quarterly payments of principal and
interest over a term of 1 year. Interest will accrue and will be paid at the statutory rate plus 2%.
The County will retain its existing secured interest in the Phase 1 of the Property until its Allowed
Secured Claim in this class has been satisfied in full.

9. Class 2-H — Allowed Secured Claim of Maricopa County against CSI
secured by Phase 2 of the Property

This Class consists of the Allowed Secured Claim of Maricopa County that is secured by a
real property tax lien on Phase 2 of the Property. This Class is impaired.

Commencing on the Effective Date, the Allowed Secured Claim of Maricopa County
encumbering Phase 2 of the Property, will be paid in equal quarterly payments of principal and
interest over a term of 1 year. Interest will accrue and will be paid at the statutory rate plus 2%.
The County will retain its existing secured interest in the Phase 2 of the Property until its Allowed
Secured Claim in this class has been satisfied in full.

C. Class 3: Tenant Security Deposits

1. Class 3-A — Allowed Claims of Tenants of Phase 1 of the Property for
the return of tenant security deposits

This Class consists of all Allowed Unsecured Claims of tenants in Phase 1 of the Property
for pre-petition security deposits held by CSPI. This Class is unimpaired.

CSPI shall retain its right and ability to determine whether and what extent a tenant is
entitled to the return of its security deposit pursuant to the terms of the lease between CSPI and the
tenant and applicable state law. CSPI will pay any proper and authorized tenant deposit claims as

such claims become due and payable to such tenants pursuant to the terms of the lease between
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CSPI and the tenant and applicable state law. Any allowed legal, equitable and/or contractual
rights or claims of tenants for a return of their tenant security deposits from CSPI will remain
unaltered.

2. Class 3-B — Allowed Claims of Tenants of Phase 2 of the Property for the
return of tenant security deposits

This Class consists of all Allowed Unsecured Claims of tenants in Phase 2 of the Property
for pre-petition security deposits held by CSI. This Class is unimpaired.

CSI shall retain its right and ability to determine whether and what extent a tenant is
entitled to the return of its security deposit pursuant to the terms of the lease between CSI and the
tenant and applicable state law. CSI will pay any proper and authorized tenant deposit claims as
such claims become due and payable to such tenants pursuant to the terms of the lease between
CSI and the tenant and applicable state law. Any allowed legal, equitable and/or contractual rights
or claims of tenants for a return of their tenant security deposits from CSI will remain unaltered.

D. Class 4: Allowed Unsecured Claims

1. Class 4-A — Allowed Unsecured Claims against CSPI

This Class consists of all Allowed Unsecured Claims of Creditors holding Allowed
Unsecured Claims against CSPI that are not otherwise specifically treated in this Plan. This Class
IS unimpaired.

Unless Claimants holding Claims in this Class agree to an alternative form of treatment, the
Allowed Claims of Class 4-A shall be paid in full, in cash, on the Effective Date, or as the such
Claims are Allowed and ordered paid by the Court. Any Class 4-A Claim not Allowed as of the
Effective Date shall be paid, in full, within ten (10) business days of an Order by the Court
allowing such Claim.

2. Class 4-B — Allowed Unsecured Claims against CSI

This Class consists of all Allowed Unsecured Claims of Creditors holding Allowed
Unsecured Claims against CSI that are not otherwise specifically treated in this Plan. This Class is
unimpaired.

Unless Claimants holding Claims in this Class agree to an alternative form of treatment, the
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Allowed Claims of Class 4-B shall be paid in full, in cash, on the Effective Date, or as the such
Claims are Allowed and ordered paid by the Court. Any Class 4-B Claim not Allowed as of the
Effective Date shall be paid, in full, within ten (10) business days of an Order by the Court
allowing such Claim.

E. Class5: Interest Holders

1. Class 5-A — Allowed Interests of CSPI Interest Holders

Class 5-A consists of all Allowed Interests of CSPI Interest Holders. This Class is
impaired. The CSPI Interest Holders will be given the opportunity to contribute New Value to
CSPI in the form of a cash infusion in the amount of at least $1.1 million. The New Value will be
used to:

(a) pay the amount necessary to pay all CSPI Class 1 Allowed Priority Claims as set forth
above;

(b) together with any cash on hand held by the Debtors as of the Effective Date of the Plan,
pay the amounts necessary to cure and reinstate/deaccelerate Lenox’s Allowed Secured Claims
against CSPI, as set forth above and as such amounts are determined by the Court;

(c) pay any deficiency amounts to Jonathan Christianson against CSPI, to the extent that his
retainer is insufficient to pay his Allowed Secured Claims in full,

(d) pay CSPI’s Allowed Unsecured Claims in Class 3 as set forth above; and

(f) fund a reserve account necessary to fund, among other things, (1) tenant improvements,
(2) any potential cash flow shortfalls to avoid any monetary defaults under Lenox’s reinstated loan
to CSPI, and (3) other necessary and appropriate capital expenses of Phase 1 of the Property to
ensure that the value of Phase 1 of the Property is maintained.

In the event a CSPI Interest Holder makes a contribution of New Value (a “Contributing
CSPI Interest Holder”), such Contributing CSPI Interest Holder will be entitled to receive a
priority return of any such contributed New Value, plus a premium of 20% per annum on such
contribution, before any distributions to CSPI Interest Holders that do not make a contribution of
New Value (a “Non-Contributing CSPI Interest Holder”). Furthermore, upon any sale of Phase 1

of the Property, Contributing CSPI Interest Holders will receive their pro rata distribution of 10%
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of any net sale proceeds (after payment of costs of sale and any remaining claims against CSPI),
after return of the New Value contributions plus the 20% premium, but before any distributions to
Non-Contributing CSPI Interest Holders. Finally, Non-Contributing CSPI Interest Holders will be
entitled to receive their respective pro rata distributions from the sale of Phase 1 of the Property
upon payment in full of (i) all claims against CSPI, (ii) the return of the New Value contributions
made by Contributing CSPI Interest Holders, (iii) the payment of the 20% premium on the New
Value contributions made by Contributing CSPI Interest Holders, and (iv) the 10% priority return
to Contributing CSPI Interest Holders.

Upon Confirmation, the Operating Agreement of CSPI is, and will be, amended consistent
with the terms of this Plan.

2. Class 5-B — Allowed Interests of CSI Interest Holders

Class 5-B consists of all Allowed Interests of CSI Interest Holders. This Class is impaired.
The CSI Interest Holders will be given the opportunity to contribute New Value to CSI in the form
of a cash infusion in the amount of at least $1.1 million. The New Value will be used to:

(a) pay the amount necessary to pay all CSI Class 1 Allowed Priority Claims as set forth
above;

(b) together with any cash on hand held by the Debtors as of the Effective Date of the Plan,
pay the amounts necessary to cure and reinstate/deaccelerate Lenox’s Allowed Secured Claims
against CSl, as set forth above and as such amounts are determined by the Court;

(c) pay any deficiency amounts to Jonathan Christianson and/or Brier Irish against CSI to
the extent that their respective retainers are insufficient to pay their Allowed Secured Claims in
full;

(d) pay CSI’s Allowed Unsecured Claims in Class 3 as set forth above; and

(F) fund a reserve account necessary to fund, among other things, (1) tenant improvements,
(2) any potential cash flow shortfalls to avoid any monetary defaults under Lenox’s reinstated loan
to CSI, and (3) other necessary and appropriate capital expenses of Phase 1 of the Property to
ensure that the value of Phase 1 of the Property is maintained.

In the event a CSI Interest Holder makes a contribution of New Value (a “Contributing CSI
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Interest Holder), such Contributing CSI Interest Holder will be entitled to receive a priority return
of any such contributed New Value, plus a premium of 20% per annum on such contribution,
before any distributions to CSI Interest Holders that do not make a contribution of New Value (a
“Non-Contributing CSI Interest Holder”). Furthermore, upon any sale of Phase 1 of the Property,
Contributing CSI Interest Holders will receive their pro rata distribution of 10% of any net sale
proceeds (after payment of costs of sale and any remaining claims against CSl), after return of the
New Value contributions plus the 20% premium, but before any distributions to Non-Contributing
CSI Interest Holders. Finally, Non-Contributing CSI Interest Holders will be entitled to receive
their respective pro rata distributions from the sale of Phase 1 of the Property upon payment in full
of (i) all claims against CSI, (ii) the return of the New Value contributions made by Contributing
CSI Interest Holders, (iii) the payment of the 20% premium on the New Value contributions made
by Contributing CSI Interest Holders, and (iv) the 10% priority return to Contributing CSI Interest
Holders.

Upon Confirmation, the Operating Agreement of CSI is, and will be, amended consistent
with the terms of this Plan.

D. MEANS FOR EXECUTING THE PLAN.
1. Funding

The Plan will be funded by (a) cash on hand held by the Debtors as of the Effective Date of
the Plan, (b) the New Value contributed to the Reorganized Debtors by the Contributing CSPI
Interest Holders and Contributing CSI Interest Holders, and (c) continued operations of the
Property.

To the extent that there are insufficient funds raised from Contributing CSPI Interest
Holders and/or Contributing CSI Interest Holders to satisfy the necessary New Value contribution,
the Debtors will solicit and raise funds from third parties who will contribute New Value
(“Contributing Third Parties™) to the Debtors. Contributing Third Parties, if any, will receive the
same treatment as Contributing CSPI Interest Holders and Contributing CSI Interest Holders,
respectively. To the extent that any Contributing Third Parties contribute New Value, then upon

Confirmation, the Debtor’s respective Operating Agreements are, and will be, amended consistent
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with the terms of this Plan to include the Contributing Third Parties as members of the
Reorganized Debtors.

2. Liquidation of Estate Property

The Reorganized Debtors shall have the authority to retain such brokers, agents, counsel, or

representatives as it deems necessary to manage, market, and/or lease the Property.
3. Management

The Plan will be implemented by the retention of the Debtors’ existing manager, Crystal
Springs Manager, LLC and by the Reorganized Debtors’ retention of Trillium as property manager
for the Property upon terms and conditions mutually acceptable to the Debtors and Trillium. This
implementation will also include the management and disbursement of the funds infused by the
Contributing CSPI Interest Holders and Contributing CSI Interest Holders as set forth above and in
accordance with the terms of this Plan.

4. Disbursing Agent

The Reorganized Debtors shall act as the Disbursing Agent under the Plan.

5.  Documentation of Plan Implementation

In the event any entity which possesses an Allowed Secured Claim or any other lien in any
of the Debtors’ property for which the Plan requires the execution of any documents to incorporate
the terms of the Plan, fails to provide a release of its lien or execute the necessary documents to
satisfy the requirements of the Plan, the Debtors may record a copy of this Plan or the
Confirmation Order with the appropriate governmental agency and such recordation shall
constitute the lien release and creation of any necessary new liens to satisfy the terms of the Plan.
If the Debtors deem advisable, they may obtain a further Order from the Court that may be
recorded in order to implement the terms of the Plan.

6. New Obligations

Any Allowed Claims which are otherwise impaired herein, and which are paid in deferred
payments, shall be a New Obligation of the Reorganized Debtors under the terms described herein

and completely replace any pre-confirmation obligations of the Debtors.
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X. EFFECT OF CONFIRMATION.

Except as otherwise provided in the Plan or the Confirmation Order, Confirmation acts as a
Discharge, effective as of Confirmation, of any and all debts of the Debtors that arose any time
before the entry of the Confirmation Order including, but not limited to, all principal and all interest
accrued thereon, pursuant to §1141(d)(1) of the Bankruptcy Code. The Discharge shall be effective
as to each Claim, regardless of whether a Proof of Claim thereon was filed, whether the Claim is an

Allowed Claim, or whether the Holder thereof votes to accept the Plan.

XI. LIQUIDATION ANALYSIS

The Plan provides for the reinstatement of Lenox’s pre-petition claims and for the payment
of all claims in full. Consequently, all creditors will necessarily recover as much, if not more, under
the Plan than they would receive in a Chapter 7 liquidation of the Debtors’ assets, and confirmation
of the Plan is the best interests of the creditors.

XII. TAX CONSEQUENCES

Pursuant to 81125(a)(1) of the Bankruptcy Code, the Debtors are to provide a discussion of
the potential material tax consequences of the Plan to the Debtors, any successor to the Debtors,
and a hypothetical investor typical of the holders of claims or interests in the case, that would
enable such a hypothetical investor of the relevant Class to make an informed judgment about the
Plan. However, the Debtors need not include such information about any other possible or
proposed plan. In determining whether the Disclosure Statement provides adequate information,
the Court shall consider the complexity of the case, the benefit of additional information to
creditors and other parties in interest, and the cost of providing additional information. The
following discussion summarizes certain considerations that may affect the anticipated federal
income tax consequences of the Plan’s implementation to Creditors and to the Debtors. It does not
address all federal income tax consequences of the Plan nor does it address the state or local income
tax or other state or local tax consequences of the Plan’s implementation to Creditors or to the
Debtors.

This description of the federal income tax consequences of implementing the Plan is based
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on Debtors’ interpretation of the applicable provisions of the Internal Revenue Code of 1986, as
amended (the “IRC”), the regulations promulgated thereunder, and other relevant authority.
Debtors’ interpretation, however, is not binding on the IRS or any court. The Debtors have not
obtained, nor do they intend to obtain, a private letter ruling from the IRS, nor have the Debtors
obtained an opinion of counsel with respect to any of these matters. The discussion below is
general in nature and is not directed to the specific tax situation of any particular interested
taxpayer. For these reasons, all Creditors and the Interest Holder should consult with their
own tax advisors as to the tax consequences of implementation of the Plan to them under
applicable federal, state, and local tax laws.

A. Tax Consequences to the Debtors

In general, the amount of any debt of a business entity that is partially or totally discharged
pursuant to a Title 11 bankruptcy case is excluded from gross income. Generally, the amount of
debt discharge income (“DDI”) that is excluded from gross income must be applied to reduce the
tax attributes of the Debtors. The Debtors’ tax attributes are reduced in the following order: (1) net
operating losses (“NOLs”); (2) general business credits; (3) minimum tax credit; (4) capital loss
carryovers; (5) reduction in tax basis of the Debtors’ property; (6) passive activity loss and credit
carryovers; and (7) foreign tax credit carryovers. The Debtors may elect to apply the debt
discharge exclusion first to depreciable property and thereafter to the tax attributes in the above-
prescribed order.

B. Tax Consequences to the Secured and Unsecured Creditors

Both the Secured Claimants and/or the Unsecured Claimants may be required to report
income or be entitled to a deduction as a result of implementation of the Plan. The exact tax
treatment depends on, among other things, each Claimant’s method of accounting, the nature of
each Claimant’s claim, and whether and to what extent such Claimant has taken a bad debt
deduction in prior taxable years with respect to the particular debt owed to it by one of the Debtors.
Each Holder of a secured claim or an unsecured claim is urged to consult with his, her, or its

own tax advisor regarding the particular tax consequences of the treatment of his, her, or its
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claim under the Plan.

XII. OBJECTIONS TO AND ESTIMATIONS OF CLAIMS.

A. Objections and Bar Date for Filing Objections.

As soon as practicable, but in no event later than 45 days after the Effective Date, objections
to Claims shall be filed with the Bankruptcy Court and served upon the holders of each of the
Claims to which objections are made pursuant to the Bankruptcy Code and the Bankruptcy Rules.
Obijections filed after such date will be barred.

B. Settlement of Claims.

Settlement of any objection to a Claim not exceeding $10,000 shall be permitted on the
eleventh (11th) day after notice of the settlement has been provided to the Debtors, the Creditors,
the settling party, and other persons specifically requesting such notice, and if on such date there is
no written objection filed, such settlement shall be deemed approved. In the event of a written
objection to the settlement, the settlement must be approved by the Court on notice to the objecting
party.

C. Estimation of Claims.

For purposes of making distributions provided for under the Plan, all Claims objected to
shall be estimated by the Disbursing Agent at an amount equal to (i) the amount, if any, determined
by the Court pursuant to 8502(c) of the Bankruptcy Code as an estimate for distribution purposes;
(if) an amount agreed to between the Debtors and the Claimant; or, (iii) that amount set forth as an
estimate in the Plan or Disclosure Statement. Notwithstanding anything herein to the contrary, no
distributions shall be made on account of any Claim until such Claim is an Allowed Claim.

D. Unclaimed Funds and Interest.

Distribution to Claimants shall be mailed by the Reorganized Debtors to the Claimants at
the address appearing on the master mailing matrix unless the Claimant provides the Reorganized
Debtors with an alternative address. For a period of one year from the date that a distribution was
to be made by the disbursing agent but has gone uncollected by the Claimant, the disbursing agent
shall retain any distributions otherwise distributable hereunder which remain unclaimed or as to
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which the disbursing agent has not received documents required pursuant to the Plan. Thereafter,
the unclaimed funds shall be deposited in the appropriate distribution account for distribution to

other Claimants entitled to participate in such respective fund.

XIV. NON-ALLOWANCE OF PENALTIES AND FINES.

No distribution shall be made under the Plan on account of, and no Allowed Claim, whether
Secured, Unsecured, Administrative, or Priority, shall include any fine, penalty, exemplary or
punitive damages, late charges, default interest or other monetary charges relating to or arising
from any default or breach by the Debtors, and any Claim on account thereof shall be deemed

Disallowed, whether or not an objection was filed to it.

XV. CLOSING OF CASE.

Until these cases are officially closed, the Reorganized Debtors will be responsible for filing
pre- and post-confirmation reports required by the United States Trustee and paying the quarterly
post-confirmation fees of the United States Trustee, in cash, pursuant to 28 U.S.C. 81930, as
amended. Pursuant to 11 U.S.C. 81129(a)(12), all fees payable under 81930 of Title 28, as
determined by the Court at the hearing on confirmation of the Plan, will be paid, in cash, on the

Effective Date.

XVI. MODIFICATION OF THE PLAN.

In addition to its modification rights under 81127 of the Bankruptcy Code, the Debtors may
amend or modify the Plan at any time prior to Confirmation without leave of the Court. The
Debtors may propose amendments and/or modifications of the Plan at any time subsequent to
Confirmation with leave of the Court and upon notice to Creditors. After Confirmation of the Plan,
the Debtors may, with approval of the Court, as long as it does not materially or adversely affect
the interests of Creditors, remedy any defect or omission or reconcile any inconsistencies of the
Plan, or in the Confirmation Order, if any may be necessary to carry out the purposes and intent of

the Plan.
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XVII.  JURISDICTION OF THE COURT.
The Court will retain jurisdiction until the Plan has been fully consummated for, including
but not limited to, the following purposes:

1. The classification of the Claims of any Creditors and the re-examination of
any Claims which have been allowed for the purposes of voting, and for the determination
of such objections as may be filed to the Creditor’s Claims. The failure by the Debtors to
object to or examine any Claim for the purpose of voting shall not be deemed to be a
waiver of the Debtors’ rights to object to or to re-examine the Claim in whole or in part.

2. To determine any Claims which are disputed by the Debtors, whether such
objections are filed before or after Confirmation, to estimate any Un-liquidated or
Contingent Claims pursuant to 11 U.S.C. § 502(c)(1) upon request of the Debtors or any
holder of a Contingent or Un-liquidated Claim, and to make determination on any objection
to such Claim.

3. To determine all questions and disputes regarding title to the assets of the
Estate, and determination of all causes of action, controversies, disputes or conflicts,
whether or not subject to action pending as of the date of Confirmation, between the
Debtors and any other party, including but not limited to, any rights of the Debtors to
recover assets pursuant to the provisions of the Bankruptcy Code.

4. The correction of any defect, the curing of any omission or any
reconciliation of any inconsistencies in the Plan, or the Confirmation Order, as may be
necessary to carry out the purposes and intent of the Plan.

5. The modification of the Plan after Confirmation, pursuant to the Bankruptcy
Rules and the Bankruptcy Code.

6. To enforce and interpret the terms and conditions of the Plan.

7. The entry of an order, including injunctions, necessary to enforce the title,
rights and powers of the Debtors, and to impose such limitations, restrictions, terms and
conditions of such title, right and power that this Court may deem necessary.

8. The entry of an order concluding and terminating this case.
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XVIIl. RETENTION AND ENFORCEMENT OF CLAIMS.

Pursuant to §1123(b)(3) of the Bankruptcy Code, the Reorganized Debtors shall retain and
may enforce any and all claims of the Debtors, except those claims specifically waived herein. Any
retained causes of action include, but are not limited to, all avoidance actions, fraudulent
conveyance actions, preference actions, and other claims and causes of action of every kind and
nature whatsoever, arising before the Effective Date which have not been resolved or disposed of
prior to the Effective Date, whether or not such claims or causes of action are specifically identified
in the Disclosure Statement.

Any recovery obtained from retained causes of action shall become an additional asset of
the Debtors, unless otherwise ordered by the Court, and shall be available for distribution in

accordance with the terms of the Plan.

XIX. EXECUTORY CONTRACTS.

The Debtors hereby expressly assume any and all tenant leases in existence as of the
Confirmation Date and all executory contracts listed in the Debtors’ Schedules of Assets and
Liabilities. The Debtors specifically assume any property management agreements between the
Debtors and Trillium in existence on the Effective Date. Every other executory contract and/or
unexpired lease of the Debtors not expressly assumed by this Plan is hereby rejected.

Claims under § 502(g) of the Code arising as a result of the rejection of executory contracts
or unexpired leases shall be filed no later than 30 days after the Confirmation Date. Any such

Claims not timely filed and served shall be Disallowed.

XX. REVESTING.
Except as provided for in the Plan or in the Confirmation Order, on the Effective Date the
Reorganized Debtors shall be vested with all the property of the Estate free and clear of all claims,
liens, charges, and other interests of Creditors, arising prior to the Effective Date. Upon the

Effective Date, the Reorganized Debtors shall operate their business free of any restrictions.

XXI.  DISCLAIMER.

Court approval of this Disclosure Statement and the accompanying Plan of Reorganization,
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is not a certification of the accuracy of the contents thereof. Furthermore, Court approval of these
documents does not constitute the Court’s opinion as to whether the Plan should be approved or

disapproved.

XXIl.  PROPONENTS RECOMMENDATION/ALTERNATIVES TO THE PLAN.

The Debtors recommend that all creditors entitled to vote for the Plan do so. The Debtors’
Plan will pay Lenox the full amount of its secured claim and provide funds to pay unsecured
creditors. The alternatives to confirmation of the Plan would be either conversion of this case to a
case under Chapter 7 of the Bankruptcy Code or its dismissal.

Dismissal of this case would result in the foreclosure of the Property by Lenox. In such a
case, Unsecured Creditors may receive nothing on account of their claims.

Conversion will result in the appointment of a Chapter 7 trustee and, most likely, the hiring
of an attorney by the trustee. Expenses incurred in administering the Chapter 7 case would take
priority in the right to payment over allowed, administrative expenses incurred in the Chapter 11
case. Both Chapter 7 and Chapter 11 administrative expenses take priority over the payment of
unsecured claims without priority. In other words, conversion would likely decrease the net
amount available to pay currently existing creditors.

The most likely effect of conversion of the case to a Chapter 7 would be a foreclosure on
the Property by Lenox, and, as a result, Unsecured Creditors would receive nothing.

For all these reasons, the Debtors urge you to vote to accept the Plan and to return your
ballots in time to be counted.

DATED: August 10, 2010.

POLSINEL | SHUGHART PC
Mark W. Roth
Philip R. Rudd
Mary B. Martin
Security Title Plaza

3636 N. Central Ave., Suite 1200
Phoenix, AZ 85012

Attorneys for the Debtors
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COPY of the foregoing mailed (or served via
electronic notification if indicated by an “*”)
on August 10, 2010, to:

U.S. TRUSTEE’S OFFICE
230 N. 1% Avenue, Suite 204
Phoenix, AZ 85003

Barbara Lee Caldwell * blc@ashrlaw.com
AIKEN SCHENK HAWKINS & RicCIARDI PC
4742 N. 24" Street, Suite 100
Phoenix, AZ 85016-4859

Counsel for Maricopa County

By: /s/_Cathie Bernales

2724461.13

Donald L. Gaffney * dgaffney@swlaw.com
Jonathan M. Saffer * jmsaffer@swlaw.com
Andrew A. Harnisch * aharnisch@swlaw.com
SNELL & WILMER L.L.P.
One Arizona Center
Phoenix, AZ 85004-2202

Attorneys for Lenox Mortgage XII, LLC
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