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John J. Hebert (#010633)

Mark W. Roth (#010708)

Philip R. Rudd (#014026)
POLSINELLI SHUGHART PC
CityScape Plaza

One East Washington, Suite 1200
Phoenix, AZ 85004

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

Attorneys for the Debtor
IN THE UNITED STATES BANKRUPTCY COURT
THE DISTRICT OF ARIZONA
In re: Chapter 11 Proceedings

RCC NORTH, LLC Case No. 2:10-bk-11078-SSC
Debtor.
AMENDED DISCLOSURE
STATEMENT RELATING TO
AMENDED PLAN OF
REORGANIZATION

l. INTRODUCTION

Debtor RCC North, L.L.C., debtor and debtor-in-possession in the above captioned
bankruptcy case (“RCC North” or “Debtor*), hereby submits to the Court and creditors of the
Debtor’s estate the following “Amended Disclosure Statement Relating to Plan of Reorganization”
(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

creditors and interested parties to make an informed decision regarding the Debtor’s “Amended
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Plan of Reorganization Dated” (the “Plan”).

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

This Disclosure Statement contains information that may influence your decision to accept
or reject the Debtor’s 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 Debtor is 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 Debtor’s
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. §1125(b). Once approved, the Disclosure Statement will be
distributed with the Debtor’s proposed Plan for voting. Approval of the Disclosure Statement by
the Bankruptcy Court does not constitute either certification or approval of the Debtor’s 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
§1124 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

of those claims who vote have accepted the Plan. An impaired Class of interests is deemed to have
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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
§1129(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 I of the Plan apply in this Disclosure Statement except to

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

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

A. Background

The Debtor is a Delaware limited liability company that was formed in February 2006. The
Debtor is authorized to do business in Arizona. The Debtor’s sole member is Raintree Corporate
Center Holdings, LLC (“RCCH”). The Debtor’s managers are RCCH, Jennifer A. Schwartz and
Victor A. Duva. Cavan Management Services, LLC (“CMS”) is RCCH’s sole manager.

The Debtor owns and operates two Class “A” office buildings and the related corporate
campuses known as Phase I and Phase II of the Raintree Corporate Center located north of the
northeast corner of Loop 101 (Pima Freeway) and Raintree Drive, at 15333 North Pima Road and
15111 North Pima Road, respectively, in Scottsdale, Arizona (the “Property”). Each three-story
building is approximately 150,000 square feet and were built in 2002 through 2004. The Property
is managed by CMS, a well-respected, established manager of commercial real estate throughout
the Valley.

Phase I of the Property is currently occupied by 28 tenants in approximately 93,087 square

feet of the building. Thus, Phase I of the Property is approximately 62.44% occupied. Phase II of
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the Property is currently occupied by 4 tenants in approximately 59,297 square feet of the building.
Thus, Phase II of the Property is approximately 40% occupied.1

US Bank, N.A., as Trustee for the Registered Holders of Merrill Lynch Mortgage Trust
2006-C1, Commercial Mortgage Pass-Through Certificates, Series 2006-C1 (“US Bank”) has
asserted a claim against the Debtor, allegedly secured by the Property, in the principal amount of
approximately $57.5 million. US Bank has asserted in certain pleadings filed in this case that the
amount of its claim as of the Petition Date is approximately $71,000,000. The Debtor disputes that
such an amount is owed to US Bank, particularly in light of the $1.5 million delivered to US Bank
as discussed in footnote 1, above, and the additional approximately $1.1 million paid by the Debtor
to US Bank immediately prior to the Petition Date.

US Bank has obtained an appraisal of the Property indicating that the value of the Property
is approximately $27,100,000, as of January 28, 2010, and that the value of the Property, as
stabilized by July 28, 2013, will be $32,300,000. The Debtor does not dispute that the current
value of the Property is $27,100,000.

Prior to the Debtor’s bankruptcy filing, US Bank noticed a non-judicial foreclosure sale of
the Property for April 16, 2010. The Debtor filed its voluntary bankruptcy petition in order to stay
the foreclosure of the Property.

B. Operations

The Debtor has operated, and intends to continue operating, the Property as a Class “A”
office building. The Debtor continues to receive income from tenants to pay for the ordinary and
necessary operating expenses of the Property, as well as any necessary repairs, from such income.
In fact, the Debtor and US Bank have entered into a stipulation for the Debtor’s use of US Bank’s

asserted cash collateral pursuant to a budget, a copy of which is attached to the stipulation between

1 Notably, Phase II of the Property was previously fully occupied by Pulte Homes. However, in the
Fall of 2009, Pulte Homes vacated the Property by exercising an early termination right in its lease
and paying an early termination fee of approximately $2.1 million to the Debtor. The Debtor
previously delivered a portion of these fees to US Bank. In fact, the Debtor is informed and
believes that a substantial portion of these funds—approximately $1.5 million—is currently held by
US Bank or its servicer(s) in a reserve account, and the Debtor may seek authority to use such
funds for future tenant improvements and/or leasing commissions.
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the Debtor and US Bank (the “Budget”). The Budget reflects the current anticipated revenues and
expenses relating to the Property. The Debtor continues to market and lease vacant space in the
Property and to renew existing leases when appropriate.

In order to provide for efficient and productive operations, and to keep the Debtor’s
business competitive, the Debtor intends to retain the same management team and structure that
existed pre-petition. The issues confronted by the Debtor that led to the bankruptcy filing were the
product of market changes and the loss of Pulte Homes as a tenant in Phase II of the Property, not
the Debtor’s management or its structure. Thus, a change in management structure is not in the
best interests of the Debtor or its creditors because the existing structure is appropriate to meet the
needs of the Debtor.

By maintaining its current management and operational structure, the Debtor will avoid the
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 Debtor’s projections of cash flow reflecting the
Debtor’s sources and uses of cash (including (a) the Debtor’s anticipated revenues, and the infusion
of cash from the New Value contribution necessary to fund the Reserve Account and to fund the
Capital Reserves, as discussed below, and (b) the Debtor’s anticipated operating, tenant
improvement, leasing commission and capital costs and expenses) for the seven year period
following confirmation of the Plan.

C. Preferences and Fraudulent Conveyances

To the extent that a preference or fraudulent conveyance occurred before the bankruptcy
filing, such transfer may be recoverable by the bankruptcy estate for the benefit of the estate under
§§ 544, 547, or 548 of the Bankruptcy Code. To date, no complaints have been filed under any of
these theories, and the Debtor is 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 estate. These potential claims are specifically preserved for the

benefit of the bankruptcy estate. Any recovery that is obtained will be obtained for the benefit of
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the estate.

V. SIGNIFICANT EVENTS DURING THE CHAPTER 11 CASE

A. Administrative Proceedings

The Debtor filed its Petition for Relief under Chapter 11 on April 15, 2010, and a first
meeting of creditors was held on May 18, 2010.

B. Retention of Professionals

The Debtor retained Polsinelli Shughart, P.C. (“PS”) to act as its original bankruptcy
counsel. The Court signed an Order approving the retention of PS on May 23, 2010.

The Debtor retained Highland Financial Consulting, LLC (“CRO”) to act as its Chief
Restructuring Officer. The Court signed an Order approving the retention of the CRO on June 23,
2010.

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 and Stipulation and Use Cash Collateral

The Debtor filed a motion to use the revenues generated by the Property, which US Bank
asserts constitute its cash collateral, on April 27, 2010. Although US Bank initially filed an
objection to the use of its asserted cash collateral, the Debtor and US Bank resolved US Bank’s
objections and entered into, and filed on May 7, 2010, a stipulation for the Debtor’s use of the
asserted cash collateral, through July 31, 2010. The Debtor anticipates that it and US Bank will
enter into a further stipulation regarding the Debtor’s use of asserted cash collateral for at least an
additional 90 days prior to the expiration of the existing stipulation.

E. Operating Reports

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

F. Stay Relief Motion

On May 28, 2010, US Bank filed a motion seeking to terminate the automatic stay to allow
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it to foreclose on the Property. The Debtor has objected to the motion for stay relief. On July 7,
2010, the Court held a preliminary hearing on the motion for stay relief and continued such
preliminary hearing to July 20, 2010. At the July 20" hearing, the Court ordered that the stay relief
motion process will track the plan confirmation process.

G. Plan of Reorganization

On July 14, 2010, the Debtor filed its initial Plan of Reorganization and initial Disclosure
Statement. On September 2, 2010, the Court held a hearing regarding approval of the initial
Disclosure Statement and required the Debtor to make certain amendments relating to the treatment
of US Bank’s claim in the event that US Bank makes the § 1111(b)(2) election. This amended
Disclosure Statement and the amended Plan filed herewith, comply with the Court’s direction.

The Court also required US Bank to make its § 1111(b)(2) election no later than October 11,

2010. US Bank did not make the election by such date.

V. DESCRIPTION OF ASSETS AND LIABILITIES OF THE DEBTORS
A. Assets
The values ascribed to the Debtor’s assets below are based on the Debtor’s best estimate
and other factors such as the purchase price, comparable sales, tax assessments, and appraisals.

1. Real Property —$27.1 million.

2. Bank Accounts — Approximately $93,000 as of the Petition Date. The
Debtor has accumulated, and continues to accumulate, net cash from operations of the Property
since the Petition Date. The current amount of cash held by the Debtor is reflected in the most
recent Monthly Operating Report filed by the Debtor.

3. Other Accounts and Deposits — US Bank holds approximately $1,500,000
in cash that the Debtor delivered to US Bank from the early termination fee paid by Pulte Homes
when it vacated the Property. The Debtor also has an interest in certain cash retainers held by
professionals that provided services to the Debtor pre-petition. US Bank asserts that these funds
constitute part of its collateral. The Debtor disputes such assertion and asserts that these funds

should either be returned to the Debtor or applied to US Bank’s claim.
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4. Accounts Receivable — The Debtor owns certain accounts receivable from
tenants for unpaid rent in the amount of approximately $114,203, and a receivable from a related
entity, Cavan Investment Capital (“CIC”), in the amount of approximately $836,964. US Bank
asserts that these accounts receivable constitute part of its collateral. The Debtor does not dispute
that the unpaid rent receivables are part of US Bank’s collateral. The Debtor asserts that the CIC
receivable is uncollectible and valueless.

5. Personal Property — The Debtor owns certain personal property, consisting
primarily of office equipment, model unit furniture, fixtures and computer software with an
estimated book value of approximately $411,372. US Bank asserts that this personal property
constitutes part of its collateral. The Debtor asserts that the fair market value of the personal
property is, in context, negligible but will be determined by the Court as part of the confirmation
hearing.

B. Liabilities
The following is an overview of the Debtor’s known liabilities.

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

2. Secured Claims

a. The Debtor’s schedules list US Bank as a secured creditor with a
first position lien on the Property in the amount of approximately $57,495,000. In
its motion for stay relief, US Bank asserts that the amount owing on its secured
claim is approximately $71,000,000 as of the Petition Date. The Debtor disputes
this assertion.

b. The Debtor’s schedules list the law firm of Fennemore Craig as a
secured creditor with a claim of approximately $26,439 secured by a cash retainer
held by Fennemore Craig in the amount of $30,000.

c. The Debtor’s schedules list the accounting firm of Larson Allen as a

secured creditor with a claim of approximately $3,941.56 secured by a cash retainer
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held by Larson Allen in the amount of $25,000.
3. Unsecured Claims

According to the Debtor’s Schedules of Assets and Liabilities, the total amount of
unsecured claims, not including any deficiency claims of secured creditors, is $484,970.31. This
amount includes tenant security deposits in the amount of approximately $212,592.86, claims
owing to CMS in the total amount of $75,000, and a claim for reimbursement of tenant
improvement costs, held by Cylon (dba Eye Level Holdings) in the amount of approximately
$130,346.

C. Administrative Expenses

The Debtor’s administrative expenses consist of the fees and costs of attorneys and other
professionals necessary to the Debtor’s 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 Debtor’s 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 Debtor.

The Debtor’s bankruptcy counsel is PS. PS is currently in possession of a retainer in the
amount of $100,000. 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 Debtor’s Estate.

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. With the exception of the Classes 1-A through
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1-C (the “Priority Claims”), all the creditors of the Debtor are impaired under the terms of the Plan.
The Secured Creditors are impaired because they will be subjected to different treatment than they
had originally contracted for with the Debtor. The Unsecured Creditors will be impaired because
they will be subject to different treatment than they originally contracted for. Thus, the Debtor will
have numerous classes with the right to vote on its Plan of reorganization, as set forth herein.
A CLASSIFICATION OF CLAIMS AND INTERESTS.
1. Class 1: Priority Claims
a. Class 1-A consists of Allowed Priority Claims under 11 U.S.C. § 503 and
§ 507(a)(2) (Administrative Claims).
b. Class 1-B consists of Allowed Priority Claims under 11 U.S.C. § 507(a)(3)
(Wage Claims).
.Class 1-C consists of Allowed Priority Claims under 11 U.S.C. §507(a)(8) (Tax
Claims).
2. Class 2: Secured Claims
a. Class 2-A consists of the Allowed Secured Claim of US Bank.
b. Class 2-B consists of the Allowed Secured Claim of Maricopa County for
real property taxes.
c. Class 2-C consists of the Allowed Secured Claim of Fennemore Craig.
d. Class 2-D consists of the Allowed Secured Claim of Larson Allen.
3. Class 3: Allowed Claim of Eye Level Holdings
Class 3 consists of the Allowed Claim of Eye Level Holdings relating to the
Debtor’s obligation to reimburse Eye Level Holdings for tenant improvements made to Eye Level
Holdings’ leased premises.
4, Class 4: Tenant Security Deposits
Class 4 consists of Allowed Claims by tenants for the return of tenant security deposits held
by the Debtor.
5. Class 5: Unsecured Claims

Class 5 consists of the Allowed Unsecured Claims of Creditors not otherwise
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treated in the Plan.
6. Class 6: Interest Holders
Class 6 consists of all Allowed Interests of Interest Holders.
B. IMPAIRMENT OF CLASSES.
Classes 1-A, 1-B, and 1-C are unimpaired under the Plan. All other Classes are Impaired,
as that term is defined in 11 U.S.C. § 1124.
C. TREATMENT OF CLASSES.

1. Class 1: Priority Claims

a. Class 1-A: Administrative Claims

This Class consists of Allowed Priority Claims under 11 U.S.C. §§ 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.

b. 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.

C. 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 US.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
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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.

2. Class 2: Secured Claims

a. Class 2-A — Allowed Secured Claims of US Bank

This Class consists of the Allowed Secured Claim of US Bank. This Class is impaired. US
Bank asserts that it has the right to make an election under § 1111(b) of the Bankruptcy Code.
Accordingly, the following discussion sets forth alternate treatments of US Bank’s secured claim,
depending upon whether US Bank makes the § 1111(b) election or not.

Q) US Bank’s Treatment if the § 1111(b) Election is Not Made
If US Bank does not make the § 1111(b) election, then pursuant to § 506(a)(1) of the

Bankruptcy Code, the amount of US Bank’s Allowed Secured Claim shall be limited to the value
of its collateral, which US Bank asserts (and the Debtor does not contest) is $27,100,000. The
remainder of US Bank’s Allowed Claim shall be treated as a general unsecured claim in Class 5.
The Debtor intends to pay US Bank’s Allowed Secured Claim in full, with interest at the Plan
Rate, over a period of seven years.

Specifically, the Debtor will execute and deliver to US Bank a promissory note (the “New
US Bank Note”) in the principal face amount of $27,100,000, i.e. the amount of US Bank’s
Allowed Secured Claim. The New US Bank Note will mature and become fully due and payable
on the 7™ anniversary of the Effective Date (the “New US Bank Note Maturity Date™). During the
term of the New US Bank Note, the Debtor will make monthly principal and interest payments to
US Bank based upon a 25 year amortization schedule with interest at the Plan Rate. On the New
US Bank Note Maturity Date, all remaining amounts of principal and interest due under the New
US Bank Note will be immediately due and payable, and will be paid by the Debtor to US Bank
either through a sale of the Real Property or through refinancing of the Real Property. The first

payment of principal and interest will be made on the Effective Date, and each monthly payment
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thereafter will be made on the first business day of each month during the term of the New US
Bank Note.

US Bank will retain its existing lien on the property that served as collateral for US Bank’s
Claim pre-petition until the New US Bank Note has been satisfied in full. At any time prior to the
end of the term, the Debtor may pay the balance of the New US Bank Note without penalty.

The Debtor anticipates that, during the first approximately 24 months following the
Effective Date of the Plan, before the occupancy of the Real Property becomes stabilized, the Real
Property may not generate sufficient net cash flow, after paying operating expenses, to make the
full amount of monthly principal and interest payments payable under the New US Bank Note (the
“Monthly Note Payments”). Accordingly, on the Effective Date of the Plan, as part of the New
Value infused by RCCH, or the Successful Bidder, RCCH or the Successful Bidder will deposit
$3,000,000 into an interest bearing reserve account (the “Reserve Account”) which will be
specifically earmarked and used to pay any cash flow deficiency between the monthly net cash
flow generated by the Real Property and the Monthly Note Payments during the term of the New
US Bank Note (a “Cash Flow Deficiency”). To the extent that the use of the funds in the Reserve
Accounts will result in the amount of funds in the Reserve Account being reduced to an amount
below $200,000, at any time during the term of the New US Bank Note, the Reorganized Debtor
(from any retained excess cash flow) or RCCH, or the Successful Bidder, if any, (from an
additional contribution of capital) will replenish the Reserve Account such that the Reserve
Account shall always be maintained in the total amount of $200,000 until the New US Bank Note
matures.

The failure to maintain the Reserve Account in the total amount of at least $200,000 will
constitute a default under the New US Bank Note and the lien in the collateral securing the New
US Bank Note.

Immediately upon payment, in full, of the New US Bank Note, US Bank’s Allowed
Secured Claim, and its secured interest in the Real Property, will be deemed satisfied,

extinguished, released and discharged, in full.
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(i) US Bank’s Treatment if the § 1111(b) Election is Made

If US Bank makes the § 1111(b) election, then US Bank’s entire Allowed Claim will be
treated as fully secured, and US Bank will not have any claims in Class 5.

In this event, the Debtor will treat US Bank’s Allowed Claim as follows:

° US Bank will retain its lien on the Real Property in the full amount of its Allowed
Claim, as such Allowed Claim is determined by the Court.

° For purposes of this analysis, the Debtor assumes that (i) US Bank’s Allowed Claim
will be established at no more than $59,000,000, rather than the nearly $71,000,000 asserted by US
Bank in its pleadings filed in this case; and (ii) the value of US Bank’s collateral is $27.1 million.
The actual amount of US Bank’s Allowed Claim, and the value of its collateral base, will be
established by the Court. Attached hereto Exhibit “B” is a cash flow projection reflecting various
alternative scenarios for the treatment of US Bank’s claim depending on three different estimated
collateral values ($27.1 million, $28 million and $29 million) and three different claim amounts
($59 million, $65 million and $71 million) (collectively, the “Alternative Scenarios”). The Court
may determine that these various amounts are different than those set forth in the projections;
consequently, Exhibit “B” to the Disclosure Statement is merely illustrative of the Alternative
Scenarios and the final projections of cash flow may be adjusted accordingly following the Court’s
determinations of these variables.

° The Reorganized Debtor will make an initial principal payment to US Bank on the
Effective Date of the Plan in the amount of $425,000 from the New Value contributed by RCCH
or the Successful Bidder, if any.

° The Reorganized Debtor will pay the remaining total amount of US Bank’s
Allowed Claim over a period of 300 months as follows:

(1) In the first year following the Effective Date of the Plan, the Reorganized

Debtor will make payments of $126,250 per month to US Bank, for a total annual payment

of $1,515,000;

(i1) In the second year following the Effective Date of the Plan, the Reorganized

Debtor will make payments of $141,250 per month to US Bank, for a total annual payment
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of $1,695,000 and a total payment on US Bank’s Allowed Claim at the end of twenty four
months in the amount of $3,210,000;

(ii1))  In the third year following the Effective Date of the Plan, the Reorganized
Debtor will make payments of $156,250 per month to US Bank, for a total annual payment
of $1,875,000 and a total payment on US Bank’s Allowed Claim at the end of thirty six
months in the amount of $5,085,000;

(iv)  In the fourth year following the Effective Date of the Plan, the Reorganized
Debtor will make payments of $171, 250 per month to US Bank, for a total annual payment
of $2,055,000 and a total payment on US Bank’s Allowed Claim at the end of forty eight
months in the amount of $7,140,000;

(v) In the fifth year following the Effective Date of the Plan, the Reorganized
Debtor will make payments of $186,250 per month to US Bank, for a total annual payment
of $2,235,000 and a total payment on US Bank’s Allowed Claim at the end of sixty months
in the amount of $9,375,000;

(vi)  In the sixth through tenth years following the Effective Date of the Plan, the
Reorganized Debtor will make payments of $186,250 per month to US Bank, for total
annual payments of $2,235,000 per year and a total payment on US Bank’s Allowed Claim
at the end of 120 months in the amount of $20,550,000;

(vii)) In the eleventh through fifteenth years following the Effective Date of the
Plan, the Reorganized Debtor will make payments of $201,250 per month to US Bank, for
total annual payments of $2,415,000 per year and a total payment on US Bank’s Allowed
Claim at the end of 180 months in the amount of $32,625,000;

(viii)) In the sixteenth through twentieth years following the Effective Date of the
Plan, the Reorganized Debtor will make payments of $216,250 per month to US Bank, for
total annual payments of $2,595,000 per year and a total payment on US Bank’s Allowed
Claim at the end of 240 months in the amount of $45,600,000;

(ix)  In the twenty-first through twenty-fifth years following the Effective Date of

the Plan, the Reorganized Debtor will make payments of $216,250 per month to US Bank,
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for total annual payments of $2,595,000 per year until the total amount of US Bank’s

Allowed Claim of $59,000,000 (including the initial principal payment of $425,000) is paid

in full.

° Notwithstanding the foregoing payment schedule, the Reorganized Debtor shall
have the right and ability to make principal reduction payments to US Bank during the twenty-five
year payoff period, without penalty, from excess cash flow, if any, from the operations of the Real
Property.

° The foregoing repayment schedule reflects that US Bank will receive an internal
rate of return (i.e., interest) at the rate of 6.52% per annum during the 25 year repayment period,
based on the assumption that the value of US Bank’s collateral is $27.1 million and the allowed
amount of its claim is $59 million.

° In the event the Court finds that US Bank’s Allowed Claim is greater than
$59,000,000 and/or that the value of US Bank’s collateral is more than $27.1 million, then (i) the
stream of payments on US Bank’s claim will remain the same as set forth above but (ii) any
balance of US Bank’s Allowed Claim remaining on the 25" anniversary of the Effective Date will
be paid in full at such time through either the sale of the Property or a refinancing of the Property.
Attached hereto as Exhibit “C” is an “IRR Sensitivity Analysis” reflecting the internal rate of
return (or interest) that US Bank will receive under the Alternative Scenarios. Generally, the IRR

Sensitivity Analysis reflects the following interest to be paid to US Bank under the Alternative

Scenarios:
$59 million $65 million $71 million
$27.1 million 6.52% 6.95% 7.32%
$28 million 6.20% 6.64% 7.02%
$29 million 5.86% 6.31% 6.70%
° The Debtor anticipates that, during the first approximately 24 months following the

Effective Date of the Plan, before the occupancy of the Real Property becomes stabilized, the Real

Property may not generate sufficient net cash flow, after paying operating expenses, to make the
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full amount of monthly payments called for in the foregoing payment schedule. Accordingly, just
as with the Debtor’s treatment of US Bank’s claim if US Bank does not make the § 1111(b)
election, on the Effective Date of the Plan, as part of the New Value infused by RCCH or the
Successful bidder, if any, RCCH or the Successful Bidder will deposit $3,000,000 into the Reserve
Account, which will be specifically earmarked and used to pay any cash flow deficiency between
the monthly net cash flow generated by the Real Property and the required monthly payments set
forth in the foregoing payment schedule. To the extent that the use of the funds in the Reserve
Accounts will result in the amount of funds in the Reserve Account being reduced to an amount
below $200,000, at any time during the 25 year payment period, the Reorganized Debtor (from any
retained excess cash flow) or RCCH, or the Successful Bidder, if any, (from an additional
contribution of capital) will replenish the Reserve Account such that the Reserve Account shall
always be maintained in the total amount of $200,000 until the US Bank’s Allowed Claim is paid
in full matures. The failure to maintain the Reserve Account in the total amount of at least
$200,000 will constitute a default under the Plan and the lien in the Real Property securing the
New US Bank Note.

° Immediately upon payment, in full, of US Bank’s Allowed Claim, US Bank’s
secured interest in the Real Property will be deemed satisfied, extinguished, released and
discharged, in full.

° The Reorganized Debtor reserves its right and ability to sell or refinance the Real
Property at any time during the twenty-five year payment period, so long as the net sale or loan
proceeds (after payment of costs of sale or loan) are sufficient to pay the remaining amount of US
Bank’s Allowed Claim in full.

b. Class 2-B —Allowed Secured Claim of Maricopa County

This Class consists of the Allowed Secured Claim of Maricopa County, Arizona
(“Maricopa County”), if any, that is secured by a tax lien on the Real Property.  This Class is
impaired.

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

If funds generated from the normal operations of the Real Property are insufficient to pay
the secured real property tax claims as provided herein, the payments required herein to Maricopa
County will be made from the New Value contributed by RCCH or the Successful Bidder, if any.

C. Class 2-C —Allowed Secured Claim of Fennemore Craiqg

This Class consists of the Allowed Secured Claim of Fennemore Craig in the amount of
$26,439. This Class is impaired.

Although the retention agreement between Fennemore Craig and the Debtor does not
provide for the payment of interest on Fennemore Craig’s claim, Fennemore Craig’s Allowed
Secured Claim shall include interest at the Plan Rate from the date that the amount due and owing
to Fennemore Craig first became 60 days past due until the Effective Date of the Plan. On the
Effective Date of the Plan, Fennemore Craig will be entitled to apply its collateral (consisting of a
cash retainer) to the principal amount of Fennemore Craig’s claim plus any such accrued interest.
Regardless of the total amount of Fennemore Craig’s claim, Fennemore Craig’s application of its
retainer to the principal amount of the claim and any accrued interest shall be deemed to be in full
and final satisfaction of Fennemore Craig’s claims against the Debtor. To the extent that the
amount of the retainer is greater than the amount of Fennemore Craig’s claim, including accrued
interest, Fennemore Craig shall deliver any excess funds to the Debtor after application of the

retainer to Fennemore Craig’s claim.

d. Class 2-D —Allowed Secured Claim of Larson Allen

This Class consists of the Allowed Secured Claim of Larson Allen in the amount of
$3,941.56. This Class is impaired.

Although the retention agreement between Larson Allen and the Debtor provides for the
payment of interest on Larson Allen’s claim at the rate of 1.5% per month, Larson Allen’s
Allowed Secured Claim shall include interest at the Plan Rate from the date that the amount due
and owing to Larson Allen first became 60 days past due until the Effective Date of the Plan. On
the Effective Date of the Plan, Larson Allen will be entitled to apply its collateral (consisting of a
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cash retainer) to the principal amount of Larson Allen’s claim plus any such accrued interest.
Regardless of the total amount of Larson Allen’s claim, Larson Allen’s application of its retainer
to the principal amount of the claim and any accrued interest shall be deemed to be in full and final
satisfaction of Larson Allen’s claims against the Debtor. To the extent that the amount of the
retainer is greater than the amount of Larson Allen’s claim, including accrued interest, Larson
Allen shall deliver any excess funds to the Debtor after application of the retainer to Larson
Allen’s claim.

3. Class 3: Allowed Claim of Eye Level Holdings

This Class consists of the Allowed Claim of Eye Level Holdings for unreimbursed tenant
improvement costs and expenses owing by the Debtor to Eye Level Holdings in the amount of
approximately $130,346 (“Eye Level Holdings” Reimbursement Claim™). This Class is impaired.

Eye Level Holdings’ Reimbursement Claim shall not accrue interest. Eye Level Holdings’
Reimbursement Claim shall be satisfied and paid in full by Eye Level Holdings setting off against
the monthly rent owing by Eye Level Holdings to the Reorganized Debtor the following amounts
pursuant to the following schedule until Eye Level Holdings’ Reimbursement Claim is satisfied in
full:

For the first six months that rent is due from Eye Level Holdings to the Debtor following
the Effective Date, Eye Level Holdings shall be entitled to set off the amount of $5,000 per month
from its monthly rent payment to the Reorganized Debtor. For the following six months, Eye Level
Holdings shall be entitled set off the amount of $7,000 per month from its monthly rent payment to
the Reorganized Debtor. For the following six months, Eye Level Holdings shall be entitled set off
the amount of $10,000 per month from its monthly rent payment to the Reorganized Debtor until
Eye Level Holdings’ Reimbursement Claim is paid in full.

4. Class 4: Tenant Security Deposits

This Class consists of all Allowed Unsecured Claims of tenants for pre-petition security
deposits held by the Debtor in the total aggregate amount of approximately $212,592.86. This
Class is impaired.

The Reorganized Debtor shall retain its right and ability to determine whether and what
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extent a tenant is entitled to the return of its security deposit pursuant to the terms of the lease
between the Debtor and the tenant and applicable state law. However, notwithstanding anything to
the contrary in the lease between the Debtor and its tenants or in applicable law, valid and
enforceable tenant security deposits will be paid to tenants within 90 days of the later of either (a)
the date that the Debtor determines the appropriate amount of the security deposit to be returned or
(b) the date the tenant vacates its premises. This 90 day delay is necessary in order to ensure that
the Debtor has sufficient funds on hand to return the security deposit to the tenant, either from the
cash flow of the Real Property or from an infusion of cash from one or more of the New Interest
Holders.

5. Class 5: Unsecured Claims

This Class consists of all Allowed Unsecured Claims of Creditors that are not specifically
treated elsewhere in the Plan (e.g., this Class does not include the Allowed Claim of Eye Level
Holdings, claims of tenants for security deposits, or any administrative or priority claims). If US
Bank does not make the § 1111(b) election, then US Bank’s unsecured deficiency claim—i.e., the
difference between the amount of US Bank’s Allowed Claim and the value of the Real Property—
will be included in this Class. If US Bank makes the § 1111(b) election, then US Bank will not
have a deficiency claim and will not participate in distributions to holders in this Class 5. This
Class is impaired.

a. Treatment of Allowed Unsecured Claims if US Bank Does
Not Make the § 1111(b) Election

If US Bank does not make the § 1111(b) election, then Allowed Unsecured Claims will be
treated as follows:

° If RCCH is the successful bidder at the auction discussed below, RCCH and/or any
other affiliates of the Debtor holding Unsecured Claims, including Cavan Management Services
(the manager of RCCH) (“CMS”), will waive their Unsecured Claims against the Debtor and the
Debtor’s Estate, and will not participate in any distribution to Class 5 Claimants. However, if
RCCH is not the successful bidder at the auction, then RCCH and/or any other affiliates of the
Debtor holding Allowed Unsecured Claims against the Debtor, including CMS, shall participate in

the distributions to this Class.
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° The Allowed Unsecured Claims in this Class will be treated as follows:

(1) First, Allowed Unsecured Claims will share, pro-rata, in a distribution of the
sum of $500,000 in cash (the “Unsecured Distribution Amount”) paid by the Reorganized Debtor,
from the New Value contribution, on the 90" day following the Effective Date of the Plan.

(i1) Second, the Reorganized Debtor will issue to each holder of an Allowed
Unsecured Claim its pro rata portion of a $5 million subordinated debenture payable to holders of
Allowed Unsecured Claims (the “Subordinated Debenture”). The Subordinated Debenture will not
accrue interest. The Subordinated Debenture will be secured by a second position lien in and to
the Real Property, subject only to real property taxes and the Allowed Secured Claim of US Bank.
The Reorganized Debtor shall not be required to make periodic payments to the holders of the
Subordinated Debenture. However, the Subordinated Debenture will be fully due and payable on
the 7™ anniversary of the Effective Date of the Plan or upon the sale or refinancing of the Real
Property.

° RCCH, or the Successful Bidder, if any, will contribute the Unsecured Distribution
Amount, as part of the New Value contribution, into an account created by the Reorganized Debtor
for the receipt of such funds (the “Unsecured Reserve Account”).

° Upon their receipt of (a) their respective pro rata portions of the Unsecured
Distribution Amount and (b) their pro rata distributions from the payment of the Subordinated

Debenture, all Allowed Unsecured Claims in this Class shall be deemed paid and discharged in

full.
b. Treatment of Allowed Unsecured Claims if US Bank
Makes the § 1111(b) Election
If US Bank makes the § 1111(b) election, then Allowed Unsecured Claims will be treated
as follows:

° RCCH and/or any other affiliates of the Debtor holding Unsecured Claims,
including CMS, will waive their Unsecured Claims against the Debtor and the Debtor’s Estate, and
will not participate in any distribution to Class 5 Claimants.

° The Allowed Unsecured Claims in this Class (again, not including any claim by US

Bank, Eye Level Holdings, or tenants for security deposits, which claims are treated elsewhere in
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this Plan) will be paid in full but without interest, by the Reorganized Debtor from the New Value
contribution, on the 90" day following the Effective Date of the Plan. The Debtor estimates that
these claims will not exceed approximately $75,000.

° Upon their receipt of the funds from the Reorganized Debtor, all Allowed
Unsecured Claims in this Class shall be deemed paid and discharged in full.

6. Class 6: Interest Holders

Class 6 consists of all Allowed Interests of the Interest Holder in the Debtor. The Debtor’s
Interest Holder is RCCH. RCCH will purchase the equity interests in the Reorganized Debtor by
the contribution of cash to the Reorganized Debtor, on the Effective Date, in the amount of
$8,000,000 (i.e., the New Value). The New Value will be used to:

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

(b) pay the amounts to Maricopa County as set forth above, to the extent that cash flow
from the Real Property is insufficient to pay the taxes;

(c) pay the $425,000 initial principal payment to US Bank, if US Bank makes the § 1111(b)
election;

(d) pay the amount necessary to fund the Reserve Account in the amount of $3,000,000 as
required by the treatment of Class 2-A Claimants as set forth above;

(e) pay either (1) the Unsecured Distribution Amount of $500,000, if US Bank does not
make the § 1111(b) election or (2) the amount necessary to pay Allowed Unsecured Claims in
Class 5 (estimated at approximately $75,000), in full, if applicable if US Bank makes the § 1111(b)
election; and

(f) fund a capital reserve account, in the amount of approximately $4.5 million, necessary
to fund, among other things, (1) tenant improvements, (2) broker’s commissions, and (3) other
necessary and appropriate capital expenses of the Real Property to ensure that the value of the Real
Property is maintained.

If the Court determines that, under the circumstances, the New Value to be contributed by
RCCH is insufficient, or that other parties-in-interest should be allowed to bid for the equity
interests in the Reorganized Debtor, then other interested parties may bid for the equity interests in
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the Reorganized Debtor by meeting all of the terms and conditions identified below. Such bids
shall be made pursuant to the following auction procedures and terms:

a. The auction of the equity interests in the Reorganized Debtor will be held at the
time of the Confirmation Hearing in the courtroom, with the Court presiding over the bidding.

b. Any party wishing to bid on the equity interests of the Reorganized Debtor must
satisfy the following requirements to be a “Qualified Bidder”:

L. The bidder must be a current Creditor or Interest Holder of the Debtor. This
requirement is necessary to avoid any potential registration or like requirements of any
applicable securities laws or regulations.

il. The bidder must deposit $1,000,000 in cash (“Deposit”) with the Debtor’s
counsel at least twenty-five days prior to the Confirmation Hearing. Any Deposits will be
returned to any unsuccessful bidder on the day following the Confirmation Hearing. The
Deposit, plus any additional amounts bid by the Successful Bidder at the auction for the
equity interests in the Reorganized Debtor, will be delivered to the Reorganized Debtor on
the Effective Date of the Plan.

iii. At least twenty-five days prior to the Confirmation Hearing, all bidders must
provide satisfactory evidence to the Debtor of their ability to make a cash payment to the
Debtor, on the Effective Date of the Plan, in the amount of no less than $8,250,000. To the
extent that the Debtor contests the sufficiency of the evidence submitted regarding a
bidder’s ability to pay such amount, the evidence will be presented to the Court at the
Confirmation Hearing, prior to bidding, and the Court will make a determination as to the
sufficiency of the evidence and whether the bidder should be deemed to be a Qualified
Bidder.

iv. At least twenty-five days prior to the Confirmation Hearing, all bidders must
provide satisfactory evidence to the Debtor of their ability to operate the Reorganized
Debtor in such a manner as to satisfy the requirements of this Plan, including payments to
administrative claimants, secured creditors and unsecured creditors, on the terms and
conditions set forth herein. To the extent that the Debtor contests the sufficiency of the
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evidence submitted regarding a bidder’s ability to make payments as required by the Plan,

the evidence will be presented to the Court at the Confirmation Hearing, prior to bidding,

and the Court will make a determination as to the sufficiency of the evidence and whether
the bidder should be deemed to be a Qualified Bidder.

V. At least twenty-five days prior to the Confirmation Hearing, all bidders must
provide satisfactory evidence to the Debtor that they are authorized to do business in the

State of Arizona, and have, or have the ability to obtain, any and all necessary permits

and/or licenses to operate the Real Property. To the extent that the Debtor contests the

sufficiency of such evidence, the evidence will be presented to the Court at the

Confirmation Hearing, prior to bidding, and the Court will make a determination as to the

sufficiency of the evidence and whether the bidder should be deemed to be a Qualified

Bidder.

C. All bids for the interests in the Reorganized Debtor shall be in increments of no less
than $250,000.

d. In order for a Qualified Bidder’s bid to be determined to be higher and better than
the New Value to be contributed by RCCH as set forth above, the Qualified Bidder’s bid must:

1. Exceed, by at least $250,000, RCCH’s $8 million bid; and

ii. Provide that the Qualified Bidder will comply with and perform under the
terms of this Plan, including the payments to creditors (including tenant security deposits)
as provided herein.

€. RCCH shall have the right and ability to bid at the auction.

Competing bids will be assessed by the Court for their relative merits including, but not
limited to, the amount of the bid and the expertise of the would-be New Interest Holder to manage
and guide the Reorganized Debtor after the Effective Date and to satisfy the requirements of this
Plan, including its ability to make the payments to creditors required herein and to satisfy the
assumed obligations as required herein.

On the Effective Date, if RCCH is not the successful bidder at the auction, then the
Successful Bidder at the auction must deliver its cash bid to the Reorganized Debtor and, upon
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such delivery, the Successful Bidder will be deemed to hold the equity interests in the Reorganized
Debtor, subject to all terms and conditions of this Plan, including the obligations to other creditors
as provided herein and the assumption of liabilities as provided herein.
D. MEANS FOR EXECUTING THE PLAN.
1. Funding

The Plan will be funded by operation of the Property and a capital infusion in the amount
of the New Value by RCCH or the Successful Bidder, if an auction as described above is held. As
a showing of good faith and commitment to the Plan, RCCH will place $250,000 in “escrow” in
the trust account of the Debtor’s bankruptcy counsel on or before the Confirmation Date. These
funds will become a part of the Estate and will fund the New Value contribution obligations set

forth herein at confirmation only in the event that RCCH is the successful bidder for the equity

interests in the Reorganized Debtor. Additionally, these funds will only be available to, and
become a part of, the Estate if a Confirmation Order confirming this Plan is entered and becomes a
Final Order.

2. Liquidation of Estate Property

The Debtor shall have the authority to retain such brokers, agents, counsel, or
representatives as it deems necessary to market, lease and/or sell assets of the Reorganized Debtor.
3. Management
The Plan will be implemented by the retention of the Debtor’s existing management, CMS.
This implementation will also include the management and disbursement of the funds infused by
RCCH, or the Successful Bidder, if any, as set forth above and in accordance with the terms of this
Plan.

4. Disbursing Agent

The Reorganized Debtor 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 Debtor’s 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
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satisfy the requirements of the Plan, the Debtor 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 Debtor
deems advisable, it 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 Debtor under the terms described herein

and completely replace any pre-confirmation obligations of the Debtor.

VII. 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 Debtor 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.

In addition, any pre-confirmation obligations of the Debtor dealt with in the Plan shall be
considered New Obligations of the Debtor, and these New Obligations shall not be considered in
default unless and until the Reorganized Debtor defaults on the New Obligations pursuant to the
terms of the Plan. The New Obligations provided for in the Plan shall be in the place of, and
completely substitute for, any pre-Confirmation obligations of the Debtor. Once the Plan is
confirmed, the only obligations of the Debtor shall be such New Obligations as provided for under

the Plan.

VIII. LIQUIDATION ANALYSIS
If the Plan is not confirmed, and the Debtor’s assets were liquidated instead, it is likely that
only US Bank would recover anything from such liquidation, and all other creditors (other than

Fennemore Craig and Larson Allen) will not recover anything from the Debtor or the Debtor’s
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Estate. Indeed, the value of the Debtor’s Property is $27.1 million, while US Bank’s asserted
secured claim encumbering the Property is at least approximately $57 million. Furthermore, the
Debtor’s personal property is virtually worthless and is likely covered by US Bank’s security
interest in the Debtor’s assets. Although the Debtor owns a significant claim against a related
entity, the Debtor is informed and believes that such claim is uncollectible.

The Debtor’s Plan provides a better recovery than such a liquidation, regardless of whether
US Bank makes the § 1111(b) election. First, if US Bank makes the § 1111(b) election, unsecured
claims, other than related party claims, will be paid in full from the New Value contribution. If US
Bank does not make the election, then Allowed Unsecured Creditors will share in a pro rata
distribution of $500,000 on the Effective Date and a pro rata interest in the Subordinated
Debenture. Finally, under the Plan, US Bank will recover either (a) the value of its collateral, plus
a market rate of interest, plus its share of the Unsecured Distribution Amount and Subordinated
Debenture, if it does not make the § 1111(b) election; or (b) cash payments in the total amount of
its Allowed Claim if it makes the § 1111(b) election. Either of these treatments will result in a
better recovery to US Bank than if the Property were liquidated.

Thus, the Plan provides for a better recovery to creditors than a liquidation.

IX. TAX CONSEQUENCES

Pursuant to §1125(a)(1) of the Bankruptcy Code, the Debtor is to provide a discussion of
the potential material tax consequences of the Plan to the Debtor, any successor to the Debtor, 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 Debtor 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 Debtor. It does not address all federal income
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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 Debtor.

This description of the federal income tax consequences of implementing the Plan is based
on Debtor’s interpretation of the applicable provisions of the Internal Revenue Code of 1986, as
amended (the “IRC”), the regulations promulgated thereunder, and other relevant authority.
Debtor’s interpretation, however, is not binding on the IRS or any court. The Debtor has not
obtained, nor does it intend to obtain, a private letter ruling from the IRS, nor has the Debtor
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 Debtor

In general, pursuant to IRC Section 108, the amount of any debt of a corporation that is
partially or totally discharged pursuant to a Title 11 bankruptcy case is excluded from gross
income. According to IRC Section 108(b), the amount of debt discharge income (“DDI”) that is
excluded from gross income must be applied to reduce the tax attributes of the Debtor. The
Debtor’s 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 Debtor’s property; (6) passive activity loss and credit carryovers; and (7) foreign tax
credit carryovers. The Debtor 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
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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

claim under the Plan.

X. 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.
Objections 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 Debtor, 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 §502(c) of the Bankruptcy Code as an estimate for distribution purposes;
(i1) an amount agreed to between the Debtor 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 Debtor to the Claimants at the

address appearing on the master mailing matrix unless the Claimant provides the Reorganized
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Debtor 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
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.

XI. 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 Debtor, and any Claim on account thereof shall be deemed

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

XIl. CLOSING OF CASE.

Until these cases are officially closed, the Reorganized Debtor 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. §1930, as
amended. Pursuant to 11 U.S.C. §1129(a)(12), all fees payable under §1930 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.

XII. MODIFICATION OF THE PLAN.

In addition to its modification rights under §1127 of the Bankruptcy Code, the Debtor may
amend or modify the Plan at any time prior to Confirmation without leave of the Court. The Debtor
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 Debtor
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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1 XIV. JURISDICTION OF THE COURT.
2 The Court will retain jurisdiction until the Plan has been fully consummated for, including

3 || but not limited to, the following purposes:

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

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

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

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

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

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

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

58 8. The entry of an order concluding and terminating this case.
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XV. 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 Debtor, 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 Debtor, unless otherwise ordered by the Court, and shall be available for distribution in

accordance with the terms of the Plan.

XVI. EXECUTORY CONTRACTS.

The Debtor hereby expressly assumes any and all tenant leases in existence as of the
Confirmation Date and all executory contracts listed in the Debtor’s Schedules of Assets and
Liabilities. Every other executory contract and/or unexpired lease of the Debtor 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.

XVII. REVESTING.
Except as provided for in the Plan or in the Confirmation Order, on the Effective Date the
Reorganized Debtor 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 Debtor shall operate their business free of any restrictions.

XVIIL. DISCLAIMER.
Court approval of this Disclosure Statement and the accompanying Plan of Reorganization,

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

disapproved.

XIX. RISKS.

The risk of the Plan lies with the Debtor’s ability to fund the Plan and ultimately to
refinance or sell the Property to pay off its creditors. If the funds to be infused by the Interest
Holder are infused, this will lessen the risk accordingly. However, the success of the Debtor
depends in large part on the recovery of the national economy over the next several years following

confirmation.

XX. PROPONENTS RECOMMENDATION/ALTERNATIVES TO THE PLAN.

The Debtor recommends that all creditors entitled to vote for the Plan do so. The Debtor’s
Plan will pay US Bank 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 US Bank. In such a
case, Unsecured Creditors will 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 US Bank, and, as a result, Unsecured Creditors would receive nothing.

For all these reasons, the Debtor urges you to vote to accept the Plan and to return your

ballots in time to be counted.
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DATED: October 12, 2010.

POLSINELLI SHUGHART PC

By: /Z/%/é(f

J6hn J. Hebert <~

Mark W. Roth

Philip R. Rudd

CityScape Plaza

One East Washington, Suite 1200
Phoenix, AZ 85004

Attorneys for the Debtor

COPY of the foregoing mailed (or served via

electronic notification if indicated by an “*”)

on October 12, 2010, to:

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

By:

/s/ Cathie Bernales

Richard Lorenzen * rlorenzen@perkinscoie.com
PERKINS COIE BROWN & BAIN, P.A.

2901 N. Central Ave., Suite 2000

Phoenix, AZ 85012-2788
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Raintree North

Year 1 Year 2 Year 3 Year 4 Year & Year 6 Year 7
For the Years Ending Sep-2011 Sep-2012 Sep-2013 Sap-2014 Sep-2015 Sep-2016 Sep-2017
Potential Gross Revenue
Base Rental Revenue $ 3,130,713 § 42822280 § 5573426 § 5,719,151 § 5,869,186 § 6,645,077 % 7,223,611
Absorption & Turnover Vacancy 3 (138,721) § (137,782} % (276,169) $ (132,840} $ (206,722) % (401,863} § (370,568)
Basa Rent Abatements 3 (867,972) $ {566,071} % {630,766) § {243,164) $ {300,361) § (1.042,375) § (753,912)
Scheduled Base Renlal Revenue % 2,323,020 $ 3,678,378 § 4,666,491 % 5,343,147 § 5272103 % 5,200,839 § 8,087,131
Base Rental Step Revenua $ 41,034 § 478383 § 544,184 % 655,345 $ 751,464 3 491,782 & 298,050
Expense Reimbursement Revenue X
Real estate laxes 3 953 % 10 $ 19,571 3 71,241 % 95959 % 80,308 § 67,786
Insurance $ 778 1 % 2,827 % 8,973 % 11,775 & 9780 § 8,249
Utilities 3 515 § 8 3 18,262 § 58,480 % 78,751 % 64,101 § 54,220
Janiterial $ 167 § 2 3% 6,338 § 20,036 $ 26,158 % 21,609 % 18,262
Repairs & rainlenance k] 118 3§ 2 % 4,295 § 13,667 § 17,895 & 14,871 % 12,574
HVAC b 40 5 1 % 1,039 B 3,598 § 4818 3% 4,229 3 3,627
Grounds & landscaps 3 65 § 1§ 2217 & 7141 % 9410 § 7913 % 6,692
Refuse Removal $ 78 - 5 261 & 823 & 1,082 % 806 § 766
Elevalor i 24§ - § 743 % 2,456 § 3,253 % 2785 § 2,366
Exterminaling K] 7 8 - $ 261 § 823 % 1,089 § 506 % - 766
Security and Fire 3 16 & - ¥ 863 3§ 2,078 $ 2718 § 2234 § 1,880
Parking Lot $ 3 8 - § 145 § 425 § 545 § 419§ 348
Praoperty Managment $ 84 3 1 0% 4790 $ 16,345 $ 21,070 § 16,944 § 14,627
Misc. expeinses 5 16 §. - $ B0 % 1,903 8 . 2495 § 2,066 % 1,751,
Tolal Reimbursement Revenue 5 2002 § 26 & 62,013 § 207,989 § 275,023 § 229,071 & 193,914
Roofiep . $ 25200 % 25200 $ 25200 % 25200 8 25,200 $§ 25,200 % 25,200
LUtility Reimb. § 12,000 % 12120 % 12,241 & 12,364 5 12,487 & 12,612 § 12,738
Other $ 7,200 § 7344 § 7491 § -8 - ¥ - 8 -
Parking Revenue 3 156,129 % 205412 8§ 254,005 $ 270,633 § 269,683 5 271981 % 279,329
Total 5 200.52¢ § 250,076 § 288,937 & _ 308,097 3§ 307,570 § 308,773 % 317,267
Total Polential Gross Revenue $ 2566675 3 4,306,861 $ 5571625 § 6,514,578 $ 5,636,160 $ 6,231,465 $ 6,907,362
General Vacancy 0 0 {114,990 (140,959) {27,714} (15,630) 0
Effeclive Gross Revenue 2,566,675 4,306,861 5,456,635 6,373,619 6,608,446 5,215,835 6,807,362
Operating Expenses
Real estate taxes 3 868,118 § 621,682 § 683,851 § 854,813 % 897,554 § 924,480 § 252,214
Insurance 3 97,524 % 100,450 % 103,464 % 106,568 % 100,765 § 113,058 § 116,449
Utilities $ 539619 § 601,677 § 664,247 % 685,934 % 710,676 35 728587 § 752,405
Janitorial 3 154107 $ 188,596 % 223471 % 237518 $ 240,504 3% 245459 § 254,208
Repairs & mainlenance $ 120,005 3 137,073 § 154,305 § 162,319 $ 165,356 § 169,307 § 174,885
HVAC 3 32747 & 37,103 § 41312 % 43,656 3 44,620 § 45738 $ 47,175
Grounds & landscape 3 77,093 § 80,333 % 82,742 § 85,226 % 87,782 § 50,415 % 93,128
Refuse Removal $ 9,001 % 9272 § 9,550 % 9,836 % 10,131 & 10435 § 10,748
Elovator 3 26985 & 27,794 % 28,629 $ 29488 % 30372 § 31,284 3 32,222
Exterminating $ 9001 % 8,272 $ 9,550 % 9,836 § 10,131 % 10,435 § 10,748
Seeurity and Fire 3 22513 & 23188 § 23,884 % 24600 § 25339 % 26000 § 26,882
Parking Lot $ 4510 § 4646 § 4785 % 4,928 % 5076 % 5228 § 5,385
Propery Managment 3 76,137 § 127,768 % 163,700 $ 191,209 $ 198,254 % 186,475 § 207,221
Misc. expenses $ 14,699 $ 17,068 & 21,263 & 22612 § 22905 § 23,381 $ 24,207
‘folal Operaling Expanses § 2072959 § 1986820 $ 2214753 % 2,478,540 $ 2,558465 § = 2610381 § 2,707,975
Mel Operaling Income $ 493716 $ 2320041 $ 3,241,882 § 3895079 % 4,049,981 % 3,605,454 $ 4,199,387
Debt Service $ 2085000 3 2085000 $ 2085000 $ 2,085000 $ 2,085,000 % 2,085,000 5 2,085,000
Leasing & Capilal Cosls
Tenant Improvements $ 1188197 § 1,688924 % 1,323,432 § 248,730 § 839,592 % 1,464,713 § 1,305,07¢
t,easing Commissions $ 427331 & 527175 § 555,832 § 159,472 % 361,935 % 669,805 $§ 649,388
Asset Management Fees 3 300,000 § 300,000 $ 300,000 $ 300,000 $ 300,000 3% 300,000 § 300,000
Capital Improvements $ 198,000 § 203,940 % 210,058 % 216,360 &% 222,850 3 229,536 % 236,422
Tetal L easing & Capilal Cosls $ 2113528 % 2620039 § 2,388,322 § 924,562 % 4,724,377 % 2,664.054 § 2,490,889
Cash Flow $ (3704,812) § {2,3B4,998) $ (1,232,440} $ B85,517 § 240,604 %  (1,143,600) $ (376,502)
Capital and Inlerest Reserve % 4295188 § 1,910,180 § 877750 § 1,563,267 & 1,803 871 § 660,271 $ 283,769

EXHIBIT A
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Raintree North
IRR Sensitivity Analysis

25-Year Balloon

$59 Million $65 Million £71 Million
$27 1 Million 6.52% ' 6.95% 7.32%
$28.0 Million 6.20% 6.64% 7.02%
$29.0 Million 5.86% 6.31% 8.70%
EXHIBIT C
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