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the registrant under any of the following provisions:

¨ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

¨ Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

¨ Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR
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Item 5.02    Departure of Directors or Principal Officers; Election of Directors; Appointment of Principal Officers.
On November 12, 2013, the Compensation Committee of the Board of Directors (the “Board”) of AdCare Health
Systems, Inc. (the “Company”) adopted a program, which also was approved by the entire Board, to replace certain cash
compensation otherwise payable to the Company’s directors and officers with equity compensation, thereby reducing
the amount of cash compensation payable by the Company and otherwise more closely aligning the interests of the
Company’s directors and officers with those of the Company’s shareholders (the “Cash Compensation Reduction
Program”). The Company’s officers who are party to employment agreements with the Company, including the Chief
Executive Officer, Chief Operating Officer and Chief Financial Officer, have agreed to participate in the Cash
Compensation Reduction Program. The Cash Compensation Reduction Program is applicable commencing with
compensation payable in respect of the year ending December 31, 2014. The Cash Compensation Reduction Program
provides that:

•
director fees otherwise payable in cash to the Company’s independent directors for Board service will be paid 50% in
cash and 50% in options to purchase common stock (the “Director Cash Replacement Options”) granted pursuant to the
Company’s 2011 Stock Incentive Plan (the “Plan”);

•
$50,000 of the compensation otherwise payable in cash to the Company’s Chairman of the Board for his service as
Chairman will be paid in options to purchase common stock granted pursuant to the Plan (the “Chairman Cash
Replacement Options”);

•

the Chief Executive Officer, Chief Operating Officer and Chief Financial Officer have agreed to accept options to
purchase common stock granted pursuant to the Plan (the “Officer Cash Replacement Options” and, together with the
Director Cash Replacement Options and the Chairman Cash Replacement Options, the “Cash Replacement Options”) in
lieu of cash compensation otherwise payable to them under their employment agreements in the amounts of $50,000,
$25,000 and $20,000, respectively;

•the Cash Replacement Options will be granted on November 12
th of each year in respect of compensation for the

following calendar year (the “Subsequent Year”);

•the Cash Replacement Options will have an exercise price equal to the fair market value (as defined in the Plan) of thecommon stock on the date of grant;

•
the Cash Replacement Options will vest with respect to 1/12 of the underlying shares of common stock on the
last day of each month of the Subsequent Year, with vesting to be accelerated upon a change of control (as
defined in the Plan) as provided in the Plan; and

•
each Cash Replacement Option will have a value equal to the amount of cash compensation such option is intended to
replace in respect of compensation for the Subsequent Year, with such value to be determined as of the date of grant
and in accordance with the Black-Scholes-Merton option-pricing model.
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The participation of the Chief Executive Officer, Chief Operating Officer and Chief Financial Officer in the Cash
Compensation Reduction Program will cease upon a change in control (as defined in their respective employment
agreements). The Chief Executive Officer, Chief Operating Officer and Chief Financial Officer have agreed to amend
their respective employment agreements, in a form mutually acceptable to the Company and the officer party to such
employment agreement, to reflect certain modifications thereto, including such officer’s participation in the Cash
Compensation Reduction Program as described herein. These amendments will not reduce or increase any such
officer’s salary for the purpose of calculating any post-termination, change in control or severance payments, or any
other payments or benefits calculated based upon salary, otherwise payable to such officer pursuant to his employment
agreement.
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SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, the Registrant has duly caused this report to
be signed on its behalf by the undersigned hereunto duly authorized.

Date:  November 13, 2013 ADCARE HEALTH SYSTEMS, INC.

/s/ Boyd P. Gentry
Boyd P. Gentry
Chief Executive Officer
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