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DOCUMENTS INCORPORATED BY REFERENCE

The following documents are incorporated by reference in this Extendicare Inc. 2001 Annual Information Form:

•  the Management Information and Proxy Circular of Extendicare Inc. dated March 8, 2002;

•  the Management’s Discussion and Analysis, found on pages 14 through 26 of the 2001 Annual Report of
Extendicare Inc.; and

•  the Consolidated Financial Statements and Auditors’ Report to the Shareholders of Extendicare Inc., found
on pages 27 through 52 of the 2001 Annual Report of Extendicare Inc.

CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

Information provided by the Company from time to time, including this Annual Information Form and the
documents incorporated herein by reference, contain or may contain forward-looking statements concerning the
Company’s operations, economic performance and financial condition, including the Company’s business
strategy and forecasts. Forward-looking statements can be identified because they generally contain the words
“anticipate”, “believe”, “estimate”, “expect”, “objective”, “project”, or words of like import.

Forward-looking statements reflect management’s beliefs and assumptions and are based on information
currently available to the Company. They are not guarantees of future performance and involve known and
unknown risks, uncertainties and other factors that may cause actual results, performance or achievements of
the Company to differ materially from, those expressed or implied in the statements. In addition to the
assumptions and other factors referred to specifically in connection with these statements, such factors are
identified in the Company’s public filings with Canadian and United States securities regulators and include,
but are not limited to, the following: changes in the health care industry in general and the long-term care
industry in particular because of political and economic influences; changes in regulations governing the
industry and the Company’s compliance with such regulations; changes in government funding levels for health
care services; resident care litigations and other claims against the Company, the Company’s ability to attract
and retain qualified personnel; the availability and terms of capital to fund the Company’s capital expenditures;
changes in competition, and demographic changes.

Given the risks and uncertainties, readers are cautioned not to place undue reliance on the Company’s forward-
looking statements.
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INCORPORATION AND REORGANIZATION

In this Annual Information Form, unless the context indicates otherwise, a reference to "Extendicare" or the
"Company" means Extendicare Inc. and its subsidiaries. The Extendicare Inc. legal entity is not itself a provider
of services or products. Extendicare Inc., which commenced operations in 1968, was continued under the
Canada Business Corporations Act by Articles of Continuance that have been amended to change the capital
structure and the name of the Company. The registered and principal office of Extendicare Inc. is located at
3000 Steeles Avenue East, Markham, Ontario, Canada L3R 9W2.

CORPORATE OVERVIEW

EXTENDICARE INC.

EXTENDICARE HEALTH SERVICES, INC.    (100%) (UNITED STATES)

nursing, assisted living and retirement centres; rehabilitative therapy and group purchasing services

EXTENDICARE (CANADA) INC.    (100%) (CANADA)

nursing and retirement centres; home health care through ParaMed Home Health Care and hospital
management

LAURIER INDEMNITY COMPANY    (100%) (UNITED STATES)
LAURIER INDEMNITY COMPANY, LTD.    (100%) (BERMUDA)

property and casualty insurance for United States health care operations

SUBSIDIARY COMPANIES

The following is a list of the material direct and indirect subsidiaries of Extendicare Inc.:

Name

Jurisdiction
of

Incorporation

Percentage of Voting Securities
Owned Directly or Indirectly

by Extendicare
Extendicare (Canada) Inc.
159524 Canada Inc. (note)
New Orchard Lodge Limited
Extendicare of Indiana, Inc.
Extendicare Health Facilities Holdings, Inc.
Extendicare Health Services, Inc.
Extendicare Homes, Inc.
Northern Health Facilities, Inc.
Fir Lane Terrace Convalescent Center, Inc.
Arbors at Toledo, Inc.
Laurier Indemnity Company
Laurier Indemnity Company, Ltd.

Canada
Canada
Canada

Delaware
Delaware
Delaware
Delaware
Delaware

Washington
Ohio

Georgia
Bermuda

100
100
100
100
100
100
100
100
100
100
100
100

Note: Extendicare Inc., through 159524 Canada Inc., owned a 34.8% common equity interest in Crown Life Insurance Company at
December 31, 2001.
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BUSINESS OF THE COMPANY

GENERAL

Extendicare Inc., through its subsidiaries, is an operator of long-term care facilities in North America. At
December 31, 2001, Extendicare (Canada) Inc. (ECI) and Extendicare Health Services, Inc. (EHSI) operated
217 nursing facilities, with capacity for 24,094 residents. In addition, ECI and EHSI operated 43 assisted living
and retirement centres with 2,125 units and managed a hospital unit in Canada with capacity for 120 residents
at December 31, 2001. Also offered in the United States are medical specialty services, such as subacute and
rehabilitative therapy services, while home health care services are provided in Canada. Of the Company’s total
revenue, 73.3% is derived from operations in the United States.

The Company’s operations in the United States and Canada are organized regionally and are conducted through
wholly owned subsidiaries, whose management are experienced and knowledgeable with respect to such
country’s long-term health care environment.

The following table identifies the number of nursing centres, assisted living and retirement centres, and
hospitals operated by ECI and EHSI at December 31, 2001:

United States Canada Total
No. of

Facilities
Resident
Capacity

No. of
Facilities

Resident
Capacity

No. of
Facilities

Resident
Capacity

Nursing Centres 157 16,490 60 7,604 217 24,094
Assisted Living and
 Retirement Centres 41 1,912 2 213 43 2,125
Hospitals/units – – 1 120 1 120
TOTAL 198 18,402 63 7,937 261 26,339

INDUSTRY OVERVIEW

United States

Long-term care providers serve one of the fastest growing segments of the population, being the persons
65 years of age and over. In the United States, approximately 12.4% of the 2000 population are aged 65 or
older, and the projected annual growth rate for persons over 65 is projected to be 1.8% during the period ending
2020 (2.6% for persons over 85 years of age). In 2000, approximately 2.1 million or 5.9% of all persons
aged 65 and over were living in a nursing facility as compared to 5.0% in 1990. That percentage is expected to
increase to 8.4% by 2050, when the population aged 65 or older is expected to be 20% of the total population in
the United States. The source of this information is from a Health Care Industry Market Update report issued by
the Centers for Medicare and Medicaid Services (CMS, formerly Health Care Financing Administration of the
Department of Health and Human Services) dated February 2002.

The long-term care and post-acute care industries include nursing facilities, hospital-based facilities, assisted living
facilities, intermediate care facilities and home health services. The nursing facility industry comprises the largest
part of the long-term care business, with spending of $92.2 billion in 2000. Approximately 66% of nursing facility
beds are owned by for-profit entities, while the remainder are owned by not-for-profit organizations or government
agencies. The industry is very fragmented, with no dominant providers; the 10 largest nursing facility companies
account for 18.5% of the total facility beds in the sector as reported in CMS reports dated January 2002. Despite
the growth in persons aged 65 or older, the number of nursing facilities has declined over the last 14 years from
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17,100 in 1986 to 16,944 in 2000, according to CMS. While this has occurred, other segments have experienced
rapid growth.

For example, the number of rehabilitation hospitals grew 152% from 1986 to 1998 and the number of
hospital-based nursing facilities has increased 108% over the same time period (1,145 to 2,385 facilities).

A variety of assisted living facilities have been built over the past decade offering varying levels of services to the
elderly in terms of personal assistance such as 24-hour oversight, housekeeping and meal services. However in
2000 and 2001, 30 of the top assisted living chains reported a 5% decline in capacity; and only recently, according
to a report issued in January 2002 by the National Investment Centre for the Senior Housing & Care Industry, has
the decline in census stabilized. Given the alternative forms of assisted living facilities or communities, it is
difficult to quantify both the growth and current number of assisted living facilities in the United States. A
National Academy for State Health Policy – 2001 Report indicated that there are over 32,800 licensed assisted
living facilities with over 795,000 units. The largest concentration of assisted living centres (36%) is in the States
of California, Florida and Pennsylvania. Since 1998 the number of assisted living facilities has increased 30%,
with the majority of the increase in the States of Delaware, Iowa, New Jersey and Wisconsin.

According to the Health Care Industry Market Update report issued in February 2002 by CMS, long-term care
spending (defined as nursing facility plus home care expenditures) was estimated at approximately $94.0 billion in
2000, or approximately 7.1% of total national health expenditures, with nursing facilities accounting for
$92.2 billion of this total. As home health care and subacute care services become more accepted and
demographics shift toward an aging population with increased long-term care needs, it is estimated that long-term
care expenditures will grow to $250 billion by the year 2050, representing 7.0% of total national health
expenditures.

Canada

In Canada, the population of seniors (persons over 80 years of age) according to Statistics Canada, is expected
to increase at a greater rate than the general Canadian population over the period between 2001 and 2026 (an
average increase of 3.7% per annum for seniors versus 0.7% for the general population). This result is believed
to be due to several factors including the progression of the “baby boom” generation through the demographic
cycle and longer life spans. The average age of nursing home residents is in the low to mid-eighties.

Historically in Canada, there has been a restricted supply of new nursing home beds as governments limit new
supply in order to maintain the financial health of the industry and to ensure funding costs are kept under
control. However, recently there has been a shift to awarding new beds in order to meet the increasing demand
for long-term care, particularly in Ontario where, beginning in 1998, 20,000 new beds have been awarded.
According to the 2000-2001 Guide to Canadian Healthcare Facilities report, there are 1,917 long-term care
centres in Canada representing 148,562 beds. In Ontario and the four Western Provinces, the market where
Extendicare operates, there are 1,305 long-term care centres and 104,410 beds.

BUSINESS STRATEGY

Over the past several years, the Company has pursued several key strategies. One strategy has been to
concentrate on its core business of owning and operating skilled nursing and assisted living facilities in selected
markets in North America. The Company has sold and will continue to sell assets that are non-core, assets that
do not provide an adequate rate of return on investment, and assets that are in states that have an unacceptable
litigation risk. In pursuing this strategy, the number of beds/units operated by EHSI at December 31, 2001
decreased by 29% from December 31, 1998. The Company plans to grow through a strategy based on its
ongoing commitment to provide quality health care services while at the same time, positioning itself to take
advantage of the changing health care environment. Through the construction of nursing and assisted living
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centres in Ontario, the Company will expand its health care operations in Canada. In the United States, while
nursing and assisted living are the core businesses, the Company will also expand through the provision of
management services and specialized consulting service contracts with other providers in the industry.

Disposition of Non-core, Under-performing and High Litigation Risk Assets

Extendicare regularly reviews the financial and operational performance and risk level of its facilities. During
the past three years, the Company has improved the financial performance of a number of its facilities in the
United States, while determining that certain other facilities no longer meet the Company’s criteria for financial
performance, operational performance or an acceptable level of litigation risk for resident care.

United States

In the United States, EHSI disposed of its home health operation and closed its contracted therapy operation in
1999.

In the State of Florida, EHSI disposed of six nursing homes in 1999 due to the concern of increased general and
professional liability claims, and the increased cost or lack of availability of general and professional liability
insurance in the State. Throughout 2000, EHSI lobbied through industry associations for legislative changes in
the State that would have limited the cost of individual general and professional liability claims, including a cap
on punitive damages. However, due to the uncertainty whether such legislative changes would be enacted
quickly enough and achieve the required impact, EHSI divested all of its long-term care facilities in the State.
During 2000, EHSI was successful in the disposal or leasing of its 32 remaining owned and operated Florida
facilities through a series of five separate transactions. During 2000, EHSI also sold its seven outpatient therapy
clinics. In 2001, EHSI sold two of the leased facilities in Florida to the lessor, who had an option to purchase
the homes.

In October 2001, in order to further reduce its exposure to excessive general and professional liability claims
and litigation, EHSI ceased its nursing operations in Texas by leasing four owned facilities and subleasing the
remaining 13 facilities to a third-party operator.

Canada

In December 2001, Extendicare (Canada) Inc. (ECI) sold its investment in Accident Injury Management Clinics
Inc. (AIM), a rehabilitation therapy business operating in Ontario.

United Kingdom

In December 1999, the Company sold its operations in the United Kingdom, consisting of 14 nursing centres
and one hospital.

Cash Flow Management and Debt Reduction

Proceeds from divestitures of United States assets have been used to pay down EHSI’s debt in addition to the
required principal repayments pursuant to the Syndicated Bank Credit Facility Agreement. Since the acquisition
of Arbor Health Care Company (Arbor) in 1997, EHSI has reduced its term bank debt by US$328.0 million and
debt-to-equity coverage from 2.5 to 1 to 2.4 to 1.
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EHSI instituted a number of targets for the reduction of accounts receivable and improvement of days sales
outstanding of accounts receivable. The majority of these targets were achieved in 2001 with a reduction of
both same-facility accounts receivable and overall reduction of days sales outstanding from 48 to 41 days. New
targets were established for 2002.

Ownership of Assets

Unlike a number of other long-term care providers, the Company owns rather than leases a majority of its
properties. Extendicare believes ownership of such properties increases its flexibility in utilizing facilities,
refurbishing facilities to meet changing consumer demands, constructing additions for ancillary services such as
for rehabilitative therapy and adding assisted living and retirement facilities adjacent to its nursing facilities. In
addition, ownership of facilities enables the Company to control costs without escalating lease payments.

The following table depicts the ownership of facilities operated by ECI and EHSI at December 31, 2001:

United States Canada Total
No. of

Facilities
Resident
Capacity

No. of
Facilities

Resident
Capacity

No. of
Facilities

Resident
Capacity

Owned 157 13,973 51 6,827 208 20,800
Leased (1) (2) 18 1,947 2 129 20 2,076
Managed 23 2,482 10 981 33 3,463
TOTAL 198 18,402 63 7,937 261 26,339

(1) In the United States, except those referred to in note (2) below, the average remaining life of the leases, including renewal options
exercisable solely by the Company, ranges from eight months to seven years, the average being three years. EHSI retains an option
to purchase the leased property for 12 of the 18 properties.

(2) As of December 31, 2001, seven leased facilities in the States of Ohio and Indiana are on a month-to-month lease arrangement.
EHSI has exercised its right to purchase the properties as of September 30, 2000 but negotiations with the landlord to complete the
transaction have not resolved all issues and may require arbitration to conclude the matter. EHSI believes it has complied with all
the terms of the option and believes the outstanding issues can be resolved.

Long-term Strategy

Extendicare’s internal priorities in 2002 will emphasize improving the profitability of its U.S. operations while
improving care outcomes across the Company. Externally, Extendicare will strive to raise public understanding
of long-term care regulation and funding issues. Inevitably, both government and private funding will increase
to reflect the need for supported living for the elderly.

United States

Moving forward into 2002, EHSI will continue with many of the same action plans as previously outlined. All
non-core business operations have been disposed of, however a review of assets held under lease arrangements
and other under-performing assets will continue. While EHSI’s exposure to litigation claims have been
significantly reduced by exiting the States of Florida and Texas, the Company will continue to monitor claims
trends in specific facilities and states and manage the settlement of existing claims. Although in the short term,
opportunities for growth will be limited to new management contracts and consulting arrangements, EHSI plans
to grow through a strategy based on its ongoing commitment to the provision of quality health care services
while positioning itself to take advantage of the changing health care environment. EHSI will seek out
opportunities for management services and consulting contracts with other providers in the industry.
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EHSI geographically clusters its long-term care facilities and services in order to offer its customers a broad
range of long-term care and related health services, and to improve operating efficiencies. Therefore, future
expansion of its owned nursing facility operations is anticipated to be through the selective acquisition and
construction of nursing facilities in areas that are in close proximity to its existing facilities, where: (i)
management is already in place and has expertise relating to the regulatory and reimbursement environments;
(ii) it can participate as an active member of the nursing facility association in the state; and (iii) its reputation
is established. In establishing new state or regional clusters, EHSI considers local demographic, regulatory and
reimbursement environments of a particular state or region. As a result of Certificate of Need (CON) licensing
restrictions, growth of nursing facilities, if any, is expected to be primarily through acquisition.

EHSI’s long-term plans also involve the active development and acquisition of assisted living and retirement
facilities. Due to the rapidly increasing segment of the U.S. population seeking assisted living and retirement
housing accommodations, EHSI expects strong demand for these services in the future. EHSI generally locates
its assisted living and retirement facilities adjacent or in close proximity to its nursing facilities, enabling EHSI
to utilize existing land, personnel, management and marketing systems, as well as to take advantage of its
established reputation. Assisted living facilities allow EHSI to serve its communities better by providing a
continuum of service and care that meets a wider variety of needs. In addition, assisted living and retirement
facilities generate revenues with a significantly higher private pay component than revenues from nursing
facilities.

EHSI intends to maintain its geographic focus on smaller urban communities. EHSI believes that it has
established a reputation as a community-oriented long-term care provider and has developed experience in
serving and marketing to smaller urban communities. EHSI also believes that operating in such communities
results in a more stable workforce.

Canada

In Canada, the Company’s strategy is to expand the long-term care operations. In 1998, ECI was chosen by the
Government of Ontario to build and operate 1,201 nursing home beds in communities across the Province. The
award to ECI, in some cases with partners, was part of the first expansion of long-term care beds in Ontario in
over a decade and represented the initial phase (tendering for 6,000 new beds) of a Government program to add
20,000 new nursing home beds in the Province.

ECI will own 905 of these new beds (eight facilities) and operate a further 296 beds (two facilities) awarded to
hospitals. ECI’s eight new facilities will have capacity of 1,101 residents, comprised of: the 905 new beds
awarded; 120 beds to be transferred from existing facilities; and the incorporation of a 38-unit assisted living
wing in two of the new facilities.

Construction of six ECI-owned facilities commenced in 2000 and four of the new facilities were completed and
opened in 2001, while a fifth was completed and opened in January 2002 (total capacity 609 beds). In March
2001, one of the six facilities under construction was destroyed by fire. The loss from the fire was insured and
ECI commenced reconstruction of this facility with plans to open the 160-bed facility in May 2002. The
remaining two facilities (capacity 332 beds) will be opened in 2002 and 2003.

One of the facilities (200 beds) that ECI developed in partnership with a hospital was operational in January
2002. ECI intends to start construction in 2002 on another 130-bed facility, pending governmental approval of
an arrangement which would combine 96 new long-term beds awarded to a partner with 34 of ECI’s existing
long-term care beds currently located in leased hospital space.
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On May 12, 2000, the Ontario government announced the successful bidders for the second phase of the
program to construct new long-term care beds. ECI, in partnership with a hospital, was selected to build one
128-bed long-term care facility. Extendicare is responsible for the development and construction of the new
facility and will operate the hospital’s beds under a long-term management agreement. This facility is scheduled
to be operational in 2003.

In May 2001, the Ontario government announced the awards under the third and final phase of its new bed
program. Based upon these awards, ECI is in the process of finalizing plans for the development and financing
of two facilities (256 bed capacity) for completion after 2002. For another 199 new beds awarded with partners,
ECI will develop and manage a 128-bed facility that is scheduled for completion after 2003 and the remaining
71 beds will be added to facilities that ECI already manages.

ECI had one of the highest success rates in winning awards to own or manage new nursing home beds under the
multi-year Ontario government program. Upon full completion of the projects by the end of 2004 and including
awards with partners, these projects represent a 38% increase in the current nursing, assisted living and
retirement residents served by ECI in Ontario.

In Canada, the Company is focusing on a wide range of health care partnership opportunities, involving public,
private and not-for-profit organizations, as well as management and consulting contracts. At December 31,
2001, ECI managed six public sector facilities and four facilities for private owners. ECI has entered into
partnerships with hospitals in Ontario and the Company is the largest private health care organization with
partnerships involving the public hospital sector.

OPERATIONS

United States

Extendicare’s United States health care operations are conducted through EHSI and its subsidiaries. EHSI is
one of the ten largest operators of long-term care facilities in the United States in terms of both number of beds
and revenues. Through its geographically clustered facilities, EHSI offers a continuum of health care services,
including skilled nursing care, assisted living care and related medical specialty services, including subacute
care and rehabilitative therapy.

Nursing Care

Nursing facilities provide a broad range of long-term nursing care, including skilled nursing services, subacute
care and rehabilitative therapy services to assist patients in the recovery from acute illness or injury. The
nursing care and therapy services are provided to persons who do not require the more extensive and
specialized services of a hospital. The nursing facilities employ registered nurses, licensed practical nurses,
therapists, certified nursing assistants and qualified health care aides who provide care as prescribed by each
resident’s attending physician. All nursing facilities provide daily dietary services, social services and
recreational activities, as well as basic services such as housekeeping and laundry. As of December 31, 2001,
EHSI operated for itself 139 nursing facilities (14,164 beds).
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Assisted Living and Retirement Centres

In its assisted living facilities, EHSI provides residential accommodations, activities, meals, security,
housekeeping, and assistance in the activities of daily living to seniors who require some help, but not the level
of nursing care provided in a nursing facility. EHSI’s retirement communities provide activities, security,
transportation, special amenities, comfortable apartments, housekeeping services and meals. An assisted living
facility enhances the value of an existing nursing facility in those situations where the two facilities operate side
by side and allows EHSI to better serve the communities in which it operates by providing a broader continuum
of services. All of EHSI’s assisted living facilities are within close proximity to its nursing facilities. As of
December 31, 2001, EHSI operated for itself 36 assisted living and retirement facilities with resident capacity
of 1,756 units.

Management and Selected Consulting Services

EHSI applies its operating expertise and knowledge in long-term care for other organizations by providing
either full management services through Partners Health Group, LLC, or selected consulting services through
Fiscal Services Group, LLC, two wholly owned subsidiaries of EHSI. In addition Virtual Care Provider, Inc.
(VCP), a wholly owned subsidiary of Extendicare, provides information technology support in conjunction with
EHSI’s management and consulting services. Such services are available due to the experienced professionals
employed by EHSI who have considerable knowledge and expertise in both the operational and administration
aspects of the long-term care industry. On a regional level, EHSI can offer consultants in the areas of nursing,
dietary, laundry and housekeeping to long-term care operators under a consulting or full management services
basis. Equally, through its head office support group, EHSI can provide professionals to assist operators in the
areas of cost reimbursement and accounting services. EHSI provided management services to 18 nursing
facilities (2,326 beds) and five assisted living facilities (156 units) and provided selected consulting services to
35 nursing facilities (3,269 beds) as of December 31, 2001. VCP, in its first year of operation, had contracts to
service approximately 300 facilities in 2001.

Group Purchasing

UHF Purchasing Group provides purchasing services for over 2,570 nursing facilities in 44 states, in addition to
the facilities owned and managed by EHSI. In addition, UHF Purchasing Group administers two separate food
purchasing programs for two major long-term care groups that operate over 360 long-term care facilities. The
purchasing group offers substantial cost reductions for its members through the contractual volume-based
arrangements made with a variety of industry suppliers for food, supplies and capital equipment.

Rehabilitative Therapy Services

EHSI provides rehabilitative therapy services on an inpatient and outpatient basis. The United States health care
system is applying pressure on acute and managed care providers to discharge patients more rapidly to less
intensive and low-cost care environments. The strong interdisciplinary approach to patient services, in
conjunction with the support services that the patient and family receive, are important in optimizing clinical
outcomes and level of satisfaction. All of EHSI’s nursing facilities have therapy units, some offering 1,500 to
5,000 square feet of therapy space, and developed therapy programs to provide patient-centred outcome-
oriented subacute and rehabilitative care. At the majority of EHSI’s facilities, rehabilitative therapy services are
provided by employed physical, occupational and/or speech-language therapists providing services to both
inpatient and outpatient clients requiring physical, occupational, or speech-language therapy.



10

EHSI also has freestanding rehabilitative therapy clinics that collectively operate within the Company's wholly
owned subsidiary, The Progressive Step Corporation. As of December 31, 2001, EHSI operated 20 clinics in the
States of Pennsylvania (8), Ohio (1), Texas (1), and Wisconsin (10). These clinics provide services to
outpatients requiring physical, occupational and/or speech-language therapy. In addition, the Pennsylvania
clinics provide respiratory and psychological and social services. EHSI also provides facial paralysis services in
Chicago Illinois, through a third-party supplier. During 2001, the Company opened one clinic and closed one
clinic.

Other

Under the former UPC Health Network division, EHSI operated an institutional pharmacy services business,
providing pharmacy supplies and services to both EHSI’s and other non-affiliated residents, and operated a
home health and contracted therapy operation. In September 1998, EHSI sold its institutional pharmacy
operations to Omnicare, Inc. and subsequently entered into a preferred provider agreement with Omnicare, Inc.
to provide EHSI with quality and cost-efficient pharmacy services. In November 1999, EHSI sold its home
health operation to Walgreens Advanced Care, Inc. and closed the contracted therapy operation.

Canada

Extendicare’s Canadian health care operations are conducted through ECI and its subsidiaries. ECI is the
second largest private-sector operator of long-term care facilities and the largest private sector provider of home
health care services in Canada. It operates nursing and retirement centres in five provinces, manages a hospital
unit and provides a wide range of related services to the residents of these facilities.

Nursing and Retirement Care Services

Nursing centres provide long-term care, including skilled nursing care, to persons who are no longer able to live
independently. Retirement centres provide accommodation, meals and social activities. At December 31, 2001,
ECI operated for itself 52 nursing centres and one retirement centre, providing care to 6,956 residents in five
provinces. All of ECI’s 50 owned nursing centres (6,716 beds) qualify for the accreditation funding, with the
exception of the four new facilities. ECI is in the process of seeking accreditation for its newly opened
facilities.

Management and Consulting

In Canada, Extendicare manages long-term care centres and a hospital for not-for-profit boards and private
organizations seeking to improve management practices, levels of care and operating efficiencies. Most of these
contracts include management, accounting and purchasing services, staff training, reimbursement assistance,
and where applicable, the implementation of ECI policies and procedures. ECI also is experienced in
overseeing the design, construction, development and management of long-term care and chronic care centres.
At December 31, 2001, ECI managed one publicly owned hospital unit (120 beds), two municipally owned
homes for the aged (181 beds), two interim long-term care units and a nursing facility owned by hospitals (221
beds). ECI also managed three nursing centres (357 beds) and one retirement centre (102 units), which are
privately owned. In January 2002, ECI commenced a contract to manage a 200-bed long-term care centre
owned by a public hospital. ECI believes there will be more opportunities to provide facility management and
consulting services to the public sector.
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Home Health Care Services

Through ParaMed Home Health Care (ParaMed), ECI is the largest private-sector home health care company in
Canada and provided 6.9 million hours of care and support services during 2001 to clients of all ages through
34 branch offices located in Alberta, British Columbia and Ontario. ParaMed’s professional and para-
professional staff are skilled in providing complex nursing care, occupational, physical and speech therapy, and
home support.

In Ontario, where ParaMed generates over 80% of its business, the Request for Proposal (RFP) process put in
place in 1997 for all government-funded service volumes has put pressure on home health care providers.
Pricing adjustments have been required in order to compete effectively, while maintaining quality of service.
ParaMed has operated successfully under this system and its hours of service have increased by 24% in Ontario
since 1997. ParaMed will continue to focus on responding to the competitive RFP process. A shortage of
registered nurses across Canada, which is expected to continue for a number of years, has made competitive
pricing difficult in light of the need to compete for available nurses. In addition, due to budget constraints of the
Ontario government agencies, there has been a reduction in total home care service hours purchased by these
agencies during the latter half of 2001 that has continued into 2002. On an annualized basis, this represents a
25% reduction of hours to ParaMed and management anticipates home care hours will stabilize and return to
their previous levels when the agencies’ budget constraints subside.

Group Purchasing Services

Through its LTC Group Purchasing division (LTC), ECI offers cost-effective purchasing contracts in the areas
of food, capital equipment, furnishings, cleaning and nursing supplies, and office products. LTC clients also
receive cycle menus, including therapeutic modifications as well as monthly educational packages. Including
the Company’s Canadian facilities, LTC provides purchasing services to facilities housing more than 24,000
residents in Canada.

Rehabilitative Therapy Services

In December 2001, ECI sold its 88% investment in AIM, the rehabilitation therapy service business.

QUALITY OF CARE

The focus of Extendicare’s commitment to excellence emphasizes the corporate philosophy of treating residents
with dignity and respect, a philosophy that is implemented and monitored through rigorous standards that
management and staff at all levels periodically assess and update.

In the United States, at a regional level, the area directors of care management lead a department that is
responsible primarily for implementing care and service standards, policies and procedures, auditing care and
service delivery systems, and providing direction and training for all levels of the staff within the nursing
facilities and assisted living facilities. The area directors of care management are responsible for developing
programs and standards for all professional disciplines and services provided to users of EHSI’s services,
including nursing, dietary, social services, activities, ethical practices, mental health services, behaviour
management, quality validation and continuous quality improvement.
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In Canada, each nursing centre has an advisory board composed of family members of residents. These boards
work with administrators to develop ideas on how to provide for the needs of residents. Regionally, similar to
the operations in the United States, the regional directors are responsible primarily for implementing care and
service standards, policies and procedures, auditing care and service delivery systems, and providing direction
and training for all levels of the staff within the nursing facilities and assisted living facilities. Continuous
Quality Improvement programs ensure quality of care and services are adhered to in all aspects of resident care.

Training of employees at all levels is an integral part of the Company’s ongoing efforts to improve and maintain
its quality. In the United States, each new nursing facility administrator and assisted living facility manager or
director of nursing is required to attend a week of company-provided training to ensure that he or she has an
understanding of all aspects of nursing facility operations, including clinical, management and business
operations. EHSI conducts additional training for these individuals and all other staff on a regional or local
basis. In Canada, each new facility administrator participates in an extensive orientation program covering
nursing centre management.

MARKETING

United States

Most of EHSI’s long-term care facilities are located in smaller communities. EHSI focuses its marketing efforts
predominantly at the local level, believing that the selection of a long-term care facility is strongly influenced
by word-of-mouth and referrals from physicians, hospital discharge planners, community leaders, neighbours
and family members. The administrator of each long-term care facility is therefore, a key element of EHSI’s
marketing strategy. Each administrator is responsible for developing relationships with potential referral
sources. Administrators are supported through a regional team of marketing personnel, who establish the overall
marketing strategy, develop relationships with health maintenance organizations (HMO), preferred provider
organizations (PPO), and provide marketing direction with training and community-specific promotional
materials. EHSI aims to be the provider of choice in the communities it serves. EHSI’s average occupancy for
2001 was 88%, which compares favourably to the average occupancy in the industry of 81% (based upon a
Health Care Industry Market Update report issued in February 2002 by CMS).

Canada

In Ontario, new facilities are being constructed under the Government’s 1998 program to add 20,000 nursing
beds in communities throughout the Province. In order to maintain its current occupancy levels once these new
beds are operational, ECI has major upgrade plans for some of its facilities that are located in markets where
new facilities will open. This is in addition to regular maintenance programs of all ECI owned facilities. Also,
the Company is developing strategies to market its long-term care facilities in each community. The
management team at each facility is responsible for marketing the facility locally and is supported by a regional
team. Occupancy remained strong in ECI’s Canadian facilities and at the end of 2001 was 98%, unchanged
from the previous year-end.

MANAGEMENT, FINANCIAL CONTROLS AND COST CONTROLS

Extendicare believes that strong management is essential to its success. The members of its Board of Directors
have served Extendicare on average more than 14 years, while its senior officers, including the senior officers
of ECI and EHSI, have on average 22 years of experience in the health care industry and 14 years of service
with the Company.
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The financial controls of Extendicare are centralized by country, in Milwaukee, Wisconsin in the United States
and Markham, Ontario in Canada. Within each country, supervision is provided through regional offices.

Centralized accounting systems record each nursing centre’s results. Costs are shown on a per patient day basis,
along with comparisons to budgets. Senior operating and financial management monitor costs on a monthly
basis.

INSURANCE

The Company self-insures certain risks related to general and professional liability, auto liability, employers’
liability, health benefits and workers’ compensation in certain states for its United States operations. The
Company self-insures workers’ compensation insurance in the State of Ohio and in lieu of workers’
compensation coverage in the State of Texas the Company has an employee benefit plan which provides
comparable employer-paid benefits. The Company has purchased workers’ compensation insurance through a
third-party insurance carrier for the remaining states in which it operates.

Of the risks that the Company self-insures, general and professional liability claims are the most volatile and
significant. The Company self-insures its general and professional liability risks through Laurier Indemnity
Company, Ltd., which is domiciled in Bermuda, and Laurier Indemnity Company, which is domiciled in the
United States. The Company has experienced adverse claims development. Consequently, as of January 1, 2000
the Company’s per claim retained risk increased significantly for resident care liability costs, mainly due to the
level of risks associated with the Florida and Texas operations. In 2001, EHSI no longer operated nursing and
assisted living facilities in the State of Florida and as of October 1, 2001 ceased nursing operations in the State
of Texas, thereby reducing the level of exposure to future litigation in these litigious states. However, as a result
of an increase in the frequency and severity of claims, the Company recorded a provision to increase its accrual
for resident care liability costs in the third quarter of 2001. This additional accrual was based upon an
independent actuarial review and was largely attributable to potential claims for Florida and Texas. Changes in
the Company’s level of retained risk, and other significant assumptions that underlie management’s estimates of
self-insured liabilities, could have a material effect on the future carrying value of the self-insured liabilities as
well as the Company’s operating results and liquidity.

The accrual for self-insured liabilities includes estimates of the cost of reported claims and claims incurred but
not reported and reflected estimates of loss based on assumptions made by management, including
consideration of actuarial projections.

The Company believes that it has sufficient cash resources to meet its estimated current claims payment
obligations.

SOURCES OF REVENUE

United States

EHSI derives its revenue from Medicare, Medicaid, and private pay sources. During 2001, EHSI derived
approximately 24% (2000 – 24%; 1999 – 22%), 51% (2000 – 51%; 1999 – 50%), and 25% (2000 – 25%; 1999
– 28%) of its revenue from these sources, respectively.

Funds received by EHSI under Medicare and Medicaid are subject to audit with respect to proper application of
various payment formulas. Such audits can result in retroactive adjustments to revenue. EHSI believes that the
payment formulas applicable to it have been properly applied.
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Private Pay

EHSI classifies payments from individuals who pay directly for services without governmental assistance as
private pay revenue. The private pay classification also includes revenues from commercial insurers, HMOs,
PPOs, and other charge-based payment sources as well as revenue from Medicare Risk HMO plans. Blue Cross
and Veteran’s Administration payments are included in private pay and are made pursuant to renewable
contracts with these payors.

Medicare

Medicare is a health insurance program funded and administered by the federal government primarily for
individuals entitled to Social Security who are age 65 or older. A nursing home that is certified by the Medicare
program to provide care to Medicare patients is referred to as a skilled nursing facility (SNF) and an operator
may designate a specific number of beds within the nursing home as SNF beds. All but two of EHSI’s nursing
facilities are Medicare-certified. As of December 31, 2001, EHSI had 12,177 Medicare-certified beds. Medicare
covers the first 20 days of stay in a SNF in full, and the next 80 days above a daily coinsurance amount, after
the individual has qualified by a three-day hospital stay. The Medicare program consists of two parts, Medicare
Part A and Medicare Part B. Medicare Part A covers inpatient services for hospitals, nursing facilities, and
certain other health care providers, and patients requiring daily professional skilled nursing and other
rehabilitative care. Medicare Part B covers services for suppliers of certain medical items, outpatient services,
and doctors’ services.

During 2001, EHSI received Medicare Part A and Part B payments through two Medicare payment models,
which are the Medicare Prospective Payment System (PPS), subject to the phase-in provisions from the
previous cost-based reimbursement model, and the Medicare Risk HMO model.

The Balanced Budget Act (BBA), signed into law on August 5, 1997, made numerous changes to the Medicare
program through the implementation of the PPS system, which established PPS rates for all skilled nursing
facilities and their services. Under PPS, SNFs are reimbursed for Medicare Part A services based on federally
established per diem rates as defined by 44 Resource Utilization Groups III (RUGs), which correspond to the
acuity level of each patient under the PPS patient-classification system. The patient’s RUGs classification
dictates the amount that the SNF will receive to care for the patient on a daily basis. The BBA became effective
for cost report periods commencing July 1, 1998 and thereafter. The PPS system replaced a former cost-based
model, whereby SNFs received interim payments for each facility’s expected reimbursable costs, which could
be subject to adjustment based upon the submission of a year-end cost report and certain cost limits. For the
majority of EHSI’s facilities, PPS became effective as of January 1, 1999 and on January 1, 2002 the final stage
of the four-year phase down in Medicare rates occurred.

Through the Medicare Risk HMO model, EHSI provides services to Medicare Risk HMO enrollees at a
predetermined, negotiated rate. EHSI contracts directly with the HMO participating in the program to provide
services to its enrollees. The HMO solicits its enrollees from the general Medicare-eligible beneficiary
population. The Medicare beneficiary forfeits his/her traditional Medicare benefits to participate in the
Medicare Risk HMO plan.

As a result of the industry coming under financial pressure due to the implementation of PPS and other BBA of
1997 provisions, Congress passed two acts to provide some relief to the industry, namely the Balanced Budget
Refinement Act (BBRA) of 1999 and the Benefits Improvement and Protection Act (BIPA) of 2000. These laws
contained additional funding provisions to assist providers as they adjusted to PPS for an interim period.
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The incremental Medicare relief packages received from BBRA and BIPA provided a total US$2.7 billion in
temporary Medicare funding enhancements to the long-term care industry. These funding enhancements fall into
two categories. The first category is “Legislative Add-ons”, which included the 16.66% add-on to the nursing
component of the RUGs rate and the 4% base adjustment. The Legislative Add-ons are scheduled to sunset on
September 30, 2002. Currently, no legislation has been introduced by Congress, nor have recommendations been
made by CMS to continue this funding. The second category is “RUGs Refinements” which involved an initial
20% add-on for 15 RUGs categories identified as having high intensity, non-therapy ancillary services (the 20%
add-ons from 3 RUGs categories were later redistributed to 14 Rehab categories at 6.7%). The RUGs Refinements
continue until such time as CMS refines the RUGs categories. On April 23, 2002, CMS announced its intention to
delay the implementation of a RUGs refinement, thereby extending the related add-ons for at least one additional
year.

EHSI has estimated the average per diem effect of the Legislative Add-ons to be US$32.00 and RUGs Refinements
to be US$25.00, based on current rates and acuity mix. The amount of incremental Medicare funding related to the
Legislative Add-ons and CMS RUGs Refinements is estimated to be US$19.0 million and US$15.0 million,
respectively, based on current volumes. A decision to discontinue all or part of the enhancement could have a
significant impact on the EHSI.

Medicaid

Medicaid is a state-administered program financed by state funds and matching federal funds. The program
provides for medical assistance to the indigent and certain other eligible persons. Medicaid reimbursement
formulas are established by each state with the approval of the federal government in accordance with federal
guidelines. All of the states in which EHSI operates currently use cost-based reimbursement systems, which
generally may be categorized as prospective or retrospective in nature. Under a prospective system, per diem
rates are established based upon the historical cost of providing services during a prior year, adjusted to reflect
factors such as inflation and any additional services that are required to be performed. Many of the prospective
payment systems under which EHSI operates contain an acuity measurement system, which adjusts rates based
on the care needs of the patient. Retrospective systems operate similarly to the pre-PPS Medicare program
where nursing facilities are paid on an interim basis for services provided, subject to adjustments based on
allowable costs, which are generally submitted on an annual basis. Additional payment to a nursing facility by
the state or repayment from a nursing facility to the state can result from the submission of cost reports and
their ultimate settlement. The majority of the states in which EHSI operates nursing facilities use prospective
systems.

With respect to the Medicaid program, the BBA repealed the federal payment standard, which required state
Medicaid programs to pay rates that were reasonable and adequate to meet the costs necessary to efficiently and
economically operate skilled nursing facilities. As a result, states have considerable flexibility in establishing
payment rates for Medicaid services provided after October 1, 1997.

Assisted Living Facilities

Assisted living facility revenue is primarily derived from private pay residents at rates established by EHSI
based upon the services provided and market conditions in the area of operation. Approximately 38 states
provided or had approval to provide Medicaid reimbursement for services in assisted living facilities covering
board and care. An additional six states plan to add Medicaid coverage of services in the near future.
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Canada

In Canada, the fees charged by ECI for its nursing centres are regulated by provincial authorities, which often
set the rates following consultation with the applicable province’s long-term care association. A substantial
portion of these fees is funded by provincial programs, with the remainder coming from individuals. In some
provinces, the government has delegated authority with respect to funding to regional health authorities, as is
the case in Alberta, Saskatchewan, Manitoba and British Columbia.

In Ontario, from where approximately 63% of ECI’s Canadian nursing and retirement centre revenue is derived,
funding for nursing centres is based upon a system which reimburses for the level of care provided. The system
is based upon allocated funds, or "envelopes", by which the provincial government sets rates for services such
as nursing, program services, food and accommodation. The cost of providing nursing, program services and
food is reimbursed in accordance with scheduled rates. Any deviation from scheduled rates is either at ECI’s
expense (if actual costs exceed those scheduled) or is returned to the government (if actual costs are below
those scheduled). ECI receives a fixed amount per resident day for accommodation and may retain any excess
between such amount and actual cost. Supplemental funds are available if the nursing centre is accredited by
the Canadian Council on Health Services Accreditation. All of ECI’s existing owned nursing centres qualify for
the accreditation funding, with the exception of the new facilities. ECI is in the process of seeking accreditation
of its new nursing centres.

In 1998, the Ontario Ministry of Health introduced a new funding policy to support the costs of the construction
of new beds and the renovation of existing long-term care facilities by 2006. Under the new policy, the
Government will fund up to $75,000 per bed, or $10.35 per bed per day, over a 20-year period, based on a per
bed formula. The funding policy coincided with the introduction of new long-term care facility design standards
upon which new compliance premiums had been announced. The policy ranks existing facilities into four
categories (based on their design standards) for which they may qualify for compliance funding of up to $5.00
per bed per day. At December 31, 2001, all but two of ECI’s existing Ontario nursing centres were receiving
compliance funding at the $1.00 per bed per day level. The newly opened nursing centres are receiving $10.35
per bed per day funding.

The Ontario Ministry has recently announced changes to the renovation program to provide for more flexibility
under which existing facilities could be completely rebuilt or upgraded in order to qualify for funding. The
revised program now has three options that allow for such items as: alternative site scenarios; transitional
support through renovation; design flexibility; and possible new bed allocations. A provider may be eligible for
different funding levels under these options as follows: the existing redevelopment option (rebuilding or major
renovation to 1998 standards) for funding of up to $10.35 per bed per day over a 20-year period; the new
retrofit option for between $7.00 and $10.35 per bed per day for a 20-year period; and the new upgrade option
for up to $1.00 per bed per day. ECI is investigating plans to retrofit one facility and upgrade the other in order
to meet the Government’s current design standards necessary for qualification for enhanced capital funding
under these options.

Provincial funding for ECI’s nursing centres in Alberta, the next highest revenue source province for ECI, is
based on a funding system similar to that in Ontario. Of the three other Western Provinces in which ECI
operates, Manitoba and British Columbia set funding on a per patient day basis with annual adjustments and
Saskatchewan funds on a monthly rate per resident basis.

Extendicare’s Canadian home health care operations, conducted through ParaMed, received 10% of its revenue
from private-pay clients in 2001. The remainder of the revenue from home health care operations is derived
from tendered contracts with locally administered provincial agencies.
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PROPERTIES

The following table lists by state, province and country the nursing centres, assisted living and retirement
centres, and hospitals owned, leased and managed by ECI and EHSI at December 31, 2001:

Nursing Centres
Assisted Living &

Retirement Centres Hospitals/Units Total

Regions
No. of

Facilities
Resident
Capacity

No. of
Facilities

Resident
Capacity

No. of
Facilities

Resident
Capacity

No. of
Facilities

Resident
Capacity

Pennsylvania 27 3,145 8 298 – – 35 3,443
Massachusetts 5 606 – – – – 5 606
Delaware 1 120 – – – – 1 120
Ohio 30 3,194 3 165 – – 33 3,359
West Virginia 1 120 – – – – 1 120
Wisconsin 24 2,203 10 443 – – 34 2,646
Minnesota 10 1,250 1 60 – – 11 1,310
Indiana 17 1,827 3 133 – – 20 1,960
Kentucky 18 1,511 1 39 – – 19 1,550
Washington 15 1,479 8 381 – – 23 1,860
Oregon 3 194 2 102 – – 5 296
Idaho 2 178 – – – – 2 178
Louisiana 3 567 – – – – 3 567
Arkansas 1 96 3 181 – – 4 277
Texas – – 2 110 – – 2 110
Total United States 157 16,490 41 1,912 – – 198 18,402

Ontario 37 5,188 2 213 1 120 40 5,521
Alberta 15 1,229 – – – – 15 1,229
Saskatchewan 5 654 – – – – 5 654
Manitoba 2 458 – – – – 2 458
British Columbia 1 75 – – – – 1 75
Total Canada 60 7,604 2 213 1 120 63 7,937

TOTAL 217 24,094 43 2,125 1 120 261 26,339

In addition, EHSI operated 20 rehabilitative clinics as follows: Wisconsin – 10; Pennsylvania – 8, Texas – 1;
and Ohio – 1.

ParaMed provided its services through 34 locations, substantially all of which were leased, as follows: Ontario
– 27; British Columbia – 5; and Alberta – 2.
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COMPETITION

United States

The long-term care industry in the United States is highly competitive with companies offering a variety of
similar services. EHSI faces competition both locally and regionally from other health care providers, including
for-profit and not-for-profit organizations, hospital-based nursing units, rehabilitation hospitals, home health
agencies, medical supplies and services agencies and rehabilitative therapy providers. Significant competitive
factors affecting the placement of residents in nursing and assisted living centres in the United States include
quality of care, services offered, reputation, physical appearance, location and, in the case of private-pay
residents, cost of the services. EHSI focuses on word-of-mouth reputation and referrals from each community’s
medical and health care professionals. There can be no assurance that the Company will not encounter
increased competition, which could adversely affect its business, results of operations or financial condition.

Assisted living facilities can be constructed in certain states without any CON being approved by the state. The
newer-built assisted living facilities can attract an element of the former private pay nursing facility admissions,
which require a lesser degree of care. Since there is little price competition with respect to Medicaid and
Medicare residents, a facility’s competitive position in the marketplace is attributable to its reputation for
quality of services and staff, the range of services offered and location.

EHSI’s group purchasing operation competes with other similar operations ranging from small local operators
to companies that are national in scope and distribution capability.

EHSI competes with other providers in the acquisition and development of additional facilities. Other
competitors may accept a lower rate of return and therefore, present significant price competition. Also, tax-
exempt not-for-profit organizations may finance acquisitions and capital expenditures on a tax-exempt basis or
receive charitable contributions that are unavailable to EHSI.

Canada

ECI’s competitors in the long-term care industry include proprietary and non-proprietary operators. In addition
to Extendicare, there is only one other publicly traded operator in Canada. In home care, the sector has both for-
profit and not-for-profit providers, with ParaMed being the largest private-sector operator.

GOVERNMENT REGULATIONS

United States

The provision of institutional care through nursing facilities is subject to regulation by various federal, state and
local government authorities in the United States. There can be no assurance that such authorities will not
impose additional restrictions on the Company’s activities that might adversely affect the Company’s business.

General Regulatory Requirements

Nursing facilities, assisted living facilities, and other health care businesses are subject to annual licensure and
other regulatory requirements of state and local authorities. In addition, in order for a nursing facility to be
approved for payment under the Medicare and Medicaid reimbursement programs, it must meet the
participation requirements of the Social Security Act and the regulations thereunder. The regulatory
requirements for nursing facility licensure and participation in Medicare and Medicaid generally prescribe
standards relating to provision of services, resident rights, physical environment and administration. Nursing
and assisted living facilities generally are subject to unannounced annual inspections by state or local
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authorities for purposes of re-licensure and nursing facilities for purposes of re-certification under Medicare
and Medicaid.

Environmental Laws and Regulations

Certain federal and state laws govern the handling and disposal of medical, infectious and hazardous waste.
Failure to comply with those laws or the regulations promulgated thereunder could subject an entity covered by
these laws to fines, criminal penalties and other enforcement actions. EHSI has developed policies with respect
to the handling and disposal of medical, infectious and hazardous waste to assure compliance by each of its
facilities with those laws and regulations. EHSI incurs on-going operational costs and capital expenditures to
remain in compliance with those laws and regulations, however, the capital expenditures to remain in
compliance have not been material to EHSI. EHSI believes that it is in substantial compliance with applicable
laws and regulations governing these requirements.

Federal regulations promulgated by the Occupational Safety and Health Administration impose additional
requirements on EHSI with regard to protecting employees from exposure to blood borne pathogens. EHSI
believes that it has policies and procedures in place to preclude valid, material actions by this regulatory body.

Health Insurance Portability and Accountability Act (HIPAA)

In the United States, the Administrative Simplification provisions of HIPAA mandate the promulgation of a set of
interlocking regulations that will establish the uniform coding conventions and record formats across all payor
types for all electronic transactions central to the processing of all health care claims and health plan enrollments.
When implemented in October 2003, the provisions will profoundly change the handling and processing of
information and, ultimately, the relationship between patients and their health care providers and insurers. And
under the second regulation in the Administrative Simplification package, the implementation of Privacy Standards
will be in effect on April 14, 2003 and will require operational changes throughout the health care industry in the
United States regarding the handling of all patient information within health care organizations. EHSI has
established a HIPAA Work Task force to review and implement the standards required by the legislation and is
currently on schedule to comply with the requirements.

Nursing Facility Regulation

The Omnibus Budget Reconciliation Act was passed in 1987 by the United States Congress and included
extensive revisions to the Medicare and Medicaid statutory requirement for nursing facilities. These provisions
prescribe an outcome-oriented approach to the provision of services and require that each resident receives the
necessary care and services to attain or maintain the highest practicable physical, mental and psychosocial well-
being in accordance with the resident’s individualized assessment and plan of care. The rules also established
requirements for survey, certification and enforcement procedures.

In 1995, CMS promulgated regulations to implement survey, certification and enforcement procedures. The
survey process is intended to review the actual provision of care and services, with an emphasis on resident
outcomes to determine whether the care provided meets the assessed needs of the individual residents. Surveys
generally are conducted on an unannounced annual basis by state survey agencies. Remedies are assessed for
deficiencies based upon the scope and severity of the cited deficiencies. The regulations specify that the
remedies are intended to motivate facilities to return to compliance and to facilitate the removal of chronically
poor-performing facilities from the program. Remedies range from: directed plans of correction, directed in-
service training and state monitoring for minor deficiencies; denial of Medicare or Medicaid reimbursement for
existing residents or new admissions and civil monetary penalties up to US$3,000 per day for deficiencies that
do not constitute immediate jeopardy to resident health and safety; and, appointment of temporary management,
termination from the program and civil monetary penalties of up to US$10,000 for one or more deficiencies that
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constitute immediate jeopardy to resident health or safety. The regulations allow state survey agencies to
identify alternative remedies that must be approved by CMS prior to implementation.

Effective with the implementation of the 1995 regulation, CMS created a concept that allows facilities with
acceptable regulatory histories to have an opportunity to correct their deficiencies by a “date certain” and not
impose sanctions unless they do not return to compliance. Facilities with deficiencies constituting immediate
jeopardy to resident health and safety and those that are classified as poor performing facilities are not given an
opportunity to correct their deficiencies prior to the assessment of remedies. From time to time, EHSI receives
notices from federal and state regulatory agencies relating to alleged deficiencies for failure to comply with all
components of the regulations. While EHSI does not always agree with the positions taken by the agencies,
EHSI reviews such notices and takes corrective action when appropriate. Due to the fact that the new regulatory
process provides EHSI with limited appeal rights, many alleged deficiencies are not challenged even if EHSI is
not in agreement with the allegation. The industry as a whole has raised with CMS its serious concern that the
new survey, certification and enforcement process does not appropriately measure performance against
applicable requirements and that the process is being applied inconsistently among survey sites. Fundamental to
the concern is the change in how surveyors perceive a deficient practice. Prior to July 1995, a deficiency would
be identified only if a pattern of less than acceptable performance was observed. Under the present regulation,
any lack of perfection produces an alleged deficiency.

The July 1995 regulation mandates that facilities that are not in substantial compliance and do not correct
deficiencies within a certain time frame, must be terminated from the Medicare and/or Medicaid programs.
Generally, the facility has no more than six months from deficiency identification to correct the deficiency, but
shorter time frames apply when immediate jeopardy to the health or safety of the residents is alleged by the
survey agency. While EHSI endeavours to comply with all applicable regulatory requirements, from time to
time, certain of EHSI’s nursing facilities have been subject to various sanctions and penalties as a result of
deficiencies alleged by CMS or state survey agencies.

In November 2000, EHSI operated one facility in Indiana that temporarily lost its certification under the
Medicare and Medicaid systems but has since been re-certified under the Medicaid program and is proceeding
to be re-certified under the Medicare program. There can be no assurance that EHSI will not be subject to
similar sanctions and penalties in the future.

EHSI believes that this performance is comparable to the performance of other similar multi-facility companies.
EHSI expects that those of its facilities not in substantial compliance will ultimately achieve this objective.
EHSI is unable to predict its compliance outcome in the future and could be adversely affected if a substantial
portion of its facilities were determined not to be in compliance with applicable regulations. EHSI believes that
it has appropriate systems and mechanisms in place to monitor care and service delivery.

Restrictions on Acquisitions and Construction

Acquisition and construction of additional nursing facilities are subject to state regulation. All of the states in
which EHSI currently operates (other than Idaho) have adopted a CON process and other laws to regulate
expansion, which generally require that a state agency approve certain acquisitions or physical plant changes
and determine that a need exists prior to the addition of beds or services, the implementation of the physical
plant changes or the incurrence of certain capital expenditures. Certain states have also passed legislation,
enacted rules and regulations, and adopted policies that prohibit, restrict or delay the issuance of CONs. In
addition, in most states, the reduction of beds or the closure of a facility requires the approval of the appropriate
state regulatory agency and, if EHSI were to determine to reduce beds or close a facility, EHSI could be
adversely affected by a failure to obtain or delay in obtaining such approval. To the extent that CON or other
similar approvals are required for expansion of EHSI’s operations, either through facility acquisitions,
construction of new facilities or additions to existing facilities or expansion or provision of new services or
other changes, EHSI’s expansion proposals could be adversely affected by the inability to obtain the necessary



21

approvals, changes in the standards applicable to such approvals and possible delays and expenses associated
with obtaining such approvals.

Regulations regarding the acquisition, construction and operation of assisted living facilities are less stringent
than for nursing facilities, and in the absence of uniform federal regulations, states develop their own
regulations. However, since 1999, the term assisted living facility has been defined in 29 state regulations and
statutes, and regulations currently are in effect or in draft in approximately half of the remaining states.
Virtually every state has a licensure process and some form of regulation that may apply to the assisted living
provider. If the assisted living provider supplies services that meet the definition of a licensed level of care in
the state, the provider must be licensed. Licensure regulations can apply to admission and discharge criteria,
and the variety and type of services provided. Many states require the submission of building plans and
approval from the state prior to construction; however, the approval process is different from the CON
procedure, being more of a clearance process than demand formula. In terms of construction and design,
assisted living facilities must meet a stringent set of building regulations including the Life Safety Code
(NFPA101). Inspections of assisted living facilities are conducted by state regulators on a periodic basis similar
to nursing facilities in most cases.

Regulation of Certain Transactions

Federal law provides for exclusion of practitioners, providers and related persons from participation in most
federal health care programs, including the Medicare and Medicaid programs, if the individual or entity has
been convicted of a criminal offence related to the delivery of an item or service under these programs or if the
individual or entity has been convicted, under state or federal law, of a criminal offence relating to neglect or
abuse of residents in connection with the delivery of a health care item or service. Other individuals or entities
may be, but are not required to be, excluded from such programs under certain circumstances, including but not
limited to the following: conviction related to fraud; conviction relating to obstruction of an investigation;
conviction relating to a controlled substance; licensure revocation or suspension; exclusion or suspension from
state or federal health care programs; filing claims for excessive charges or unnecessary services or failure to
furnish medically necessary services; and, ownership or control by an individual who has been excluded from
the Medicaid and/or Medicare programs, against whom a civil monetary penalty related to the Medicaid and/or
Medicare programs has been assessed, or who has been convicted of the crimes described in this paragraph.

The illegal remuneration provisions of the Social Security Act make it a felony to solicit, receive, offer to pay
or pay any kickback, bribe or rebate in return for referring a resident for any item or service, or in return for
purchasing, leasing, ordering or arranging for any good, facility, service or item, for which payment may be
made under the federal health care programs. A violation of the illegal remuneration statute may result in the
imposition of criminal penalties, including imprisonment for up to five years, the imposition of a fine of up to
US$25,000 or both. A civil action to exclude a provider from the Medicaid and/or Medicare programs may also
be brought.

The BBA also includes numerous health fraud provisions, including: new exclusion authority for the transfer of
ownership or control interest in an entity to an immediate family or household member in anticipation of, or
following, a conviction, assessment, or exclusion; increased mandatory exclusion periods for multiple health
fraud convictions, including permanent exclusion for the conviction of three health care-related crimes;
authority for the Secretary to refuse to enter into Medicare agreements with convicted felons; new civil
monetary penalties for contracting with an excluded provider or violating the federal anti-kickback statute; new
surety bond and information disclosure requirements for certain providers and suppliers; and an expansion of
the mandatory and permissive exclusions added by the HIPAA of 1996 to any federal health care program
(other than the Federal Employees Health Benefits Program).
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There are also other civil and criminal statutes applicable to the long-term care industry, such as those
governing false claims. Federally and in some states where EHSI operates, there are laws that govern financial
arrangements between health care providers.

EHSI believes that it is in compliance and that its practices are not in violation of the foregoing statutes or
regulations. EHSI cannot reasonably predict whether enforcement activities will increase at the federal or state
level or the effect of any such increase on its business.

Cross Disqualification and De-Licensure

In certain circumstances, conviction of abusive or fraudulent behaviour with respect to any one facility may
subject other facilities under common control or ownership to disqualification from participation in Medicaid or
Medicare programs. Executive Order 12549 prohibits any company or facility from participating in federal
contracts if it or its “principals” have been debarred, suspended or are ineligible, or have been voluntarily
excluded, from participation in federal contracts. A principal has been defined as an officer, director, owner,
partner, key employee or other person with primary management or supervisory responsibilities. In addition,
some state regulations provide that all facilities under common control or ownership licensed within a state are
subject to de-licensure if any one or more of such facilities are de-licensed.

Office of the Inspector General

In 1995, a major anti-fraud demonstration project, “Operation Restore Trust” (ORT) was announced by the
Office of the Inspector General. A primary purpose for the project is to scrutinize the activities of health care
providers who are reimbursed under the Medicare and Medicaid programs. Initial investigation efforts have
focused on skilled nursing facilities, home health and hospice agencies, and durable medical equipment
suppliers in Texas, Florida, New York, Illinois and California. In May 1997, the Department of Health and
Human Services announced that ORT would be expanded during the next two years to include 12 additional
states (Arizona, Colorado, Georgia, Louisiana, Massachusetts, Missouri, New Jersey, Ohio, Pennsylvania,
Tennessee, Virginia and Washington), as well as several other types of health care services. Over the longer
term, ORT enforcement actions could include criminal prosecutions, suit for civil penalties, and/or Medicare,
Medicaid or federal health care program exclusions. Prior to the November 1997 acquisition of Arbor, one of
its subsidiary’s facilities was charged for therapy services, which were inadequately documented. Following
this investigation, Arbor adopted measures to strengthen its documentation relating to reimbursable services.
While EHSI does not believe that it is the target of any such investigation under ORT, there can be no assurance
that substantial amounts will not be expended by EHSI to cooperate with any such investigation or to defend
allegations arising therefrom. If it were found that any of EHSI’s practices failed to comply with the anti-fraud
provisions, EHSI could be materially adversely affected.

Compliance Program

Compliance with federal, state and local laws and regulations and EHSI policies has always been, and continues
to be an EHSI priority. In 2000, EHSI formalized its existing compliance efforts by issuing its Corporate
Compliance Program. As part of the Corporate Compliance Program, employees are required to acknowledge
their responsibility with respect to compliance.
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COMPARABILITY OF SELECTED FINANCIAL INFORMATION

Factors affecting the comparability of financial data of the Company include the following significant
construction, asset disposals and other major changes in the business.

CONSTRUCTION

1999
The Company opened two nursing facilities, one nursing facility addition and two assisted living facilities in
the United States, increasing resident capacity by 358.

2001
In Ontario, ECI completed construction and opened four new nursing facilities with an additional one
completed and opened in January 2002. Total bed capacity of these facilities was 609 beds with licences for 40
of the beds transferred from an existing facility. Two of the facilities have 38-unit assisted living wings.

ASSET IMPAIRMENT, DISPOSALS AND OTHER ITEMS

1999
In the United States, the Company disposed of one nursing facility (248 beds) on June 30, 1999 for
US$4.3 million; two nursing facilities (150 beds) on September 30, 1999 for US$4.8 million; stock of a
subsidiary that owned six nursing facilities (763 beds) on December 30, 1999 for US$40.5 million; and its
home health operations on November 30, 1999 for US$12.7 million. The Company applied the net after-tax
proceeds from these dispositions of US$44.8 million ($65.2 million) to reduce EHSI’s debt in 1999 in the
following periods: US$3.1 million in July; US$4.6 million in October; US$10.0 million in November; and
US$27.1 million in December.

On December 7, 1999, the Company disposed of its United Kingdom operations, consisting of 14 nursing
facilities and one hospital (983 beds) for proceeds of £26.3 million, £13.0 million of which was used to repay
the United Kingdom bank debt.

Primarily as a result of the changes affecting the long-term care industry in the United States, the Company
recorded in the fourth quarter of 1999 a provision of $59.3 million related to the impairment of assets.

In addition, the Company made a provision of $5.2 million for the closure of two owned facilities and two
leased facilities in the United States, for which notice had been given to terminate the lease upon their
maturities in June and September 2000.

In the fourth quarter of 1999, the Company recorded a provision for adverse development of general and
professional liability costs related to prior years of $48.3 million. The Company increased its accrual for self-
insured general and professional liability costs due to the continuing adverse development of such losses,
particularly in the State of Florida.

2000
During 2000, the Company sold or leased all of its long-term care operations in the State of Florida through five
separate transactions. In two transactions, two facilities (239 beds) were sold for US$6.3 million The Company
disposed of 11 nursing centres (1,435 beds) and four assisted living centres (135 units) for initial cash proceeds
of US$30.0 million and contingent consideration in the form of a series of notes, which have an aggregate
potential value of up to US$30.0 million. These notes have a maximum term of 3.5 years and may be retired at
any time by the purchaser through the subsequent sale or refinancing of the facilities. The remaining facilities in
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the State of Florida were leased to two separate operators, and under the terms of the lease agreements, the
lessees have the option to acquire the facilities at pre-determined prices.

The Company disposed of two facilities in other jurisdictions in the United States for US$2.7 million.

The Company recorded a provision for impairment of assets of $31.6 million related to assets in the United
States. In addition, in the United States, the Company recorded a provision of $3.6 million primarily related to
the closure of two nursing facilities and one assisted living facility, severance costs of $1.6 million related to
the divestiture of Florida operations, and the write-off of deferred financing costs related to the early
extinguishment of term debt.

2001
During the year, the Company made provisions totalling $20.3 million related to ceased operations. These were
comprised of a provision of $3.1 million (US$2.0 million) related to the closure and or sale of three nursing
properties, a loss of $2.8 million (US$1.8 million) related to the transfer of Texas nursing operations, and $14.5
million (US$9.4 million) in provisions for previously ceased operations, primarily for the Florida nursing
homes.

The Company also recorded charges of $1.3 million related to interest on past years’ tax re-assessments and a
write-off of deferred financing costs from the early payment of debt.

On December 7, 2001, ECI sold its investment in AIM, a rehabilitative therapy business, resulting in a pre-tax
gain of $1.1 million. Gross proceeds from the sale of $3.5 million were comprised of cash of $2.2 million and
notes receivable of $1.3 million.

At the end of September, the EHSI ceased operating its nursing homes in Texas consisting of 17 facilities
(1,421 beds) through lease agreements with a third-party operator who has an option to purchase the properties.
In addition to the loss described above on transfer of the assets, a provision of $2.6 million (US$1.7 million)
was recorded for impairment of the remaining Texas properties related to leasehold rights and leasehold
improvements.

In September, based upon an independent actuarial review, the Company recorded an additional provision of
$27.0 million for resident care liability costs related to the Company’s ceased Florida operations for years prior
to 2001.

In April, EHSI sold two leased facilities in Florida to Tandem Health Care, Inc. (Tandem). Tandem had
operated the facilities since December 31, 2000 under lease agreements with purchase options. Proceeds
consisted of cash of US$7.0 million, an interest bearing five-year note for US$2.5 million and US$1.9 million
in cumulative dividend preferred shares, retractable in five years. The sale resulted in a US$2.1 million gain
pre-tax gain which was deferred until the balance of the purchase options that Tandem has on the
remaining leased facilities are completed or the options expire. The Company applied US$4.0 million of
the net cash proceeds to reduce its term bank debt.
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SHARE CAPITAL TRANSACTIONS

The Company, in each of 2001, 2000 and 1999, filed a Normal Course Issuer Bid for the purchase and
cancellation of Subordinate Voting Shares. During 2001, the Company purchased and cancelled 1,744,900
Subordinate Voting Shares at a cost of $8,237,000 (2000 – 1,284,100 shares at a cost of $2,807,000). Of the
shares purchased and cancelled during 2001, 35,900 shares were purchased under the current Subordinate
Voting Share Bid at a cost of $199,000. The current Subordinate Voting Share Bid, which commenced
November 27, 2001, will terminate on the earlier of November 26, 2002 and the date on which a total of
4,000,000 shares have been purchased and cancelled by the Company pursuant to the Bid. In addition, the
Company filed a Normal Course Issuer Bid for the purchase and cancellation of 375,000 Multiple Voting
Shares, which began on May 1, 2001 and terminated on November 26, 2001. A new Bid was filed, which
commenced on November 27, 2001 and will terminate on the earlier of November 26, 2002 and the date on
which a total of 640,000 Multiple Voting Shares and 38,200 Class II Preferred Shares, Series 1, have been
purchased and cancelled by the Company pursuant to the Bid. During 2001, the Company purchased and
cancelled 224,600 Multiple Voting Shares at a cost of $1,571,000. Of the shares purchased and cancelled
during 2001, 19,800 shares were purchased under the current Bid at a cost of $108,000.

As of April 30, 2002, under the current Bid, 205,900 Subordinate Voting Shares have been purchased at a cost
of $984,000 of which 170,000 shares at a cost of $785,000 were acquired during 2002. In addition, 130,700
Multiple Voting Shares have been purchased and cancelled at a cost of $746,000, under the current Bid, of
which 110,900 shares at a cost of $638,000 were acquired during 2002.

DIVIDEND RECORD

Preferred share dividends paid per share by Extendicare in each of the past three fiscal years are as follows:

Preferred Shares
Class I Class II

Series 2 Series 3 Series 4 Series 1
($ per share)

2001
2000
1999

1.1990
1.2334
1.1659

1.0500
1.2300
1.2300

1.2159
1.2507
1.1825

1.280
1.421
1.297

No dividends are currently being paid on the Subordinate Voting Shares and Multiple Voting Shares.

MARKET FOR SECURITIES

The Class I Preferred Shares, Series 2, Series 3 and Series 4; Class II Preferred Shares, Series 1; Subordinate
Voting Shares; and Multiple Voting Shares of Extendicare are listed on The Toronto Stock Exchange and the
Subordinate Voting Shares are listed on the New York Stock Exchange.
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ADDITIONAL INFORMATION

Extendicare shall provide to any person or company, upon request to the Corporate Secretary of the Company,
3000 Steeles Avenue East, Markham, Ontario L3R 9W2, Tel: (905) 470-5534:

(1) when the securities of the Company are in the course of a distribution pursuant to a short form prospectus
or a preliminary short form prospectus which has been filed in respect of a distribution of its securities:

(i) one copy of the 2001 Annual Information Form of the Company, together with one copy of any
document, or the pertinent pages of any document, incorporated therein by reference;

(ii) one copy of the Consolidated Financial Statements and Auditors’ Report to the Shareholders of the
Company for the financial year ended December 31, 2001, together with one copy of any interim
financial statements of the Company subsequent to the Consolidated Financial Statements for the
financial year ended December 31, 2001;

(iii) one copy of the Management Information and Proxy Circular of the Company dated March 8, 2002
for the annual meeting of shareholders held on May 9, 2002; and

(iv) one copy of any other documents that are incorporated by reference into the preliminary short form
prospectus or the short form prospectus; or

(2) at any other time, one copy of the documents referred to in paragraphs (1) (i), (ii) and (iii) above, provided
that the Company may require the payment of a reasonable charge from such a person or company who is
not a holder of securities of the Company where the documents are furnished by the Company pursuant to
this paragraph (2).

Additional information, including remuneration and indebtedness of directors and executive officers, principal
holders of the Company’s Multiple Voting and Subordinate Voting Shares, options to purchase securities and
interests of insiders in material transactions, where applicable, is contained in the Management Information and
Proxy Circular of the Company for the annual meeting of shareholders held on May 9, 2002. Additional
financial information is provided in the Company’s Consolidated Financial Statements for the financial year
ended December 31, 2001.
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DIRECTORS AND OFFICERS

The following table sets out the full name, municipality of residence, current positions with Extendicare and
principal occupations for the past five years of each of the directors and officers of Extendicare:

Name, Current Positions with
Extendicare and Municipality of

Residence Principal Occupation for Past Five Years

Director’s
Term Expires

(Annual
Meeting)/

Director Since

David J. Hennigar (CG)

Director, Chairman
Bedford, Nova Scotia

Chairman, Annapolis Group Inc. (real estate development
and holding company); Chairman, High Liner Foods
Incorporated (value added food processor); and Chairman,
Acadian Securities Inc. (investment dealer)

2004/1980

H. Michael Burns (CG) (IS)

Director, Deputy Chairman
Maple, Ontario

Corporate Director 2005/1978

Frederick B. Ladly (CG) (HR)

Director, Deputy Chairman
Fallbrook, Ontario

Vice-Chairman, Crown Life Insurance Company; Deputy
Chairman, Extendicare since 1997; prior thereto, President
and Chief Executive Officer, Extendicare Inc. from April
1992 to August 1997

2004/1986

Mel Rhinelander
Director, President and
Chief Executive Officer
Milwaukee, Wisconsin

President and Chief Executive Officer of Extendicare since
August 2000; Chairman and Chief Executive Officer of both
Extendicare Health Services Inc. (EHSI) and Extendicare
(Canada) Inc. (ECI) since August 2000; during 1999,
Mr. Rhinelander was appointed President of Extendicare and
Chief Executive Officer of both EHSI and ECI; prior thereto
he has served as a senior executive in various capacities for
Extendicare and its subsidiaries

2003/2000

Derek H. L. Buntain (A) (HR) (IS)

Director
Grand Cayman, Cayman Islands

President of The Dundee Bank (private bank serving
international clients); and President and Chief Executive
Officer, Goodman & Company (Bermuda) Limited
(investment counsel)

2005/1995

Sir Graham Day (CG) (HR)

Director
Hantsport, Nova Scotia

Chairman, Hydro One Inc. since December 1998
(electricity); Chairman, Sobeys Inc. (national food
distributor) since September 2001; and Counsel, Stewart
McKelvey Stirling Scales (barristers and solicitors)

2004/1989

George S. Dembroski (A) (IS)

Director
Toronto, Ontario

Corporate Director; prior to February 1998, Vice-Chairman,
RBC Dominion Securities Limited (investment dealer)

2005/1995

David M. Dunlap (A) (HR)

Director
Township of King, Ontario

Chairman, G.F. Thompson Co. Ltd. (manufacturer); and
Chairman, Burnley Manufacturing, Inc. (manufacturer)

2003/1980
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Name, Current Positions with
Extendicare and Municipality of

Residence Principal Occupation for Past Five Years

Director’s
Term Expires

(Annual
Meeting)/

Director Since

George A. Fierheller (A) (IS)

Director
Toronto, Ontario

President, Four Halls Inc. (investment and consulting
company)

2003/1981

Dr. Seth B. Goldsmith (CG)

Director
Hollywood, Florida

Professor of Health Policy and Management, University of
Massachusetts; former Chief Executive Officer, Miami Jewish
Home & Hospital for the Aged from September 1996 to 1998

2003/1995

Michael J. L. Kirby (CG) (HR)

Director
Nepean, Ontario

Senator of the Parliament of Canada 2005/1987

Alvin G. Libin (A)

Director
Calgary, Alberta

President and Chief Executive Officer of Balmon Holdings Ltd.
(investment company)

2005/1984

J. Thomas MacQuarrie, Q.C. (A) (HR)

Director
Halifax, Nova Scotia

Senior Partner, Stewart McKelvey Stirling Scales (barristers
and solicitors)

2004/1980

Mark W. Durishan
Vice-President, Finance, and Chief
Financial Officer
Milwaukee, Wisconsin

Executive of Extendicare since August 1999; prior thereto,
Senior Vice President for Finance and Operations, Blue
Cross and Blue Shield of Minnesota

Philip W. Small
Senior Vice-President, Strategic Planning
and Investor Relations
Mequon, Wisconsin

Executive of Extendicare since June 2001; prior thereto,
Executive Vice President, Strategic Planning and Operations
Support and acting Chief Financial Officer, Beverly
Enterprises Corporation of Arkansas

Len G. Koroneos
Vice-President and Treasurer
Richmond Hill, Ontario

Executive of Extendicare

Jillian E. Fountain
Corporate Secretary
Toronto, Ontario

Executive of Extendicare since 1999; prior thereto, member
of Extendicare management

Notes:
(A) Member of Audit Committee
(CG) Member of Corporate Governance and Nominating 

 Committee

(HR) Member of Human Resources Committee
(IS) Member of Information Systems Committee

At April 30, 2002, the directors and officers of Extendicare as a group beneficially owned, directly or
indirectly, or exercised control or direction over 1,194,231 Subordinate Voting Shares and 8,801,158 Multiple
Voting Shares of Extendicare (representing 2.05% and 69.49% of the outstanding Subordinate Voting Shares
and Multiple Voting Shares, respectively, and representing 48.21% of the combined votes).
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SUPPLEMENTARY INFORMATION

RECONCILIATION OF CANADIAN AND UNITED STATES
GENERALLY ACCEPTED ACCOUNTING PRINCIPLES
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AUDITORS’ REPORT ON SUPPLEMENTARY INFORMATION

The Board of Directors of Extendicare Inc.

Under date of February 21, 2002, we reported on the consolidated balance sheets of Extendicare Inc. (the “Corporation”) as
at December 31, 2001 and 2000, and the consolidated statements of loss, shareholders’ equity and cash flows for each of the
years in the three-year period ended December 31, 2001, as incorporated by reference in the Corporations’ 2001 Annual
Information Form dated May 15, 2002, included in the Annual Report on Form 40-F. In connection with our audits of the
aforementioned consolidated financial statements, we also have audited the related supplemental note entitled
“Reconciliation of Canadian and United States Generally Accepted Accounting Principles” as set forth in the Annual
Information Form. This supplemental note is the responsibility of the Corporation’s management. Our responsibility is to
express an opinion on this supplemental note based on our audits.

In our opinion, such supplemental note, when considered in relation to the basic consolidated financial statements taken as a
whole, presents fairly, in all material respects, the information set forth therein as at December 31, 2001 and 2000 and for
each of the years in the three-year period ended December 31, 2001.

(signed) KPMG LLP

Chartered Accountants

Toronto, Canada

February 21, 2002



A - 3

SUPPLEMENTARY INFORMATION

RECONCILIATION OF CANADIAN AND UNITED STATES
GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

(in thousands of Canadian dollars, except per share amounts)

GENERAL

The following supplementary information is provided in accordance with the United States Securities Exchange Act of 1934
as required for companies reporting on Form 40-F under the Multijurisdictional Disclosure System.

The areas of material difference between Canadian and United States GAAP and their impact on the consolidated financial
statements of the Corporation are described below.

The application of United States GAAP would have the following effect on the net earnings (loss) as reported:

2001 2000 1999
Loss from health care for the year as reported in accordance with Canadian GAAP (47,144) (67,105) (182,520)
Application of asset and liability method of accounting for income taxes (A) – – (989)
Reclassification of early extinguishment of debt costs to extraordinary item (B) 115 1,039 859
Reclassification of income taxes related to early extinguishment of
 debt costs to extraordinary item (B) (46) (382) (354)
Loss from health care before extraordinary item for the year as reported
 in accordance with United States GAAP (47,075) (66,448) (183,004)

Share of earnings of Crown Life for the year as reported in accordance
 with Canadian GAAP 10,738 7,827 22,818
Application of United States GAAP (C) (5,873) 15,497 (74,780)
Share of earnings (loss) of Crown Life for the year as reported in accordance
 with United States GAAP 4,865 23,324 (51,962)

Loss before extraordinary item for the year as reported in
 accordance with United States GAAP (42,210) (43,124) (234,966)
Reclassification of early extinguishment of debt costs, net of income taxes,
 to extraordinary item (B) (69) (657) (505)

Loss for the year as reported in accordance with United States GAAP (42,279) (43,781) (235,471)
Other comprehensive income (loss), net of tax (D):

Foreign currency translation adjustments 16,212 13,599 (82,481)
Unrealized gains (losses) on invested assets (2,863) 9,334 (32,003)
Cumulative effect of change in accounting for derivative
 instruments and hedging activities (F) (292) – –
Net current period change in derivative losses (F) (1,419) – –

Other comprehensive income (loss) 11,638 22,933 (114,484)
Comprehensive loss as reported in accordance with United States GAAP (30,641) (20,848) (349,955)

Per share amounts in accordance with United States GAAP
Loss before extraordinary item (0.60) (0.60) (3.15)
Loss

Basic (0.60) (0.61) (3.15)
Diluted (0.60) (0.61) (3.15)
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The cumulative effect of these adjustments on shareholders’ equity is as follows:

2001 2000 1999

Shareholders’ equity in accordance with Canadian GAAP 350,696 381,437 435,933
Application of asset and liability method of accounting for income taxes (A) – – (3,505)
Unrealized gains (losses) on invested assets, net of tax (E) (1,296) (1,371) (5,451)
Unrealized gains (losses) on cash flow hedges, net of tax (F) (1,760) – –
Change in equity carrying value of Crown Life (C) (9,840) (433) (17,626)
Shareholders’ equity in accordance with United States GAAP 337,800 379,633 409,351

SUMMARY OF ACCOUNTING POLICY DIFFERENCES

(A) Income Taxes
Under Canadian GAAP, effective January 1, 2000, the Company follows the liability method of accounting for future
income taxes (formerly the deferral method). The Canadian standard is now substantially similar to United States GAAP per
Statement of Financial Accounting Standards No. 109 Accounting for Income taxes (FAS 109). However, in accordance
with the transitional provisions available under Canadian GAAP, the Company did not restate prior period financial
statements on implementation of the new standard. The Company recorded a charge to opening retained earnings of $1,250,
representing a $3,505 change to the consolidated future income tax balance, net of $2,255 related to the Company’s share of
Crown Life’s implementation of the new standard.

Under Canadian GAAP, future income tax assets and liabilities are measured using income tax rates that are considered to
be substantively enacted. Under United States GAAP, deferred income tax assets and liabilities are required to be measured
at enacted rates. The impact of this difference in accounting policies was not material with respect to the income tax
provision recorded for 2001 and 2000 (1999 – $nil).

For each of the years ended 2001, 2000 and 1999, the valuation allowance was increased (decreased) by $(7,533),
$(12,544), and $34,167, respectively.

The components of the net deferred tax assets and liabilities, as reported in accordance with United States GAAP, are as
follows:

2001 2000
Deferred tax assets in accordance
 with United States GAAP:

Self-insurance reserves 40,184 40,850
Investment in Crown Life 12,987 19,446
Employee benefit accruals 14,466 14,073
Accounts receivable reserves 11,855 12,272
Net capital loss carryforwards 10,902 18,162
Deferred revenue 5,044 –
Goodwill 3,220 3,879
Operating loss carryforwards 22,356 10,496
Operating reserves 6,285 3,273
Other 13,356 10,444

140,655 132,895
Valuation allowance 39,655 47,188

101,000 85,707

2001 2000
Deferred tax liabilities in
 accordance with United
 States GAAP:

Property and equipment 107,850 103,709
Leasehold rights 3,580 4,061
Other 17,920 14,663

129,350 122,433
Net deferred tax liabilities in
 accordance with United
 States GAAP 28,350 36,726
Less current net deferred tax
 assets in accordance with
 United States GAAP 17,987 15,249
Non-current net deferred tax
 liabilities in accordance with
 United States GAAP 46,337 51,975
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(B) Extraordinary Item
Under United States GAAP the write-off of unamortized debt issue costs and the charge for debt prepayment costs in
connection with the early extinguishment of long-term debt are considered to be extraordinary items and are disclosed net of
applicable taxes. Under Canadian GAAP such costs are included in net income. The reclassification to extraordinary item,
in accordance with United States GAAP, results in the disclosure of earnings per share before extraordinary item.

(C) Crown Life
The areas of material difference between Canadian GAAP and United States GAAP related to the Company’s share of
earnings (increase (decrease)) of Crown Life are as follows:

2001 2000 1999

Policy liabilities 1,733 4,531 11,601
Investment income (6,805) 7,246 (37,260)
Income taxes (811) 3,695 (53,233)
Other 10 25 4,112

(5,873) 15,497 (74,780)

The cumulative effect between Canadian GAAP and United States GAAP related to Crown Life on the Company’s
shareholders’ equity and equity carrying value of Crown Life is as follows:

2001 2000 1999
Equity carrying value of Crown Life in
 accordance with Canadian GAAP 135,944 147,407 136,323

Policy liabilities (2,424) (1,457) (5,194)
Invested assets (15,929) (4,008) (18,759)
Income taxes 8,517 5,047 6,364
Other (4) (15) (37)

(9,840) (433) (17,626)
Equity carrying value of Crown Life in
 accordance with United States GAAP 126,104 146,974 118,697

Policy Liabilities and Deferred Acquisition Costs. Under Canadian GAAP, policy liabilities of Crown Life are calculated
using the Canadian asset liability method under which assumptions are adjusted annually based on the expected future
experience of the company. Under United States GAAP, liabilities for traditional life insurance products are calculated
using assumptions as to future experience, which are set at the time of policy issue. These assumptions are not adjusted
unless experience is sufficiently adverse that an overall loss on a block of business is expected over the future duration of
the business. Universal life or investment type products are accounted for by the retrospective deposit method under which
assumptions are updated at least annually. Under United States GAAP, costs that vary with and are primarily related to the
acquisition of insurance products are capitalized separately as assets on the balance sheet. For traditional life products, these
costs are charged to expense in future years in proportion to the premium revenue recognized. For universal life or
investment type products, these costs are charged to expense in future years in proportion to the emergence of margins
expected to be realized over the duration of the block of business.

Invested Assets. Under Canadian GAAP, gains and losses on invested assets of Crown Life are amortized into income.
Under United States GAAP, gains and losses on sales of invested assets are included in income when realized. Invested
assets that are marketable securities, all of which are considered to be available for sale, are carried at market value with
unrealized gains or losses, net of applicable taxes, included in shareholders’ equity. The non-land component of investment
real estate is amortized over its expected useful life.

Income Taxes. Under Canadian GAAP, effective January 1, 2000, Crown Life follows the liability method of accounting for
future income taxes as described in (A) above.
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(D) Comprehensive Income
Under United States GAAP, Statement of Financial Accounting Standard No. 130, “Reporting Comprehensive Income”
(FAS 130). FAS 130 establishes rules for the reporting and display of comprehensive income and its components.
Comprehensive income is net income, plus certain other items that are recorded directly to shareholders’ equity. The
Company has reported as comprehensive income, foreign currency translation adjustments, and unrealized gains (losses) on
invested assets and hedging activities. The amounts reported as unrealized gains (losses) on invested assets and hedging
activities are net of tax; income tax expense (recovery) included therein amounted to $2,331, $4,536 and $(19,922) for
2001, 2000 and 1999, respectively.

(E) Securities Available for Sale
United States GAAP requires that non-current marketable securities considered to be available for sale be reported at fair
value and the net unrealized holding gain or loss, net of applicable taxes, be reported as a separate component of
shareholders’ equity. In addition, United States GAAP requires the disclosure of information about the contractual
maturities of those securities. There is no similar requirement for Canadian GAAP. The marketable securities within the
“Investments held for self-insured liabilities” and “Other investments” captions are all considered to be available for sale.

Investments held for self-insured liabilities include marketable securities at December 31, 2001 and 2000 with maturities as
follows:

2001 2000

Due in one year or less – 1,504
Due after 1 year through 5 years 26,488 18,507
Due after 5 years through 10 years 2,545 34,063
Due after 10 years 4,304 8,925

33,337 62,999
Cash and money market funds 12,128 5,200

45,465 68,199

(F) Derivative Instruments and Hedging Activities
The Company adopted on January 1, 2001, for United States GAAP reporting purposes, Statement No. 133, “Accounting
for Derivative Instruments and Hedging Activities” (FAS 133), which was amended in June 2000 by Statement No. 138,
“Accounting for Certain Derivative Instruments and Certain Hedging Activities, an Amendment of FASB Statement No.
133” (FAS 138). Under FAS 133 and FAS 138, all derivatives instruments are recognized at fair value on the balance sheet.
Changes in the fair value of interest rate swaps that are highly effective in offsetting changes in cash flows of the hedged items
and that are designated as hedging instruments of the variability of cash flows associated with floating-rate, long-term debt
obligations are reported in other comprehensive income as a component of shareholders’ equity. These amounts are
subsequently reclassified into interest expense as a yield adjustment in the same period in which the related interest on the
floating-rate debt obligations affects earnings.  The impact as of January 1, 2001 arising from the adoption of the standards
(relating to the fair value of interest rate swaps) was a liability, representing a loss charged to comprehensive income of $292,
net of tax. As of December 31, 2001, the fair value of the interest rate swaps designated as hedging instruments was a liability of
$2,235. In addition, during 2001, an interest rate swap maturing on February 27, 2003, was terminated at a cost of $805 and
under Canadian GAAP is reflected as a deferred charge, amortized to interest expense over the remaining term of the swap.  At
December 31, 2001, the unamortized deferred charge was $474. Under United States GAAP, the fair value of the interest rate
swaps together with the unamortized deferred charge represented a current period loss charged to other comprehensive income
of $1,419, net of tax. Interest expense for 2001 includes $34 in net gains representing the cash flow hedge’s ineffectiveness
arising from differences between the terms of the interest rate swap and the hedged debt obligation.

(G) Disclosure of Allowance for Doubtful Accounts
United States GAAP requires the disclosure of allowances related to accounts and notes receivable. There is no similar
requirement under Canadian GAAP. Current accounts receivable at December 31, 2001 and 2000, were reported net of an
allowance for doubtful accounts of $24,475 and $26,037, respectively.
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(H) Disclosure of Accrued Liabilities
United States GAAP requires the separate disclosure of accrued liabilities. There is no similar requirement under Canadian
GAAP. At December 31, 2001 and 2000, accrued liabilities were $234,697 and $208,310, respectively.

(I) Stock Options
The Company has stock option plans for key employees and for outside directors. The exercise price of the options equals
the market price of the underlying stock on the date of grant, which is the measurement date. In accordance with Statement
of Financial Accounting Standards No. 123, “Accounting for Stock-based Compensation” (FAS 123) the Company has
elected to apply Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (APB Opinion
25) and related interpretations in accounting for its plans and accordingly, has not recognized compensation expense for
options granted. If FAS 123 had been followed, the Company’s results in each of 2001, 2000 and 1999, would have been
reduced by $1,161, $1,025 and $1,410, respectively. For 2001, 2000 and 1999, the basic loss per share before extraordinary
items would have been $(0.62), $(0.61) and $(3.16), respectively; and the basic loss per share would have been $(0.62),
$(0.62) and $(3.17), respectively. Diluted loss per share for 2001, 2000 and 1999 would have been $(0.62), $(0.62) and
$(3.17), respectively.

The pro forma effect on the loss for 1999 is not representative of the pro forma effect on net income in future years, because
it does not take into consideration pro forma compensation expense related to grants prior to 1995. The pro forma effect
was not fully reflected until 2000.

The fair value of each option grant is estimated on the date of grant using a Black-Scholes option pricing model with the
following assumptions used for options granted during 2001, 2000 and 1999:

a) dividend yield - 0% for all years;
b) expected volatility – 46.53% to 71.72% for 2001; 69.95% to 74.41% for 2000; and 55.00% for options granted during 1999;
c) risk-free interest rate – 4.16% to 5.45% for 2001; 5.83% to 6.28% for 2000; and 4.94% to 5.50% for options granted

during 1999; and
d) weighted average expected life – 4.3 years for 2001; 4.4 years for 2000; and 4.3 years for 1999.

The weighted average fair value of options granted were $2.80, $2.14 and $2.56 per share in 2001, 2000 and 1999,
respectively. The option valuation model was developed for use in estimating the fair value of traded options, which have no
vesting restrictions and are fully transferable. In addition, option valuation models require the input of highly subjective
assumptions including the expected stock price volatility. Since Extendicare’s stock options have characteristics
significantly different from those of traded options, and since variations in the subjective input assumptions can materially
affect the fair value estimate, in management’s opinion, the existing models do not necessarily provide a reliable single
measure of the fair value of its employee stock options.

(J) New United States Accounting Standard
In July 2001, the FASB issued Statement No. 141, “Business Combinations” and Statement No. 142, “Goodwill an Intangible
Assets”. These statements are substantially consistent with CICA Sections 1581 and 3062, except that under United States
GAAP, any transitional impairment charge is recognized in earnings as a cumulative effect of a change in accounting principles.
Under Canadian GAAP, the cumulative adjustment is recognized in opening retained earnings.

In August 2001, the Financial Accounting Standards Board issued Statement No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets” (FAS 144). FAS 144 requires that long-lived assets be reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If the carrying amount
of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by which the carrying
amount exceeds the fair value of the asset. FAS 144 requires companies to separately report discontinued operations and
extends that reporting to a component of an entity that either has been disposed of (by sale, abandonment, or in a distribution to
owners) or is classified as held for sale. Assets to be disposed of are reported at the lower of the carrying amount or fair value
less costs to sell. The Company is required to adopt FAS 144 for United States GAAP reporting purposes on January 1, 2002.



 


