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Good afternoon,





Let me begin by telling you that I am much happier addressing you today than I was in 2000 – when I addressed this audience for the first time.  Let me be clear that this is not just because the stock is trading at around $15.00 compared to $4.00 in 2000.  It’s not just because diluted earnings per share for 2003 were $0.86 compared to a loss of $0.81 in 2000.  And finally, it’s not just because our debt has been substantially reduced and we now have a significantly improved credit rating from Moodys and Standard & Poors.   But mostly, I am happier today because we did what we said we would and just as important, is we did it the way we said we would.





At the time we began to restructure Extendicare, there were many nay-sayers, some I am pleased to say are still with us in the room today.  Many people said we wouldn’t be able to sell our Florida and Texas facilities.  They also said we could not achieve profitability in the fourth quarter of 2001; and they further did not believe we could achieve profitability for the 2002 fiscal year as a whole.





I am pleased to report that we proved these people wrong on all counts.





Extendicare continued to surprise and impress investors when despite the reduction in Medicare funding in October 2002, our revenue continued to increase.





I am also pleased to say that we delivered these results differently compared to other companies in our peer group.  





Instead of cutting expenses and compromising patient care, we focused on increasing revenues and created a positive environment which resulted in more patients choosing Extendicare to provide them with care and services.  





Our decision not to compromise care has served us well, not only over the past three years, rather, Extendicare’s commitment to care has been unwavering since our inception more than 35 years ago—and that this will never change.





I want to talk more about our commitment to care, and focus on Ontario in particular, but first let me go back to the year 2000.





At that time, you will recall we faced many challenges, the three most important being:


Significant liability costs from our operations in Florida and Texas;


Too much company debt; and,


An inadequate reimbursement system in the United States.





In response to these challenges, we developed, articulated and executed a three pronged strategy:


To reduce Extendicare’s exposure to risk;


To restructure and reduce our debt; and


To improve underperforming assets and return the Company to profitability.





So, how did we do?





I think by any measure you can be pleased with the results we have achieved.


�
First, we completed a series of successful transactions that enabled us to exit Florida and then Texas.  We were the first nursing home Company to recognize the risks of operating in these states, we were the first to articulate a strategy to divest the properties and we were the first to successfully sell them.





Second, as a result of our ability to divest these assets, we were able to repay a portion of our debt ahead of schedule.  





We then took the extra step of refinancing through a US$150 million bond deal in 2002 and established a US $105 million line of credit.





More recently, we completed a very successful bond refinancing, calling for redemption of US$200 million in Senior Subordinated notes which were due in 2007, and replaced them with a new US$125 million offering and an expanded credit line of US$155 million.  





So, not only have we been able to reduce Extendicare’s overall level of debt, but we’ve been able to achieve lower interest rates which will translate into a savings of about $12.9 million per year.  





All told, we have reduced Extendicare’s debt from $1.2 billion in January 1998 to about $700 million today, a reduction of about $500 million.





The Third component to our turnaround strategy was to return our U.S. business to profitability, within the confines of the new reimbursement structure or PPS.





When funding changes started to hit long-term care companies in 1999, many tried to cut costs in an effort to regain profitability.  We took a different tact.





We made a strategic decision to focus on sales, which we define as census or occupancy at our nursing homes.  





What is important to note about our strategy is that it is inherently positive, in that it drove growth and profitability through sales, not through cutting costs.  Those actions ensured that quality was not compromised.





We have always felt that Extendicare operates efficiently, so we decided to focus on what we could do, instead of what resident’s could do without.





The results speak for themselves.  Our Medicare census levels have risen steadily since 2000, reaching 17.1% for the first quarter of 2004.   





In growing our Medicare census, we also achieved overall occupancy growth. Going back to 2000 the average occupancy of our U.S. nursing homes was 87.7% and for the year 2003 we achieved 91.5%.





This strategy is now bearing fruit though our significantly improved financial results.  By any measure our financial performance has been strong.





The growth in revenue and EBITDA, primarily due to our U.S. operations has translated into significant improvement in net earnings for Extendicare.  Measured on a per share basis this equated to diluted earnings per share including income from Crown Life of $0.86 in 2003 versus $0.26 in 2002 and represents a substantial improvement over our 2000 and 2001 results.





Earlier today, we released our first quarter results.  Earnings from healthcare operations were $15.2 million, or $0.21 per share, compared to $ 4.3 million, or $0.06 per share in 2003.  If we include the gain on the sale of assets and other items, including Crown Life, we achieved net earnings of $28.3 million or $0.39 per share for the first quarter of 2004.





Our U.S. EBITDA margins as a percent of revenue strengthened significantly in 2003, largely due to our initiatives to focus on sales and control costs, as well as, the Medicare funding increase that was effective on October 1st.  For 2003, we achieved an 11.4% margin, which has continued to grow reaching 14.2% for the first quarter of 2004, placing us among the top performers in our industry in the U.S. 





More importantly, these achievements have begun to be recognized by the financial community, as our share price rose more than 350% since the annual meeting last May, significantly outperforming the TSX 300.





What is most important is that Extendicare now has a very strong financial base and increased financial flexibility, which will enable us to push forward with our growth strategy.





I’d like to be very clear, that by any measure, in our business, care must not be compromised.  





Let me talk about Canada for a moment and more specifically, Ontario.  Recently, the Minister of Health, George Smitherman, announced that he will cut the nursing home property tax funding level for 2003 and beyond.  





For Extendicare that will mean a reduction of $2.0 million, all of which is reflected in our 2004 first quarter results.  Of this amount, $1.3 million represents a claw back to 2003.





The property tax funding level for 2004 and beyond is further expected to be reduced to 50%, this would result in a permanent revenue reduction of $3.1 million per year.





Another challenge in Ontario today causing revenue to decline is occupancy.  Because of the 20,000-bed expansion, about 28% of the facilities in the province are operating below the 97% threshold required to receive full funding.  





We currently have 6 facilities below 97% and 6 others near this threshold.  The impact of those six facilities not achieving 97% in the first quarter was $300,000.  And lastly, the annual case Mix Measure (CMM) adjustment due in April has yet to be announced.  





Family Councils provide essential input and feedback to care providers regarding how to improve care and service, yet government funding to the association supporting them has been withdrawn.  We call on the Minister to restore the funding and to further enhance their role and input into the direction of long-term care.  Again, Extendicare has family and resident councils in all of our facilities, as well as 3,000 volunteers in Ontario alone, and we believe that it would be wrong for the government to abandon them.





That’s the bad news.





On the positive side, the Minister has affirmed his Government’s commitment to add $6,000 per resident to long-term care. 





We believe that the Minister is sincere in this commitment and his statements indicate he wants to continue to improve and enhance services for seniors.  However, we hope before the Minister considers adding any new money, that he first restores what has been withdrawn from the system as well as what is being eroded due to systemic changes that result from the 20,000 additional beds added in Ontario.





Extendicare has been an example of how the private sector can deliver quality services -- Harold Livergant, a life-long NDP supporter from Saskatchewan, set out to prove that 35 years ago when he founded Extendicare.  Fred Ladly continued it and in 1984 introduced Extendicare’s Commitment to Residents, which was subsequently enshrined in legislation in Ontario.  


�
Last quarter, Extendicare announced additional quality initiatives that we are expanding to our Ontario facilities.  We have also shared with the Ontario government the details of a quality initiative between the US federal government and long-term care providers called The Quality First Pledge.  We believe a joint government/provider initiative, such as this, could form a leading edge relationship between health-care providers and the Ontario government in moving co-operatively – and I want to stress the word co-operatively – towards ensuring the public has trust and confidence in their system.





We continue to offer our assistance and leadership to the government to ensure that our seniors receive quality care.  





By any measure, the growth opportunities for Extendicare are excellent.





In Canada, we have been active in constructing 11 new homes in Ontario over the past few years, adding a total of 1,333 new beds to our portfolio.    





As well, Extendicare has partnered with hospitals to develop and manage facilities for them.  This will total an additional 578 beds.  





Moving south to the U.S., the success of our turnaround strategy has provided a smooth transition to position Extendicare for growth, with a focus on developing an integrated or campus approach to senior care.  





Our U.S. growth strategy consists of two components, internal and external.  Internal growth will be implemented through a three-phase building program.





Phase I consists of six additions to our facilities and one new assisted living building. The first was completed in January, and three more are to be completed by mid 2004, with the remainder due in early 2005.  The total cost is budgeted at U.S. $15.2 million.





Phase II of our construction program was launched in February 2004 and will add a total of 329 new assisted living units in eight facilities.  The timing for completion on Phase II is scheduled for 2005 and 2006, at a projected cost of U.S. $36.3 million.





Phase III of our construction program will involve looking for new property to develop in markets where demand has increased and we are unable to construct on land immediately adjacent to existing facilities.  





The second component to our growth strategy is external growth.





We are now actively looking for accretive acquisitions primarily in markets where we already have existing operations. 





The nursing home industry in the U.S. remains very fragmented with no dominant providers. In 2003, the top 10 providers in our industry accounted for less than 16% of the total market. As such, we feel there will be good acquisition opportunities in the years ahead.  (source: CMS May 2003 report was 15.5%).





In fact we expect to be able to complete a five-facility acquisition in the U.S. by the end of the month.  





By any measure we have navigated through some very difficult times and emerged a stronger, more prosperous company.





Measure us by the effectiveness of our strategic planning which was to exit Florida and Texas, reduce debt and drive revenue growth.





Measure us on execution and you see significant growth in earnings and margins.





Measure us based on our delivery of care and you see 35 years of leadership, enshrined in our Commitment to Residents, our performance during SARS, and our recent quality initiatives.





Measure us in terms of shareholder value and you will see an aggressive share buyback program, as well as an impressive increase in our stock price.





Measure us by our 36,000 employees and you simply need only look at all the details just mentioned to understand that Extendicare’s success is truly a reflection of their efforts, their dedication and their commitment every single day.





I have said many times before that their efforts are rarely recognized, yet they are held to such a high standard.  I applaud them all.  And finally, I would like to thank your Board of Directors. Their support and wisdom has been invaluable.





This concludes the management presentation I would now be pleased to answer any questions you may have.





�







































Forward-looking Statements





Information provided by the Company from time to time, including this document, contains 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 a similar expression.





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; liabilities and other claims asserted 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 these risks and uncertainties, readers are cautioned not to place undue reliance on the Company’s forward-looking statements.
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