











Management’s Discussion and Analysis

Section 3862 “Financial Instruments — Disclosures” and Section 3863 “Financial Instruments — Presentation”,
together replaced Section 3861 “Financial Instruments — Disclosure and Presentation”. These new standards carried
forward the existing presentation requirements and revised and enhanced the disclosure requirements for financial
instruments. These new standards require disclosures about the nature and extent of risks arising from financial instruments
and the management of these risks. For additional details, see note 15 to the unaudited consolidated financial statements for
the nine months ended September 30, 2008.

Section 1400 “General Standards of Financial Statement Presentation” was amended to include requirements to assess
and disclose material uncertainties that may cast significant doubt upon an entity’s ability to continue as a going concern.
The application of this revised standard had no material impact on our financial position or results of operations.

Future Change in Accounting Policies

The following new accounting policies have been issued, and will impact us at a future date.

GOODWILL AND INTANGIBLE ASSETS

In February 2008 the CICA issued Section 3064 “Goodwill and Intangible Assets” to replace existing guidance on
accounting for intangible assets. The revised standards reinforce the principle-based approach to the recognition of costs as
an asset and clarify the application of the matching concept of revenue and expenses. The new standards clarify the
distinction between assets and expenses and add guidance on the definition of an intangible asset and the recognition of
internally generated intangible assets. These accounting standards are effective for interim and annual financial statements
relating to fiscal years beginning on or after January 1, 2009. The application of this standard is not anticipated to have a
material impact on our financial position or results of operations.

TRANSITION TO INTERNATIONAL FINANCIAL REPORTING STANDARDS

In February 2008, the Accounting Standards Board of Canada confirmed its decision to require all Publicly Accountable
Enterprises to report under International Financial Reporting Standards (IFRS) for years beginning on or after January 1,
2011.

A detailed impact assessment of the transition to IFRS is currently underway, and the REIT is in the process of establishing
a conversion plan to identify and address any potential changes in accounting policies or practices and to develop detailed
implementation plans to ensure an accurate and timely changeover in 2011.

The Canadian Securities Administrators issued Staff Notice 52-321, “Early Adoption of International Financial Reporting
Standards”, which provides issuers with the option to early adopt IFRS prior to 2011. It is not our intention to early adopt
IFRS prior to January 1, 2011.

In order to provide timely and relevant information to our unitholders, we will be updating our progress towards IFRS
implementation in our future quarterly and annual reports.

ADDITIONAL INFORMATION

Additional information about Extendicare REIT, including the Annual Information Form, may be found on the SEDAR
website at www.sedar.com and on Extendicare’s website at www.extendicare.com. A copy of this document and other
public documents of the REIT are available upon request to the Secretary.



Extendicare Real Estate Investment Trust
Consolidated Statements of Earnings

(Unaudited)

Three months
ended September 30

Nine months
ended September 30

(in thousands of dollars except per unit amounts) 2008 2007 2008 2007
Revenue
Nursing and assisted living centres
United States 345,450 269,412 1,003,682 843,889
Canada 110,488 105,155 324,825 308,829
Home health — Canada 36,382 35,200 110,196 105,603
Outpatient therapy — United States 3,286 2,986 9,412 9,481
Other (note 8) 11,379 11,028 34,113 36,030
506,985 423,781 1,482,228 1,303,832
Operating expenses 435,296 354,806 1,275,277 1,091,083
Administrative costs 16,827 15,650 54,018 48,617
Lease costs 3,271 3,084 9,598 9,316
455,394 373,540 1,338,893 1,149,016
Earnings before undernoted 51,591 50,241 143,335 154,816
Depreciation and amortization 14,819 11,433 42,786 35,637
Accretion expense 376 308 1,110 961
Interest expense 23,552 19,704 66,128 56,812
Interest income (1,882) (3,160) (4,766) (6,292)
Loss (gain) on derivative financial instruments and foreign exchange(note 9) 3,046 (3,425) 5,213 (20,479)
Loss (gain) from asset impairment, disposals and other items(note 10) 2,315 - 2,315 (2,192)
Earnings from continuing health care operations before income taxes 9,365 25,381 30,549 90,369
Income tax expense (recovery)
Current 6,523 6,404 17,868 20,526
Future (866) 2,905 (3,950) 8,776
5,657 9,309 13,918 29,302
Earnings from continuing health care operations 3,708 16,072 16,631 61,067
Share of equity accounted earnings - - - 1,541
Earnings from continuing operations 3,708 16,072 16,631 62,608
Earnings (loss) from discontinued operations, net of income taxes(note 4) (105) 156 1,227 (2,705)
Net earnings 3,603 16,228 17,858 59,903
Basic and Diluted Earnings per Unit
Earnings from continuing operations 0.05 0.23 0.23 0.89
Net earnings 0.05 0.23 0.25 0.85

See accompanying notes to unaudited consolidated financial statements.
Certain 2007 figures have been revised for comparative purposes (note 4) .
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Extendicare Real Estate Investment Trust
Consolidated Balance Sheets

(Unaudited)
September 30 December 31
(in thousands of dollars) 2008 2007
Assets
Current assets
Cash and short-term investments 133,112 44,234
Invested assets 1,395 2,439
Accounts receivable, less allowances of $30,493 and $24,213, respectively 236,997 214,305
Income taxes recoverable 6,565 2,640
Future income tax assets 31,834 27,504
Supplies and prepaid expenses 23,312 25,467
433,215 316,589
Property and equipment 878,063 842,648
Goodwill and other intangible assets (hote 6) 176,142 162,481
Other assets (note 5) 133,914 118,445
1,621,334 1,440,163
Liabilities and Unitholders' Deficiency
Current liabilities
Outstanding cheques in excess of bank balance 6,925 -
Accounts payable 34,300 35,963
Accrued liabilities 228,279 203,084
Accrual for self-insured liabilities 13,492 12,392
Current portion of long-term debt (note 7) 25,229 75,241
308,225 326,680
Accrual for self-insured liabilities 32,897 30,018
Long-term debt (note 7) 1,185,146 996,470
Other long-term liabilities 66,939 63,978
Future income tax liabilities 49,163 46,595
1,642,370 1,463,741
Unitholders' deficiency (21,036) (23,578)
1,621,334 1,440,163

Commitments and contingencies (note 3 and 12) .

Subsequent event (note 3, 7 and 17) .

See accompanying notes to unaudited consolidated financial statements.

Certain 2007 figures have been revised to conform with the presentation in 2008.
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Extendicare Real Estate Investment Trust

Consolidated Statements of Cash Flows
(Unaudited)
Three months
ended September 30

Nine months
ended September 30

(in thousands of dollars) 2008 2007 2008 2007
Operating Activities
Net earnings 3,603 16,228 17,858 59,903
Adjustments for:
Depreciation and amortization 15,078 11,803 43,734 36,926
Provision for self-insured liabilities 9,067 2,786 16,181 8,840
Payments for self-insured liabilities (6,945) (2,683) (21,267) (14,982)
Future income taxes (853) 3,017 (2,014) 6,516
Undistributed share of earnings from equity accounted investments - - - (1,541)
Loss (gain) on derivative financial instruments and foreign exchange (note 9) 3,046 (3,425) 5,213 (20,479)
Loss (gain) from asset impairment, disposals and other items 2,315 - 2,315 (2,192)
Loss (gain) from asset impairment, disposals and other items
from discontinued operations (note 4) - - (474) 5,675
Other 2,626 1,777 6,346 4,206
27,937 29,503 67,892 82,872
Net change in operating assets and liabilities
Accounts receivable 1,117 (1,968) (9,107) 2,726
Supplies and prepaid expenses 3,221 2,016 (4,264) (3,511)
Accounts payable and accrued liabilities 2,177 (1,170) 7,784 (16,357)
Income taxes 5,684 5,661 (3,502) 21,993
12,199 4,539 (9,089) 4,851
40,136 34,042 58,803 87,723
Investing Activities
Capital additions (21,239) (18,034) (51,581) (53,123)
Acquisitions (note 3) - (13,159) - (24,648)
Net proceeds from dispositions (note 4) - - 2,569 2,228
Return of equity accounted investment - 39,808 - 81,445
Other assets 3,104 1,347 4,883 (1,319)
(18,135) 9,962 (44,129) 4,583
Financing Activities
Issue of long-term debt 10,378 - 154,707 246,695
Repayment of long-term debt (5,418) (5,740) (67,796) (11,161)
Issue on line of credit 1,018 8,291 1,018 8,291
Decrease in investments held for self-insured liabilities 782 1,824 8,631 11,832
Distributions paid (19,982) (19,000) (57,828) (62,050)
Issue of units - - 34,580 -
Financing costs (1,075) (45) (10,485) (9,995)
Income taxes paid on the distribution of ALC - - - (120,220)
Other 1,973 (2,029) 3,894 294
(12,324) (16,699) 66,721 63,686
Foreign exchange gain (loss) on cash held in foreign currency 219 (1,392) 558 (6,237)
Increase in cash and cash equivalents 9,896 25,913 81,953 149,755
Cash and cash equivalents at beginning of period 116,291 151,899 44,234 28,057
Cash and cash equivalents at end of period 126,187 177,812 126,187 177,812
Cash and Cash Equivalents
Cash and short-term investments 133,112 177,812 133,112 177,812
less: Outstanding cheques in excess of bank balance 6,925 - 6,925 -
126,187 177,812 126,187 177,812
Supplementary Information
Cash interest paid in determining earnings 17,924 16,341 56,853 49,988
Cash taxes paid 885 298 18,214 116,811
Units issued pursuant to Distribution Reinvestment Plan 592 527 1,867 2,970

Cash distributions for REIT and Exchangeable LP units are at the discretion of the Board of Trustees.

See accompanying notes to unaudited consolidated financial statements.
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Extendicare Real Estate Investment Trust

Consolidated Statements of Unitholders' Deficiency
(Unaudited)
Nine months ended September 30

(in thousands of dollars for amounts) 2008 2007
Number Amount Number Amount
Unit Capital
REIT Units
Issued and outstanding at beginning of period 60,962,653 272,912 59,178,781 262,617
Repurchased pursuant to issuer bid (10,000) (45) - -
Issued pursuant to Distribution Reinvestment Plan 174,483 1,643 170,057 2,731
Issue of REIT Units 3,565,000 32,875 - -
Converted from Exchangeable LP Units 5,686,754 24,478 1,551,135 6,898
70,378,890 331,863 60,899,973 272,246
Exchangeable LP Units
Issued and outstanding at beginning of period 9,481,383 42,279 11,026,222 48,931
Issued pursuant to Distribution Reinvestment Plan 24,056 224 15,334 239
Converted to REIT Units (5,686,754) (24,478) (1,551,135) (6,898)
3,818,685 18,025 9,490,421 42,272
Units issued and outstanding at end of period 74,197,575 349,888 70,390,394 314,518
Equity portion of convertible debentures
Issued and outstanding at beginning of period 8,234 -
Issued during the period 1,811 8,234
10,045 8,234
74,197,575 359,933 70,390,394 322,752
Deficit
Balance at beginning of period (343,151) (336,619)
Transition adjustment on adoption of financial instruments
Amortization of financing costs (net of tax of $4) - @
Share of equity accounted investments - 1,208
Net earnings for the period 17,858 59,903
Purchase of units for cancellation in excess of book value (72) -
Distributions declared (60,042) (58,542)
Balance at end of period (385,407) (334,057)
Accumulated Other Comprehensive Income
Balance at beginning of period (3,852) -
Transition adjustment on adoption of financial instruments
Unrealized gain on available-for-sale securities (net of tax of $131) - 245
Share of other comprehensive income of equity accounted investments - 4,272
Reclassication from foreign currency translation adjustments - 1,417
Net change in available-for-sale securities (net of tax recovery of $532 and
expense of $58 respectively) (1,968) 103
Unrealized foreign currency translation adjustments 10,258 (2,413)
Share of net change in Crown Life's accumulated other comprehensive income - (4,571)
Reduction on sale of Crown Life shares - (3,714)
Balance at end of period 4,438 (4,661)
(21,036) (15,966)

See accompanying notes to unaudited consolidated financial statements.
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Extendicare Real Estate Investment Trust

Consolidated Statements of Comprehensive Income
(Unaudited)

Three months Nine months
ended September 30 ended September 30
(in thousands of dollars) 2008 2007 2008 2007
Net earnings 3,603 16,228 17,858 59,903

Other comprehensive income (loss), net of income taxes
Net unrealized gain (loss) on available-for-sale securities

(net of tax recovery of $255 and tax expense $118 for the three months, and

tax recovery of $482 and tax expense of $179 for the nine months ended

September 30, 2008 and 2007, respectively) (1,073) 219 (1,872) 331
Reclassification of gain on available-for-sale securities to earnings

(net of tax recovery of $19 and nil for the three months, and tax recovery of

$50 and $121 for the nine months ended September 30, 2008 and 2007,

respectively) (35) - (96) (228)

(1,108) 219 (1,968) 103

Net change in foreign currency translation gains (losses) 6,067 (1,585) 10,258 (2,413)
Share of net change in accumulated other comprehensive income

from equity accounted investments - (3,714) - (8,285)

4,959 (5,080) 8,290 (10,595)

Comprehensive income 8,562 11,148 26,148 49,308

See accompanying notes to unaudited consolidated financial statements.
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Extendicare Real Estate Investment Trust

Notes to Interim Consolidated Financial Statements

Periods ended September 30, 2008 and 2007
(Tabular amounts in thousands except per unit data)

(Unaudited)

1. BASIS OF PRESENTATION

The unaudited interim consolidated financial statements of Extendicare Real Estate Investment Trust have been prepared in
accordance with Canadian generally accepted accounting principles. References to “Extendicare REIT”, “the REIT”, “we”,
“us” and “our” in these statements mean Extendicare Real Estate Investment Trust alone or together with its subsidiaries, as
the context requires. The direct ownership and operation of the senior care facilities and ancillary businesses is conducted
by the subsidiaries of the REIT. The REIT itself is not a provider of services or products.

The consolidated financial statements include those of Extendicare Inc. (Extendicare), an indirect wholly owned subsidiary
of Extendicare REIT. Health care operations are conducted through wholly owned subsidiaries, Extendicare Health
Services, Inc. and its subsidiaries (collectively “EHSI”) in the United States, and Extendicare (Canada) Inc. and its
subsidiaries (collectively “ECI”) in Canada.

The unaudited interim consolidated financial statements included the REIT’s 34.8% ownership interest in Crown Life
Insurance Company (Crown Life), which was accounted for by the equity method, through to the date of disposal on July
5,2007.

The preparation of financial data is based on accounting policies and practices consistent with those used in the preparation
of the annual audited consolidated financial statements. All dollar amounts are in Canadian dollars unless otherwise
indicated. These unaudited interim consolidated financial statements do not include all disclosures normally provided in
annual consolidated financial statements and should be read together with the annual audited consolidated financial
statements and the accompanying notes included in our 2007 Annual Report.

Certain comparative figures for the 2007 reported periods have been reclassified to conform to the presentation in 2008,
mainly for discontinued operations as described in note 4.

2. NEW ACCOUNTING POLICIES

a) Accounting Policies Adopted

Effective January 1, 2008, Extendicare REIT adopted the new Handbook Sections issued by the Canadian Institute of
Chartered Accountants (CICA): Section 1535 “Capital Disclosures”, Section 3862 “Financial Instruments — Disclosures”
and Section 3863 “Financial Instruments — Presentation”. In addition, Extendicare REIT implemented the revised Section
1400, “General Standards of Financial Statement Presentation”.

CAPITAL DISCLOSURES

Section 1535 establishes standards for disclosure of an entity’s objectives, policies, and processes for managing capital,
quantitative data about what is considered capital, whether an entity has complied with any capital requirements and
consequences of any non-compliance.

The adoption of this standard had no effect on the recognition or measurement of amounts recorded in the interim
consolidated balance sheets or consolidated statements of earnings, comprehensive income, unitholders’ deficiency and
cash flows. The effect of adopting this standard has been detailed in note 16.

FINANCIAL INSTRUMENTS - DISCLOSURES AND PRESENTATION

Sections 3862 and 3863 replaced Section 3681, “Financial Instruments — Disclosure and Presentation”, revised and
enhanced the disclosure requirements, and continued the existing presentation requirements for financial instruments.
These new standards require disclosures about the nature and extent of risks arising from financial instruments and the
management of these risks. See note 15 for additional details.

Extendicare REIT - September 2008 56



Notes to Unaudited Interim Consolidated Financial Statements

GENERAL STANDARDS OF FINANCIAL STATEMENT PRESENTATION

Section 1400 was amended to include requirements to assess and disclose material uncertainties that may cast significant
doubt upon an entity’s ability to continue as a going concern. The application of this revised standard does not have a
material impact on the financial position or results of operations.

b) Future Change in Accounting Policies

GOODWILL AND INTANGIBLE ASSETS

In February 2008, the CICA issued the new Handbook Section 3064 “Goodwill and Intangible Assets”, to replace existing
guidance on accounting for intangible assets. The revised standards reinforce the principle-based approach to the
recognition of costs as an asset and clarify the application of the matching concept of revenue and expenses. The new
standards clarify the distinction between assets and expenses and add guidance on the definition of an intangible asset and
the recognition of internally generated intangible assets. These accounting standards are effective for interim and annual
financial statements relating to fiscal years beginning on or after January 1, 2009. The application of this standard is not
anticipated to have a material impact on the financial position or results of operations of the REIT.

TRANSITION TO INTERNATIONAL FINANCIAL REPORTING STANDARDS

In February 2008, the Accounting Standards Board of Canada confirmed its decision to require all Publicly Accountable
Enterprises to report under International Financial Reporting Standards (IFRS) for years beginning on or after January 1,
2011. A detailed impact assessment of the transition to IFRS is currently underway, and the REIT is in the process of
establishing a conversion plan to identify and address any potential changes in accounting policies or practices and to
develop detailed implementation plans to ensure an accurate and timely changeover in 2011. The Canadian Securities
Administrators issued Staff Notice 52-321, “Early Adoption of International Financial Reporting Standards”, which
provides issuers with the option to early adopt IFRS prior to 2011. It is not our intention to early adopt IFRS prior to
January 1, 2011.

3. ACQUISITIONS
LTC Professional

Prior to its acquisition on October 31, 2007, by EHSI, Tendercare (Michigan) Inc. and its affiliated entities (collectively
“Tendercare™) insured its general and professional liability through an affiliated insurance subsidiary, LTC Professional
Insurance Company Ltd. (LTC Professional), which is domiciled in Barbados. Pursuant to the share purchase agreement,
ECI agreed to acquire LTC Professional upon approval of the Barbados regulator. ECI received approval from the
Barbados regulator, and completed the acquisition of LTC Professional, effective January 1, 2008, for a nominal amount
that will be adjusted based upon the ultimate valuation of the excess of assets in LTC Professional on the acquisition date
and the actual settlement of all outstanding claims incurred prior to the acquisition of Tendercare on October 31, 2007.
Consideration for the acquisition will be adjusted annually thereafter based on the actuarial determined liabilities at
December 31 of each year through 2012, with an option to increase the review period to December 31, 2015.

Below is the preliminary purchase price allocation as at September 30, 2008. ECI is reviewing the valuation of net assets
acquired; therefore, certain items disclosed below may change when the final valuation is completed by the end of 2008.

The accrual for self-insured liabilities includes a liability of $1.2 million (US$1.2 million) due to the former shareholders of
LTC Professional that will be discharged as the liabilities are settled and ultimate claims are determined.

Jan. 1/08

Barbados
Investments 7,241
Accrual for self-insured liabilities 6,952
Current liabilities 289

Purchase price — C$ —

Purchase price — US$ -
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Notes to Unaudited Interim Consolidated Financial Statements

Tendercare

In October 2007, EHSI completed the acquisition of Tendercare. During the first quarter of 2008, the purchase price
allocation was revised, resulting in an increase of $3.0 million (US$3.0 million) in goodwill (note 6). There was no change
in the purchase price allocation during the second and third quarters of 2008; hence the current allocation represents
management’s best estimate as of September 30, 2008, but is subject to change until it is finalized by the end of 2008.

On April 7, 2008, Tim Lukenda, the former President of Tendercare was appointed President and Chief Executive Officer
of Extendicare REIT. As part of Mr. Lukenda’s terms of employment, his employment contract provides a mechanism and
process that effectively removes Mr. Lukenda from the decision-making process in situations where a conflict of interest
may arise on any matter between the REIT and his predecessor employer on any financial interest that Mr. Lukenda or his
family have with the REIT and its subsidiaries. As part of the acquisition of Tendercare, in addition to normal
representative and warranty provisions, EHSI has to agree on any adjustments to the final purchase price before making
any payments to Mr. Lukenda or his family. EHSI and ECI also provide certain services to three long-term care facilities
that are owned or partially owned by members of Mr. Lukenda’s immediate family.

Manitoba Nursing Homes

On October 6, 2008, pursuant to the purchase and sale agreement signed on June 12, 2008, ECI acquired three Manitoba
nursing homes (304 beds) for approximately $25.0 million (excluding transaction costs), including assumption of debt of
approximately $9.4 million and a working capital adjustment of $0.3 million, for a net cash cost of approximately $15.3
million, prior to refinancing the properties. ECI refinanced the $9.4 million of existing mortgages for $17.0 million of
conventional mortgages at a fixed-rate of 5.75%, with a five-year term and monthly payments based on a 25-year
amortization period. Prior to the acquisition, ECI had been operating these facilities under a management contract for five
years.

4. DISCONTINUED OPERATIONS

The following is a summary of discontinued operations with prior periods revised for operations identified as discontinued
as of September 30, 2008.

Three months ended Nine months ended
September 30 September 30
2008 2007 2008 2007
Revenue 9,338 10,656 28,430 34,746
Operating expenses 9,105 10,081 27,885 35,010
Lease costs 11 10 34 34
Earnings (loss) before undernoted 222 565 511 (298)
Depreciation and amortization 259 370 948 1,290
Accretion expense 10 24 33 81
Interest income, net (D 3) 3) (6)
Earnings (loss) before the undernoted (46) 174 (467) (1,663)
Gain (loss) from asset impairment, disposals and other items
Impairment charges - - (891) (5,996)
Recoveries on sale of facilities — — 1,365 321
— — 474 (5,675)
Earnings (loss) from discontinued operations before income taxes (46) 174 7 (7,338)
Income tax expense (recovery) 59 18 (1,220) (4,633)
Earnings (loss) from discontinued operations (105) 156 1,227 (2,705)
Earnings (loss) per basic and diluted unit (dollars) - - 0.02 (0.04)
2008

In 2008, due to poor financial performance and the need for future capital outlays, EHSI decided to actively pursue the sale
of seven facilities in Ohio, Indiana and Pennsylvania.
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Notes to Unaudited Interim Consolidated Financial Statements

OHIO AND INDIANA SKILLED NURSING FACILITIES

The financial results that were reclassified to discontinued operations during 2008 included three skilled nursing facilities
(271 beds) located in Ohio, identified in the third quarter, with net book value of $10.3 million (US$9.7 million); and
another three skilled nursing facilities (310 beds) located in Indiana, identified in the second quarter, with net book value of
$7.3 million (US$6.9 million).

EHSI is in the process of reaching an agreement to sell these facilities for gross proceeds of approximately $26.3 million
(US$24.7 million), to be completed by the end of 2008.

PENNSYLVANIA AND OREGON ASSISTED LIVING PROPERTIES

The financial results of an assisted living facility (92 beds) located in Pennsylvania were reclassified to discontinued
operations in the first quarter of 2008, and an impairment charge of $0.9 million (US$0.9 million) was recorded to reduce
the property to its fair value net of disposal cost. The facility was closed in April 2008 and sold in May 2008 for proceeds
of $0.6 million (US$0.6 million), resulting in a further loss of $0.4 million (US$0.4 million).

EHSI sold a previously closed assisted living facility in Oregon in May 2008 for net proceeds of $0.4 million (US$0.4
million), resulting in a gain of $0.5 million (US$0.5 million).

2007

OHIO NURSING PROPERTY

In the first quarter of 2007, due to poor financial performance and regulatory issues of the facility, EHSI decided to close a
nursing facility (175 beds) located in Dayton, Ohio and actively pursue the disposition of the property. As a result, EHSI
reclassified the financial results of this facility to discontinued operations and recorded an impairment charge of

$6.0 million (US$5.1 million) to reduce the property to its fair value of $0.3 million (US$0.3 million). The facility was
closed in May 2007, and was sold in March 2008 for net proceeds of $1.5 million (US$1.5 million), resulting in a recovery
of $1.3 million (US$1.3 million).

TEXAS PROPERTY

In the first quarter of 2007, EHSI sold a 60-unit assisted living facility located in San Antonio, Texas, for proceeds of
$2.2 million (US$1.9 million), resulting in a recovery of $0.2 million (US$0.1 million).

5. OTHER ASSETS
September 30 December 31

2008 2007

Investments held for self-insured liabilities:
Held-to-maturity securities, at amortized cost 6,186 5,765
Available-for-sale securities, at fair value 37,691 39,480
Notes, mortgages and amounts receivable 55,956 55,180
Fair value of foreign currency forward contracts (note 15) 1,445 5,768
Medicare and Medicaid settlement receivables 13,222 11,505
Deferred transaction costs 250 470
Assets held for sale 19,164 277
133,914 118,445

The investments held for self-insured liabilities are subject to insurance regulatory requirements and are categorized as held
to maturity and available for sale. The investment portfolio is comprised of U.S. dollar-denominated cash, money market
funds and investment-grade corporate and government securities. Certain of these investments in the amount of $2.6
million (US$2.4 million) have been pledged as collateral for letters of credit issued by the banker of the REIT’s captive
insurance company in favour of ceding companies.

Assets held for sale of $19.2 million at September 30, 2008 are comprised of six skilled nursing facilities in Indiana (310
beds) and Ohio (271 beds) that were identified as discontinued operations during 2008 (note 4), with a carrying value of
$17.6 million (US$16.6 million); as well as a former 74-bed nursing facility in Port Angeles, Washington, with a carrying
value of $1.6 million (US$1.4 million), which was replaced by a new 100-bed nursing facility constructed during the first
half of 2008 in Sequim, Washington.
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Notes to Unaudited Interim Consolidated Financial Statements

6. GOODWILL AND OTHER INTANGIBLE ASSETS
September 30 December 31

2008 2007
Goodwill 174,403 159,501
Other intangible assets 1,739 2,980
176,142 162,481

EHSI and Tendercare reached agreement on the first adjustment relating to the acquisition which resulted in EHSI
recording an increase in goodwill and a liability of $2.0 million (US$2.0 million) during the first quarter; the amount was
settled in April. In addition, the purchase price allocation was revised during the first quarter of 2008, resulting in a further
increase in goodwill of $1.0 million (US$1.0 million).

As at September 30, 2008, intangible assets had a gross carrying value of $3.9 million and accumulated amortization of

$2.2 million, for a net book value of $1.7 million. The aggregate amortization expense for the 2008 third quarter and nine
months were $0.4 million and $1.3 million respectively, and were nil and $0.3 million for the respective periods in 2007.

7. LONG-TERM DEBT

September 30 December 31
2008 2007
uss$ uss
EHSI (payable in US$)
CMBS Financing, 6.6525%, due 2011 500,000 532,100 500,000 495,650
Financing costs (8,179) (8,703) (9,756) (9,671)
CMBS Financing, 6.79%, due 2012 90,000 95,778 90,000 89,217
Financing costs (1,941) (2,066) (2,262) (2,242)
Line of credit under Credit Facility, variable rates, due 2009 11,000 11,706 10,000 9,913
Financing costs (1,653) (1,759) (2,124) (2,106)
Sovereign Bank mortgage loans, variable rates, due 2011 50,761 54,020 - -
Financing costs (1,623) (1,727) - -
LaSalle Bank mortgage loans, variable rates, due 2008 - - 49,489 49,058
HUD mortgage loans, 5% to 5.5%, due 2018 to 2032 24,866 26,462 25,765 25,541
Other mortgage loans, 5.72% to 6.7%, maturing through to 2009 7,376 7,850 8,892 8,815
Notes payable, 6.45% to 7.5%, maturing through to 2013 21,449 22,826 27,987 27,743
Obligations under capital leases, 5.24% to 7.65%,
maturing through to 2015 4,231 4,503 724 718
696,287 740,990 698,715 692,636
Extendicare REIT and Canadian Subsidiaries (payable in C$)
Convertible Unsecured Subordinated Debentures, 5.7%, due 2014 107,612 106,843
Financing costs (4,238) (4,837)
Convertible Unsecured Subordinated Debentures, 7.25%, due 2013 90,171 —
Financing costs (4,012) -
Mortgages, 4.59% to 9.809%, maturing through to 2023 156,079 150,049
Financing costs (1,993) (1,153)
Obligations under capital leases, average rate of 7.68%, maturing through to
2028 131,774 128,807
Financing costs (6,008) (634)
469,385 379,075
1,210,375 1,071,711
Less: current portion (25,229) (75,241)
1,185,146 996,470
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The changes to long-term debt since December 31, 2007, are described below.

EHSI

SOVEREIGN BANK MORTGAGE LOANS

The Sovereign Bank mortgage loans due 2011 were issued in June 2008 with a principal balance of US$51.0 million. The
proceeds were used to repay the LaSalle Bank mortgage loans due 2008, and EHSI has the right to incur additional
indebtedness of up to US$24.0 million under the agreement at any time prior to June 2, 2009.

The Sovereign Bank mortgage loans are secured by first mortgages on 21 skilled nursing facilities owned by Tendercare
and its subsidiaries. These loans have a three-year term with monthly payments based on a 25-year amortization period.
Under the mortgage agreement, Tendercare and its subsidiaries are required to maintain a minimum consolidated fixed
charge coverage ratio and the 21 skilled nursing facilities securing the loans are required to maintain a minimum combined
debt service coverage ratio. At EHSI’s option, the interest rate is equal to LIBOR plus a margin of 3.25% or the U.S. prime
rate plus a margin of 0.50%.

EHSI has the option to prepay the balance in whole or in part provided no event of default has occurred and a yield
maintenance fee is paid by EHSI for any loan that has a rate based on LIBOR. This premium is equal to the present value
of the excess, if any, of (1) interest computed at the current loan rate until the next interest rate change date, over (2)
interest computed for the same period based on the current rate for United States Treasury securities with a maturity date
closest to the next interest rate change date.

LASALLE BANK MORTGAGE LOANS

The LaSalle Bank mortgage loans due 2008 were repaid in June 2008 using the proceeds from the Sovereign Bank
mortgage loans described above. These were secured by first mortgages on 19 skilled nursing facilities owned by Tendercare
and its subsidiaries.

CREDIT FACILITY

EHSTI’s credit facility (the “Credit Facility”) provides for borrowings of up to US$120.0 million, and is subject to certain
limits. On June 2, 2008, the Credit Facility was amended to include Tendercare’s EBITDA and net earnings in the
computations of the financial covenants under the Credit Facility.

The Credit Facility is secured by mortgages on 26 skilled nursing facilities and is guaranteed by Extendicare Holdings, Inc.
and EHSI’s material domestic subsidiaries. Tendercare and its subsidiaries remain classified as unrestricted subsidiaries
under the Credit Facility; however, the entities are now specified non-recourse subsidiaries and are considered restricted
subsidiaries solely with respect to certain financial covenants. Tendercare and certain of its subsidiaries have also given a
limited guarantee and granted a security interest in their accounts receivable, chattel paper and instruments, and any books
and records pertaining thereto to the lender.

The amount available to be borrowed under the Credit Facility is the lesser of: (1) 60% of the appraised values of the
skilled nursing facilities collateralizing the Credit Facility, or (2) an amount based on the actual net cash flow of these
facilities for the last 12 months. The amount available to be borrowed as of September 30, 2008, was US$99.1 million.

As of September 30, 2008, EHSI had US$11.0 million in borrowings under its Credit Facility. The unused portion of the
Credit Facility that was available for working capital and corporate purposes, after reduction for outstanding letters of
credit of US$17.3 million, was US$70.8 million as of September 30, 2008 (US$64.3 million as of December 31, 2007).

NOTES PAYABLE

Notes payable primarily consist of US$21.0 million (US$26.4 million at December 31, 2007) in seller notes with an
interest rate of 7.5% arising from the Tendercare acquisition. Seller notes of US$16.0 million are payable commencing in
2010 at US$4.0 million per annum until maturity in 2013; whereas, the balance of the notes of US$5.0 million is payable
based upon certain factors being met, but have a term of no longer than 18 months. In January 2008, one of the factors was
met and EHSI paid US$5.4 million of the seller notes.

Extendicare REIT - September 2008 61



Notes to Unaudited Interim Consolidated Financial Statements

Extendicare REIT and Canadian Subsidiaries

CONVERTIBLE UNSECURED SUBORDINATED DEBENTURES

On June 19, 2008, the REIT completed a public offering of $92.0 million of 7.25% convertible unsecured subordinated
debentures with an $11.35 conversion price, due June 30, 2013 (the “2013 Debentures”) and 3,565,000 units of the REIT
(the “REIT Units”) at $9.70 per unit in the amount of $34.6 million pursuant to a prospectus dated June 12, 2008. Interest
on the 2013 Debentures is payable semi-annually. The net proceeds from the offering were $120.6 million, after the
payment of issue-related costs of $6.0 million, of which $27.4 million (US$27.0 million) was used to reduce the balance
outstanding under EHSI’s Credit Facility, which arose principally from acquisitions completed last fall. The remainder will
be used to finance internal growth projects under development.

As the 2013 Debentures are convertible into REIT Units, they are accounted for, in part, as equity. The REIT determined
the fair value of the 2013 Debentures based on the present value of the future cash flows discounted using an effective
interest rate of approximately 7.75%. The residual amount of the gross proceeds was allocated to the equity classified
conversion option. The REIT has recorded a liability of $90.1 million and equity of $1.9 million on the $92.0 million face
value of the debentures. The liability portion is accreted up to the face value of the debentures during the term of the
debentures. The issue-related costs of $4.3 million attributable to the debentures have been allocated on a pro rata basis and
were recorded as a $0.1 million reduction to the equity component and a $4.2 million reduction to the liability. The

$4.2 million will be amortized to interest expense using the effective interest rate method over the term of the debentures.

CAPITAL LEASE OBLIGATIONS

On June 18, 2008, Bill C-50, the Budget Implementation Act, 2008 received Royal Assent. The bill is effective February
27,2008, and among other things, clarifies rules related to the application of goods and services tax, or GST, to the
construction or purchase and operation of residential care facilities. These amendments will affect the conditions for
claiming a new residential rental property rebate for long-term residential care facilities, head lease payments, and self-
assessment rules for builder-operators of such facilities. Consequently, ECI’s capital lease obligations in connection with
nine of its Ontario long-term care facilities entered into between 2001 and 2003 are now exempt from GST going forward.
As a result, the full amount of the self-assessment of approximately $5.5 million in GST has been provided.

We are in discussions with the Canada Revenue Agency to obtain credit for the amounts paid to date of approximately
$4.8 million. Should we be successful in our claim, the weighted average effective interest rate on these capital lease
obligations will reduce to 7.16% from 7.68%.

MORTGAGES

In July 2008, Extendicare successfully refinanced $10.3 million of mortgage loans on three Ontario nursing homes with
$20.7 million of Canada Mortgage and Housing Corporation financing at a fixed rate of 5.012%, with a five-year term and
monthly payments based on a 15-year amortization period.

RBC CREDIT FACILITY

The maximum availability under Extendicare’s revolving line of credit with Royal Bank of Canada (the “RBC Credit
Facility”) is $70.0 million, due on demand. It is used to back letters of credit of which there were $60.6 million issued and
outstanding as at September 30, 2008, leaving $9.4 million available. The $60.6 million of letters of credit secured

$42.1 million of Extendicare’s pension obligations and $18.5 million of Extendicare’s obligation for contingent liabilities
in connection with the sale of Extendicare’s investment in Crown Life. As a result of the settlement of one of the Crown
Life contingent liabilities in October 2008, the letters of credit will be reduced by $1.7 million.

Other

FINANCING COSTS

Financing costs included as part of long-term debt amounted to $30.5 million at September 30, 2008 ($20.6 million at
December 31, 2007). Financing costs increased $13.3 million during the first nine months of 2008, associated mainly with
financing and refinancing of new and existing debt, and a $1.0 million increase due to foreign exchange, offset by

$4.4 million amortized to interest expense.
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8. INTEREST INCOME IN OTHER REVENUE

Interest income on investments, which was included in other revenue, amounted to $0.4 million during the third quarter of
2008 (2007 — $0.3 million), and $1.2 million year to date (2007 — $1.1 million).

9. DERIVATIVE FINANCIAL INSTRUMENTS AND FOREIGN EXCHANGE

Three months ended Nine months ended

September 30 September 30

2008 2007 2008 2007
Foreign exchange loss (gain) on U.S. dollar denominated notes (689) 244 (2,443) (5,248)
Valuation loss (gain) on foreign currency forward contracts 3,735 (3,669) 7,755 (15,231)
Valuation loss on interest rate swap agreements - - 354 -
Gain on termination of interest rate swap agreements - - (453) -
Loss (gain) on derivative financial instruments and foreign exchange 3,046 (3,425) 5,213 (20,479)

The foreign exchange gain on U.S. dollar denominated notes between EHSI and some of the Canadian-based subsidiaries
was $0.7 million for the third quarter (2007 — loss of $0.2 million), and $2.4 million year to date (2007 — $5.2 million).

The foreign exchange loss on foreign currency forward contracts (FCFCs) was $3.7 million in the third quarter of 2008
(2007 — gain of $3.7 million), and $7.8 million for the nine-month period in 2008 (2007 — gain of $15.2 million). This was
related to revaluation of four EHSI contracts that locked in the purchase of Canadian dollars at specified foreign exchange
rates for US$4.0 million per month. See details in note 15.

EHSI assumed two interest rate swap agreements in connection with the acquisition of Tendercare in October 2007, with a
notional amount of US$25.8 million that partially offset changes in rates on variable-rate debt of Tendercare, with maturity
dates in 2008 and 2011. These swaps were terminated in June 2008, at a lower amount than the carrying value, with a
payment of US$0.9 million to the counterparty, resulting in a gain of $0.4 million on termination. The revaluation of these
agreements before the termination amounted to a loss of $0.4 million in 2008.

10. ASSET IMPAIRMENT, DISPOSALS AND OTHER ITEMS

Three months ended Nine months ended

September 30 September 30

2008 2007 2008 2007
Loss on impairment of long-lived assets 1,319 - 1,319 -
Loss on impairment of investments held for self-insured liabilities 851 - 851 -
Loss on sale of invested assets 145 - 145 -
Gain on sale of non-core assets - - - (2,192)
Loss (gain) from asset impairment, disposals and other items 2,315 — 2,315 (2,192)

Impairment losses are recognized for long-lived assets used in operations when indicators of impairment are present and
the estimated undiscounted cash flows do not appear to be sufficient to recover the carrying amounts of the assets. The
impairment loss is measured by comparing the fair value of the assets to its carrying value.

In September 2008, due to operational issues, EHSI recorded a loss on impairment of $1.3 million (US$1.2 million) to
write down the assets of a skilled nursing facility in Washington to its estimated fair value.

In September 2008, the REIT also recorded a $0.9 million write down in investments held for self-insured liabilities, as this
impairment in value was considered to be other than temporary.

In the third quarter of 2008, $0.1 million was recognized upon the sale of one of the invested assets.

In the second quarter of 2007, the REIT reported a gain of $2.2 million on sale of non-core real estate with no book value.
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11. EARNINGS PER UNIT

Basic earnings per unit is calculated using the weighted average number of units outstanding during the period. Diluted
earnings per unit, using the “if-converted” method and to the extent the conversion is dilutive, assumes all convertible
securities have been converted at the beginning of the period, or at the time of issuance, if later, and any charges or returns
on the convertible securities, on an after-tax basis, are removed from net earnings.

The following table reconciles the numerator and denominator of the basic and diluted earnings per unit computation.

Three months ended Nine months ended
September 30 September 30
2008 2007 2008 2007

Numerator for Basic and Diluted Earnings per Unit
Earnings from continuing operations
Net earnings for basic earnings per unit 3,603 16,228 17,858 59,903
Loss (earnings) from discontinued operations, net of tax 105 (156) (1,227) 2,705
Earnings from continuing operations for basic earnings per unit 3,708 16,072 16,631 62,608
Add: after-tax interest on convertible debt 2,781 1,447 5,902 1,597
Earnings from continuing operations for diluted earnings per unit 6,489 17,519 22,533 64,205
Net earnings
Net earnings for basic earnings per unit 3,603 16,228 17,858 59,903
Add: after-tax interest on convertible debt 2,781 1,447 5,902 1,597
Net earnings for diluted earnings per unit 6,384 17,675 23,760 61,500
Denominator for Basic and Diluted Earnings per Unit (thousands)
Weighted average number of units for basic earnings per unit 74,156 70,372 71,920 70,311
Units issued if all convertible debt was converted 13,885 5,779 8,826 2,138
Total for diluted earnings per unit 88,041 76,151 80,746 72,449
Basic and Diluted Earnings per Unit (dollars)
Earnings from continuing operations 0.05 0.23 0.23 0.89
Net earnings 0.05 0.23 0.25 0.85

) Pro-rated for the 103 days in the nine months ended September 30, 2008, that the 2013 Debentures were outstanding (2007 — 101
days for the 2014 Debentures).

12. COMMITMENTS AND CONTINGENCIES
Property and Equipment Commitments

As of September 30, 2008, EHSI’s outstanding capital expenditure purchase commitments totalled US$37.1 million.
Included in EHSI’s outstanding commitments was US$27.7 million related to construction projects in progress,
representing 320 nursing beds and 60 assisted living units. These projects are expected to be completed between 2008 and
2010. The total estimated cost of these projects is US$48.8 million, of which US$4.3 million had been incurred to date.
ECI has outstanding capital expenditure purchase commitments totalling $50.0 million as at September 30, 2008, relating
to four construction projects.

Legal Proceedings

The REIT and its consolidated subsidiaries are defendants in actions brought against them from time to time in connection with
their operations. It is not possible to predict the ultimate outcome of the various proceedings at this time or to estimate
additional costs that may result.

In August and October 2008, two class action lawsuits were filed against wholly owned U.S. based subsidiaries of the REIT in
a federal district court in Seattle, Washington and a state court in Minneapolis, Minnesota, respectively. Both claims involve
the same law firm as co-counsel and allege that residents relied on false and misleading advertising and marketing materials to
their detriment. The claims also include allegations that the facilities admitted residents without due regard to their needs. The
Washington complaint involves 15 facilities during a four-year period beginning in August 2004; and the Minnesota complaint
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involves 10 facilities during a six-year period beginning in October 2002. The determination of the merits for class certification
for the Washington claim will probably not be made until the summer of 2009. Since the Minnesota claim was only recently
filed, the timing of the determination of the merits for class certification is not yet known. At this time, a trial date has not been
set for either claim. Plaintiffs have yet to identify their specific theory for damages. The REIT believes that the allegations in
these cases are without merit, and we intend to vigorously defend against the lawsuits in court.

13. SEGMENTED INFORMATION

Three months ended Nine months ended
September 30 September 30
2008 2007 2008 2007
Revenue
United States 357,526 281,413 1,038,989 882,959
Canada 149,459 142,368 443,239 420,873
506,985 423,781 1,482,228 1,303,832
EBITDA®
United States 35,869 34,995 105,503 114,329
Canada 15,722 15,246 37,832 40,487
51,591 50,241 143,335 154,816
Earnings (Loss) from Continuing Health Care Operations
United States (76) 11,602 8,762 45,833
Canada 3,784 4,470 7,869 15,234
3,708 16,072 16,631 61,067
Sep. 30 Dec. 31
2008 2007
Goodwill
United States 174,360 159,458
Canada 43 43
174,403 159,501
Health Care Assets
United States 1,174,645 1,089,761
Canada 446,689 350,402
Total consolidated assets 1,621,334 1,440,163

()" EBITDA refers to earnings before interest, taxes, depreciation, amortization, accretion, loss (gain) on derivative financial

instruments and foreign exchange, and gain from asset impairment, disposals and other items.

@ The increase in goodwill in the first nine months of 2008 was due to a $3.0 million adjustment to the purchase price allocation

relating to the Tendercare acquisition in 2007 and $11.9 million for foreign currency translation of U.S. operations.

14. EMPLOYEE FUTURE BENEFITS

The future benefit expense of the REIT’s defined benefit pension plans for the third quarter ended September 30, 2008 was
$0.4 million (2007 — $0.6 million) and $1.3 million year to date (2007 — $1.7 million).

15. NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS
a) Risk Associated with Financial Instruments

Extendicare REIT is exposed to the following risks as a result of holding financial instruments: credit risk, currency risk,
interest rate risk and liquidity risk. Below is a description of those risks and the objectives, policies and processes that have
been implemented to measure and manage the risks.
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CREDIT RISK
Credit risk is the risk that one party to a financial instrument will cause a financial loss for the REIT by failing to discharge
its obligation. The nature and maximum exposure to credit risk as at September 30, 2008, was:

Carrying

Amount

Cash and cash equivalents 126,187
Invested assets 275
Accounts receivable, less allowance 234,725
Investments held for self-insured liabilities " 39,192
Notes, mortgages and amounts receivable ® 58,228
Medicare and Medicaid settlement receivables 13,222
Foreign currency forward contract asset 4,004
475,833

(O]
)

Excludes equity investments.
Includes current portion.

The majority of our cash and cash equivalents are held with highly rated financial institutions in Canada and United States.

Receivables from U.S. and Canadian government agencies, which are included in accounts receivables, notes, mortgages
and amounts receivable, and Medicare and Medicaid settlement receivables, represented the only concentrated group of
credit risks for the REIT. As at September 30, 2008, receivables from government agencies represent approximately 71%
of the total receivables. Management does not believe that there is significant credit risk associated with these government
agencies other than possible funding delays. Receivables, other than those from government agencies, consist of
receivables from various payors and do not represent any concentrated credit risks to the REIT. There is no significant
exposure to any single party.

The REIT’s investments held for self-insured liabilities are with high-quality financial institutions, as are the counterparties
to the foreign currency forward contracts. The REIT limits the amount of exposure to any one institution.

CURRENCY RISK
Currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes
in foreign exchange rates.

The REIT finances and secures Canadian debt on only Canadian operations and assets, and similarly, finances and secures
U.S. debt on only U.S. operations and assets. Therefore, there is no currency exposure in respect of the valuation of assets
and associated debt. The REIT can raise equity and convertible debentures to finance, through cross-border loans or an
injection of capital, the REIT’s U.S. operations. Any cross-border loans are subject to exchange fluctuations that may result
in realized gains or losses as and when the balances are settled and upon the payment of interest on such loans.

The majority of the REIT’s operations are conducted in the United States, which accounted for approximately 71% of its
total revenue in the third quarter of 2008. All of the REIT’s distributions are denominated in Canadian dollars, and
therefore, to the extent those distributions are funded by our U.S. operations, the REIT is subject to currency risk.
Approximately 73% of the REIT’s distributions are funded from the flow of funds from the U.S. to the REIT as
intercompany loans, interest or dividends. To limit the exposure to converting the REIT’s U.S. cash flow into Canadian
dollars, we implemented a foreign currency hedging strategy, provided the conditions are favourable at the time, through
foreign currency forward contracts (“FCFCs”). As a result, EHSI has entered into four FCFCs to acquire Canadian dollars
on a monthly basis to June 2011.

The REIT maintains risk management control systems to monitor foreign currency cash flow risk attributable to its

outstanding or forecasted debt obligations as well as its offsetting hedge positions. The REIT does not enter into financial
instruments for trading or speculative purposes.
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Our exposure to foreign currency risk as at September 30, 2008, was as follows:

September 30

(in thousands of US$) 2008
Assets

Current assets 256,395

Property and equipment, goodwill, intangibles & other assets 847,387
Liabilities

Current liabilities 201,463

Long-term debt & other liabilities 784,197
Net asset exposure 118,122

Cash flow sensitivity:
Below is the cash flow sensitivity for the current level of distribution of US$4.0 million per month from U.S. to Canada:

¢ Since the FCFCs we currently have in place, covering the period to November 2009, are locked at a fixed
exchange rate, any fluctuation in currency will not impact our monthly distribution from the U.S. to Canada;

e From December 2009 to June 2010, if the prevailing exchange rate at that time falls between 1.00 and 1.1050, for
every one cent change in exchange rate, the impact would be $0.5 million per year;

e For July 2010, if the prevailing exchange rate at that time falls between 1.00 and 1.09, for every one cent change
in exchange rate, the impact would be $0.5 million per year; and

e From August 2010 to June 2011, if the prevailing exchange rate at that time falls between 1.00 and 1.09, for every
one cent change in exchange rate, the impact would be $0.5 million per year.

Net earnings sensitivity analysis:

Every one cent strengthening of the Canadian dollar against the U.S. dollar on U.S. dollar denominated net assets would
impact net earnings and other comprehensive income by amounts shown below. This analysis assumes that all other
variables, in particular interest rates and fair value of the FCFCs, remain constant.

September 30
Favourable (unfavourable) impact: 2008
Net earnings 48
Other comprehensive income (1,181)

INTEREST RATE RISK
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of
changes in market interest rates.

The REIT assesses interest rate risk by continually identifying and monitoring changes in interest rates that may adversely
impact expected future cash flows and by evaluating hedging opportunities. The REIT maintains risk management control
systems to monitor interest rate risk attributable to its outstanding or forecasted debt obligations as well as its offsetting
hedge positions.

In order to meet its monthly distributions, the REIT has limited the amount of debt that may be subject to changes in

interest rates. As at September 30, 2008, all but $65.7 million (US$61.8 million) of the REIT’s outstanding long-term debt
was at fixed rates. The REIT does not enter into financial instruments for trading or speculative purposes.
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The interest rate profile of our interest-bearing financial instruments at September 30, 2008, was:

Carrying
Amount
Fixed-rate instruments:
Invested assets " 275
Investments held for self-insured liabilities ® 29,856
Less: Long-term debt ©» @ 1,175,155
Net liability in fixed-rate instruments (1,145,024)
Variable-rate instruments:
Long-term debt ®.@ 65,726
Total liability in variable-rate instruments 65,726

()
@
3)
“4)

Excludes equity investments.
Excludes variable-rate instruments.
Excludes financing costs.

Includes current portion.

Fair value sensitivity analysis for fixed-rate instruments:

We do not designate interest rate derivatives as hedging instruments under a fair value hedge accounting model; therefore,
changes in interest rates would not affect net earnings with respect to these fixed-rate instruments. As at September 30,
2008, the amount of fixed-rate instruments that are designated as held for trading was not material (See table above);
therefore, changes in interest rates related to these instruments will not have a significant impact on net earnings.

Fair value sensitivity analysis for variable-rate instruments:

Long-term debt is classified as other financial liabilities which are measured at amortized cost using the effective interest
rate method of amortization; therefore, changes in interest rates would not affect other comprehensive income with respect
to variable-rate debt.

Cash flow sensitivity analysis for variable-rate instruments:
A change of 100 basis points in interest rates would have increased or decreased net earnings by amounts shown below.
This analysis assumes that all other variables, in particular foreign currency rates, remain constant.

Favourable (unfavourable) impact: September 30, 2008
_ 100bp 100bp

Net earnings increase decrease

Variable-rate instruments (279) 279

LIQUIDITY RISK
Liquidity risk is the risk that the REIT will encounter difficulty in meeting its contractual obligations associated with
financial liabilities.

The REIT manages its liquidity risk through the use of budgets and forecasts. Cash requirements are monitored regularly
based on actual financial results and actual cash flows to ensure that there are sufficient resources to meet operational
requirements. We ensure that there are sufficient funds for declared and payable distributions and any other future
commitments at any time. In addition, since there is a risk that long-term debt may not be refinanced or may not be
refinanced on as favourable terms or with interest rates as favourable as those of the existing debt, we attempt to
appropriately structure the timing of contractual long-term debt renewal obligations and exposures.

At September 30, 2008, the REIT had a balance of $126.2 million in cash and cash equivalents. The unused portion of
EHSI’s Credit Facility that was available for working capital and corporate purposes, after reduction for outstanding letters
of credit of US$17.3 million, was US$70.8 million; and the unused portion of Canada’s RBC Credit Facility, after
reduction for outstanding letters of credit of $60.6 million, was $9.4 million.
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b) Fair Values of Financial Instruments
September 30, 2008

Carrying Amount  Fair Value

Financial assets:

Invested assets 1,395 1,395

Accounts receivable, less allowance 247,947 247,215

Notes, mortgages and amounts receivable @ 58,228 62,497

Investments held for self-insured liabilities 43,877 44,186

Foreign currency forward contract asset 4,004 4,004
Financial liabilities:

Long-term debt @ © 1,240,881 1,284,093
Net liabilities (885,430)  (924,796)
Net unrealized loss (39,366)

()
@
3)

Includes long-term portion.
Includes current portion.
Excludes financing costs.

Basis for determining fair values:
The following summarizes the significant methods and assumptions used in estimating the fair values of financial
instruments reflected in the table above.

Fair values for investments designated as held to maturity and available for sale are based on quoted market prices.

Loans and receivables include accounts receivable as well as notes and mortgages receivable. Accounts receivable
including other long-term receivables, are recorded at amortized cost. The carrying values of accounts receivable
approximate fair values due to their short-term maturities, with the exception of certain settlement receivables from third-
party payors that are anticipated to be collected beyond one year. The fair values of these settlement receivables are
estimated based on discounted cash flows at current borrowing rates. Notes and mortgages receivable primarily consist of
notes and amounts receivable from government agencies, and third-party notes on the sale of assets. The fair values for
these instruments are based on the amount of future cash flows associated with each instrument, discounted using current
applicable rates for similar instruments of comparable maturity and credit quality.

The fair value of the FCFCs is based upon the valuation as provided by the financial institution that is the counterparty to
the agreements.

The fair values for long-term debt are based on the amount of future cash flows associated with each instrument discounted
using current applicable rates for similar instruments of comparable maturity and credit quality.

16. CAPITAL MANAGEMENT

The REIT’s objective is to preserve a strong capital base so as to maintain investor, creditor and market confidence and to
sustain future development of the business. We seek to balance the need for maintaining an attractive payout ratio with
maintaining adequate capital to grow the business by acquisition or internal growth.

The REIT must access the capital markets periodically to fund acquisitions, growth capital expenditures and certain other
expenditures. We monitor the capital markets to assess the conditions for raising capital and the cost of such capital relative
to the return on any acquisitions or growth capital projects. We monitor the level, nature of debt and leverage ratios, along
with our compliance with debt covenants continuously to ensure that sufficient resources exist.

In December 2007, the REIT filed a normal course issuer bid, which provides the flexibility to acquire up to 5.5 million

REIT Units until December 24, 2008. All purchases are to be made on the open market. During the first quarter of 2008,
management acquired, for cancellation, 10,000 REIT Units at a cost of $0.1 million under this issuer bid.
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Capital Structure

The REIT defines its capital structure to include long-term debt, net of cash and cash equivalents, and unit capital.

September 30 December 31

2008 2007
Current portion of long-term debt " 25,229 75,241
Long-term debt 1,185,146 996,470
Total debt 1,210,375 1,071,711
Less: Cash and cash equivalents (126,187) (44,234)
Net debt 1,084,188 1,027,477
Unit capital 359,933 323,425

1,444,121 1,350,902

" Net of financing costs.

Distributions

In accordance with the REIT’s deed of trust, dated September 11, 2006, as amended and restated on October 28, 2006 (the
“Deed of Trust”), distributions to holders of REIT Units (the “Unitholders™) are declared at the discretion of the REIT’s
Board of Trustees. The REIT’s Deed of Trust provides that to the extent the aggregate amount of distributions to
Unitholders for a taxation year of the REIT is less than the sum of (i) the net income of the REIT for such year determined
pursuant to the provisions of the Income Tax Act (Canada) (excluding any capital gains and capital losses of the REIT and
without regard to the deduction under subsection 104(6) of the Income Tax Act (Canada) in respect of amounts that became
payable to Unitholders in such year), and (ii) the net realized capital gains of the REIT for such year, an amount equal to
such shortfall shall, unless otherwise determined by the Trustees, be automatically due and payable by the REIT to
Unitholders of record on December 31 of such year. The REIT has no requirements pursuant to the Deed of Trust
concerning Debt to Adjusted Gross Book Value or any other financial requirements.

REIT Unit Redemption Rights

REIT Units are redeemable at any time on demand by the holders. Upon receipt by the REIT of a notice to redeem REIT
Units, all rights to and under the REIT Units tendered for redemption shall be surrendered and the holder shall be entitled
to receive a price per REIT Unit in cash equal to the lesser of:

a)  95% of the “market price” of the REIT Units on the principal stock exchange or market on which the REIT Units
are quoted for trading during the 10 consecutive trading days ending on the trading day immediately prior to the
redemption date; and

b) 100% of the “closing market price” of the REIT Units on the principal stock exchange or market on which the
REIT Units are quoted for trading on the redemption date.

The aggregate cash redemption price payable by the REIT in respect of all REIT Units surrendered for redemption during
any calendar month shall be satisfied by a cash payment no later than the last day of the month following the month in
which the REIT Units were tendered for redemption, and shall not exceed $100,000, unless waived at the discretion of the
Trustees. If the holder is not entitled to receive his, her or its redemption price in cash upon redemption as a result of the
foregoing and other limitations, then each REIT Unit tendered for redemption will be redeemed by way of a distribution in
specie of securities held by the REIT, subject to any applicable regulatory approvals.

Financial Covenants

EHSI is subject to external financial covenant requirements pursuant to the CMBS Financings, Sovereign Bank mortgage
loans and the Credit Facility on the level of debt to earnings and cash flow of its operations. Management and the Board of
Trustees monitor these covenant ratios on a monthly and quarterly basis, respectively. The REIT is in compliance with all
these covenants as of September 30, 2008.
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17. SUBSEQUENT EVENT

In October 2008, the economy and stock market suffered a significant downturn as a result of a worldwide credit and
liquidity crisis that impacted market value of securities and the foreign exchange market. The impact to the REIT was a
devaluation of the REIT’s investment in self-insured assets and value of FCFCs. As of October 31, 2008, the values of
these items were:

October 31  September 30  Decline in

2008 2008 Value
Investments held for self-insured liabilities 42,484 43,877 (1,393)
Foreign currency forward contracts — asset (liability) (11,511) 4,004 (15,515)

The devaluation of these assets and derivatives has no immediate cash flow impact to the REIT; however, it may have
future cash flow impacts should the economy and markets not stabilize. In terms of the impact on net earnings, the tax-
effected amount of the decline in value of FCFCs would be charged against income; but the decline in value of the
investments held for self-insured liabilities would not, as they are not designated as held for trading.

The administrative agent of EHSI’s Credit Facility is Lehman Commercial Paper Inc. (Lehman), which filed Chapter 11 on
October 13, 2008 and currently holds an 8% interest in the Credit Facility. Consequently, EHSI is seeking to change
Lehman’s interest and role in the Credit Facility through the receiver. The Credit Facility is scheduled for renewal in
October 20009.
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Assisted Living and Rehab Hospital /

at September 30, 2008 Nursing Centres Retirement Centres Chronic Care Units Total

Number of | Resident | Number of Resident Number of | Resident | Number of | Resident
By State/Province Facilities Capacity Facilities Capacity Facilities | Capacity | Facilities | Capacity
United States
Pennsylvania 28 3,438 5 155 - - 33 3,593
Michigan 30 3,345 1 51 1 24 32 3,420
Ohio 25 2,590 - 30 - - 25 2,620
Wisconsin 26 2,199 2 135 - - 28 2,334
Kentucky 21 1,822 - - - - 21 1,822
Washington 15 1,619 1 47 - - 16 1,666
Indiana 16 1,556 - 35 - - 16 1,591
Minnesota 8 1,000 - - - - 8 1,000
Idaho 2 194 - - - - 2 194
Oregon 2 169 - - - - 2 169
Delaware 1 120 - - - - 1 120
West Virginia 1 120 - - - - 1 120
Total United States 175 18,172 9 453 1 24 185 18,649
Canada
Ontario 53 7,911 1 493 1 120 55 8,524
Alberta 14 1,239 - - - - 14 1,239
Saskatchewan 5 654 - - - - 5 654
Manitoba 5 762 2 215 - - 7 977
Total Canada 77 10,566 3 708 1 120 81 11,394
TOTAL 252 28,738 12 1,161 2 144 266 30,043
By Type of Ownership
United States
Owned 161 16,595 3 247 1 24 165 16,866
Leased 7 764 - - - - 7 764
Managed 7 813 6 206 - - 13 1,019
Total United States 175 18,172 9 453 1 24 185 18,649
Canada
Owned 45 6,083 - - - - 45 6,083
Leased 9 1,155 - 76 - - 9 1,231
Managed 23 3,328 3 632 1 120 27 4,080
Total Canada 77 10,566 3 708 1 120 81 11,394
TOTAL 252 28,738 12 1,161 2 144 266 30,043
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Unitholder Information

Stock Exchange Listing Transfer Agent
Toronto Stock Exchange — EXE.UN Computershare Trust Company of Canada
Tel: (800) 564-6253
Fax: (866) 249-7775
email: service@computershare.com
www.computershare.com

Unitholder Inquiries and Investor Relations Published Information
Jillian Fountain, Secretary Extendicare REIT’s 2007 Annual Report is available for
Tel: (905) 470-5534 viewing or printing on its website, in addition to news
Fax: (905) 470-4003 releases, quarterly reports and other filings with the
email: jfountain@extendicare.com securities commissions.

Printed copies are available upon request to the Secretary.

Visit Extendicare's website @ www.extendicare.com
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