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A XTENDICARE

September 13, 2006
Dear Shareholders:

The Board of Directors of Extendicare Inc. ("Extendicare") cordially invites you to attend a special meeting (the
"Meeting") of the multiple voting and subordinate voting shareholders of Extendicare to be held on Monday,
October 16, 2006 at 2:00 p.m. (Toronto time), at the Toronto Stock Exchange Broadcast and Conference Centre,
Gallery, The Exchange Tower, 130 King Street West, Toronto, Ontario M5X 1J2.

At the Meeting, shareholders will be asked to approve a reorganization of Extendicare pursuant to a plan of
arrangement (the "Arrangement") that involves the spin-off of Assisted Living Concepts, Inc. ("ALC") and the
conversion of Extendicare into a Canadian real estate investment trust (the "REIT"). The REIT, through wholly-
owned operating entities, will own and continue to operate the U.S. and Canadian nursing home businesses, a
smaller number of assisted living homes, and related businesses of Extendicare and hold its Crown Life investment
until the Crown Life divestiture process is complete. ALC will own and continue to operate almost all of
Extendicare's U.S. assisted living business.

Extendicare believes that this structure better aligns the risks and returns of these businesses and presents value
enhancing opportunities for the independent entities. The structure affords all shareholders greater liquidity and
flexibility to participate in the REIT's U.S. and Canadian nursing and assisted living home businesses and ALC's
U.S. assisted living business and the future potential of both entities.

Pursuant to the terms of the Arrangement, holders of subordinate voting shares will receive for each share one
subordinate voting Class A common share of ALC and one REIT unit or one exchangeable limited partnership unit
("Exchangeable LP Unit") of a subsidiary partnership of the REIT and holders of multiple voting shares will receive
for each share one multiple voting Class B common share of ALC and 1.075 REIT units or 1.075 Exchangeable LP
Units. The ALC Class A common shares have been conditionally approved for listing on the New York Stock
Exchange and the REIT units have been conditionally approved for listing on the Toronto Stock Exchange.

Non-resident and tax-exempt shareholders will not be eligible to receive Exchangeable LP Units. An aggregate
maximum of 24,668,730 Exchangeable LP Units may be issued pursuant to the terms of the Arrangement and, in the
event that more Exchangeable LP Units are requested than those available, the Exchangeable LP Units will be
prorated and shareholders will receive REIT units in lieu of Exchangeable LP Units.

Shareholders who do not complete and deliver the enclosed Letters of Transmittal and Election Form (printed on
blue paper for holders of multiple voting shares and printed on green paper for holders of subordinate voting shares)
in accordance with the instructions set out therein by 5:00 p.m. (Toronto time) two business days preceding the date
of the Meeting or any adjournment or postponement thereof or who fail to properly exercise their dissent rights will
be deemed to have elected to receive REIT units as a portion of the consideration for their shares.

In February 2006, the Board of Directors announced the appointment of a special committee of independent
directors to review and consider various structures and alternatives that could provide enhanced value to
shareholders. The Board believed that Extendicare's common share prices did not reflect its underlying operational
performance and financial results. Following an extensive strategic review process that considered a range of
alternatives taking into account the proposed spin-off of ALC, including a conversion to a Canadian REIT and the
sale of the remaining business of Extendicare and receiving the advice of its independent advisors, the special
committee recommended to the Board that the reorganization be approved.

In May 2006, Extendicare announced that based in part on the unanimous recommendation of the special committee,
the Board unanimously approved the Arrangement and determined that the Arrangement is fair to the shareholders
and in the best interests of Extendicare and ALC. The recommendations of the special committee and the Board of
Directors are based on various factors, including the fairness opinions of Genuity Capital Markets, independent
financial advisor to the special committee, and CIBC World Markets Inc., financial advisor to the Board. Copies of
the fairness opinions are included in the Circular. The Directors have advised that they will vote their shares in



favour of the Arrangement and the adoption of a unitholder rights plan for the REIT and unanimously recommend
that shareholders vote in favour of the resolutions approving the Arrangement and the adoption of a unitholder rights
plan at the Meeting.

To be effective, the Arrangement must be approved by at least two-thirds of the votes cast by shareholders, voting in
person or by proxy, at the Meeting, with the holders of the subordinate voting shares and multiple voting shares
voting as separate classes. The Arrangement is also subject to the approval of the Ontario Superior Court of Justice
and certain other conditions.

The accompanying management proxy circular provides a detailed description of the Arrangement and the business,
affairs and financial information of ALC and the REIT, ALC and REIT securities to be received by the shareholders,
and the Arrangement Agreement. Please give this material your careful consideration and, if you require assistance,
consult your financial, tax or other professional advisors. If you are unable to attend the Meeting in person, please
complete and deliver the enclosed appropriate form of proxy in accordance with the instructions set out therein so
that your shares can be voted at the Meeting.

Subject to obtaining court and other regulatory approvals, if the sharcholders approve the Arrangement at the
Meeting, it is anticipated that the Arrangement will be completed by the beginning of November, 2006.

On behalf of the Board of Directors, management and the employees of Extendicare, I would like to take this
opportunity to thank you for the support you have shown as shareholders of Extendicare.

Yours very truly,

el Kot

Mel Rhinelander
Chief Executive Officer
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EXTENDICARE INC.
NOTICE OF SPECIAL MEETING

NOTICE IS HEREBY GIVEN that a Special Meeting (the "Meeting") of the holders (the "Shareholders") of
multiple voting shares and subordinate voting shares (collectively, the "Extendicare Shares") of Extendicare Inc. (the
"Corporation") will be held on Monday, October 16, 2006 at 2:00 p.m. (Toronto time), at the Toronto Stock Exchange
Broadcast and Conference Centre, Gallery, The Exchange Tower, 130 King Street West, Toronto, Ontario M5X 1J2, for
the following purposes:

1. to consider, pursuant to an interim order of the Ontario Superior Court of Justice dated September 13, 2006
(the "Interim Order") and, if deemed advisable, to pass, with or without variation, a special resolution (the
"Arrangement Resolution") to approve an arrangement (the "Arrangement") under section 192 of the
Canada Business Corporations Act (the "CBCA") involving the Corporation and its Shareholders, providing
for the distribution of Assisted Living Concepts, Inc. ("ALC") to the holders of Extendicare Shares and the
conversion of the Corporation into Extendicare Real Estate Investment Trust (the "REIT"), all as more
particularly described in the accompanying management proxy circular of the Corporation (the "Circular");

2. if the Arrangement Resolution is passed, to consider and, if deemed advisable, to pass, with or without
variation, an ordinary resolution (the "Rights Plan Resolution") authorizing and approving the adoption of a
unitholder rights plan (the "Rights Plan") for the REIT; and

3. to transact such further or other business as may properly come before the Meeting or any adjournment or
postponement thereof.

The Board of Directors of the Corporation, as authorized by the Interim Order, has fixed the close of business on
September 6, 2006 as the record date for determining holders of record of Extendicare Shares who are entitled to
receive notice of the Meeting and to attend and vote at the Meeting, or any adjournment(s) or postponement(s) thereof.

The Arrangement, the Arrangement Resolution, the Rights Plan and the Rights Plan Resolution are described in the
Circular and the full text of the Arrangement Resolution and the Rights Plan Resolution are set out in Appendix A and
Appendix B to the Circular, respectively. The Circular, the amended Information Statement filed by ALC with the
United States Securities and Exchange Commission on September 11, 2006, forms of proxy and forms of Letter of
Transmittal and Election accompany this Notice of Meeting. Reference is made to the Circular for details of matters to
be considered at the Meeting.

The Arrangement Resolution must be approved by the affirmative vote of not less than two-thirds of the votes cast by
the holders of multiple voting shares of the Corporation ("Extendicare Multiple Voting Shares") and the affirmative
vote of not less than two-thirds of the votes cast by the holders of subordinate voting shares of the Corporation
("Extendicare Subordinate Voting Shares") present in person or represented by proxy at the Meeting, with the
Extendicare Multiple Voting Shares and the Extendicare Subordinate Voting Shares each being entitled to vote
separately as a class. The Arrangement is also subject to the approval of the Ontario Superior Court of Justice
(Commercial List). The Rights Plan Resolution must be approved by the affirmative vote of not less than a majority of
the votes cast by the holders of Extendicare Multiple Voting Shares and Extendicare Subordinate Voting Shares present
in person or represented by proxy at the Meeting voting together.

Registered Shareholders unable to attend the Meeting in person are requested to complete, date, sign and return (in the
envelope provided for that purpose) the appropriate form of proxy for use at the Meeting. To be used at the Meeting,
proxies must be received by the Corporation's transfer agent, Computershare Trust Company of Canada, 100 University
Avenue, 9th Floor, Toronto, Ontario, M5J 2Y1 (Attention: Proxy Department) before 5:00 p.m. (Toronto time) on
Thursday, October 12, 2006 or, in the case of any adjournment or postponement of the Meeting, no later than 5:00 p.m.
(Toronto time) on the business day before the date of the reconvened Meeting. Non-registered beneficial Shareholders
must seek instructions on how to complete their form of proxy and vote their Extendicare Shares from their broker,
trustee, financial institution or other nominee.

Pursuant to the Interim Order and Section 190 of the CBCA (and as modified by the Interim Order), registered

Shareholders have the right to dissent in respect of the Arrangement Resolution and to be paid an amount equal to the
fair value of their Extendicare Shares. This right of dissent is described in the Circular. Failure to strictly comply with
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the dissent procedures set out in the Circular may result in the loss or unavailability of any right to dissent. See
the section entitled "Dissenting Shareholders' Rights" in the Circular and Appendix H to the Circular. Beneficial owners
of Extendicare Shares registered in the name of a broker, trustee, financial institution or other nominee who wish to
dissent should be aware that only registered owners of Extendicare Shares are entitled to dissent.

Dated at Markham, Ontario on September 13, 2006.

By Order of the Board of Directors,

(signed) Jillian Fountain

Jillian E. Fountain
Corporate Secretary
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GLOSSARY OF TERMS
The following is a glossary of certain terms used in this Circular, including in the Summary hereof:
"1933 Act" means the United States Securities Act of 1933, as amended;
"1934 Act" means the United States Securities Exchange Act of 1934, as amended;
"2005 Budget Proposals" means the 2005 Canadian federal budget tabled February 23, 2005;

"Adjusted Gross Book Value" means, at any time, (a) the book value of the assets of the REIT determined in
accordance with GAAP as shown on the REIT's then most current consolidated balance sheet, plus (x) the amount of
accumulated depreciation and amortization shown thereon or in the notes thereto and (y) the Incremental Value, or
(b) if approved by a majority of the Independent Trustees at any time, the appraised value of the assets of the REIT
and its Subsidiaries;

"Administration Agreement" means the administration agreement to be entered into on the Effective Date among
the REIT, Extendicare Trust, Extendicare Holding Partnership and Extendicare Amalco, as the same may be
amended, supplemented or modified from time to time in accordance with the terms thereof;

"Administrator" means Extendicare Amalco;

"Affiliate" has the meaning given to that term in National Instrument 45-106 Prospectus and Registration
Exemptions on the date hereof;

"ALC" means Assisted Living Concepts, Inc., a corporation existing under the laws of Nevada;

"ALC Acquisition" means the transfer to ALC of 29 assisted living facilities from EHSI as described in the ALC
Information Statement, other than the transfer of the land component of any such facilities that require the approval
of local planning commissions to subdivide the properties between the assisted living facilities and the skilled
nursing facilities that make up such properties;

"ALC Class A Shares" means shares of Class A common stock of ALC, par value US$0.01 per share, each share
entitling the holder to one vote with respect to each matter presented to stockholders of ALC on which the holders of
common stock are entitled to vote;

"ALC Class B Shares" means shares of Class B common stock of ALC, par value US$0.01 per share, each share
entitling the holder to ten votes with respect to each matter presented to stockholders of ALC on which the holders
of common stock are entitled to vote;

"ALC Distribution" means the distribution by Extendicare under the Plan of Arrangement of ALC Shares to the
holders of Extendicare Subordinate Voting Shares and Extendicare Multiple Voting Shares;

"ALC Information Statement" means the amended information statement, included as Exhibit 99.1 of the
Registration Statement, filed with the SEC on September 11, 2006 and delivered to the Shareholders with the

Circular, together with all subsequent amendments and supplements thereto;

"ALC Reorganization" means, collectively, (a) the ALC Acquisition, (b) the sale by EHSI of the shares of ALC to
Extendicare, and (c) the ALC Distribution;

"ALC Shareholders" means the registered holders of ALC Shares from time to time, and "ALC Shareholder"
means any one of them;

"ALC Shares" means, collectively, the ALC Class A Shares and the ALC Class B Shares;

"Amalco Shares" means the common shares in the capital of Extendicare Amalco;



"Ancillary Rights" means, in respect of an Exchangeable LP Unit, the Exchange Rights and related Special Voting
Units, collectively;

"Arrangement" means the proposed arrangement under Section 192 of the CBCA on the terms and conditions set
forth in the Plan of Arrangement, subject to any amendments or variations thereto made in accordance with the
Arrangement Agreement and the Plan of Arrangement, respectively, together with those that may be made at the
discretion of the Court in the Final Order;

"Arrangement Agreement" means the arrangement agreement dated September 11, 2006 among the REIT,
Extendicare Trust, Holding GP, Extendicare Holding Partnership, Extendicare, Newco, ULC and ALC, a copy of
which is attached as Appendix E to this Circular, pursuant to which such parties have proposed to implement the
Arrangement, as amended, supplemented or modified from time to time in accordance with the terms thereof;

"Arrangement Resolution" means the special resolution in respect of the Arrangement in substantially the form
attached as Appendix A to this Circular;

"Articles of Arrangement" means the articles of arrangement in respect of the Arrangement required under
subsection 192(6) of the CBCA to be filed with the Director after the Final Order has been made, in order to give
effect to the Arrangement;

"associate" has the meaning given to that term in the Securities Act (Ontario) on the date hereof;

"Board" or "Board of Directors" means the board of directors of Extendicare;

"Book-Entry System" has the meaning given to that term under the heading "Description of the REIT - Book Entry
System";

"Business Day" means a day, other than a Saturday, Sunday or statutory or civic holiday, when banks are generally
open for the transaction of business in Toronto, Ontario and New York, New York;

"Canada — U.S. Treaty" means the Convention between the United States of America and Canada with respect to
Taxes on Income and on Capital, as amended,

"CBCA" means the Canada Business Corporations Act, R.S.C. 1985 ¢.C-44, as amended, including the regulations
promulgated thereunder;

"CDS" means The Canadian Depository for Securities Limited;
"CDS Participant" means a participant in the CDS depository service;

"Certificate" means the certificate or certificates or other confirmation of filing to be issued by the Director
pursuant to subsection 192(7) of the CBCA, in order to give effect to the Arrangement;

"CIBC World Markets" means CIBC World Markets Inc.;

"CIBC World Markets Fairness Opinion" means the fairness opinion dated August 28, 2006 delivered by CIBC
World Markets to the Board, a copy of which is attached as Appendix G to this Circular;

"Circular" means this management proxy circular of Extendicare relating to the Arrangement sent to Shareholders
in connection with the Meeting;

"Class A Holding Partnership Units" means the Class A limited partnership units of Extendicare Holding
Partnership;

"Closing" means the completion of the transactions contemplated by the Arrangement Agreement;

-Xi-



"CMS" means the Centers for Medicare & Medicaid Services (formerly the Federal Health Care Financing
Administration);

"Code" means the United States Internal Revenue Code of 1986, as amended;

"control" means, with respect to control of a body corporate by a Person, the holding (other than by way of security)
by or for the benefit of that Person of securities of that body corporate to which are attached more than 50% of the
votes that may be cast to elect directors of the body corporate (whether or not securities of any other class or classes
will or might be entitled to vote upon the happening of any event or contingency) provided that such votes, if
exercised, are sufficient to elect a majority of the board of directors of that body corporate;

"Court" means the Ontario Superior Court of Justice (Commercial List);

"CRA" means the Canada Revenue Agency;

"Crown Life" means Crown Life Insurance Company;

"Depository" means Computershare Investor Services Inc. at its offices referred to in the Letter of Transmittal and
Election Form;

"Director" means the Director appointed under Section 260 of the CBCA,;

"Dissent Notice" means a written objection to the Arrangement Resolution provided by a Dissenting Shareholder to
Extendicare in accordance with the Dissent Procedure;

"Dissent Procedure" means the procedure under Section 190 of the CBCA, as modified by the Interim Order, by
which a Dissenting Shareholder exercises his, her or its Dissent Rights (see "The Arrangement - Dissenting
Shareholders' Rights");

"Dissent Rights" means the right of a Shareholder, pursuant to the Interim Order and Section 190 of the CBCA, to
dissent to the Arrangement Resolution and to be paid the fair value of the Extendicare Shares in respect of which the
Shareholder dissents, all in accordance with Section 190 of the CBCA, subject to and as modified by the Interim
Order and Article 4 of the Plan of Arrangement and as described in this Circular under the heading "The
Arrangement - Dissenting Shareholders' Rights";

"Dissenting Shareholders" means registered holders of Extendicare Shares who validly exercise their Dissent
Rights in accordance with the Dissent Procedure and "Dissenting Shareholder" means any one of them;

"Distributable Income" has the meaning given to such term in this Circular under "Description of the REIT -
Distribution Policy";

"Distribution Date" means, in respect of a month, on or about the 15th day of the following month;

"ECI" means Extendicare (Canada) Inc., a corporation incorporated under the laws of Canada and a Subsidiary of
Extendicare;

"Effective Date" means the date on which the Arrangement is effective under the CBCA as shown on the
Certificate;

"Effective Time" means 12:01 a.m. (Toronto time) on the Effective Date, regardless of the time of Closing on that
date;

"EHI" means Extendicare Holdings, Inc., a corporation incorporated under the laws of Wisconsin and a Subsidiary
of Extendicare;
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"EHSI" means Extendicare Health Services, Inc., a corporation incorporated under the laws of Delaware and a
Subsidiary of Extendicare;

"EHSI 2010 Notes" means the US$150 million aggregate principal amount of 9.5% Senior Notes due July 1, 2010
issued by EHSI;

"EHSI 2014 Notes" means the US$125 million aggregate principal amount of 6.875% Senior Subordinated Notes
due May 1, 2014 issued by EHSI;

"EHSI Notes" means, collectively, the EHSI 2010 Notes and the EHSI 2014 Notes;

"EII" means Extendicare International Inc., a corporation incorporated under the laws of Canada and a Subsidiary of
Extendicare;

"Elected Number" means, in respect of an Electing Shareholder, the number of Extendicare Common Shares the
Electing Shareholder has specified to be transferred to Extendicare Holding Partnership in the applicable Letter of
Transmittal and Election Form delivered by such Electing Shareholder to the Depository on or before the Election
Deadline;

"Electing Shareholder" means a Shareholder (other than an Excluded Shareholder) that elects to transfer
Extendicare Common Shares to Extendicare Holding Partnership in exchange for Exchangeable LP Units pursuant
to, and in accordance with, the terms of the Arrangement;

"Election Deadline" means 5:00 p.m. (Toronto time) on the second Business Day immediately preceding the date of
the Meeting or, if the Meeting is adjourned or postponed, such time on the second Business Day immediately
preceding the date of such adjourned or postponed Meeting;

"Eligible Institution" means a Canadian Schedule I chartered bank, a major trust company in Canada, a member of
the Securities Transfer Agents Medallion Program (STAMP), a member of the Stock Exchange Medallion Program
(SEMP), or a member of the New York Stock Exchange Inc. Medallion Signature Program (MSP), members of
these programs usually being members of a recognized stock exchange in Canada or the United States, members of
the Investment Dealers Association of Canada, members of the National Association of Securities Dealers and/or
banks and trust companies in the United States;

"Entity Value" means the amount determined by multiplying the total number of REIT Units issued and
outstanding (on a fully diluted basis including, without limitation, the REIT Units issuable on the exchange of the
Exchangeable LP Units) on the Effective Date by the Weighted Average Trading Price;

"Exchange and Support Agreement" means the exchange and support agreement to be entered into on the
Effective Date substantially on the terms described in this Circular among the REIT, Extendicare Trust and
Extendicare Holding Partnership, pursuant to which Exchangeable LP Units may be exchanged for REIT Units, as
the same may be amended, supplemented or modified from time to time in accordance with the terms thereof;

"Exchange Rights" means the exchange rights set out in the Exchange and Support Agreement and the Limited
Partnership Agreement;

"Exchangeable LP Units" means the Class B limited partnership units of Extendicare Holding Partnership;

"Exchangeable LP Unitholder" means an Electing Shareholder that acquires Exchangeable LP Units in exchange
for Extendicare Common Shares pursuant to, and in accordance with, the terms of the Arrangement;

"Excluded Person" means a Person that, if a Shareholder, would be an Excluded Shareholder;
"Excluded Shareholder" means a Shareholder: (i) that is a Non-Resident; (ii) that is a Tax Exempt Sharcholder;

(iii) that is a partnership; (iv) that would acquire Exchangeable LP Units as a "tax shelter investment" for the
purposes of the Tax Act; or (v) an interest in which is a "tax shelter investment" for the purposes of the Tax Act;
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"Existing Senior Credit Facility" means the term loan and revolving credit facility between EHSI, as borrower,
and a syndicate of lenders;

"Extendicare" means Extendicare Inc., a corporation continued under the laws of Canada;

"Extendicare Amalco" means the corporation continuing upon the amalgamation of Extendicare and Newco, as
contemplated by the Plan of Arrangement and to be known as "Extendicare Inc.";

"Extendicare Common Shares" means the new class of common shares in the capital of Extendicare, having the
rights, privileges, restrictions and conditions set out in Schedule A to the Plan of Arrangement, that are issued by
Extendicare to holders of Extendicare Multiple Voting Shares and holders of Extendicare Subordinate Voting Shares
pursuant to Sections 3.1(c) and 3.1(d), respectively, of the Plan of Arrangement;

"Extendicare Holding Partnership" means Extendicare Limited Partnership, a limited partnership formed under
the laws of the Province of Ontario and a Subsidiary of the REIT;

"Extendicare Multiple Voting Shares" means the multiple voting shares in the capital of Extendicare;
"Extendicare Registered Shareholder" means a registered holder of Extendicare Shares;

"Extendicare Shares" means, collectively, the Extendicare Multiple Voting Shares and the Extendicare Subordinate
Voting Shares;

"Extendicare Subordinate Voting Shares" means the subordinate voting shares in the capital of Extendicare;

"Extendicare Trust" means Extendicare Trust, an unincorporated, open-ended limited purpose trust established
under the laws of the Province of Ontario pursuant to the Trust Deed of Trust;

"Fairness Opinions" means, collectively, the CIBC World Markets Fairness Opinion and the Genuity Capital
Markets Fairness Opinion;

"Final Order" means the order of the Court approving the Arrangement to be applied for following the Meeting,
and to be granted pursuant to the provisions of Section 192 of the CBCA, as such order may be affirmed, amended
or modified by any court of competent jurisdiction;

"GAAP" means, at any time, accounting principles generally accepted in Canada as recommended in the Handbook
of the Canadian Institute of Chartered Accountants, at the relevant time applied on a consistent basis;

"Genuity Capital Markets Fairness Opinion" means the fairness opinion dated August 28, 2006 delivered by
Genuity Capital Markets to the Independent Committee, a copy of which is attached as Appendix F to this Circular;

"Holding GP" means Extendicare Holding General Partner Inc., a corporation incorporated under the laws of
Canada and the general partner of Extendicare Holding Partnership;

"including" (and variations thereof) means "including without limitation" and shall not be construed to limit any
general statement which it follows to the specific or similar items or matters immediately following it;

"Incremental Value" means the difference between (i) the Entity Value and (ii) the aggregate of the net book value
of the assets of the REIT determined in accordance with GAAP as shown on the REIT's most recently published
consolidated balance sheet as of the Effective Date, the amount of future income taxes and the amount of
accumulated depreciation and amortization shown thereon or in the notes thereto;

"Independent" has the meaning given to that term in Multilateral Instrument 52-110 - Audit Committees,
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"Independent Committee" means the independent committee of the Board of Directors consisting of Messrs. Derek
H.L. Buntain (Chair), George A. Fierheller, Frederick B. Ladly and Alvin G. Libin, formed on February 22, 2006 to
consider various strategic alternatives and options for Extendicare with a view to enhancing value for Shareholders;

"Interim Order" means the interim order of the Court dated September 13, 2006 under Section 192 of the CBCA
containing declarations and directions with respect to the Arrangement and the Meeting and issued pursuant to the
application of Extendicare, a copy of which is attached as Appendix D to this Circular, as such order may be
affirmed, amended or modified by any court of competent jurisdiction;

"IRS" means the U.S. Internal Revenue Service or any successor thereto;
"Lehman Brothers" means Lehman Brothers Inc.;

"Letter of Transmittal and Election Form" means the letter of transmittal and election form enclosed with this
Circular applicable to a holder of Extendicare Multiple Voting Shares or Extendicare Subordinate Voting Shares, as
the case may be, pursuant to which such holder is required to deliver certificates representing Extendicare Multiple
Voting Shares or Extendicare Subordinate Voting Shares, as the case may be, and may elect to receive, pursuant to
the Arrangement, REIT Units or, unless such Shareholder is an Excluded Shareholder, Exchangeable LP Units or a
combination of REIT Units and Exchangeable LP Units, for his, her or its Extendicare Common Shares;

"Limited Partnership Agreement" means the limited partnership agreement dated September 11, 2006 among
Holding GP, Extendicare Trust and each Person who from time to time becomes or is deemed to become a party
thereto by reason of his, her or its registered ownership of LP Units;

"LP Units" means, collectively, the Class A Holding Partnership Units and the Exchangeable LP Units;
"Management" means the senior management of Extendicare;

"Maximum Number of Exchangeable LP Units" means the maximum number of Exchangeable LP Units that may
be issued by Extendicare Holding Partnership pursuant to the Arrangement, as determined by Holding GP in its sole
and absolute discretion, provided that the Maximum Number of Exchangeable LP Units shall in no event exceed
35% of the number of outstanding Extendicare Common Shares immediately prior to the amalgamation of
Extendicare and Newco pursuant to the Arrangement;

"Meeting" means the special meeting of Sharecholders, and any adjournment(s) or postponement(s) thereof, to be
held for the purpose of considering and, if thought advisable, approving the Arrangement Resolution and other

matters set out in the Notice of Meeting accompanying this Circular;

"Newco" means Extendicare Acquisition Inc., a corporation existing under the laws of Canada and a Subsidiary of
the REIT;

"Newco Notes" means the unsecured subordinated interest bearing promissory notes issued by Newco pursuant to
Section 3.1(g) of the Plan of Arrangement in a principal amount per Newco Note equal to the Weighted Average
Trading Price of a REIT Unit;

"Newco Shares" means the common shares in the capital of Newco;

"Notice of Return of Application" means the notice of return of application by Extendicare to the Court for the
Final Order, a copy of which is attached as Appendix C to this Circular;

"Notice of Meeting" means the notice of a special meeting of the holders of the Extendicare Shares which
accompanies this Circular;

"Non-Canadian Partnership" means a partnership other than a "Canadian partnership" as defined in Section 102 of
the Tax Act;
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"Non-Resident" means a Person who is not resident in Canada within the meaning of the Tax Act;
"NRS" means the Nevada Revised Statutes;

"NYSE" means the New York Stock Exchange;

"Optionholders" means, the holders of Options from time to time;

"Options" means, collectively, all outstanding and unexpired options to acquire Extendicare Subordinate Voting
Shares issued pursuant to the Stock Option Plan;

"Person" means any individual, partnership, association, body corporate, trust, trustee, executor, administrator, legal
representative, government, regulatory authority or any other entity;

"Plan of Arrangement" means the plan of arrangement attached as Exhibit 1 to the Arrangement Agreement, as
amended, supplemented or modified from time to time in accordance with the terms thereof;

"Plans" means, collectively, trusts governed by registered retirement savings plans, registered retirement income
funds, deferred profit sharing plans and registered education savings plans, each as defined in the Tax Act;

"Pre-Arrangement Transactions" means the transactions to be carried out by Extendicare and various of its
Subsidiaries pursuant to which, among other things (and unless otherwise agreed to by the respective parties to the
applicable Pre-Arrangement Transaction): (i) the ALC Reorganization shall occur, except for the ALC Distribution;
and (ii) EHSI will repay all amounts owing under the Existing Senior Credit Facility, will offer to purchase the
EHSI 2010 Notes and redeem any not tendered to it pursuant to such offer, and will offer to purchase the EHSI 2014
Notes;

"Preferred Shares" means the issued and outstanding preferred shares of Extendicare;

"Prospective Payment System" means the Medicare prospective payment system under which a provider is paid a
predetermined amount per patient, either per day or per encounter, based on the anticipated costs of treating a patient
(rather than on a retrospective cost-based methodology) by classifying each patient into certain clinical categories

reflecting the patient's acuity level;

"ProStep" means The Progressive Step Corporation, a corporation incorporated under the laws of Wisconsin and a
Subsidiary of Extendicare;

"Record Date" means the close of business on September 6, 2006;

"Redemption Date" has the meaning given to such term in this Circular under "Description of the REIT — Unit
Redemption Right";

"Redemption Price" has the meaning given to such term in this Circular under "Description of the REIT — Unit
Redemption Right";

"Registration Statement" means the registration statement on Form 10, file number 001-13498, originally filed by
ALC on June 7, 2006 with the SEC under the 1934 Act, together with all amendments and supplements thereto;

"Regulation S" means Regulation S under the 1933 Act;

"REIT" means Extendicare Real Estate Investment Trust, an unincorporated open-ended limited purpose trust
established under the laws of the Province of Ontario pursuant to the REIT Deed of Trust;

"REIT Deed of Trust" means the deed of trust dated September 11, 2006 governing the REIT, as amended,
supplemented or modified from time to time in accordance with the terms thereof;
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"REIT Group" means, collectively, the REIT, Extendicare Trust, Holding GP, Extendicare Holding Partnership,
ULC, Extendicare Amalco, and their respective Subsidiaries;

"REIT Unit" means a trust unit of the REIT (other than a Special Voting Unit) authorized and issued under the
REIT Deed of Trust for the time being outstanding and entitled to the benefits and subject to the limitations set forth
therein;

"REIT Unit Certificate" means a certificate, in the form approved by the Trustees, evidencing one or more REIT
Units, issued and certified in accordance with the provisions of the REIT Deed of Trust;

"Rights Plan" means the unitholders right plan of the REIT, as more particularly described in this Circular under the
heading "Unitholder Rights Plan";

"Rights Plan Resolution" means the resolution in respect of the Rights Plan in substantially the form attached as
Appendix B to this Circular;

"RUGSs" means the resource utilization groups that are used under the Prospective Payment System to determine
Medicare reimbursement levels, which groups are based on a hierarchy of the resource intensity of a patient;

"SEC" means the United States Securities and Exchange Commission;

"Securities" means bonds, debentures, notes or other evidence or instruments of indebtedness, shares, stocks,
options, warrants, special warrants, installment receipts, subscription receipts, rights subscriptions, partnership
interests, units or other evidence of title to or interest in the capital, assets, property, profits, earnings or royalties, of
any Person;

"Separation Agreement" means the agreement to be entered into as of the Effective Date between Extendicare and
ALC, as the same may be amended, supplemented or modified in accordance with the terms thereof, governing,
inter alia, the transfer by Extendicare and its Subsidiaries of certain assets to, and the assumption of certain
liabilities by, ALC, in each case associated with the assisted living business of Extendicare and its Subsidiaries;

"Series 1 Trust Notes" means the Series 1, unsecured, subordinated, interest bearing promissory notes of
Extendicare Trust issued pursuant to the Plan of Arrangement under the Trust Note Indenture;

"Series 2 Trust Notes" means the Series 2, unsecured, subordinated, interest bearing promissory notes of
Extendicare Trust authorized to be issued under the Trust Note Indenture;

"Series 3 Trust Notes" means the Series 3, unsecured, subordinated, interest bearing promissory notes of
Extendicare Trust authorized to be issued under the Trust Note Indenture;

"Shareholders" means the holders of Extendicare Shares from time to time, and "Shareholder" means any one of
them;

"Special Voting Units" means the special voting units of the REIT authorized and issued to the holders of
Exchangeable LP Units (other than the REIT, Extendicare Trust and Extendicare Holding Partnership) under the
REIT Deed of Trust for the time being outstanding and entitled to the benefits and subject to the limitations set forth

therein;

"Stock Option Plan" means Extendicare's Amended and Restated Subordinate Voting Share Option and Tandem
SAR Plan;

"Subsidiary" has the meaning given to that term in National Instrument 45-106 Prospectus and Registration
Exemptions on the date hereof;

"Tax Act" means the /ncome Tax Act (Canada), as amended, including the regulations promulgated thereunder;
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"Tax Allocation Agreement" means the agreement to be entered into as of the Effective Date between EHSI and
ALC providing for the allocation of certain tax liabilities between the parties;

"Tax Exempt Shareholder" means a Shareholder that is generally exempt from tax under Part I of the Tax Act;

"Tax Proposals" has the meaning given to that term in this Circular under the heading "Certain Canadian Federal
Income Tax Considerations";

"Trust Deed of Trust" means the deed of trust dated September 11, 2006 governing Extendicare Trust, as the same
may be amended, supplemented or modified from time to time in accordance with the terms thereof;

"Trust Note Indenture" means the note indenture to be entered into on the Effective Date between Extendicare
Trust and Computershare Trust Company of Canada pursuant to which Extendicare Trust will, among other things,
issue the Trust Notes, as the same may be amended, supplemented or modified from time to time in accordance with
the terms thereof;

"Trust Notes" means, collectively, the Series 1 Trust Notes, the Series 2 Trust Notes and the Series 3 Trust Notes;

"Trust Trustees" means, at any time, the individuals who are, in accordance with the Trust Deed of Trust, the
trustees of Extendicare Trust at such time;

"Trust Unit" means a unit authorized and issued under the Trust Deed of Trust for the time being outstanding and
entitled to the benefits and subject to the limitations set forth therein;

"Trustees" means, at any time, the individuals who are, in accordance with the REIT Deed of Trust, the trustees of
the REIT at such time;

"TSX" means the Toronto Stock Exchange;

"ULC" means Extendicare ULC, an unlimited liability company incorporated under the laws of the Province of
Alberta;

"ULC Notes" means the unsecured, subordinated, interest bearing promissory notes issued by ULC pursuant to
Section 3.1(k) of the Plan of Arrangement;

"ULC Shares" means the common shares in the capital of ULC;
"United States" or "U.S." means the United States, as defined in Rule 902(1) of Regulation S;

"Unitholders" means the holders of REIT Units from time to time, and references in this Circular to a Unitholder
means, unless the context otherwise requires, the owners of the beneficial interests in those REIT Units;

"U.S. Person" has the meaning given to that term in Rule 902(k) of Regulation S, including any natural person
resident in the United States;

"VCPI" means Virtual Care Provider, Inc., a corporation incorporated under the laws of Wisconsin and a Subsidiary
of Extendicare;

"Voting Units" means, collectively, the REIT Units and the Special Voting Units;

"Voting Unitholders" means the holders of Voting Units from time to time; and

"Weighted Average Trading Price of a REIT Unit" means the number determined by dividing: (i) the aggregate
dollar trading value of all REIT Units traded on the TSX measured over the ten (10) consecutive trading days
immediately following the Effective Date by (ii) the total number of REIT Units sold over the TSX during such

period.

Words importing the singular include the plural and vice versa and words importing any gender include all genders.
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MANAGEMENT PROXY CIRCULAR
Introduction

This Circular is furnished in connection with the solicitation of proxies by and on behalf of Management for
use at the Meeting and any adjournment(s) or postponement(s) thereof. No person has been authorized to
give any information or make any representation in connection with the Arrangement or any other matters to
be considered at the Meeting other than those contained in this Circular and, if given or made, any such
information or representation must not be relied upon as having been authorized by Extendicare or
Management.

All summaries of, and references to, the Arrangement in this Circular are qualified in their entirety by reference to
the complete text of the Plan of Arrangement, a copy of which is attached as Exhibit 1 to the Arrangement
Agreement, which is attached as Appendix E to this Circular. You are urged to carefully read this Circular and
the full text of the Plan of Arrangement.

All capitalized terms used in this Circular but not otherwise defined herein have the meanings set forth under
"Glossary of Terms". Information contained in this Circular is given as of September 1, 2006 unless otherwise
specifically stated.

Forward-looking Statements

This Circular, including documents incorporated by reference herein, contains forward-looking statements. All
statements other than statements of historical fact are forward-looking statements, including, without limitation,
statements regarding the future economic position, business strategy, proposed acquisitions, budgets, projected costs
and plans and objectives of or involving Extendicare, the REIT, Extendicare Trust, Extendicare Holding Partnership,
Holding GP, ULC, Newco, Extendicare Amalco or ALC and statements with respect to the amount of U.S. federal
income tax liability to be incurred by EHSI in connection with the ALC Reorganization. Securityholders can

non

identify many of these statements by looking for words such as "believe", "expect", "will", "intends", "projects",
"anticipate", "estimates", "continues" or similar words or the negative thereof. These forward-looking statements
include, among other things, statements with respect to: amounts to be retained by the REIT and its Affiliates for
growth capital expenditures; the amount and timing of the payment of distributions by the REIT or Extendicare
Holding Partnership; the timing of the Final Order and the Effective Date of the Arrangement; and the satisfaction of
listing conditions. There can be no assurance that the plans, intentions or expectations on which these forward-
looking statements are based will occur. Forward-looking statements are subject to risks, uncertainties and
assumptions. Shareholders should specifically consider these factors as well as the risks and uncertainties described
in this Circular under "Risk Factors" and elsewhere in this Circular. Although Extendicare believes that the
expectations represented in these forward-looking statements are reasonable, there can be no assurance that those
expectations will prove to be correct. Some of the risks which could affect future results and could cause results to
differ materially from those expressed in the forward-looking statements herein include: 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 Extendicare's compliance with such regulations; changes in
government funding levels for health care services; liabilities and other claims asserted against Extendicare;
Extendicare's ability to attract and retain qualified personnel; the availability and terms of capital to fund
Extendicare's capital expenditures; changes in competition; and demographic changes.

The information contained in this Circular, including the information set forth in this Circular under "Risk Factors"
and the documents incorporated by reference herein, identifies additional factors that could affect the operating
results and performance of Extendicare, the REIT, Extendicare Trust, Extendicare Holding Partnership, Holding GP,
ULC, Newco, Extendicare Amalco or ALC. We urge you to carefully consider those factors.

The forward-looking statements contained herein are expressly qualified in their entirety by this cautionary
statement. The forward-looking statements included in this Circular are made as of the date of this Circular, and
Extendicare (and, should the Arrangement become effective, the REIT) undertakes no obligation to publicly update
such forward-looking statements to reflect new information, subsequent events or otherwise.



Supplemental Disclosure With Respect to Non-GAAP Measures

EBITDA, Distributable Income, Funds from Operations and Adjusted Funds from Operations are not measures
recognized under GAAP and do not have standardized meanings prescribed by GAAP. These non-GAAP measures
are presented in this Circular because either: (i) Management believes that they are a relevant measure of the ability
of the REIT to make cash distributions to Unitholders; or (ii) certain ongoing rights and obligations of the REIT may
be calculated using these measures. Such non-GAAP measures may differ from similar computations as reported by
other issuers and, accordingly, may not be comparable to similar titled measures as reported by such issuers.

References to "EBITDA" in the selected consolidated financial and operation information of Extendicare (Pre-
Arrangement) contained in this Circular are to earnings from continuing operations before interest, income taxes,
depreciation, amortization, and accretion. In this calculation, Extendicare has excluded the line items "valuation
adjustment on interest rate caps" and "loss (gain) from restructuring charges, asset disposals, impairment and other
items". These line items are reported separately because they relate to the change in the fair value of interest rate
caps associated with Extendicare's long-term debt, gains or losses on the disposal or impairment of assets, provisions
for restructuring costs and ceased operations, and the write-off of unamortized financing costs on early retirement of
debt. Distributable Income is defined by the REIT Deed of Trust as net earnings of the REIT, on a consolidated
basis, as determined in accordance with GAAP, subject to certain adjustments as set out in the REIT Deed of Trust.
For a complete description of Distributable Income, see "Description of the REIT - Distribution Policy". Funds
from Operations is defined as net earnings of the REIT adjusted for non-cash items and other items not
representative of the REIT's operating performance. Adjusted Funds from Operations is defined as Distributable
Income further reduced by maintenance (non-growth) capital expenditures not already reflected in the calculation of
Distributable Income.

Notice to United States Shareholders

The securities issuable in connection with the Arrangement have not been registered under the 1933 Act and are
being issued in reliance on the exemption from registration set forth in Section 3(a)(10) of the 1933 Act on the basis
of the approval of the Court as described herein. For a discussion of U.S. securities law considerations relating to the
Arrangement, see "The Arrangement - Securities Law Matters - United States Securities Laws".

The solicitation of proxies and the transactions contemplated herein are being effected in accordance with Canadian
corporate and securities laws. The proxy rules under the 1934 Act are not applicable to Extendicare or this
solicitation and therefore this solicitation is not being effected in accordance with such securities laws. Shareholders
should be aware that disclosure requirements under Canadian laws may be different from such requirements under
United States securities laws.

Certain of the financial information included or incorporated by reference herein has been prepared in accordance
with Canadian generally accepted accounting principles, which differ from United States generally accepted
accounting principles in certain material respects, and thus may not be comparable to financial information of
United States companies.

Enforcement by Shareholders of civil liabilities under the United States federal securities laws may be affected
adversely by the fact that many of the members of the REIT Group are organized or settled, as the case may be,
under the laws of a jurisdiction other than the United States or its political subdivisions and many of their respective
officers and directors or trustees are residents of countries other than the United States, certain experts named in this
Circular are residents of countries other than the United States and a substantial portion of the assets of the REIT
Group and such persons may be located outside the United States.

THIS TRANSACTION HAS NOT BEEN APPROVED OR DISAPPROVED BY ANY SECURITIES
REGULATORY AUTHORITY NOR HAS ANY SECURITIES REGULATORY AUTHORITY PASSED
UPON THE FAIRNESS OR MERITS OF THE ARRANGEMENT OR UPON THE ACCURACY OR
ADEQUACY OF THE INFORMATION CONTAINED IN THIS CIRCULAR. ANY REPRESENTATION
TO THE CONTRARY IS A CRIMINAL OFFENCE.



Certain information concerning tax consequences of the Arrangement to Shareholders who are United States
taxpayers is set forth in "Material U.S. Federal Income Tax Considerations". United States Shareholders should
consult their tax and legal advisors to determine the tax consequences to them of the Arrangement. Shareholders
should be aware that the transactions contemplated herein may have tax consequences both in Canada and in the
United States. Such consequences may not be described fully herein.

This Circular does not constitute an offer or a solicitation to any person in any jurisdiction in which such
offer or solicitation is unlawful. The securities issuable in connection with the Arrangement are not being
offered to Shareholders in any jurisdiction in which the making of such an offer would not be in compliance
with the laws of such jurisdiction.

Information for New Hampshire Residents Only

Neither the fact that a registration statement or an application for license has been filed under RSA 421-B
with the State of New Hampshire nor the fact that a security is effectively registered or a person is licensed in
the state of New Hampshire constitutes a finding by the Secretary of State that any document filed under
RSA 421-B is true, complete and not misleading. Neither any such fact nor the fact that an exemption or
exception is available for a security or transaction means that the Secretary of State has passed in any way
upon the merits or qualifications of, or recommended or given approval to, any person, security or
transaction. It is unlawful to make, or cause to be made, to any prospective purchaser, customer or client any
representation inconsistent with the provisions of this paragraph.

Currency and Exchange Rate Information

In this Circular, references to "$" and "dollars" are to the lawful currency of Canada and references to "US$" and
"U.S. dollars" are to the lawful currency of the United States. On September 8, 2006, the noon rate in Toronto,
payable in Canadian dollars, as reported by the Bank of Canada, was $1.1190 for each US$1.00.

Documents Incorporated By Reference

Information has been incorporated by reference in this Circular from documents filed with securities
commissions or similar authorities in Canada. Copies of the documents incorporated herein by reference may be
obtained from the SEDAR website at www.sedar.com or, on request, without charge from the Corporate Secretary
of Extendicare at the registered office of Extendicare at 3000 Steeles Avenue East, Markham, Ontario, L3R 9W2,
Canada.

The following documents are specifically incorporated by reference into, and form an integral part of, this Circular:

(a) the management information and proxy circular of Extendicare dated March 3, 2006;

(b) the revised audited consolidated financial statements of Extendicare for the fiscal years ended
December 31, 2005 and 2004, together with the notes thereto and the report of the auditors
thereon;

(c) management’s discussion and analysis of the audited consolidated financial statements of

Extendicare for the fiscal years ended December 31, 2005 and 2004, set out on pages 6 to 57,
inclusive, of the Annual Report of Extendicare for the fiscal year ended December 31, 2005;

(d) the unaudited consolidated financial statements of Extendicare for the six months ended June 30,
2006 and 2005, together with the notes thereto, and management's discussion and analysis thereof;
and

(e) the material change report of Extendicare dated June 6, 2006 relating to the proposed

reorganization of Extendicare involving the ALC Distribution and, after giving effect to the ALC
Distribution, the conversion of Extendicare into a Canadian real estate investment trust.



Any documents of the type referred to in the preceding paragraph and any material change reports
(excluding confidential material change reports) filed by Extendicare with a securities commission or similar
authority in Canada after the date of this Circular and prior to the Meeting will be deemed to be
incorporated by reference into this Circular.

Any statement contained in a document incorporated or deemed to be incorporated by reference in this
Circular or contained in this Circular is deemed to be modified or superseded, for purposes of this Circular,
to the extent that a statement contained in this Circular or in any other subsequently filed document which
also is or is deemed to be incorporated by reference in this Circular modifies or supersedes such statement.
The modifying or superseding statement need not state that it has modified or superseded a prior statement
or include any other information set forth in the document that it modifies or supersedes. The making of a
modifying or superseding statement will not be deemed an admission for any purposes that the modified or
superseded statement, when made, constituted a misrepresentation, an untrue statement of a material fact or
an omission to state a material fact that is required to be stated or that is necessary to make a statement not
misleading in light of the circumstances in which it was made. Any statement so modified or superseded will
not be deemed, except as so modified or superseded, to constitute a part of this Circular.



SUMMARY

The following is a summary of certain information contained elsewhere in this Circular, including the Appendices
hereto, and is qualified in its entirety by the more detailed information and financial statements appearing
elsewhere in this Circular and incorporated by reference herein. Shareholders are urged to review this Circular and
the documents incorporated by reference, including the Appendices, in their entirety. Certain capitalized words and
terms used in this summary are defined in the Glossary of Terms.

The Meeting

Extendicare has called the Meeting pursuant to the Interim Order to consider and, if deemed advisable, to approve
the Arrangement Resolution and, if the Arrangement Resolution is approved, to consider and, if deemed advisable,
approve the adoption of the Rights Plan and the other matters set forth in the accompanying Notice of Meeting. The
Meeting will be held on Monday, October 16, 2006 at 2:00 p.m. (Toronto time), at the Toronto Stock Exchange
Broadcast and Conference Centre, Gallery, The Exchange Tower, 130 King Street West, Toronto, Ontario M5X 1J2.

Purpose of the Arrangement

The purpose of the transactions contemplated by the Arrangement is to distribute ALC Class A Shares and ALC
Class B Shares to the holders of Extendicare Subordinate Voting Shares and Extendicare Multiple Voting Shares,
respectively, and, after giving effect to the ALC Distribution, to convert Extendicare from a corporate structure into
a Canadian real estate investment trust. Pursuant to the terms of the Arrangement, holders of Extendicare Multiple
Voting Shares will ultimately receive for each Extendicare Multiple Voting Share (a) one ALC Class B Share, and
(b) 1.075 REIT Units or, subject to limitations described in this Circular, 1.075 Exchangeable LP Units, and holders
of Extendicare Subordinate Voting Shares will ultimately receive for each Extendicare Subordinate Voting Share (a)
one ALC Class A Share, and (b) one REIT Unit or, subject to such limitations, one Exchangeable LP Unit.

Following the completion of the Arrangement, ALC will be one of the five largest publicly traded operators of
assisted living facilities in the United States, based on total capacity, with 206 assisted living facilities totalling
8,270 units, and Extendicare will continue to operate its nursing home business in Canada and the United States and
a small number of assisted living facilities in Canada and the United States. See "Distribution of Assisted Living
Concepts, Inc." and "Business of the REIT".

Arrangement Steps

The REIT, Extendicare Trust, Holding GP, Extendicare Holding Partnership, Extendicare, Newco, ULC and ALC
have entered into the Arrangement Agreement, which provides for the implementation of the Arrangement pursuant
to Section 192 of the CBCA. The Arrangement will become effective on the date of filing of the Final Order and the
Articles of Arrangement and related documents in the form prescribed by the CBCA with the Director.

Pre-Arrangement Transactions

Prior to the implementation of the Arrangement, unless otherwise agreed to by the respective parties to the
applicable Pre-Arrangement Transaction, the Pre-Arrangement Transactions shall occur.

Arrangement Transactions

On the Effective Date, pursuant to the Plan of Arrangement, each of the events set out below shall be deemed to
occur at the Effective Time in the order set out below without further act or formality:

(a) the Extendicare Subordinate Voting Shares and the Extendicare Multiple Voting Shares held by
Dissenting Shareholders who have validly exercised Dissent Rights shall be deemed to have been
transferred to Extendicare and cancelled and shall cease to be outstanding and such Dissenting
Shareholders shall cease to have any rights as Shareholders other than the right to be paid the fair
value of their Extendicare Subordinate Voting Shares and/or their Extendicare Multiple Voting
Shares, as the case may be;




(b)

(©)

(d)

(e)

®

(2

(h)

@

the articles of Extendicare shall be amended
(1) to create an unlimited number of common shares designated as common shares; and

(i1) to decrease the authorized share capital of Extendicare by cancelling all of the authorized
Class 1 Preferred Shares and Class II Preferred Shares and by deleting the rights,
privileges, restrictions and conditions attached to the Class I Preferred Shares and Class 11
Preferred Shares;

each Extendicare Subordinate Voting Share shall be exchanged by the holder thereof with
Extendicare for one Extendicare Common Share and one ALC Class A Share;

each Extendicare Multiple Voting Share shall be exchanged by the holder thereof with
Extendicare for 1.075 Extendicare Common Shares and one ALC Class B Share;

(1) Extendicare shall reduce the aggregate amount in the stated capital account it maintains
for the Extendicare Multiple Voting Shares to nil, and shall add an amount equal to the
aggregate amount of such reduction to the stated capital account it maintains for the
Extendicare Common Shares;

(i1) Extendicare shall reduce the aggregate amount in the stated capital account it maintains
for the Extendicare Subordinate Voting Shares to nil, and shall add an amount equal to
the aggregate amount of such reduction to the stated capital account it maintains for the
Extendicare Common Shares; and

(i) the Extendicare Multiple Voting Shares and Extendicare Subordinate Voting Shares
exchanged under clauses (c) and (d) shall be cancelled, and the articles of Extendicare
shall be amended to further decrease the authorized share capital by cancelling all of the
authorized Extendicare Subordinate Voting Shares and Extendicare Multiple Voting
Shares and by deleting the rights, privileges, restrictions and conditions attaching to the
Extendicare Multiple Voting Shares and Extendicare Subordinate Voting Shares;

each issued and outstanding Extendicare Common Share in respect of which an Electing
Shareholder has validly elected to receive an Exchangeable LP Unit (except, for greater certainty,
any such Extendicare Common Share elected to be transferred in consideration for Exchangeable
LP Units exceeding the holder's pro rata allocation of the Maximum Number of Exchangeable LP
Units) shall be transferred to Extendicare Holding Partnership free and clear of all liens, claims
and encumbrances in consideration for Exchangeable LP Units and related Ancillary Rights on a
one-for-one basis;

each issued and outstanding Extendicare Common Share not transferred to Extendicare Holding
Partnership under paragraph (f) above shall be transferred to Newco free and clear of all liens,
claims and encumbrances in consideration for a Newco Note;

each Newco Note shall be transferred to the REIT free and clear of all liens, claims and
encumbrances in consideration for a REIT Unit, with the result that the number of REIT Units
received by a Shareholder shall be equal to the number of Extendicare Common Shares transferred
by the holder to Newco under paragraph (g) above;

the Newco Notes held by the REIT shall be transferred to Extendicare Trust free and clear of all
liens, claims and encumbrances in consideration for Series 1 Trust Notes and Trust Units with an
aggregate value equal to the aggregate principal amount of the Newco Notes so transferred;

the Newco Notes held by Extendicare Trust shall be transferred to Extendicare Holding
Partnership free and clear of all liens, claims and encumbrances in consideration for that number




(k)

M

(m)

(n)

(0)

of Class A Holding Partnership Units of Extendicare Holding Partnership equal to the number of
Extendicare Common Shares transferred to Newco pursuant to paragraph (g) above;

the Newco Notes held by Extendicare Holding Partnership shall be transferred to ULC free and
clear of all liens, claims and encumbrances for ULC Notes and ULC Shares with an aggregate
value equal to the aggregate principal amount of the Newco Notes so transferred,

the Extendicare Common Shares held by Extendicare Holding Partnership shall be transferred to
ULC free and clear of all liens, claims and encumbrances pursuant to a joint election under
Section 85(2) of the Tax Act in consideration for ULC Shares;

the Extendicare Common Shares held by ULC shall be transferred to Newco free and clear of all
liens, claims and encumbrances pursuant to a joint election under Section 85(1) of the Tax Act in
consideration for Newco Shares;

a portion of the Newco Notes held by ULC shall be transferred to Newco free and clear of all
liens, claims and encumbrances in consideration for Newco Shares and the Newco Notes so
transferred shall be cancelled; and

Extendicare and Newco (collectively, the "predecessor corporations") shall amalgamate to form
Extendicare Amalco, with the effect that:

(1) all of the property of the predecessor corporations held immediately before the
amalgamation (except any amounts receivable from any predecessor corporation or
shares of any predecessor corporation) shall become the property of Extendicare Amalco;

(i1) all of the liabilities of the predecessor corporations immediately before the amalgamation
(except any amounts payable to any predecessor corporation) shall become liabilities of
Extendicare Amalco;

(ii1) all of the issued and outstanding Extendicare Common Shares held by Newco
immediately before the amalgamation shall be cancelled without repayment of capital;

(iv) any existing cause of action, claim or liability to prosecution of either of the predecessor
corporations shall be unaffected,

v) any civil, criminal or administrative action or proceeding pending by or against either of
the predecessor corporations may be continued to be prosecuted by or against
Extendicare Amalco;

(vi) a conviction against, or ruling, order or judgment in favour of or against, either of the
predecessor corporations may be enforced by or against Extendicare Amalco;

(vii) the articles and by-laws of Extendicare Amalco shall be the same as the articles and by-
laws of Newco; and

(viii)  the Newco Shares and Newco Notes held by ULC immediately before the amalgamation
shall become Amalco Shares and Extendicare Amalco debt, respectively, by virtue of the
amalgamation, and the stated capital of the Amalco Shares shall be equal to the stated
capital of the Newco Shares immediately before such amalgamation.

Exchangeable LP Unit Election

A Shareholder (other than an Excluded Shareholder) may elect, subject to the limitations described below, to receive
Exchangeable LP Units as consideration for all or a portion of the aggregate number of Extendicare Common Shares
held by such holder, subject to satisfying the conditions to such election. No Exchangeable LP Units will be issued




to an Excluded Shareholder. For certain Shareholders, receiving Exchangeable LP Units may, based on their
particular circumstances, provide for certain tax efficiencies. However, electing to receive Exchangeable LP Units
may not be appropriate for all Shareholders and could give rise to certain adverse tax consequences. See
“Certain Canadian Federal Income Tax Considerations” and “Risk Factors — Tax Related Risks”,
Shareholders who are considering electing to receive Exchangeable LP Units should consult their own legal
and tax advisors with respect to the legal and tax consequences associated with electing this alternative and
the acquisition, holding or disposing of Exchangeable LP Units in their particular circumstances. Moreover,
Exchangeable LP Units will be subject to additional restrictions and limitations including: (i) restrictions on
transferability; and (ii) restrictions on the exercise of the Exchange Rights. In particular, Exchangeable LP
Units will not be exchangeable under any circumstances for a period of 90 days from the Effective Date,
except with the consent of the board of directors of Holding GP. The Exchangeable LP Units will not be
transferable except in connection with an exchange for REIT Units or in the circumstances described under
"Description of Extendicare Holding Partnership — Transfer of LP Units". The Exchangeable LP Units will
not be listed on the TSX or any other stock exchange or quotation system. The Exchangeable LP Units will be
automatically exchanged for REIT Units on the fifth anniversary of the Effective Date. In certain
circumstances, Extendicare Holding Partnership will have the right to require the exchange of Exchangeable
LP Units for REIT Units prior to such fifth anniversary. See '"Description of Extendicare Holding
Partnership" and "Risk Factors". Holders of Exchangeable LP Units will receive Special Voting Units of the
REIT that will each initially entitle the holder to one vote at meetings of Unitholders of the REIT.

The maximum number of Exchangeable LP Units to be issued pursuant to the Arrangement will be limited. In the
event that the aggregate Elected Number of all Electing Shareholders is greater than the Maximum Number of
Exchangeable LP Units, the Exchangeable LP Units will be allocated on a pro rata basis to each Electing
Shareholder in accordance with the following formula: the Maximum Number of Exchangeable LP Units divided by
the aggregate Elected Number of all Electing Shareholders multiplied by the Elected Number of the particular
Electing Sharcholder. Each Electing Shareholder will be deemed to have elected to exchange that number of
Extendicare Common Shares for Exchangeable LP Units that results in the Electing Shareholder receiving
Exchangeable LP Units equal to the number of Exchangeable LP Units allocated to such Electing Shareholder and
the balance of such Electing Shareholder's Extendicare Common Shares shall be ultimately exchanged for REIT
Units pursuant to the Plan of Arrangement.

The Exchangeable LP Units are intended to be, to the extent possible, the economic equivalent of the REIT Units
and will be exchangeable for REIT Units. However, the Exchangeable LP Units will not be listed on the TSX or on
any other stock exchange or quotation system.

Excluded Shareholders will only be entitled to receive REIT Units in exchange for their Extendicare Common
Shares. See "The Arrangement — Exchangeable LP Unit Election".

Procedure for the Exchange of Extendicare Shares

Shareholders must complete and return the applicable Letter of Transmittal and Election Form (printed on blue
paper for Extendicare Multiple Voting Shares and printed on green paper for Extendicare Subordinate Voting
Shares), together with the certificate(s) representing their Extendicare Shares, to the Depository at one of the offices
specified in the Letter of Transmittal and Election Form. If Shareholders wish to receive Exchangeable LP Units
and related Ancillary Rights under the Arrangement, they must return such completed Letter of Transmittal and
Election Form, together with such certificate(s), to the Depository at one of the offices specified in the Letter of
Transmittal and Election Form on or before the Election Deadline. Where: (i) no election is made; or (ii) the
election is not properly made; or (iii) either the Letter of Transmittal and Election Form or the certificate(s)
representing the Extendicare Shares are received after the Election Deadline; or (iv) such Shareholder is an
Excluded Shareholder, the depositing Shareholder will be deemed to have elected to ultimately receive only
REIT Units as a portion of the consideration for all of his, her or its Extendicare Shares. Copies of the Letter
of Transmittal and Election Form (printed on blue paper for Extendicare Multiple Voting Shares and printed
on green paper for Extendicare Subordinate Voting Shares) are enclosed with this Circular. See "The
Arrangement - Procedure for the Exchange of Extendicare Shares".




Post-Arrangement Structure

After giving effect to the Arrangement steps:

(a)

(b)
(©)
(d)

(©
&)

(2
(h)

the former Shareholders will own all of the issued and outstanding ALC Shares (except to the
extent that Extendicare continues to own ALC Shares that would have otherwise been distributed
to holders of Extendicare Shares had they not validly exercised their Dissent Rights);

the former Shareholders will own all of the issued and outstanding REIT Units;

the REIT will own all of the issued and outstanding Trust Units and Series 1 Trust Notes;

the former Shareholders who validly elect to receive Exchangeable LP Units will own all of the
issued and outstanding Exchangeable LP Units and Special Voting Units;

Extendicare Trust will own all of the Class A Holding Partnership Units;

Holding GP will be the general partner of, and will own a 0.01% general partnership interest in,
Extendicare Holding Partnership;

Extendicare Holding Partnership will own all of the ULC Shares and the ULC Notes; and

ULC will own all of the Amalco Shares and the remaining Newco Notes.

Immediately following the implementation of the Arrangement, the principal amount of the remaining issued and
outstanding Newco Notes is expected to be approximately $200 million.

The following diagrams illustrate the organizational structure of Extendicare and the REIT before the Arrangement
and the organizational structure of the REIT and ALC after the Arrangement.
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EXTENDICARE REAL ESTATE INVESTMENT TRUST

PRE-ARRANGEMENT
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EXTENDICARE REAL ESTATE INVESTMENT TRUST AND ALC

POST-ARRANGEMENT
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100% of Series 1 Trust Notes
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29 assisted livin
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owned by EHSI)
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Notes:

(1) Former holders of Extendicare Multiple Voting Shares and Extendicare Subordinate Voting Shares will own all of the
ALC Class B Shares and ALC Class A Shares, respectively, except to the extent that Extendicare Amalco continues to
own ALC Class B Shares and ALC Class A Shares that would have otherwise been distributed to such holders had
they not validly exercised their Dissent Rights.

(2) Exchangeable LP Units will be exchangeable for REIT Units at the option of the holder on a one-for-one basis, will be
entitled to vote with the Unitholders pursuant to the Special Voting Units and are intended to be, to the extent
possible, the economic equivalent of REIT Units.

(3) “=” indicates omission of intermediary wholly-owned Subsidiaries.
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Conditions Precedent to the Arrangement

On the Effective Date, a series of transactions will be deemed to occur in order to distribute ALC Class A Shares
and ALC Class B Shares to the holders of Extendicare Subordinate Voting Shares and Extendicare Multiple Voting
Shares, respectively, and, after giving effect to the ALC Distribution, to convert Extendicare and its business from a
corporate structure to a Canadian real estate investment trust. See "The Arrangement - Arrangement Steps -
Arrangement Transactions". The completion of these transactions will be subject to a number of conditions, which
must be satisfied (or otherwise waived by each of the applicable parties) on or before the Effective Date. These
conditions include:

(@)

(b)

(©)

(d)

(e)

Q)

(2
(h)

@

the Interim Order shall have been granted in form and substance satisfactory to the parties to the
Arrangement Agreement, acting reasonably, not later than September 30, 2006 or such later date
as such parties may agree and shall not have been set aside or modified in a manner unacceptable
to such parties on appeal or otherwise;

the Arrangement Resolution shall have been approved by not less than two-thirds of the votes cast
by holders of the Extendicare Subordinate Voting Shares and by holders of the Extendicare
Multiple Voting Shares, voting on a class basis, in person or by proxy, at the Meeting;

the Final Order approving the Arrangement shall have been obtained from the Court in form and
substance satisfactory to the parties to the Arrangement Agreement;

the Articles of Arrangement, together with a copy of the Plan of Arrangement and the Final Order
and such other materials as may be required by the Director, in form and substance satisfactory to
the parties to the Arrangement Agreement, shall have been filed with the Director in accordance
with subsection 192(6) of the CBCA;

all necessary consents, orders, rulings, approvals, opinions and assurances, including regulatory,
judicial, third party and advisor opinions, approvals and orders, required for the completion of the
transactions provided for in the Arrangement Agreement and the Plan of Arrangement shall have
been obtained or received;

no action shall have been instituted and be continuing on the Effective Date for an injunction to
restrain, a declaratory judgment in respect of, or damages on account of, or relating to, the
Arrangement, there shall not be in force any order or decree restraining or enjoining the
consummation of the transactions contemplated by the Arrangement Agreement and no cease
trading or similar order with respect to any securities of any of the parties to the Arrangement
Agreement shall have been issued and remain outstanding;

all Options not exercised prior to the Meeting shall have been cancelled by Extendicare;

none of the consents, orders, rulings, decisions, approvals, opinions or assurances required for the
implementation of the Arrangement shall contain terms or conditions or require undertakings or
security deemed unsatisfactory or unacceptable by any of the parties to the Arrangement
Agreement, each acting reasonably;

no law, regulation or policy shall have been proposed, enacted, promulgated or applied which
interferes or is inconsistent with the completion of the Arrangement, including any material
change to the income tax laws of Canada or the United States, or any province, state or territory
thereof, or which would have a material adverse effect upon Shareholders, Extendicare or the
REIT Group if the Arrangement is completed;

the conditional approval of the TSX of the listing of the Extendicare Common Shares issuable
under the Plan of Arrangement and the REIT Units to be issued pursuant to the Arrangement (and
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upon exchange of the Exchangeable LP Units) shall have been obtained, subject only to the filing
of required documents which cannot be filed prior to the Effective Date;

(k) the Pre-Arrangement Transactions shall have been completed;

)] Shareholders holding more than 1% of the outstanding Extendicare Shares shall not have
exercised their Dissent Rights;

(m) Shareholders who immediately prior to the Effective Time are Non-Residents (based on
reasonable evidence available to the Board of Directors) and who are to receive REIT Units under
the Arrangement shall not, immediately following Closing, own in excess of 40% of all then

outstanding REIT Units;
(n) the Arrangement Agreement shall not have been terminated pursuant to its terms;
(0) the Registration Statement shall have been declared effective by the SEC;
(p) the Separation Agreement and Tax Allocation Agreement shall have been entered into; and

) the conditional approval of the NYSE to the listing of the ALC Class A Shares to be distributed
pursuant to the ALC Distribution shall have been obtained, subject only to the filing of required
documents which cannot be filed prior to the Effective Date.

The parties to the Arrangement Agreement may waive the satisfaction of any of the foregoing conditions.

Notwithstanding the foregoing, the Arrangement Resolution proposed for consideration by the Shareholders
authorizes the Board of Directors, without further notice to, or approval of, such Shareholders, subject to the terms
of the Arrangement Agreement and Plan of Arrangement, to amend the Arrangement Agreement and Plan of
Arrangement or to decide not to proceed with the Arrangement and to revoke the Arrangement Resolution at any
time prior to the Arrangement becoming effective pursuant to the provisions of the CBCA. See "The Arrangement —
Conditions Precedent to the Arrangement".

Background to and Reasons for the Arrangement

On February 22, 2006, the Board of Directors announced that Extendicare would be undertaking a review of
strategic alternatives with a view to enhancing value for Shareholders in light of the belief of the Board and
Management that the market prices of Extendicare Multiple Voting Shares and Extendicare Subordinate Voting
Shares were not reflective of Extendicare's underlying operational performance and financial results. The Board
indicated that this strategic review process would involve consideration of various alternative structures and options
for Extendicare and would be carried out under the supervision and oversight of an independent committee of the
Board consisting of four independent directors.

The Independent Committee was authorized by the Board to review and consider such alternatives and to make a
recommendation to the Board whether any proposed transaction and related process would be fair to Shareholders
and in the best interests of Extendicare. The Independent Committee is comprised of Messrs. Derek H.L. Buntain,
George A. Fierheller, Frederick B. Ladly and Alvin G. Libin. The Independent Committee selected Mr. Buntain as
its chairman (the "Chair"). During the period from February 22 to May 30, 2006, the Independent Committee met in
person or by telephone conference call on 16 occasions in connection with Extendicare's strategic review process.

On May 30, 2006, the Independent Committee unanimously recommended to the Board of Directors that the
conversion of Extendicare from a corporate structure into a Canadian real estate investment trust (the "REIT
Conversion") together with the ALC Distribution (collectively, the "REIT Reorganization") is fair and in the best
interests of Extendicare and the Shareholders. In evaluating the REIT Reorganization and making its
recommendation, the Independent Committee considered a number of factors, including:
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the implementation of the REIT Reorganization will provide Shareholders greater flexibility in their
investment decisions, based on their analysis and evaluation of ALC and the REIT separately in accordance
with their view of the objectives and prospects of each business;

the share prices for the Extendicare Subordinate Voting Shares and the Extendicare Multiple Voting
Shares, prior to the February 22, 2006 announcement of the strategic review process, did not reflect the
value of the underlying assets and business and operations of Extendicare. The intention is that a separation
of the ALC and Extendicare businesses will enhance the value of Shareholders' investment;

monthly cash distributions are anticipated to provide an attractive return to unitholders of the REIT without
impairing the ability of the REIT to sustain its existing assets, repay external debt, finance capital
expenditures and expand its business through both organic and acquisition-related growth;

Extendicare is currently cash taxable. A real estate investment trust structure will allow Extendicare to
reduce its liability for cash taxes at the corporate level thereby increasing the amount of cash available for
distribution to unitholders;

with the exchange of the Extendicare Subordinate Voting Shares and Extendicare Multiple Voting Shares
for a single class of REIT Units, Shareholders are expected to benefit from increased liquidity;

units of real estate investment trusts are generally valued on a cash-yield basis, which is expected to result
in more favourable market trading levels for the REIT Units after taking into account the ALC Distribution
compared to the pre-February 22, 2006 trading levels for the Extendicare Subordinate Voting Shares and
Extendicare Multiple Voting Shares;

the REIT Units are expected to provide an enhanced ability for the REIT to pursue its growth strategy,
through access to equity capital and as a form of consideration for acquisitions; and

based on Extendicare's recent performance, after the implementation of the REIT Reorganization, each of
ALC and the REIT is expected to be a viable enterprise in its own right capable of operating and competing
effectively in its business.

In addition to its conclusion in respect of substantive fairness, the Independent Committee concluded that the REIT
Reorganization is procedurally fair because:

the Independent Committee consists entirely of independent directors;

the Independent Committee received advice from independent legal counsel and Genuity Capital Markets,
an independent financial advisor, in connection with its evaluation of the REIT Reorganization, including
the distribution of ALC and the REIT Conversion, and from CIBC World Markets in connection with its
analysis of the REIT Conversion;

the REIT Reorganization is subject to the approval of holders of 662/ % of the Extendicare Multiple Voting
Shares and Extendicare Subordinate Voting Shares, voting as separate classes;

Extendicare Shareholders will be afforded a right to dissent and to demand fair value for their Extendicare
Multiple Voting Shares or Extendicare Subordinate Voting Shares through the exercise of Dissent Rights in
the event that the REIT Reorganization is consummated,;

the REIT Reorganization is subject to Court approval, which will consider, among other things, the fairness
and reasonableness of the REIT Reorganization to Shareholders; and

although ALC retains a dual-voting common share class structure, the holders of the ALC Class A Shares
(one vote per share) will have significantly greater protections than they have as holders of the Extendicare
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Subordinate Voting Shares in view of the transfer restrictions of the ALC Class B Shares (ten votes per
share).

See "The Arrangement - Background to and Reasons for the Arrangement".
Genuity Capital Markets and CIBC World Markets Fairness Opinions

Genuity Capital Markets has delivered a fairness opinion to the Independent Committee that, subject to the
limitations and assumptions set forth therein, the consideration to be received by holders of Extendicare Subordinate
Voting Shares under the Arrangement is fair from a financial point of view. CIBC World Markets has delivered a
fairness opinion to the Board that, subject to the limitations and assumptions set forth therein, the consideration to be
received by holders of Extendicare Multiple Voting Shares and holders of Extendicare Subordinate Voting Shares
under the Arrangement is fair from a financial point of view. The full text of the Fairness Opinions, which set forth,
among other things, assumptions made, information reviewed, matters considered and limitations on the scope of the
review undertaken by Genuity Capital Markets and CIBC World Markets in rendering their respective opinions, are
attached as Appendices F and G, respectively, to this Circular. Shareholders are urged to read the Fairness Opinions
in their entirety. Genuity Capital Markets provided its opinion for the benefit of the Independent Committee and
CIBC World Markets provided its opinion for the benefit of the Board in connection with their consideration of the
Arrangement. Neither of the Fairness Opinions is a recommendation as to how Shareholders should vote or act with
respect to the Arrangement.

Recommendation of the Board of Directors

The Board of Directors received and carefully reviewed various oral and written reports from Management,
financial advisors and external counsel to Extendicare and carefully considered all material factors which it
concluded to be relevant as a result of its deliberations or identified to it by its advisors relating to the REIT
Reorganization. The Board, also having carefully considered the unanimous recommendation of the Independent
Committee and the Fairness Opinions, has unanimously concluded that in its opinion, the Arrangement is fair to the
Shareholders and in the best interests of Extendicare and ALC, and recommends the Shareholders vote in favour of
the Arrangement Resolution and the Rights Plan resolution.

Timing

If the requisite Shareholder approval is obtained and the other necessary conditions are satisfied or waived,
Extendicare will apply to the Court for the Final Order approving the Arrangement. If the Final Order is obtained on
or before October 24, 2006 in form and substance satisfactory to each party to the Arrangement Agreement, each
acting reasonably, and all other conditions set forth in the Arrangement Agreement are satisfied or waived,
Extendicare expects the Effective Date will be on or about November 1, 2006. It is not possible, however, to state
with certainty when the Effective Date will occur.

The Arrangement will become effective on the date shown on the Certificate, pursuant to the filing with the Director
of the Articles of Arrangement, together with a copy of each of the Plan of Arrangement and the Final Order and
such other materials as may be required by the CBCA and/or the Final Order, and the issuance by the Director of the
Certificate.

Dissent Rights

Shareholders who properly exercise their Dissent Rights will be entitled to be paid the fair value of their Extendicare
Shares. The Dissent Procedure requires that a Shareholder who wishes to exercise his, her or its Dissent Rights must
provide to Extendicare a Dissent Notice at or prior to 2:00 p.m. (Toronto time) on the second last Business Day prior
to the Meeting, or any adjournment thereof. It is important that Shareholders strictly comply with this requirement,
which is different from the statutory dissent provisions of the CBCA that would permit a Dissent Notice to be
provided at or prior to the Meeting. Failure to strictly comply with the Dissent Procedure may result in the loss
or unavailability of Dissent Rights. It is a condition of the Arrangement that Shareholders holding not more than
1% of the outstanding Extendicare Shares shall not have exercised their Dissent Rights.
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Dissenting Shareholders who for any reason are not entitled to be paid the fair value of their Extendicare
Shares shall be treated as if they had participated in the Arrangement on the same basis as non-dissenting
Shareholders that have elected to receive REIT Units for all of their Extendicare Common Shares. See "The
Arrangement - Conditions Precedent to the Arrangement" and "The Arrangement - Dissenting Shareholders'
Rights".

Approval of Shareholders Required for Arrangement

Pursuant to the Interim Order, the Arrangement Resolution is required to be approved by the affirmative vote of not
less than two-thirds of the votes cast by the holders of Extendicare Multiple Voting Shares present in person or
represented by proxy at the Meeting and the affirmative vote of not less than two-thirds of the votes cast by the
holders of Extendicare Subordinate Voting Shares present in person or represented by proxy at the Meeting, with the
holders of the Extendicare Multiple Voting Shares and the holders of the Extendicare Subordinate Voting Shares
each being entitled to vote separately as a class. See "The Arrangement - Shareholder Approvals".

Final Order

Implementation of the Arrangement requires the approval of the Court. The application for the Final Order
approving the Arrangement is expected to be made on October 24, 2006 at 10:00 a.m. (Toronto time) at 330
University Avenue, Toronto, Ontario, M5G 1R7 or as soon thereafter as counsel may be heard before the Court. In
deciding whether to grant the Final Order, the Court will consider, among other things, the fairness and
reasonableness of the Arrangement, both from a substantive and a procedural point of view. See "The Arrangement -
Court Approvals".

The REIT

The REIT is an unincorporated, open-ended, limited purpose trust established under and governed by the laws of the
Province of Ontario and created pursuant to the REIT Deed of Trust. Although it is intended that the REIT qualify as
a "mutual fund trust" pursuant to the Tax Act, the REIT will not be a mutual fund under applicable securities laws.
See "Description of the REIT".

Investment Guidelines and Operating Policies

Investment Guidelines

The REIT Deed of Trust provides certain guidelines on investments which may be made directly or indirectly by the

REIT. The assets of the REIT after the Effective Date may be invested directly or indirectly only in accordance with
the following restrictions:

(a) The REIT will focus its activities primarily on the acquisition, holding and operation of:
(1) facilities and properties in which health care services are provided to the public; and
(i1) multi-unit residential properties,

and all other activities related, ancillary or incidental thereto;

(b) Notwithstanding anything else contained in the REIT Deed of Trust, the REIT shall not make any
investment, take any action or omit to take any action that would result in REIT Units not being
units of a "mutual fund trust" within the meaning of the Tax Act or that would result in REIT
Units not being qualified investments for Plans;

(c) The REIT shall not acquire any single property otherwise permitted to be acquired by the REIT (in
the case of investment in securities of a Person, determined on a property-by-property basis in
such Person's portfolio) if the cost to the REIT of such acquisition (net of the amount of debt
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(d)

(e)

®

(2

(h)

(1)

incurred or assumed in connection with such acquisition) will exceed 15% of the Adjusted Gross
Book Value;

The REIT may, directly or indirectly, invest in a joint venture arrangement for the purposes of
owning interests or investments in real property otherwise permitted to be held by the REIT,
including the acquisition, holding, maintenance, improvement, leasing, development,
management, financing and securing thereof; provided that such joint venture arrangement
contains terms and conditions which, in the opinion of Management, are commercially reasonable,
including without limitation, such terms and conditions relating to restrictions on transfer and the
acquisition and sale of the REIT's and any joint venturer's interest in the joint venture
arrangement, provisions to provide liquidity to the REIT, to limit the liability of the REIT to third
parties, and provide for the participation of the REIT in the management of the joint venture
arrangement. For purposes of this paragraph, a joint venture arrangement is an arrangement
between the REIT and one or more other Persons ("joint venturers") pursuant to which the REIT,
directly or indirectly, conducts an undertaking for one or more of the purposes set out in these
investment guidelines and in respect of which the REIT may hold its interest jointly or in common
or in another manner with others either directly or through the ownership of securities of a
corporation or other entity (a "joint venture entity"), including without limitation a general
partnership, limited partnership, trust or limited liability company;

Subject to paragraph (b) above, the REIT may acquire securities of other Canadian real estate
investment trusts and any partnership, corporation, trust or other entity with assets and/or
operations, directly or indirectly, in the health care or multi-unit resident property industries;

The REIT shall not invest in rights to or interests in mineral or other natural resources, including
oil or gas, except as incidental to an investment in real property;

The REIT shall not invest in operating businesses other than those involving the health care
industry or multi-unit residential properties or businesses that are related or ancillary thereto;

Notwithstanding the foregoing restrictions, but subject always to the requirements of paragraph (b)
above, the REIT shall be permitted to maintain, directly or indirectly, its interests in Crown Life
Insurance Company, Laurier Indemnity Company, Ltd. and Laurier Indemnity Company, and to
conduct all activities related, ancillary or incidental thereto (including the purchase of assets of
Crown Life Insurance Company); and

The REIT may invest an amount (which in the case of an amount invested to acquire real property,
is the purchase price to the REIT of such property less the amount of any debt incurred or assumed
in connection with such acquisition) up to 15% of the Adjusted Gross Book Value of the REIT in
investments or transactions which do not comply with paragraphs (a), (d) and (g) above, provided
that such investment complies with paragraph (b) above.

Operating Policies

The REIT Deed of Trust provides that the operations and affairs of the REIT Group shall be conducted in
accordance with the following policies:

(@)

Any written instrument creating an obligation which is or includes the granting by the REIT of a
mortgage and, to the extent the Trustees determine to be practicable and consistent with their
fiduciary duty to act in the best interests of the Unitholders, any written instrument which is, in the
judgment of the Trustees, a material obligation, shall contain a provision or be subject to an
acknowledgement to the effect that the obligation being created is not personally binding upon,
and that resort shall not be had to, nor shall recourse or satisfaction be sought from, by way of
lawsuit or otherwise, the private property of any of the Trustees, Unitholders, annuitants or
beneficiaries under a plan of which a Unitholder acts as a trustee or carrier, or officer, employee or
agent of the REIT, but that only property of the REIT or a specific portion thereof shall be bound;
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the REIT, however, is not required, but shall use all reasonable efforts, to comply with this
requirement in respect of obligations assumed by the REIT upon the acquisition of real property;

(b) Title to each real property (or, if applicable, the leasehold interest therein) shall be held by and
registered in the name of the REIT, the Trustees, or a corporation or other entity wholly-owned,
directly or indirectly, by the REIT or jointly-owned, directly or indirectly, by the REIT with joint
venturers or partners of a partnership;

(©) The REIT may only provide a guarantee in respect of the indebtedness of a Person, other than a
member of the REIT Group, if such guarantee has been approved by a majority of the Independent
Trustees;

(d) No acquisition of a value greater than $10 million may be made nor any development with a value

greater than $10 million may be undertaken unless and until the officers of the REIT have
prepared and presented to the Trustees a written report containing their recommendation that the
REIT make the investment together with a financial analysis of the estimated cost and projected
return from the investment and such supplementary information and data (including, without
limitation, underlying assumptions, proposed financial arrangements and a summary of due
diligence (including structural and environmental due diligence) investigations undertaken) as is
reasonably necessary to the investment decision; and

(e) The REIT shall obtain and maintain at all times insurance coverage in respect of potential
liabilities of the REIT and the accidental loss of value of the assets of the REIT from risks, in
amounts, with such insurers, and on such terms as the Trustees consider appropriate, taking into
account all relevant factors including the practices of owners of comparable properties.

For the purposes of the foregoing investment guidelines and operating policies, the assets, liabilities and transactions
of a corporation, partnership or other entity in which the REIT has an interest will be deemed to be those of the
REIT on a proportionate, consolidated basis. In addition, any references in the foregoing investment guidelines and
operating policies to investment in real property will be deemed to include an investment in a joint venture
arrangement. In addition, the term "indebtedness" means (without duplication) on a consolidated basis: (i) any
obligation of the REIT for borrowed money; (ii) any obligation of the REIT incurred in connection with the
acquisition of property, assets or business other than the amount of future income tax liability arising out of indirect
acquisitions; (iii) any obligation of the REIT issued or assumed as the deferred purchase price of property; (iv) any
capital lease obligation of the REIT; and (v) any obligation of the type referred to in clauses (i) through (iv) of
another Person, the payment of which the REIT has guaranteed or for which the REIT is responsible for or liable;
provided that (A) for the purposes of clauses (i) through (iv), an obligation will constitute indebtedness only to the
extent that it would appear as a liability on the consolidated balance sheet of the REIT in accordance with GAAP;
and (B) obligations referred to in clauses (i) through (iii) exclude trade accounts payable, distributions payable to
REIT Unitholders and accrued liabilities arising in the ordinary course of business.

Amendments to Investment Guidelines and Operating Policies

Pursuant to the REIT Deed of Trust, all of the investment restrictions set out under the heading "Investment
Guidelines" may be amended only with the approval of 662/ % of the votes cast by Voting Unitholders at a meeting
of Voting Unitholders called for such purpose. The operating policies set out under the heading "Operating Policies"
may be amended with the approval of a majority of the votes cast by Voting Unitholders of the REIT at a meeting of
Voting Unitholders called for such purpose.

REIT Units and Special Voting Units

An unlimited number of REIT Units and Special Voting Units may be issued pursuant to the REIT Deed of Trust.
Each REIT Unit is transferable and represents an equal undivided beneficial interest in the assets of the REIT and
ranks equally with all of the other REIT Units without discrimination, preference or priority. Each REIT Unit
entitles the holder to one vote at all meetings of Voting Unitholders or in respect of any written resolution of Voting
Unitholders.
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Unitholders are entitled to receive non-cumulative distributions from the REIT (whether of net income, net realized
capital gains or other amounts) if, as and when declared by the Trustees. Upon liquidation or termination of the
REIT, holders of REIT Units shall participate equally with respect to the distribution of the remaining assets of the
REIT after payment of the REIT's debts, liabilities, and liquidation or termination expenses. REIT Units are
redeemable upon demand by the Unitholders, and may be purchased by the REIT for cancellation through offers
made to, and accepted by, such holders. Otherwise, the REIT Units have no conversion, retraction, redemption or
pre-emptive rights. The REIT Units are not "deposits" within the meaning of the Canada Deposit Insurance
Corporation Act and are not insured under the provisions of such Act or any other legislation. Furthermore, the
REIT is not a trust company and, accordingly, is not registered under any trust and loan company legislation as it
does not carry on the business of a trust company.

The REIT, Extendicare Trust and Extendicare Holding Partnership will cause one Special Voting Unit to be received
by each holder of Exchangeable LP Units for each Exchangeable LP Unit received by such holder.

Each Special Voting Unit entitles the holder to a number of votes at all meetings of Voting Unitholders or in respect
of any resolution of Voting Unitholders equal to the number of REIT Units into which the Exchangeable LP Units to
which such Special Voting Units relate are exchangeable. Except for the right to attend and vote at meetings of
Voting Unitholders or in respect of written resolutions of Voting Unitholders, Special Voting Units do not confer
upon the holder thereof any other rights. The holders of the Special Voting Units are not entitled to any interest or
share in the REIT or any distributions of any nature whatsoever from the REIT and will not have any beneficial
interest in any assets of the REIT on termination or winding-up of the REIT.

The Special Voting Units may be issued in series and shall only be issued, on such terms and conditions as may be
determined by the Trustees, in connection with or in relation to exchangeable Securities, including the Exchangeable
LP Units. Special Voting Units will not be transferable separately from the Exchangeable LP Units to which they
relate. Upon the exchange, redemption or conversion of an Exchangeable LP Unit for a REIT Unit, the Special
Voting Unit will immediately be cancelled without any further action of the Trustees, and the former holder of such
Special Voting Unit will cease to have any rights with respect thereto. See "Description of the REIT — REIT Units",
"Description of the REIT — Special Voting Units" and "Description of Extendicare Holding Partnership".

Distribution Policy

The following outlines the distribution provisions of the REIT as contained in the REIT Deed of Trust, the Trust
Deed of Trust and the Limited Partnership Agreement and the present recommendations of Management with
respect to the payment of distributions to Unitholders and holders of Exchangeable LP Units. The distribution
provisions may be amended only with the approval of 66%/* % of the votes cast at a meeting of Voting Unitholders
called for such purpose. Subject to compliance with such distribution provisions, determinations as to the amounts
actually distributable will be made in the sole discretion of the Trustees.

Distribution Payments

The REIT and Extendicare Holding Partnership initially intend to make or cause to be made pro rata monthly cash
distributions to Unitholders and holders of Exchangeable LP Units, as the case may be, equal to, on an annual basis,
approximately 85% of Distributable Income. Management of the REIT believes that the 85% payout ratio initially
set by the REIT should allow the REIT to meet its internal funding needs, while being able to maintain stable cash
distributions. However, the actual payout ratio will be determined by the Trustees or Holding GP in their discretion,
subject to compliance with the requirements of the REIT Deed of Trust or Limited Partnership Agreement, as the
case may be. Distributions in respect of a given month will be paid on or about each Distribution Date to
Unitholders and holders of Exchangeable LP Units of record as at the close of business on the last business day of
the month preceding the Distribution Date. Distributions may be adjusted for amounts paid in prior periods if the
actual Distributable Income for the prior periods is greater than or less than the estimates for the prior periods. Any
increase or reduction in the percentage of Distributable Income to be distributed to Unitholders will result in a
corresponding increase or decrease in distributions on Exchangeable LP Units.
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Under the REIT Deed of Trust, where the REIT's cash is not sufficient to make payment of the full amount of a
distribution, such payment will, to the extent necessary, be distributed in the form of additional REIT Units. See
"Description of the REIT - Issuance of REIT Units" and "Certain Canadian Federal Income Tax Considerations".

If the Trustees determine that it would be in the REIT's best interests, they may reduce, for any period, the
percentage of Distributable Income to be distributed to Unitholders, which will result in corresponding reductions in
distributions on Exchangeable LP Units.

The REIT is only required to make distributions to Unitholders equal to the amount of net income and net realized
capital gains as is necessary to ensure that the REIT will not be liable for ordinary Canadian income taxes on such
income. Pursuant to the REIT Deed of Trust, on December 31 of each year, the REIT will make payable to
Unitholders, and Unitholders will have an enforceable right to payment on such date of, a distribution of sufficient
net income and net realized capital gains for the taxation year ending on that date, net of any capital losses or non
capital losses recognized on or before the end of such year, such that the REIT will not be liable for ordinary
Canadian income taxes for such year, net of tax refunds. The payment of such amounts will be made on or before
the following January 30th.

The first distribution will be for the period from the Effective Date to December 31, 2006 and will be paid on
January 15, 2007. The REIT intends to make subsequent monthly distributions in the estimated amount of $0.10 per
REIT Unit commencing on February 15, 2007.

Extendicare Holding Partnership will be the primary source of cash flow to fund distributions to Unitholders.
Extendicare Holding Partnership will make monthly cash distributions to Extendicare Trust and to holders of
Exchangeable LP Units. Extendicare Holding Partnership will retain the discretion to make unequal distributions to
account for expenses incurred or income earned by Extendicare Trust and the REIT so that distributions to be made
to holders of Exchangeable LP Units will be economically equivalent, to the greatest extent possible, to the
distributions that the holder of Exchangeable LP Units would have received if they were holding REIT Units instead
of Exchangeable LP Units.

Unitholders who are Non-Residents or Non-Canadian Partnerships will be subject to Canadian withholding taxes in
respect of any distributions of income by the REIT, whether in the form of cash or additional REIT Units. See
"Certain Canadian Income Tax Considerations". Non-U.S. holders of REIT Units may be subject to U.S.
withholding tax in respect of amounts payable or paid by U.S. affiliates or subsidiaries of the REIT. See "Material
U.S. Federal Income Tax Considerations".

Computation of Distributable Income

"Distributable Income" is defined as net earnings of the REIT, on a consolidated basis, as determined in accordance
with GAAP, subject to certain adjustments as set out in the REIT Deed of Trust, including: (i) adding back the
following items: depreciation of buildings and improvements and amortization of related intangibles, accretion
expenses, realized and unrealized foreign currency losses, realized and unrealized losses on derivative financial
instruments, provisions for the impairment of asset values, future income tax expense, losses on dispositions of
assets, amortization of deferred financing costs, amortization of net discounts on long-term debt, non-cash REIT
Unit-based compensation expenses and the principal portion of capital funding payments received from any
governmental authority; and (ii) deducting the following items: undistributed equity accounted earnings, realized
and unrealized foreign currency gains, realized and unrealized gains on derivative financial instruments, future
income tax credits or reductions, gains from asset disposals and amortization of net premiums on long-term debt.
Other adjustments may be made to Distributable Income as determined by a majority of the Trustees in their
discretion. Distributable Income is based on net earnings adjusted for non-cash items and other items that are not
representative of the REIT's operating performance, plus cash items that have not been reflected in net earnings.
Where appropriate, estimates may be made of Distributable Income by a majority of the Trustees where the actual
amount has not been finally determined.

Tax Deferral on Distributions

The REIT estimates that, of the monthly cash distributions to be made by the REIT to Unitholders, approximately
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60% in each of 2006 and 2007 will be tax deferred returns of capital in the REIT's indirect investment in the ULC
Shares and the ULC Notes. Such estimate is based on the organizational structure of the REIT described in this
Circular, certain financial information, the current provisions of the Tax Act, published statements of the current
administrative and assessing practices of CRA and the specific proposals to amend the Tax Act announced by the
Minister of Finance (Canada) prior to the date hereof. The portion of the monthly cash distributions to be made by
Extendicare Holding Partnership to holders of Exchangeable LP Units that will be tax deferred returns of capital
may differ from, and may be less than, the portion of distributions to Unitholders on REIT Units that represent tax
deferred returns of capital. The adjusted cost base of REIT Units or Exchangeable LP Units held by a Unitholder or
holder of Exchangeable LP Units, as the case may be, will generally be reduced by such non-taxable portion of
distributions made to the Unitholder (other than the non-taxable portion of capital gains) or holder of Exchangeable
LP Units. A Unitholder will generally realize a capital gain to the extent that the adjusted cost base of the
Unitholder's REIT Units would otherwise be a negative amount, while a holder of Exchangeable LP Units will
generally realize a capital gain to the extent that the adjusted cost base of the holder's Exchangeable LP Units at the
end of a fiscal period of Extendicare Holding Partnership is a negative amount, notwithstanding that the holder has
not sold any REIT Units or Exchangeable LP Units. The composition for tax purposes of distributions may change
over time, thus affecting the after-tax return to such Unitholders or holders of Exchangeable LP Units. See "Certain
Canadian Federal Income Tax Considerations".

Certain Canadian Federal Income Tax Considerations

The Arrangement will generally result in a Shareholder resident in Canada realizing a taxable dividend on his, her or
its Extendicare Shares equal to the amount, if any, by which the fair market value of the ALC Shares received by the
Shareholder for such Extendicare Shares exceeds the paid-up capital for tax purposes of such Extendicare Shares
and a capital gain (or a capital loss) equal to the amount by which the fair market value of the REIT Units received
on completion of the Arrangement exceeds (or is less than) the aggregate of such Shareholder's adjusted cost base of
his, her or its Extendicare Common Shares and any reasonable costs of disposition. There is a limited opportunity
for Shareholders who are not Excluded Shareholders to elect to receive Exchangeable LP Units for all or a portion of
their Extendicare Common Shares. Shareholders who are considering exchanging their Extendicare Common Shares
for Exchangeable LP Units should consult their own legal and tax advisors with respect to the tax consequences
associated with electing this alternative. See "The Arrangement - Exchangeable LP Unit Election".

A Non-Resident Shareholder will be subject to Canadian withholding tax on the amount of any taxable dividend
deemed to be received by the Shareholder on his, her or its Extendicare Shares as a result of the distribution of the
ALC Shares to the Non-Resident Shareholder under the Arrangement. To satisfy this withholding tax obligation,
the Depository will sell the required number of ALC Class A Shares on the NYSE. In the case of ALC Class B
Shares distributed under the Arrangement, the required number of ALC Class B Shares to satisfy the withholding
tax obligation will be converted under ALC's constating documents into ALC Class A Shares and sold as described
above. Any remaining proceeds will be remitted to the holder.

A Unitholder who is resident in Canada will generally be required to include in such holder's income the
proportionate share of income of the REIT, to the extent the income is made payable to such holder. Any amount
paid to a Unitholder in excess of such holder's share of income of the REIT (subject to certain exceptions) will not
be included in income but will reduce the Unitholder's adjusted cost base of the REIT Units for purposes of
computing any capital gain or capital loss from a subsequent disposition thereof.

This Circular contains a summary of the principal Canadian federal income tax considerations relevant to residents
of Canada and which relate to the Arrangement, and the above comments are qualified in their entirety by reference
to such summary. See "Certain Canadian Federal Income Tax Considerations". This summary is not exhaustive of
all possible Canadian federal tax considerations applicable to the transactions described herein. No advance
income tax ruling has been applied for or obtained from the CRA to confirm the tax consequences of any of
the transactions described herein. Moreover, the income and other tax consequences will vary depending on
the Shareholder's and prospective Unitholder's or Exchangeable LP Unitholder's particular circumstances,
including the province or provinces in which the Shareholder and prospective Unitholder or Exchangeable
LP Unitholder resides or carries on business. Accordingly, this summary is of a general nature only and is not
intended to be legal or tax advice to any Shareholder and prospective Unitholder or Exchangeable LP
Unitholder. Shareholders and prospective Unitholders or Exchangeable LP Unitholders should consult their
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own legal and tax advisors for advice with respect to the tax consequences of these transactions based on their
particular circumstances.

The ALC Information Statement contains a summary of the principal Canadian federal income tax considerations
generally applicable to the ownership and disposition of ALC Shares acquired by persons who, at all relevant times
and for purposes of the Tax Act, are resident or are deemed to be resident in Canada, deal at arm's length with ALC,
are not affiliated with ALC and who hold or will hold ALC Shares as capital property. See "ALC Information
Statement - Material United States and Canadian Federal Income Tax Considerations".

Material U.S. Federal Income Tax Considerations

Although the matter is not free from doubt, a U.S. Holder (as defined in "Material U.S. Federal Income Tax
Considerations - General") should recognize no gain or loss on the surrender of Extendicare Common Shares in
exchange for REIT Units. The issuance of the Newco Notes to the REIT and the ALC Distribution should be treated
as a taxable distribution to U.S. Holders. U.S. Holders who are individuals may be eligible for a maximum U.S.
federal income tax rate of 15% on the portion of the distribution that constitutes a dividend. For corporations, any
such dividend income will not be eligible for the dividends-received deduction generally allowed to U.S.
corporations in respect of dividends received from U.S. corporations.

A U.S. Holder must take into account its allocable share of the items of the REIT's, and certain other affiliates of the
REIT's, income, gain, loss, deduction and credit for each taxable year of the REIT that ends with or within the
taxable year of the U.S. Holder. Each item generally will have the same character and source as though the U.S.
Holder had realized the item directly. Each U.S. Holder is required to report those items without regard to whether
the U.S. Holder has received or will receive any distribution from the REIT.

This Circular contains a summary of the principal U.S. federal income tax considerations relevant to U.S. Holders
and which relate to the Arrangement, and the above comments are qualified in their entirety by reference to such
summary. See "Material U.S. Federal Income Tax Considerations." This summary is not exhaustive of all
possible U.S. federal tax considerations applicable to the transactions described herein. No ruling has been
requested from the Internal Revenue Service about the tax consequences described in this Circular.
Moreover, the tax consequences will vary depending on the Shareholder's, Unitholder's or ALC
Shareholder's particular circumstances. Accordingly, this summary is of a general nature only and is not
intended to be legal or tax advice to any Shareholder, Unitholder, or ALC Shareholder.

IRS Circular 230 Disclosure. To ensure compliance with requirements imposed by the IRS, Shareholders,
Unitholders and ALC Shareholders are hereby notified that any discussion of U.S. tax matters set forth in
this Circular was written in connection with the promotion or marketing of the transactions or matters
addressed herein and was not intended or written by Extendicare to be used, and cannot be used, by any
person for the purpose of avoiding tax-related penalties under U.S. federal, state or local law. Each
Shareholder, Unitholder and ALC Shareholder should seek advice based on its particular circumstances
from an independent tax advisor.

Risk Factors

An investment in REIT Units and/or Exchangeable LP Units is subject to a number of risks that should be
considered by a prospective investor. Distributions of Distributable Income are not guaranteed and will be based
indirectly upon the business of the REIT Group which is susceptible to a number of risks. The risks related to the
business include: general business risks; taxes payable by EHSI in connection with the ALC Reorganization may be
higher than anticipated; foreign currency translation; reliance on government funding; government regulation;
changes in accounting principles; litigation alleging negligence, malpractice or other claims; competition;
dependence on key personnel; personnel costs; availability of future financing; rising health care costs; capital costs;
environmental liabilities and other risks associated with real property; conflicts of interest; the failure of the REIT
Group to identify acquisition candidates; impact of local health information networks; increases in industry capacity;
new home care legislation in Ontario; changes in reimbursement programs; the failure to realize savings from
contracting out; increases in workers' compensation, health and dental costs; increases in utility costs; retention of
home care volume; retention of management and consulting contracts; and increased leasing costs. The risks relating
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to the REIT Units include: dependence on Extendicare Amalco and its Affiliates; unpredictability and volatility of
REIT Unit price; nature of REIT Units; cash distributions are not guaranteed and fluctuate with the performance of
the business; structural subordination of the REIT Units; capital investment; restrictions on potential growth;
limitation on non-resident ownership and liquidity; redemption right; dilution; future sales of REIT Units;
distribution of Trust Units and Trust Notes on termination of the REIT; and absence of prior public market; liability
of Unitholders and holders of Exchangeable LP Units; fluctuations in the exchange rate may adversely affect the
amount of Distributable Income; the degree to which the REIT Group is leveraged and restrictive covenants
contained in instruments governing the indebtedness of the members of the REIT Group; changes in the REIT's
creditworthiness; U.S. tax rules could affect cash distributions from U.S. subsidiaries; and tax related risks. See
"Risk Factors".

An investment in ALC Shares is also subject to a number of risks that should be considered by a prospective
investor. See "Risk Factors — Risks Relating to ALC" and "Risk Factors" in the ALC Information Statement.
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Summary of Pro Forma Funds from Operations, Distributable Income and Adjusted Funds from Operations
of the REIT

Management has provided the following analysis to assist Shareholders in analyzing Funds from Operations,
Distributable Income and Adjusted Funds from Operations had the REIT been in existence for the six months ended
June 30, 2006 and for the year ended December 31, 2005. See "Supplemental Disclosure With Respect to Non-
GAAP Measures". This analysis was prepared on the assumption that all of the transactions contemplated by the
Arrangement had been completed on the first day of the respective periods.

The pro forma information is not a forecast or projection of future results. The actual results of operations of
the REIT for any period following the Effective Date will vary from the amounts set forth in the following
analysis, and these variations may be material. See "Risk Factors".

Pro Forma
Six months Year ended
ended Dec. 31,
(thousands of dollars, unless otherwise noted) June 30, 2006 2005
Net loss (199,389) (154,902)
Depreciation and amortization of buildings, improvements and related
intangibles 17,457 36,688
Accretion expense 678 1,329
Amortization of deferred financing costs 1,792 3,790
Loss (gain) from asset disposals, restructuring charges, impairment
and other items 109,131 107,888
Current tax (recovery) on loss (gain) from asset disposal, restructuring
charges, impairment and other items (21,281) (18,889)
Current tax assumed on the distribution of ALC 137,962 137,962
Future income tax expense (reduction) (2,567) 2,415
Undistributed share of equity accounted earnings (2,453) (3,928)
Adjustments for discontinued operations not included above 1,019 2,685
Funds from Operations @ 42,349 115,038
Principal portion of government capital funding payments 965 1,817
Distributable Income * 43,314 116,855
Additional maintenance capital expenditures " (8,797) (17,924)
Adjusted Funds from Operations 34,517 98,931
D The following provides a reconciliation of actual maintenance capital
expenditures incurred and deducted in arriving at Adjusted Funds from
Operations:

Depreciation and amortization expensed 24,728 51,356

Added back in arriving at Distributable Income: depreciation and

amortization of buildings, improvements and related intangibles (17,457) (36,688)

Depreciation on furniture, fixtures, equipment and computers 7,271 14,668

Additional maintenance capital expenditures incurred 8,797 17,924

Total maintenance capital expenditures 16,068 32,592

As illustrated in the above table, Extendicare has taken a two-step approach to accounting for the actual
maintenance capital expenditures incurred of $16,068,000 for the six months ended June 30, 2006, and
$32,592,000 for the year ended December 31, 2005, in arriving at Adjusted Funds from Operations. First, only
a portion of total depreciation and amortization expensed, specifically the amount related to buildings,
improvements and related intangibles, is added back to net earnings (loss). As a result, the depreciation related
to furniture, fixtures, equipment and computers remains expensed in arriving at Funds from Operations and
Distributable Income. The remaining amount of total maintenance capital expenditures actually incurred
during the reported period is then deducted to arrive at Adjusted Funds from Operations.
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@ "Funds from Operations", "Distributable Income" and "Adjusted Funds from Operations" are not recognized

measures under GAAP and do not have a standardized meaning prescribed by GAAP. See "Supplemental
Disclosure with Respect to Non-GAAP Measures".
) The reader should take the following into account in assessing the Adjusted Funds from Operations for the pro
forma six months ended June 30, 2006:

e Pro forma operating and administrative costs for the six months ended June 30, 2006 and the year ended
December 31, 2005, include share-based compensation costs of $3.1 million and $0.9 million,
respectively, which are not adjusted for in arriving at Funds from Operations. The amount recorded for
the first half of 2006 was significantly higher than for the year 2005 because of the increase in the
Extendicare Subordinate Voting Share price following the announcement of the Arrangement.

e The pro forma results for the six months ended June 30, 2006 include discontinued operations, which
incurred revenue of $7.5 million, operating costs of $11.1 million and lease costs of $0.1 million.

e The pro forma results for the six months ended June 30, 2006, reflect only four months of a March 1,
2006 acquisition of two nursing facilities (417 beds) in Pennsylvania, which contributed approximately
$1.0 million to earnings before interest, income taxes, depreciation, amortization and accretion.

@ The REIT and Extendicare Holding Partnership initially intend to make or cause to be made pro rata monthly
cash distributions to Unitholders and holders of Exchangeable LP Units, as the case may be, equal to, on an
annual basis, approximately 85% of Distributable Income. It is anticipated that the monthly rate of
distribution will be initially set at $0.10 per REIT Unit. See "Description of the REIT — Distribution Policy."
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Reconciliation of Pro Forma Net Loss to Cash Provided by (Used in) Operations to Distributable Income and

Adjusted Funds from Operations

The following table provides a reconciliation of Distributable Income and Adjusted Funds from Operations to cash
provided by (used in) operations for the six months ended June 30, 2006 and for the year ended December 31, 2005.
This analysis was prepared on the
assumption that all of the transactions contemplated by the Arrangement had all been completed on the first day of

See "Supplemental Disclosure With Respect to Non-GAAP Measures".

the respective periods.

Pro Forma
Six months Year ended
ended Dec. 31,

(thousands of dollars) June 30, 2006 2005
Net loss (199,389) (154,902)
Adjustments for cash from (provided by) operations:

Depreciation and amortization 24,728 51,356

Accretion 688 1,329

Provision for self-insured liabilities 6,037 9,071

Payments for self-insured liabilities (9,681) (20,304)

Future income taxes (3,878) 2,006

Loss (gain) from asset disposals, restructuring charges, impairment

and other items 110,942 112,415

Undistributed share of equity accounted earnings (2,453) (3,928)

Amortization of deferred financing costs 1,792 3,790

Net change in operating assets and liabilities — —
Cash provided by (used in) operations " (71,214) 833
Adjustments for Distributable Income:

Current tax (recovery) on loss (gain) from asset disposal,

restructuring charges, impairment and other items (20,772) (20,322)

Current tax assumed on the distribution of ALC 137,962 137,962

Net provisions and payments for self-insured liabilities 3,644 11,233

Net change in operating assets and liabilities — —

Depreciation on furniture, fixtures, equipment and computers (7,271) (14,668)

Principal portion of government capital funding payments 965 1,817
Distributable Income 43,314 116,855
Additional maintenance capital expenditures (8,797) (17,924)
Adjusted Funds from Operations 34,517 98,931

(1) Cash provided by (used in) operations assumes for the purposes of this pro forma statement that there are no
additional changes in operating assets and liabilities, and to the extent there were any, they would be excluded

from the computation of Distributable Income.
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Selected Consolidated Financial and Operating Information of Extendicare (Pre-Arrangement)

The following selected consolidated financial and operating information of Extendicare has been derived from, and should be read in
conjunction with, the historical consolidated financial statements of Extendicare and the notes thereto incorporated by reference into

this Circular. "See Documents Incorporated by Reference".

Six months
ended June 30 Years ended December 31

(thousands of dollars unless otherwise noted) 2006 2005 2005 2004 2003
Income Statement Data
Revenue 977,428 088,904 1,962,862 1,698,472 1,661,543
EBITDA 121,171 140,498 268,137 229,079 184,087
Depreciation and amortization 33,603 32,531 66,641 54,225 60,203
Accretion expense 678 683 1,347 1,319 1,304
Interest, net 32,372 29,911 59,723 40,174 57,923
Valuation adjustment on interest rate caps (462) 2,745 2,248 10,379 -
Loss (gain) from restructuring, asset disposals, impairment and
other items 8,346 (993) (9,582) (3,105) (905)
Earnings from continuing health care operations
before income taxes 46,634 75,621 147,760 126,087 65,562
Income taxes 34,416 28,978 49,658 329 24,158
Earnings from continuing health care operations 12,218 46,643 98,102 125,758 41,404
Share of equity accounted earnings 2,453 2,289 3,928 9,375 18,884
Earnings from continuing operations 14,671 48,932 102,030 135,133 60,288
Loss from discontinued operations, net of income taxes (3,311) (5,988) (7,835) (10,841) (516)
Net earnings 11,360 42,944 94,195 124,292 59,772
Earnings per Subordinate Voting Share ($)
Basic

Earnings from continuing operations 0.22 0.71 1.49 1.96 0.86

Net earnings 0.17 0.63 1.38 1.80 0.86
Diluted

Earnings from continuing operations 0.22 0.71 1.47 1.92 0.86

Net earnings 0.17 0.62 1.36 1.76 0.85
Earnings per Multiple Voting Share ($)
Basic

Earnings from continuing operations 0.17 0.66 1.39 1.96 0.86

Net earnings 0.12 0.58 1.28 1.80 0.86
Diluted

Earnings from continuing operations 0.17 0.66 1.37 1.92 0.86

Net earnings 0.12 0.57 1.26 1.76 0.85
Average US/Canadian dollar exchange rate 1.1382 1.2354 1.2116 1.3015 1.4015
Balance Sheet Data (at period end)
Health care assets 1,611,196 1,695,776 1,628,018 1,360,378 1,454,406
Equity accounted investments 74,908 70,920 72,445 68,531 141,779
Total assets 1,686,104 1,766,696 1,700,463 1,428,909 1,596,185
Long-term debt 767,693 858,574 775,243 613,651 750,094
US/Canadian dollar exchange rate 1.1162 1.2254 1.1630 1.2020 1.2965

Note: Certain comparative figures have been restated for the adoption of the accounting policy for conditional asset

retirement obligations, and certain items have been reclassified for the discontinued operations identified in 2006.
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Reconciliation of Earnings from Continuing Health Care Operations Before Taxes to EBITDA (Pre-
Arrangement)

The following is a reconciliation of earnings from continuing health care operations before income taxes to
EBITDA.

Six months
ended June 30 Years ended December 31

(thousands of dollars) 2006 2005 2005 2004 2003
Earnings from continuing health care operations
before income taxes 46,634 75,621 147,760 126,087 65,562
Add (deduct):

Depreciation and amortization 33,603 32,531 66,641 54,225 60,203

Accretion expense 678 683 1,347 1,319 1,304

Interest, net 32,372 29,911 59,723 40,174 57,923

Valuation adjustment on interest rate caps (462) 2,745 2,248 10,379 -

Loss (gain) from asset disposals, impairment and other

items 8,346 (993) (9,582) (3,105) (905)
EBITDA 121,171 140,498 268,137 229,079 184,087

Selected Pro Forma Financial Information of the REIT

The following is a summary of selected pro forma financial information on a consolidated basis for the REIT
assuming the ALC Distribution and the Arrangement had occurred at the beginning of the periods indicated. The
following should be read in conjunction with the pro forma financial statements of the REIT and the notes thereto
attached as Appendix I to this Circular.

Six months Year ended
ended December 31,

(thousands of dollars) (unaudited) June 30, 2006 2005
Income Statement Data

Revenue 852,320 1,723,374
Operating and administrative costs 752,015 1,493,933
Lease costs 7,073 14,594
Earnings before undernoted 93,232 214,847
Depreciation and amortization 24,587 49,700
Accretion expense 678 1,329
Interest, net 34,299 66,992
Loss from asset disposal, restructuring charges,

impairment and other items 109,131 107,888
Loss from continuing health care operations

before income taxes (75,463) (11,062)
Income taxes 123,068 139,933
Loss from continuing health care operations (198,531) (150,995)
Share of equity accounted earnings 2,453 3,928
Loss from continuing operations (196,078) (147,067)
Loss from discontinued operations, net of income taxes (3,311 (7,835)
Net loss (199,389) (154,902)

As at
June 30, 2006

Balance Sheet Data

Total assets 1,234,435

Total long-term debt including current portion 920,557
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Unitholder Rights Plan

If the Arrangement Resolution is passed by the Shareholders at the Meeting, Shareholders will also be asked to
consider and, if thought advisable, pass an ordinary resolution authorizing and approving the adoption of a
unitholder rights plan for the REIT. See "Unitholder Rights Plan".
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THE ARRANGEMENT
The Meeting

Extendicare has called the Meeting pursuant to the Interim Order, to consider and, if deemed advisable, to approve
the Arrangement Resolution and, if the Arrangement Resolution is approved, to consider and, if deemed advisable,
approve the adoption of the Rights Plan and the other matters set forth in the accompanying Notice of Meeting. The
Meeting will be held on Monday, October 16, 2006 at 2:00 p.m. (Toronto time) at the Toronto Stock Exchange
Broadcast and Conference Centre, Gallery, The Exchange Tower, 130 King Street West, Toronto, Ontario M5X 1J2.

Purpose of the Arrangement

The purpose of the transactions contemplated by the Arrangement is to distribute ALC Class A Shares and ALC
Class B Shares to the holders of Extendicare Subordinate Voting Shares and Extendicare Multiple Voting Shares,
respectively, and, after giving effect to the ALC Distribution, to convert Extendicare from a corporate structure into
a Canadian real estate investment trust. Pursuant to the terms of the Arrangement, holders of Extendicare Multiple
Voting Shares will ultimately receive for each Extendicare Multiple Voting Share (a) one ALC Class B Share, and
(b) 1.075 REIT Units or, subject to the limitations described in this Circular, 1.075 Exchangeable LP Units, and
holders of Extendicare Subordinate Voting Shares will ultimately receive for each Extendicare Subordinate Voting
Share (a) one ALC Class A Share, and (b) one REIT Unit or, subject to such limitations, one Exchangeable LP Unit.

Background to and Reasons for the Arrangement
Background

On February 22, 2006, the Board of Directors announced that Extendicare would be undertaking a review of
strategic alternatives with a view to enhancing value for Shareholders in light of the belief of the Board and
Management that the market prices of Extendicare Multiple Voting Shares and Extendicare Subordinate Voting
Shares were not reflective of Extendicare's underlying operational performance and financial results. The Board
indicated that this strategic review process would involve consideration of various alternative structures and options
for Extendicare and would be carried out under the supervision and oversight of an independent committee of the
Board consisting of four independent directors.

Independent Committee Mandate and Composition

The Independent Committee was authorized by the Board to review and consider such alternatives and to make a
recommendation to the Board whether any proposed transaction and related process would be fair to Shareholders
and in the best interests of Extendicare. The Independent Committee is comprised of Messrs. Derek H.L. Buntain,
George A. Fierheller, Frederick B. Ladly and Alvin G. Libin. The Independent Committee selected Mr. Buntain as
its chairman (the "Chair"). During the period from February 22 to May 30, 2006, the Independent Committee met in
person or by telephone conference call on 16 occasions in connection with Extendicare's strategic review process.
The Independent Committee was authorized and empowered by the Board to retain such professional advisors as the
Independent Committee considered appropriate, including legal counsel and a financial advisor of its own choosing
at Extendicare's expense, to assist the Independent Committee. On March 1, 2006 the Independent Committee
retained Borden Ladner Gervais LLP as the Independent Committee's legal counsel for purposes of the Extendicare
strategic review process. Legal counsel to the Independent Committee has attended and participated in all meetings
of the Independent Committee and has provided the Independent Committee with legal advice regarding the
members' fiduciary duties and other obligations under applicable corporate and securities laws with respect to the
Extendicare strategic review process. Prior to April 13, 2006, the Independent Committee discussed on three
occasions the advisability of retaining an investment bank to give an independent fairness opinion in connection
with the Extendicare strategic review process. The Independent Committee was advised by its legal counsel that,
although not required by law, it was considered prudent to retain an independent investment bank whose
compensation would not be contingent on the completion of a transaction. To assist in its deliberations as to
whether any proposed transaction and related process would be fair and in the best interests of Extendicare, the
Independent Committee unanimously determined that it would obtain an opinion from an independent, experienced
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and nationally recognized investment banker as to the fairness from a financial point of view of the consideration to
be received under any proposed transaction resulting from the Extendicare strategic review process. On April 13,
2006, at the invitation of the Independent Committee, three such investment banking firms made separate
presentations to the Independent Committee regarding their respective qualifications and credentials and estimated
fees to provide an independent fairness opinion and to act as financial adviser to the Committee in connection with
the Extendicare strategic review process. The Independent Committee concluded that Genuity Capital Markets was
independent and qualified with requisite expertise and experience to provide an independent fairness opinion and to
act as financial adviser to the Independent Committee in connection with the Extendicare strategic review process.
The Chair was empowered to negotiate a formal engagement with Genuity Capital Markets to provide such services
to the Independent Committee and Genuity Capital Markets was retained by the Independent Committee effective
April 24, 2006. For its fairness opinion and other services to the Independent Committee, Genuity Capital Markets is
entitled to receive a fixed engagement fee and a further fixed opinion fee payable upon delivery of its written
fairness opinion to the Independent Committee with respect to the consideration to be received under any proposed
transaction resulting from the Extendicare strategic review process.

Review and Deliberations of the Independent Committee

In carrying out its mandate, the Independent Committee has directed and overseen the Extendicare strategic review
process, which has involved consideration of various alternative structures and transactions. Early in the strategic
review process, Management recommended to the Independent Committee that a consolidation of Extendicare's
assisted living facilities business under ALC and the distribution of ALC to Shareholders as a U.S. public company
with its equity shares to be listed on the NYSE be considered as part of any transaction resulting from the
Extendicare strategic review process due to Management's belief that the value of the investment of Shareholders
would more likely be recognized in the stock trading prices by the separation of the assisted living facilities business
from Extendicare. The Independent Committee concurred with this recommendation and authorized Management to
develop and structure on the foregoing basis a proposal effecting the distribution of ALC for possible inclusion in
any transaction resulting from the strategic review process. In addition to the distribution of ALC, the Independent
Committee has directed, monitored and overseen over the course of the strategic review process two principal
transactional alternatives after giving effect to the distribution of ALC: a sale process relating to a possible sale of
some or all of Extendicare's nursing home business (the "Sale Transaction"); and a process to develop a proposal for
a possible conversion of Extendicare from a corporate structure into a Canadian real estate investment trust (the
"REIT Conversion").

The conduct of the Sale Transaction process was carried out by Lehman Brothers and Management under the
direction and oversight of the Independent Committee. Lehman Brothers was retained by Extendicare on
February 22, 2006 as its non-exclusive financial adviser with respect to, among other things, the Sale Transaction
process. In connection with its mandate, Lehman Brothers agreed to provide certain financial advisory services
including designing and assisting Extendicare in the execution of a Sale Transaction process, assisting in
coordinating the data room and due diligence investigations in connection with a Sale Transaction process and, if
requested by Extendicare, rendering a written fairness opinion to the Board of Directors with respect to the
consideration to be received pursuant to any Sale Transaction resulting from the strategic review process. As
compensation for Lehman Brothers' services, Extendicare agreed to pay Lehman Brothers a fixed fee payable upon
delivery of any such fairness opinion and also agreed to pay a fee to Lehman Brothers in the event a Sale
Transaction occurred, such a fee consisting of a base fee equal to a prescribed percentage of the total consideration
paid under the Sale Transaction and, subject to the aggregate consideration paid under the Sale Transaction
exceeding a specified dollar threshold, an incentive fee equal to a prescribed percentage of the incremental
consideration.

In connection with the Sale Transaction process, Lehman Brothers contacted or was contacted by 28 parties
regarding a possible Sale Transaction. As a result of these inquiries and as authorized by the Independent
Committee, Lehman Brothers and Extendicare negotiated confidentiality agreements with 15 parties. The parties to
these confidentiality agreements were given due diligence access to a virtual data room relating to Extendicare's
nursing home business and due diligence access to Extendicare's nursing home management and U.S. and Canadian
nursing homes. Subsequently, non-binding written expressions of interest were received by Lehman Brothers from
five financial parties with respect to a possible Sale Transaction. Each of these potential purchasers was given an
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opportunity to carry out further due diligence with respect to Extendicare's nursing home business and written
conditional proposals regarding a possible Sale Transaction were received from two financial parties.

On April 13, 2006, the Independent Committee met with Lehman Brothers, Management and Extendicare's legal
counsel and received the preliminary comments of such counsel and was given a comprehensive oral and written
presentation from Lehman Brothers dealing with its review, analysis, evaluation and recommendations relating to
cash proposals from two financial parties regarding a possible Sale Transaction. Following Lehman Brothers'
presentation, the Independent Committee met separately with Management and Extendicare's legal counsel and
discussed further the Lehman Brothers presentation as well as certain aspects of the two proposals. During these
discussions, Management informed the Independent Committee of a draft written presentation regarding the
potential financial attractiveness to Shareholders of a conversion to a real estate investment trust which had been
prepared by CIBC World Markets and delivered to Management in connection with the strategic review process.
The Independent Committee commented generally on CIBC World Markets' draft presentation and discussed certain
business, legal and tax issues relating to a potential REIT Conversion with Management. The Independent
Committee then unanimously authorized Management to instruct Lehman Brothers to attempt to negotiate further
with the two potential financial purchasers with a view to enhancing the consideration offered under, or improving
the other terms of, either or both of their Sale Transaction proposals. The Independent Committee also instructed
Management to work, together with Extendicare's legal counsel and with CIBC World Markets in respect of its draft
presentation and to invite CIBC World Markets to make a presentation to the Independent Committee regarding a
potential REIT Conversion as soon as possible.

On April 20, 2006, the Independent Committee met with representatives of CIBC World Markets, Management and
Extendicare's legal counsel. CIBC World Markets provided a written and oral presentation to the Independent
Committee regarding a potential REIT Conversion as a means to enhance shareholder value. In its presentation,
CIBC World Markets expressed to the Independent Committee its preliminary view that a REIT Conversion could
potentially provide greater consideration to be received by the Shareholders than would be received on a Sale
Transaction. Following the CIBC World Markets presentation, the Independent Committee met separately with
Management and Extendicare's legal counsel to consider and discuss further CIBC World Markets' presentation.
Management concurred with CIBC World Markets' preliminary view that a REIT Conversion could potentially
provide such increased consideration. The Independent Committee met separately and unanimously authorized the
Chair to update the Board of Directors on the status of the strategic review process including, in particular, the two
Sale Transaction proposals and the preliminary view of CIBC World Markets that a REIT Conversion could
potentially provide increased consideration for Shareholders compared to a Sale Transaction. The Chair was also
instructed to request confirmation from the Board of Directors that the Independent Committee should consider
further a potential REIT Conversion as part of the Extendicare strategic review process and Management,
Extendicare's legal counsel and CIBC World Markets under the supervision of the Independent Committee should
develop a proposal for a potential REIT Conversion and that parallel efforts should be made by Lehman Brothers
and Management to continue the Sale Transaction process and by further negotiations possibly enhance the
consideration offered and/or improve the other terms of the two Sale Transaction proposals.

At a meeting of the Board of Directors held on April 21, 2006, the Chair of the Independent Committee provided the
Board with an oral report regarding the two Sale Transaction proposals and advised the Board of CIBC World
Markets' preliminary view that a REIT Conversion could potentially provide increased consideration for
Shareholders compared to a Sale Transaction. The Board of Directors confirmed that the Independent Committee
should consider further a potential REIT Conversion transaction and Management, Extendicare's legal counsel and
CIBC World Markets should develop a proposal for a potential REIT Conversion and that parallel efforts should be
made by Lehman Brothers and Management to continue the Sale Transaction process and by further negotiations
possibly enhance the consideration offered and/or improve the other terms of the two Sale Transaction proposals.

On April 21, 2006, one of the financial purchasers presented in writing to Lehman Brothers a revised Sale
Transaction proposal which increased the total consideration offered and removed the financing condition contained
in its previous proposal. The other financial purchaser presented to Lehman Brothers a Sale Transaction proposal
which also increased the total consideration offered, however it was a significantly smaller increase than the
competing proposal.
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On May 4, 2006, the Independent Committee met with Management and Extendicare's legal counsel to review the
status of the Sale Transaction process and the development of a proposal for a potential REIT Conversion and to
discuss certain operational, structural, legal and tax matters relating to a potential REIT Conversion. For purposes
of this meeting, Lehman Brothers had prepared and sent to the Independent Committee a written presentation
assessing and evaluating from Lehman Brothers' point of view certain financial aspects of the revised Sale
Transaction proposal and a potential REIT Conversion. The Independent Committee had also been provided with a
further written CIBC World Markets presentation updating its prior presentation to the Independent Committee
regarding a potential REIT Conversion. The Independent Committee confirmed to Management its previous
instructions that all necessary work be undertaken with respect to the development of a proposal for a REIT
Conversion in light of its continued potential to provide increased consideration for Shareholders than a Sale
Transaction.

On May 5, 2006, Extendicare announced publicly by a news release that its strategic review process was ongoing
and that the sale of Extendicare or a reorganization of all or a part of Extendicare were still being considered by the
Independent Committee and that Extendicare anticipated announcing a conclusion to this process in the next two or
three weeks.

On May 8§, 2006, the Independent Committee met with its financial adviser, Genuity Capital Markets, and received
an oral and written presentation by Genuity Capital Markets noting certain financial and market aspects of the
revised Sale Transaction proposal and a potential REIT Conversion. Genuity Capital Markets commented on the
potential competitive pricing opportunity presented to the Independent Committee by these alternative transactions.
Genuity Capital Markets outlined, and received the Independent Committee's approval to carry out, a work plan
which would permit Genuity Capital Markets to be able to advise the Independent Committee about whether the
revised Sale Transaction proposal or a REIT Conversion would offer the potential for greater consideration to be
received by the Shareholders.

On May 12, 2006, Management prepared a memorandum containing a transaction overview for purposes of the
Extendicare strategic review process outlining the general terms and structure of a proposed reorganization (the
"Reorganization") of Extendicare which would involve (i) the distribution of ALC and (ii) either (A) the Sale
Transaction or (B) the REIT Conversion. The Reorganization would be effected by way of a plan of arrangement
under the CBCA. In connection with the distribution of ALC, ALC would have a dual common share structure
consisting of multiple voting and subordinate voting share classes. Each holder of Extendicare Subordinate Voting
Shares would be entitled to receive one ALC subordinate voting common share for each Extendicare Subordinate
Voting Share and each holder of Extendicare Multiple Voting Shares would be entitled to receive one ALC multiple
voting common share for each Extendicare Multiple Voting Share. The ALC multiple voting shares and subordinate
voting shares would be identical with each other except that (i) the multiple voting shares would carry ten votes per
share and the subordinate voting shares would carry one vote per share, and (ii) the multiple voting shares would (a)
not be listed, (b) not be transferable except to "related parties" and (c) be convertible into ALC subordinate voting
shares on a basis to be negotiated by the Independent Committee and Scotia Investments Limited (the "Principal
Shareholder"), the holder of the majority of the Extendicare Multiple Voting Shares. The intention would be to list
the subordinate voting shares of ALC on the NYSE. Under the REIT Conversion, each holder of Extendicare
Subordinate Voting Shares would be entitled to receive one unit of the REIT for each Extendicare Subordinate
Voting Share and each holder of Extendicare Multiple Voting Shares would be entitled to receive REIT Units on a
basis to be negotiated by the Independent Committee and the Principal Shareholder in connection with the
Reorganization. Alternatively, and subject to certain limits, a Canadian holder of Extendicare Multiple Voting
Shares or a Canadian holder of Extendicare Subordinate Voting Shares could defer receipt of REIT Units by electing
to receive units of a subsidiary limited partnership which would be exchangeable, subject to ordinary course
adjustments, for REIT Units and until an exchange is effected would be the voting and economic equivalent of REIT
Units. The REIT would have one class of units and the intention would be to list the REIT Units on the TSX.

On May 17, 23 and 25, 2006, the Independent Committee met to review and consider the terms and various other
aspects of the Reorganization and its constituent elements and in particular to review and assess further the
comparative merits of the revised Sale Transaction proposal and the REIT Conversion. At each of these meetings,
the Independent Committee received a presentation from its financial adviser, Genuity Capital Markets, regarding its
review, analysis and evaluation of the comparative financial merits of the revised Sale Transaction proposal and the
REIT Conversion. Genuity Capital Markets advised the Independent Committee on each of these occasions that,
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based upon the information available to it and the work completed by Genuity Capital Markets at such time, the
REIT Conversion appeared to offer the potential for greater consideration to be received by Shareholders than the
revised Sale Transaction proposal. At the conclusion of its meeting on May 25th, the Independent Committee
unanimously authorized Management to instruct Lehman Brothers to contact the potential Sale Transaction
purchaser and determine whether that party was prepared to increase the aggregate consideration offered under its
Sale Transaction proposal to an amount equal to or in excess of a threshold dollar amount specified by the
Independent Committee. Based on the information and analysis available to it, the Independent Committee believed
that an increase in the aggregate consideration under the existing Sale Transaction proposal to, or in excess of, the
specified threshold amount would result in the Sale Transaction proposal offering greater consideration for
Shareholders than the REIT Conversion. The Independent Committee also requested Lehman Brothers to advise the
financial purchaser that, in the absence of such an increase in the aggregate consideration offered under its Sale
Transaction proposal to at least the specified threshold amount, the Independent Committee would be inclined to
recommend to the Board of Directors a Reorganization including the REIT Conversion rather than the Sale
Transaction due to the potential for greater increased consideration and investment flexibility for Shareholders
offered by the REIT Conversion. During its deliberations, the Independent Committee also took into account its
belief that the REIT Conversion, in comparison to the Sale Transaction proposal, could be completed more
expeditiously, had fewer regulatory compliance requirements, provided more investment flexibility and tax deferral
options for some Shareholders and had a higher certainty of completion.

From the outset of their deliberations in February 2006, all members of the Independent Committee agreed that it
would be in the best interests of Extendicare for its non-coattailed dual class multiple voting share and subordinate
voting share structure to be replaced by a single class of voting shares and that the Extendicare strategic review
process provided a timely opportunity to seek to negotiate such an outcome. The Chair was authorized unanimously
by the Independent Committee to approach the Principal Shareholder in respect of the unanimous view of the
Independent Committee that a single class share structure rather than the existing non-coattailed dual class share
structure would be in the best interests of Extendicare and could in all likelihood be effected in connection with any
proposed transaction(s) resulting from the Extendicare strategic review process. The Chair was advised by the
Principal Shareholder that it would only support a transaction which would result in the replacement of
Extendicare's dual class share structure by a single class share structure immediately or over a period of time if there
were an exchange ratio greater than 1:1 for the conversion of the Extendicare Multiple Voting Shares included in the
terms of any transaction(s). During April and May, 2006, the Independent Committee considered and discussed
further the opportunity presented by Extendicare's strategic review process to deal with Extendicare's dual class
share structure and debated how to deal with the greater than 1:1 exchange ratio for the conversion of the
Extendicare Multiple Voting Shares required by the Principal Shareholder in order for any transaction(s) to receive
its support. The Chair engaged in further discussions with the Principal Shareholder and advised it of the view of
the Independent Committee that a 1:1 exchange ratio for the conversion of the Extendicare Multiple Voting Shares
would be in the best interests of Extendicare. The Principal Shareholder rejected a 1:1 exchange ratio for the
conversion of the Extendicare Multiple Voting Shares and proposed a 1.1:1 exchange ratio for the conversion of the
Extendicare Multiple Voting Shares. In addition, the Independent Committee received a letter dated May 15, 2006
from a significant holder of Extendicare Multiple Voting Shares which is unrelated to the Principal Shareholder that
referred to a previous valuation prepared by a nationally recognized Canadian investment advisor and advocated that
in any transaction the holders of the multiple voting shares receive a 10% premium to the holders of the Subordinate
Voting Shares and this would result in a modest 1.6% dilution factor for the Extendicare Subordinate Voting Shares
measured on a fully diluted basis. Further negotiations between the Chair on behalf of the Independent Committee
and the Principal Shareholder ultimately resulted in a 1.075:1 exchange ratio for the conversion of the Extendicare
Multiple Voting Shares being acceptable to the Principal Shareholder. It was agreed that a 1.075:1 exchange ratio
for the conversion of the Extendicare Multiple Voting Shares would be used at the time of completion of the
transaction for purposes of the conversion of the Extendicare Multiple Voting Shares into REIT Units in connection
with the REIT Conversion and a 1.075:1 exchange ratio for the conversion of the ALC multiple voting shares would
be set forth in the attributes of the ALC multiple voting shares to be issued on a one-for-one basis for each
Extendicare Multiple Voting Share in connection with the distribution of ALC (subject to all ALC multiple voting
shares not being listed on any stock exchange and not being transferable except to related parties). In connection
with the negotiation of the 1.075:1 exchange ratio and in conjunction with its review and consideration of these
exchange ratio arrangements, the Independent Committee received advice from time to time in April and May from
its financial advisor, Genuity Capital Markets, including confirmation that a 1.075:1 exchange ratio for the
conversion of the Extendicare Multiple Voting Shares, as contemplated by the Reorganization (consisting of the
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distribution of ALC and the REIT Conversion), and the corresponding dilution of the economic interest of the
holders of the Extendicare Subordinate Voting Shares, is within the range of exchange ratios in precedent
transactions deemed relevant.

Conclusions and Recommendations of the Independent Committee

On May 30, 2006, the Independent Committee met and was briefed by Lehman Brothers, CIBC World Markets,
Management, Extendicare's legal counsel and the Independent Committee's financial adviser, Genuity Capital
Markets, regarding the Reorganization, the revised Sale Transaction proposal and/or the REIT Conversion. Lehman
Brothers and Management advised the Independent Committee that, while the financial purchaser was prepared to
increase the aggregate consideration offered under its Sale Transaction proposal, the increased aggregate
consideration under its Sale Transaction proposal would be less than the threshold amount specified by the
Independent Committee in its prior instructions. Lehman Brothers confirmed to the Independent Committee that the
financial purchaser had been advised of the Independent Committee being inclined to recommend to the Board a
Reorganization including the REIT Conversion rather than its Sale Transaction if the increased aggregate
consideration offered under its Sale Transaction proposal did not equal or exceed the threshold amount specified by
the Independent Committee. CIBC World Markets reported to the Independent Committee on its further review and
consideration of the REIT Conversion including its updated views on various financial and market aspects of the
REIT Conversion and confirmed its continued support for the REIT Conversion. The Independent Committee also
received an update on certain structural and tax aspects pertaining to the REIT Conversion from Management and
Extendicare's legal counsel. Genuity Capital Markets then reviewed with the Independent Committee its assessment
and evaluation of the REIT Conversion, the distribution of ALC and the Reorganization as a whole and based on the
information available to it and based on its work to date, confirmed its earlier advice that the REIT Conversion
offered the potential for greater consideration for Shareholders than the Sale Transaction and delivered to the
Independent Committee its oral opinion that the consideration to be received by the holders of the Extendicare
Subordinate Voting Shares under the Reorganization is fair from a financial point of view to the holders of
Extendicare Subordinate Voting Shares. The Independent Committee was briefed by its legal counsel on the
principal terms of the Reorganization and the duties and responsibilities of the Independent Committee in
considering the Reorganization and with respect to the Extendicare strategic review process. The Independent
Committee considered the proposed Reorganization from a business, financial and legal perspective and decided
unanimously to recommend to the Board of Directors that the distribution of ALC and the REIT Conversion is fair
and in the best interests of Extendicare and the Shareholders and authorized the Chair to report these determinations
to the Board of Directors.

In evaluating the REIT Conversion together with the ALC Distribution (the "REIT Reorganization") and in making
its recommendation, the Independent Committee considered a number of factors. In view of the variety of factors
considered, the Independent Committee did not find it practicable to, and did not, quantify or otherwise assign
relative weights to the specific factors considered in reaching its determination as to the fairness of the REIT
Reorganization and its recommendation to the Board of Directors. The factors considered by the Independent
Committee included:

. the implementation of the REIT Reorganization will provide Shareholders greater flexibility in
their investment decisions, based on their analysis and evaluation of ALC and the REIT separately
in accordance with their view of the objectives and prospects of each business;

. the share prices for the Extendicare Subordinate Voting Shares and the Extendicare Multiple
Voting Shares, prior to the February 22, 2006 announcement of the strategic review process, did
not reflect the value of the underlying assets and business and operations of Extendicare. The
intention is that a separation of the ALC and Extendicare businesses will enhance the value of
Shareholders' investment;

. monthly cash distributions are anticipated to provide an attractive return to unitholders of the
REIT without impairing the ability of the REIT to sustain its existing assets, repay external debt,
finance capital expenditures and expand its business through both organic and acquisition-related
growth;
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Extendicare is currently cash taxable. A real estate investment trust structure will allow
Extendicare to reduce its liability for cash taxes at the corporate level thereby increasing the
amount of cash available for distribution to unitholders;

with the exchange of the Extendicare Subordinate Voting Shares and Extendicare Multiple Voting
Shares for a single class of REIT Units, Shareholders are expected to benefit from increased
liquidity;

units of real estate investment trusts are generally valued on a cash-yield basis, which is expected
to result in more favourable market trading levels for the REIT Units after taking into account the
ALC Distribution compared to the pre-February 22, 2006 trading levels for the Extendicare
Subordinate Voting Shares and Extendicare Multiple Voting Shares;

the REIT Units are expected to provide an enhanced ability for the REIT to pursue its growth
strategy, through access to equity capital and as a form of consideration for acquisitions; and

based on Extendicare's recent performance, after the implementation of the REIT Reorganization,
each of ALC and the REIT is expected to be a viable enterprise in its own right capable of
operating and competing effectively in its business.

In addition to its conclusion in respect of substantive fairness, the Independent Committee concluded that the REIT
Reorganization is procedurally fair because:

the Independent Committee consists entirely of independent directors;

the Independent Committee received advice from independent legal counsel and Genuity Capital
Markets, an independent financial advisor, in connection with its evaluation of the REIT
Reorganization, including the distribution of ALC and the REIT Conversion, and from CIBC
World Markets in connection with its analysis of the REIT Conversion;

the REIT Reorganization is subject to the approval of holders of 66%* % of the Extendicare
Multiple Voting Shares and 6627 % of the Extendicare Subordinate Voting Shares, voting as
separate classes;

Extendicare Shareholders will be afforded a right to dissent and to demand fair value for their
Extendicare Multiple Voting Shares or Extendicare Subordinate Voting Shares through the
exercise of Dissent Rights in the event that the REIT Reorganization is consummated;

the REIT Reorganization is subject to Court approval, which will consider, among other things,
the fairness and reasonableness of the REIT Reorganization to Shareholders; and

although ALC retains a dual-voting common share class structure, the holders of the ALC Class A
Shares (one vote per share) will have significantly greater protections than they have as holders of
the Extendicare Subordinate Voting Shares in view of the transfer restrictions of the ALC Class B
shares (ten votes per share).

Genuity Capital Markets and CIBC World Markets Fairness Opinions

Genuity Capital Markets has delivered a fairness opinion to the Independent Committee that, subject to the
limitations and assumptions set forth therein, the consideration to be received by holders of Extendicare Subordinate
Voting Shares under the Arrangement is fair from a financial point of view. CIBC World Markets has delivered a
fairness opinion to the Board that, subject to the limitations and assumptions set forth therein, the consideration to be
received by holders of Extendicare Multiple Voting Shares and holders of Extendicare Subordinate Voting Shares
under the Arrangement is fair from a financial point of view. The full text of the Fairness Opinions, which set forth,
among other things, assumptions made, information reviewed, matters considered and limitations on the scope of the
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review undertaken by Genuity Capital Markets and CIBC World Markets in rendering their respective opinions, are
attached as Appendices F and G, respectively, to this Circular. Shareholders are urged to read the Fairness Opinions
in their entirety. Genuity Capital Markets provided its opinion for the benefit of the Independent Committee and
CIBC World Markets provided its opinion for the benefit of the Board in connection with their consideration of the
Arrangement. Neither of the Fairness Opinions is a recommendation as to how Shareholders should vote or act with
respect to the Arrangement.

Recommendation of the Board of Directors

The Board of Directors received and carefully reviewed various oral and written reports from Management,
financial advisors and external counsel to Extendicare and carefully considered all material factors which it
concluded to be relevant as a result of its deliberations or identified to it by its advisors relating to the REIT
Reorganization. The Board, also having carefully considered the unanimous recommendation of the Independent
Committee and the Fairness Opinions, has unanimously concluded that in its opinion, the Arrangement is fair to the
Shareholders and in the best interests of Extendicare and ALC, and recommends the Shareholders vote in favour of
the Arrangement Resolution and the Rights Plan Resolution.

Confirmation of Support

The directors and senior officers of Extendicare, who beneficially own, directly or indirectly, or exercise control or
direction over an aggregate of 545,300 Extendicare Multiple Voting Shares and 2,813,613 Extendicare Subordinate
Voting Shares (assuming the exercise of Options held by them), have indicated to Extendicare that they intend to
vote in favour of the Arrangement Resolution.

Scotia Investments Limited, which beneficially owns, directly or indirectly, approximately 7,600,000 Extendicare
Multiple Voting Shares and 8,667 Extendicare Subordinate Voting Shares, has also indicated to Extendicare that it
intends to vote in favour of the Arrangement Resolution.

Arrangement Steps

The following description of the Arrangement is qualified in its entirety by reference to the full text of the
Plan of Arrangement.

The REIT, Extendicare Trust, Holding GP, Extendicare Holding Partnership, Extendicare, Newco, ULC and ALC
have entered into the Arrangement Agreement, which provides for the implementation of the Arrangement pursuant
to Section 192 of the CBCA. The Arrangement will become effective on the date of filing of the Final Order and the
Articles of Arrangement and related documents in the form prescribed by the CBCA with the Director.

Pre-Arrangement Transactions

Prior to the implementation of the Arrangement, unless otherwise agreed to by the respective parties to the
applicable Pre-Arrangement Transactions, the Pre-Arrangement Transaction shall occur.

Arrangement Transactions

On the Effective Date, pursuant to the Plan of Arrangement, each of the events set out below shall be deemed to
occur at the Effective Time in the order set out below without further act or formality:

(a) the Extendicare Subordinate Voting Shares and the Extendicare Multiple Voting Shares held by
Dissenting Shareholders who have validly exercised Dissent Rights shall be deemed to have