Extendicare Real Estate Investment Trust
Consolidated Statements of Earnings

(Unaudited)

Three months
ended June 30

Six months

ended June 30

(in thousands of dollars except per unit amounts) 2009 2008 2009 2008
Revenue
Nursing and assisted living centers
United States 388,537 325,643 804,254 649,057
Canada 118,860 108,763 233,244 214,337
Home health care — Canada 38,819 39,503 74,823 73,814
Outpatient therapy — United States 3,505 3,134 7,236 6,126
Other 13,425 11,593 27,838 22,734
563,146 488,636 1,147,395 966,068
Operating expenses 467,824 420,462 963,671 832,171
Administrative costs 18,924 19,515 38,847 35,963
Lease costs 3,658 3,252 7,350 6,321
490,406 443,229 1,009,868 874,455
Earnings before undernoted 72,740 45,407 137,527 91,613
Depreciation and amortization 16,787 14,058 34,506 27,563
Accretion of retirement obligations 424 360 868 717
Interest expense 24,479 21,226 50,316 42,576
Interest income (712) (1,434) (1,840) (2,884)
Loss (gain) on derivative financial instruments and foreign exchange (note 6) (12,424) (2,045) (7,474) 2,167
Loss from asset impairment, disposals and other items (note 7) 594 - 337 -
Earnings from continuing operations before income taxes 43,592 13,242 60,814 21,474
Income tax expense (recovery)
Current 15,086 5,173 26,257 11,458
Future (1,204) (1,440) 397 (3,084)
13,882 3,733 26,654 8,374
Earnings from continuing operations 29,710 9,509 34,160 13,100
Earnings (loss) from discontinued operations, net of income taxes (note 8) 534 1,168 (259) 1,155
Net earnings 30,244 10,677 33,901 14,255
Basic and Diluted Earnings per Unit (note 9)
Earnings from continuing operations 0.41 0.14 0.47 0.19
Net earnings 0.41 0.15 0.46 0.20

See accompanying notes to unaudited consolidated financial statements
Certain 2008 figures have been revised for comparative purposes(notes 2 and 8) .
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Extendicare Real Estate Investment Trust

Consolidated Balance Sheets

(Unaudited)

June 30 December 31
(in thousands of dollars) 2009 2008
Assets
Current assets
Cash and short-term investments 94,607 123,084
Restricted cash (note 5) 29,482 -
Invested assets 917 947
Accounts receivable, less allowances of $32,335 and $32,968, respectively 236,168 274,044
Income taxes recoverable 386 -
Future income tax assets 38,814 40,888
Supplies and prepaid expenses 24,303 19,137
424,677 458,100
Property and equipment 938,609 970,612
Goodwill and other intangible assets (notes 2 and 4) 210,448 225,629
Other assets (note 3) 146,084 151,641
1,719,818 1,805,982
Liabilities and Unitholders' Deficiency
Current liabilities
Accounts payable 37,951 51,434
Accrued liabilities 239,801 252,098
Accrual for self-insured liabilities 13,051 12,533
Current portion of long-term debt (note 5) 21,998 42,217
Income taxes payable - 4,594
312,801 362,876
Accrual for self-insured liabilities 35,370 37,838
Long-term debt (note 5) 1,272,435 1,290,596
Other long-term liabilities 74,313 79,198
Future income tax liabilities 62,919 65,006
1,757,838 1,835,514
Unitholders' deficiency (38,020) (29,532)
1,719,818 1,805,982

See accompanying notes to unaudited consolidated financial statements.

Certain 2008 figures have been revised to conform with the presentation in 2009 (note 2).

Commitments and contingencies (note 10) .
Subsequent events (note 5).
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Extendicare Real Estate Investment Trust
Consolidated Statements of Cash Flows

(Unaudited)

Three months

Six months

ended June 30 ended June 30
(in thousands of dollars) 2009 2008 2009 2008
Operating Activities
Net earnings 30,244 10,677 33,901 14,255
Adjustments for:
Depreciation and amortization 16,782 14,593 34,665 28,656
Provision for self-insured liabilities 4,988 3,207 10,313 7,114
Payments for self-insured liabilities (4,443) (20,108) (7,563) (14,322)
Future income taxes (1,204) (22) 391 (1,161)
Loss (gain) on derivative financial instruments and foreign exchange (note 6) (12,424) (2,045) (7,474) 2,167
Loss from asset impairment, disposals and other items (note 7) 594 - 337 -
Gain from asset disposals, impairment and other items from
discontinued operations (note 8) - (106) (1,426) (474)
Other 2,866 2,035 6,205 3,720
37,403 18,231 69,349 39,955
Net change in operating assets and liabilities
Accounts receivable 9,320 7,385 24,903 (10,224)
Supplies and prepaid expenses 608 598 (6,002) (7,485)
Accounts payable and accrued liabilities (4,555) (6,967) (12,064) 5,607
Income taxes (8,345) (12,549) (4,843) (9,186)
(2,972) (11,533) 1,994 (21,288)
34,431 6,698 71,343 18,667
Investing Activities
Capital additions (20,435) (16,277) (41,030) (30,342)
Net proceeds from dispositions (note 8) - 1,041 9,995 2,569
Other assets 384 1,057 (1,710) 1,779
(20,051) (14,179) (32,745) (25,994)
Financing Activities
Issue of long-term debt 6,337 143,367 12,049 144,329
Repayment of long-term debt (3,895) (53,305) (14,135) (62,378)
Issue on line of credit - (9,038) - -
Increase in restricted cash (29,482) - (29,482) -
Decrease in investments held for self-insured liabilities 6,536 6,956 7,091 7,849
Purchase of securities for cancellation - - (6,189) (117)
Distributions paid (14,584) (18,929) (30,866) (37,846)
Issue of units - 34,580 - 34,580
Financing costs (2,795) (9,100) (2,832) (9,410)
Other (330) 1,002 (1,860) 2,038
(38,213) 95,533 (66,224) 79,045
Foreign exchange gain (loss) on cash held in foreign currency (1,704) 123 (851) 339
Increase (decrease) in cash and cash equivalents (25,537) 88,175 (28,477) 72,057
Cash and cash equivalents at beginning of period 120,144 28,116 123,084 44,234
Cash and cash equivalents at end of period 94,607 116,291 94,607 116,291
Supplementary Information
Cash interest paid in determining earnings 24,602 21,004 44,884 38,929
Cash taxes paid 23,471 15,102 33,070 17,329
Units issued pursuant to Distribution Reinvestment Plan 723 638 1,432 1,275

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

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

Consolidated Statements of Unitholders' Deficiency

(Unaudited)

Six months ended June 30

(in thousands of dollars for amounts) 2009 2008
Number Amount Number Amount
Unit Capital
REIT Units
Issued and outstanding at beginning of period 70,162,191 332,910 60,962,653 272,912
Repurchased pursuant to issuer bid (note 13) (880,500) (4,153) (10,000) (45)
Issued pursuant to Distribution Reinvestment Plan 276,832 1,380 104,806 1,127
Issue of REIT Units - - 3,565,000 32,875
Converted from Exchangeable LP Units 65,194 299 748,510 3,343
69,623,717 330,436 65,370,969 310,212
Exchangeable LP Units
Issued and outstanding at beginning of period 3,410,227 13,943 9,481,383 42,279
Issued pursuant to Distribution Reinvestment Plan 10,372 51 13,743 148
Converted to REIT Units (65,194) (299) (748,510) (3,343)
3,355,405 13,695 8,746,616 39,084
Units issued and outstanding at end of period 72,979,122 344,131 74,117,585 349,296
Equity portion of convertible debentures
Issued and outstanding at beginning of period 10,045 8,234
Issued during the period - 1,811
Repurchased pursuant to issuer bid (note 13) (81) -
Equity portion of convertible debentures - 9,964 - 10,045
72,979,122 354,095 74,117,585 359,341
Contributed Surplus
Balance at beginning of period 592 -
Transfer to deficit (592) -
Purchase of convertible debentures for cancellation 81 -
Balance at end of period 81 -
Deficit
Balance at beginning of period (410,447) (343,151)
Application of contributed surplus 592 -
Adjustment to prior year distribution of ALC (note 10) (69) -
Net earnings for the period 33,901 14,255
Purchase of units for cancellation in excess of book value (1,136) (72)
Distributions declared (30,602) (39,460)
Balance at end of period (407,761) (368,428)
Accumulated Other Comprehensive Income
Balance at beginning of period 23,425 (3,852)
Net change in available-for-sale securities (net of tax expense of $104 and
tax recovery of $258, respectively) 541 (860)
Unrealized foreign currency translation adjustments (8,401) 4,191
Balance at end of period 15,565 (521)
(38,020) (9,608)

See accompanying notes to unaudited consolidated financial statements.

Extendicare REIT - June 2009 56



Extendicare Real Estate Investment Trust
Consolidated Statements of Comprehensive Income

(Unaudited)
Three months Six months
ended June 30 ended June 30
(in thousands of dollars) 2009 2008 2009 2008
Net earnings 30,244 10,677 33,901 14,255

Other comprehensive income (loss), net of income taxes

Net unrealized gain (loss) on available-for-sale securities

(net of tax expense of $429 and tax recovery of $134 for the three months, and tax

expense of $197 and tax recovery of $227 for the six months ended June 30, 2009 and

2008, respectively) 1,422 (527) 657 (799)
Reclassification of gain on available-for-sale securities to earnings

(net of tax expense of $93 and of $12 for the three months, and tax expense of $93 and

of $31 for the six months ended June 30, 2009 and 2008, respectively) (24) (29) (116) (61)
1,398 (556) 541 (860)

Net change in foreign currency translation adjustment (13,579) (621) (8,401) 4,191
(12,181) (1,177) (7,860) 3,331

Comprehensive income 18,063 9,500 26,041 17,586

See accompanying notes to unaudited consolidated financial statements.
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Notes to Unaudited Interim Financial Statements

6. DERIVATIVE FINANCIAL INSTRUMENTS AND FOREIGN EXCHANGE

Three months ended

Six months ended

June 30 June 30
2009 2008 2009 2008
Foreign exchange gain @3,119) (1,060) (1,432) (1,754)
Valuation loss (gain) on foreign currency forward contracts (9,305) (532) (6,042) 4,020

Valuation loss on interest rate swap agreements - - - 354
Gain on termination of interest rate swap agreements - (453) - (453)
Loss (gain) on derivative financial instruments and foreign exchange (12,424) (2,045) (7,474) 2,167

The foreign exchange gain of $3.1 million for the second quarter and $1.4 million for the first half of 2009, and the gain of
$1.1 million and $1.8 million for the same periods in 2008, respectively, mostly resulted from the settlement of foreign
currency denominated notes between EHSI and some of the Canadian-based subsidiaries.

The foreign exchange gain on foreign currency forward contracts (FCFCs) was $9.3 million in the second quarter of 2009,
and $6.0 million for the first six months. The foreign exchange gain was $0.5 million in the 2008 second quarter, reducing
the loss to $4.0 million for the six-month period in 2008. This related to revaluation of four EHSI contracts that locked in
the purchase of Canadian dollars at specified foreign exchange rates for US$4.0 million per month until June 2011.

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

7. ASSET IMPAIRMENT, DISPOSALS AND OTHER ITEMS

Three months ended

Six months ended

June 30 June 30
2009 2008 2009 2008
Loss on suspended construction projects 605 - 605 -
Gain on repurchase of securities for cancellation - (257) -

Other 11 - (11) -
Loss from asset impairment, disposals and other items 594 — 337 —

In June 2009, EHSI abandoned one project in Spokane, Washington, and wrote off $0.6 million of associated costs.

Commencing in 2009, management acquired for cancellation, $1.1 million aggregate principal amount of the 2014
Debentures at a cost of $0.7 million and $0.2 million aggregate principal amount of the 2013 Debentures at a cost of
$158,500. The gain or loss on the purchase of these debentures was calculated by comparing the consideration paid with
the carrying value of the debenture, net of the related financing costs, and the carrying value of the equity conversion
option extinguished through the transaction. These transactions resulted in a gain of $0.3 million (note 5).
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Notes to Unaudited Interim Financial Statements

8. DISCONTINUED OPERATIONS

The following is a summary of discontinued operations with prior periods revised for operations identified as discontinued
as of June 30, 2009.

Three months ended Six months ended
June 30 June 30
2009 2008 2009 2008
Revenue 8,063 13,684 18,808 28,267
Operating expenses 7,262 13,254 17,638 27,818
Lease costs 10 17 17 29
Earnings before undernoted 791 413 1,153 420
Depreciation and amortization o) 536 159 1,093
Accretion expense 13 17 28 40
Interest income, net () — (0)) 2
Earnings (loss) before the undernoted 784 (140) 967 (711)
Gain (loss) from asset impairment, disposals and other items
Impairment charges - - - (891)
Recoveries on sale of facilities - 106 1,426 1,365
- 106 1,426 474
Earnings (loss) from discontinued operations before income taxes 784 (34) 2,393 (237)
Income tax expense (recovery) 250 (1,202) 2,652 (1,392)
Earnings (loss) from discontinued operations 534 1,168 (259) 1,155
Earnings (loss) per basic and diluted unit (dollars) 0.01 0.01 (0.01) 0.01

2009

MINNESOTA SKILLED NURSING CENTERS

In the first quarter of 2009, due to poor financial performance and the need for future capital outlays, EHSI decided to
actively pursue the sale of two skilled nursing centers (245 beds) located in Minnesota. No impairment charge was
recorded since we expect to sell them for proceeds in excess of net book value.

2008

In 2008, EHSI decided to actively pursue the sale of seven underperforming facilities in Ohio, Indiana and Pennsylvania.
As of June 30, 2009, one of the Ohio facilities remains classified as discontinued operations and is included in assets held
for sale.

OHIO AND INDIANA SKILLED NURSING CENTERS

The financial results of skilled nursing centers that were reclassified to discontinued operations in 2008 included three
centers in Indiana (310 beds) identified in the second quarter and three centers in Ohio (271 beds) identified in the 2008
third quarter. All three Indiana centers were sold in the 2008 fourth quarter for proceeds of $13.9 million

(US$11.4 million) at a gain of $5.5 million (US$4.5 million); and two of the Ohio centers (171 beds) were sold in March
2009 for proceeds of $11.1 million (US$8.7 million) of which $1.1 million (US$0.8 million) was in the form of a note,
resulting in a gain of $1.4 million (US$1.1 million). As a result of the Ohio disposal in March 2009, a $4.4 million
(US$3.5 million) reduction to goodwill was recorded (note 4).

A skilled nursing center (175 beds) located in Dayton, Ohio was closed in May 2007, and was sold in March 2008 for net
proceeds of $1.5 million (US$1.5 million), resulting in a recovery of $1.3 million (US$1.3 million). During the fourth
quarter of 2008, bed licenses for this center were sold for proceeds of $4.4 million (US$3.7 million), resulting in a gain of
$1.6 million (US$1.4 million).
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Notes to Unaudited Interim Financial Statements

PENNSYLVANIA AND OREGON ASSISTED LIVING PROPERTY

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

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

9. EARNINGS PER UNIT

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

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

Three months ended Six months ended
June 30 June 30
2009 2008 2009 2008

Numerator for Basic and Diluted Earnings per Unit
Earnings from continuing operations
Net earnings for basic earnings per unit 30,244 10,677 33,901 14,255
Less: loss (earnings) from discontinued operations, net of tax (534) (1,168) 259 (1,155)
Earnings from continuing operations for basic earnings per unit 29,710 9,509 34,160 13,100
Add: after-tax interest on convertible debt 2,802 1,644 5,605 3,121
Earnings from continuing operations for diluted earnings per unit 32,512 11,153 39,765 16,221
Net earnings
Net earnings for basic earnings per unit 30,244 10,677 33,901 14,255
Add: after-tax interest on convertible debt 2,802 1,644 5,605 3,121
Net earnings for diluted earnings per unit 33,046 12,321 39,506 17,376
Denominator for Basic and Diluted Earnings per Unit (thousands)
Weighted average number of units for basic earnings per unit 72,914 71,109 72,913 70,790
Units issued if all convertible debt was converted 13,813 6,760 13,820 6,268
Total for diluted earnings per unit 86,727 77,869 86,733 77,058
Basic and Diluted Earnings per Unit (in dollars)
Earnings from continuing operations 0.41 0.14 0.47 0.19
Net earnings 0.41 0.15 0.46 0.20

()" Units in 2008 were pro-rated for the 11 days in the six months ended June 30, 2008, that the 2013 Debentures were outstanding.
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10. COMMITMENTS AND CONTINGENCIES

Property and Equipment Commitments

At June 30, 2009, outstanding capital expenditure commitments for EHSI totalled $22.0 million (US$18.9 million).
Included in EHSI’s outstanding commitments was US$11.9 million related to development projects in progress,
representing 200 nursing beds (100 in Michigan that opened in July 2009, and 100 in Wisconsin) and 60 assisted living
units (in Wisconsin). The Wisconsin projects are expected to be completed by December 2009. The total estimated cost of
these projects is approximately US$35.0 million, of which US$21.0 million was spent through to June 30, 2009. ECI has
outstanding capital expenditure purchase commitments totalling $20.0 million as at June 30, 2009, relating to one
development project currently in progress (280 beds in Alberta).

Legal Proceedings

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

In late 2008, three class action lawsuits were filed against wholly owned U.S. based subsidiaries of the REIT in a federal court
in Washington and in Minnesota, and in a state court in Wisconsin. All of the lawsuits have essentially the same allegations
that our advertising did not match with our regulatory history. The claims also include allegations that the centers admitted
residents without due regard to their needs. Plaintiffs have yet to identify their specific theory for damages in any of the cases.
The Washington complaint involves 15 facilities during a four-year period beginning in August 2004; the Minnesota complaint
involves 10 facilities during a six-year period beginning in October 2002; and the Wisconsin complaint involves 26 facilities
during a three-year period beginning in November 2005.

Motions to dismiss were granted by the courts in both the Minnesota and Washington actions in March 2009.

On March 4, 2009, the Minnesota federal district court judge ruled that the class action lawsuit filed in that state was improper
and ordered the case dismissed in its entirety. The court stated that the lawyer-driven complaint “failed to identify any solid
ground on which the Plaintiff could stand in this litigation”. The Honorable Donovan W. Frank rejected all of the class action
claims, and held that that the plaintiff’s allegations “are so general and unspecific they cannot serve as the basis for a claim”.
Judge Frank further prohibited the plaintiff’s attorneys from attempting to re-file the lawsuit with amended allegations because,
given the weakness of the claim, it “would not likely be fruitful”.

On March 24, 2009, the Washington federal district court judge ruled that the undisputed evidence demonstrated that the
plaintiffs could not prove their supposed claims and issued a final judgment in our favour and ordered the case closed. The
Honorable John C. Coughenour found that the plaintiffs were not misled by any of Extendicare’s representations, and that none
of the plaintiffs suffered any actual injury.

A similar motion to dismiss has been filed in the Wisconsin action that will be heard by the court in August 2009. We believe
that the allegations in all of these cases are without merit, and we intend to continue to vigorously defend against the remaining
lawsuit in court.

Assisted Living Concepts, Inc. Tax Allocation Agreement

As part of the spin-off of Assisted Living Concepts, Inc. (ALC) in 2006 to Extendicare’s shareholders, EHSI and ALC
entered into a Tax Allocation Agreement dated as of November 10, 2006 (the “Tax Allocation Agreement”). ALC is
asserting that EHSI owes an estimated US$3.1 million to ALC under this Agreement relating to additional depreciation
deductions allowed by the IRS for years 2005 and 2006 relating to limitations computed under Section 382 of the Internal
Revenue Code. We disagree with this assertion and do not believe any liability has been incurred. We have not recorded
any liability under the Tax Allocation Agreement as of June 30, 2009. It is likely that this issue will be decided prior to the
end of 2009 by an independent arbitrator as provided in Tax Allocation Agreement. If any liability is ultimately recorded, it
will be charged directly to retained earnings since the spin-off of ALC was accounted for as a capital transaction in 2006.
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11. SEGMENTED INFORMATION

Three months ended Six months ended
June 30 June 30
2009 2008 2009 2008
Revenue
United States 403,037 337,272 834,338 672,288
Canada 160,109 151,364 313,057 293,780
563,146 488,636 1,147,395 966,068
EBITDA
United States 57,289 32,746 109,444 69,503
Canada 15,451 12,661 28,083 22,110
72,740 45,407 137,527 91,613
Earnings from Continuing Operations
United States 24,993 5,984 31,946 9,015
Canada 4,717 3,525 2,214 4,085
29,710 9,509 34,160 13,100
Jun. 30 Dec. 31
2009 2008
Goodwill
United States 181,771 194,600
Canada 7,609 7,374
189,380 201,974
Total Assets
United States 1,251,078 1,360,290
Canada 468,740 445,692

1,719,818 1,805,982

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

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

12. EMPLOYEE FUTURE BENEFITS

The future benefit expense of the REIT’s defined benefit pension plans for the second quarter ended June 30, 2009 was
$0.4 million (2008 — $0.5 million) and $0.9 million year to date (2008 — $0.9 million).
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13. CAPITAL MANAGEMENT

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

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

Impact of Global Events on the REIT

There are a number of risks that the global events could pose on the REIT. Below is a summary of the potential
uncertainties and significant risks that could have an impact on the REIT:

(a) State, provincial and federal funding and regulatory pressure
Reductions in Medicaid, Medicare and provincial funding for long-term care due to the economic downturn could
have a material impact on our earnings. The majority of our costs are wages that cannot be changed given the
requirements of our residents and regulations. In addition, any escalation of regulatory pressure by the Centers for
Medicare & Medicaid Services (CMS) or States could have a negative impact on our costs and thereby reduce our
earnings.

In February 2009, the American Recovery and Reinvestment Act of 2009 provided US$787 billion in government
stimulus of which US$86.7 billion was appropriated to increase funding for state Medicaid programs. However,
despite this additional funding and the intention to maintain core education, health and unemployment funding, a
number of states are facing severe budgetary shortfalls and are considering making cuts in Medicaid funding or
providing for below inflationary increases. Due to significant state budgetary pressures, the majority of states have not
finalized their July 2009 rates and there are considerable ongoing lobbying efforts to preserve funding, resulting in
considerable swings in the potential outcome of state Medicaid rates. We will not have certainty to our Medicaid rates
until the end of the third quarter, which would impact us beginning in the 2009 fourth quarter. In addition, on July 31,
2009, CMS issued its final rule for skilled nursing centers, resulting in a net reduction in Medicare Part A rates of
1.1% effective October 1, 2009.

(b) Decline in short-term admissions as a result of individuals seeking elective surgery
In the U.S., Medicare and Managed Care funded residents are the source of approximately 76% of our admissions, a
component of which come from hospitals after elective surgeries. Our earnings could be eroded should the level of
admissions decrease as a result of lower incomes and lower financial resources of our prospective residents.

(c) Ability to finance and refinance loans and the resulting higher costs of borrowing
EHSI’s CMBS financings have maturities in November 2011 and March 2012. Options for replacement financing are
limited, and if the CMBS financings were maturing today, the best option would be to replace them with U.S.
Department of Housing and Urban Development (HUD) insured mortgages. HUD insured mortgages provide long-
term financing at reasonable rates; however, they involve additional administrative burden to establish and maintain.
The CMBS financings have a prepayment penalty that continues through to three months prior to their maturity dates,
and is determined based upon the difference between the interest rate on the loans and U.S. Treasury rates. Currently,
EHSI would not seek prepayment of any of the debt, thereby limiting its ability to de-leverage.

The amended and restated Credit Facility matures in June 2011 and has an option to extend for a third year to June
2012 upon satisfaction of certain conditions. The Credit Facility matures within nine months of both CMBS
financings. The maximum borrowings under the Credit Facility were reduced from US$120.0 million to US$70.0
million based upon EHSI’s anticipated future cash requirements.

Our leverage has been established as a result of the 2006 reorganization, and in general, leverage ratios are higher in
property-based long-term care operators such as the REIT and are required to maximize state reimbursement in certain
states. Should leverage ratios of the REIT increase as a result of declining earnings, the REIT may have limited ability
to reduce the level of debt to meet lenders expectations.
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(d) Ability to raise capital
The REIT’s ability to raise capital has been impacted by the economic downturn. There is no guarantee that the REIT
could issue securities in the near future. Currently, the REIT has sufficient cash flow to meet its future operating and
growth needs and will continue to monitor its cash position.

(e) Foreign currency fluctuations
The strengthening of the U.S. dollar relative to the Canadian dollar resulted in a decline in the valuation of FCFCs
during 2008. FCFCs provide the REIT with a consistent flow of cash from our US operations. We have no plans to
terminate the FCFCs; however, should we decide to terminate them, as of June 30, 2009 the cost to do so would be the
approximate amount of the liability on this date, or US$6.4 million.

In response to the above potential risks and uncertainties, the REIT has undertaken the following measures to minimize
future risks, and to maintain liquidity:

(i) Reduction of distributions and growth projects along with divestiture of underperforming assets
In December, we reduced our distributions effective January 2009 in response to the uncertain economic environment.
In addition, we retracted from plans to develop three Ontario projects and deferred two projects in the U.S. We are not
actively seeking acquisitions at this time, and have started to execute our plan to divest of a number of
underperforming facilities in the U.S. The cash flow from these initiatives can be directed to the acquisition for
cancellation of securities and to reduce our leverage.

(if) Focus on core business and cost reduction initiatives
We commenced a program in the second half of 2008 to focus on our core business and initiated a number of
programs to scale down administrative and non wage-related costs in both the U.S. and Canadian operations.

(iii) Continued prudence with cash usage
We are monitoring closely our cash position on a monthly basis and providing information to the Trustees of the
Board in order to carefully evaluate any significant cash flow decisions. In the opinion of the REIT, and based upon
the information provided to the REIT, the majority of our investments are of high quality and relatively safe from
further economic turbulence, and cash is held in secure financial institutions.

(iv) Maintaining solid banking relationships
With the renewal of the U.S. Credit Facility, we plan to carefully select our lenders and continue to strengthen our
relationships that have already been in place for a number of years.

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

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

At June 30, 2009, we had a balance of $94.6 million in cash and cash equivalents. EHSI had US$11.0 million in
borrowings under its Credit Facility. The unused portion of the Credit Facility that was available for working capital and
corporate purposes, after reduction for outstanding letters of credit of US$3.7 million, was US$55.3 million; and the
unused portion of Canada’s RBC Credit Facility, after reduction for outstanding letters of credit of $61.5 million, was $8.5
million (note 5).
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Normal Course Issuer Bid

We continue to be prudent with our cash usage. In light of the current economic environment, given the high current yields
as a result of the low trading prices of our REIT Units and debentures, we believe that repurchasing these instruments has
been a wise capital allocation decision. Under the 2008 Bid, we have acquired for cancellation 0.9 million REIT Units at a
cost of $5.3 million, as well as $1.1 million and $0.2 million aggregate principal amount of the 2014 Debentures and the
2013 Debentures, respectively (notes 5 and 7).

Financial Covenants

EHSI is subject to external financial covenant requirements pursuant to the CMBS financings, Sovereign Bank mortgage
loans and the Credit Facility on the level of debt to earnings and cash flow of its operations. Management and the Board of
Trustees monitor these covenant ratios on a monthly and quarterly basis, respectively. The REIT is in compliance with all
these covenants as of June 30, 2009.

Fair Values of Financial Instruments

June 30, 2009 December 31, 2008
Carrying Carrying
Amount Fair Value Amount Fair Value
Financial assets:
Invested assets 917 917 947 947
Accounts receivable, less allowance 252,774 251,588 288,963 288,098
Notes, mortgages and amounts receivable @ 55,615 59,393 55,647 59,647
Investments held for self-insured liabilities 58,537 59,060 67,525 68,387
Financial liabilities:
Long-term debt @) 1,317,535 1,331,564 1,363,748 1,360,805
Foreign currency forward contract liability 7,434 7,434 13,934 13,934
Net liabilities (957,126) (968,040) (964,600) (957,660)
Net unrealized gain (loss) (10,914) 6,940

6}
@
3)

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

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

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

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

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

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

In October 2007, EHSI completed the acquisition of Tendercare, a privately owned operator of senior care facilities in the
State of Michigan, which was comprised of 29 skilled nursing centers and one inpatient rehabilitation hospital, for a total of
3,301 operational beds. The total consideration of the acquisition was $225.0 million (US$238.2 million), and was
comprised of the assumption of debt of US$76.4 million, the issuance of US$26.4 million of 7.5% seller notes, a portion of
which is payable based on certain factors being met (note 5), and US$135.4 million in cash.

On April 7, 2008, Tim Lukenda, the former President of Tendercare was appointed President and Chief Executive Officer
of Extendicare REIT. Prior to its acquisition by EHSI, Mr. Lukenda owned an approximate 4.6% direct and indirect
interest in Tendercare and received, directly or indirectly, on completion of the acquisition of Tendercare an equivalent
percentage of the consideration paid by EHSI. As part of Mr. Lukenda’s terms of employment, the employment contract
provides a mechanism and process that effectively removes Mr. Lukenda from the decision-making process in situations
where a conflict of interest may arise on any matter between Extendicare REIT and his previous employer, or with respect
to any financial interest that Mr. Lukenda or his family have with Extendicare REIT and its subsidiaries. As part of the
acquisition of Tendercare, in addition to normal representative and warranty provisions, EHSI has to agree on any
adjustments to the final purchase price as described above, before making any payments to Mr. Lukenda or his family.
EHSI and ECI also provide certain services to three long-term care facilities that are owned or partially owned by members
of Mr. Lukenda’s immediate family.

In connection with the purchase of Tendercare, EHSI paid the balance due of US$5.0 million in March 2009 (note 5), and
made a payment of US$1.7 million in April 2009 pursuant to the annual closing statement adjustments that continue until
January 2012.

Under the terms of the acquisition agreement of LTC Professional in 2008, consideration for the acquisition is to be

adjusted annually based upon the actuarial liabilities determined at December 31* of each year through 2012, with an
option to extend to 2015. In March 2009, ECI made the first annual settlement of US$2.2 million.
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Assisted Living and Rehab Hospital /

at June 30, 2009 Nursing Centers Retirement Centers Chronic Care Units Total

Number of | Resident | Number of Resident Number of | Resident | Number of| Resident
By State/Province Facilities Capacity Facilities Capacity Facilities | Capacity | Facilities | Capacity
United States
Michigan 30 3,334 1 51 1 24 32 3,409
Pennsylvania 26 3,144 5 155 - - 31 3,299
Ohio 25 2,576 - 30 - - 25 2,606
Wisconsin 26 2,189 2 135 - - 28 2,324
Kentucky 21 1,762 - - - - 21 1,762
Washington 15 1,541 1 47 - 16 1,588
Indiana 16 1,524 - 35 - - 16 1,559
Minnesota 6 727 - - - - 6 727
Idaho 2 194 - - - - 2 194
Oregon 2 166 - - - - 2 166
Delaware 1 120 - - - - 1 120
West Virginia 1 120 - - - - 1 120
Total United States 171 17,397 9 453 1 24 181 17,874
Canada
Ontario 55 8,140 1 493 1 120 57 8,753
Alberta 14 1,215 - - - - 14 1,215
Manitoba 5 762 2 215 - - 7 977
Saskatchewan 5 654 - - - - 5 654
Total Canada 79 10,771 3 708 1 120 83 11,599
TOTAL 250 28,168 12 1,161 2 144 264 29,473
By Type of Ownership
United States
Owned 159 16,219 3 247 1 24 163 16,490
Leased 7 659 - - - - 7 659
Managed 5 519 6 206 - - 11 725
Total United States 171 17,397 9 453 1 24 181 17,874
Canada
Owned 48 6,363 - - - - 48 6,363
Leased 9 1,155 - 76 - - 9 1,231
Managed 22 3,253 3 632 1 120 26 4,005
Total Canada 79 10,771 3 708 1 120 83 11,599
TOTAL 250 28,168 12 1,161 2 144 264 29,473
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Unitholder Information

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

Unitholder Inquiries and Investor Relations Published Information
Jillian Fountain, Secretary Extendicare REIT’s 2008 Annual Report is available for
Tel: (905) 470-5534 viewing or printing on its website, in addition to news
Fax: (905) 470-4003 releases, quarterly reports and other filings with the
email: jfountain@extendicare.com securities commissions.

Printed copies are available upon request to the Secretary.

Visit Extendicare's website @ www.extendicare.com
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