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Chartwell Seniors Housing Real Estate Investmens T¢‘Chartwell” or the “Trust”) has prepared the
following discussion and analysis (the “MD&A”) torquide information to assist its Unitholders’
understanding of the financial results for the ¢hemd six months ended June 30, 2009. This MD&A
should be read in conjunction with Chartwell’s ficél statements for the three and six months ended
June 30, 2009 and the notes thereto (the “FinaBtéements”), audited financial statements foryter
ended December 31, 2008 and the notes thereto “f0@8 Financial Statements”) and annual
Management’s Discussion and Analysis for the yaeded December 31, 2008 (the “2008 MD&A”). This
material is available on Chartwell’'s website at walartwellreit.ca. Additional information about
Chartwell, including the Renewal Annual Informatiéarm, can be found on SEDAR at www.sedar.com.

The discussion and analysis in this MD&A is basedndormation available to management as of August
12, 2009.

In this document, “Q1” refers to the three monthiqukended March 31; “Q2” refers to the three month
period ended June 30; “Q3" refers to the three mpetriod ended September 30; “Q4” refers to theghr
month period ended December 31; “2009” refers ¢oclendar year 2009; “2008” refers to the calendar
year 2008 and “YTD” means to year to date.

Unless otherwise indicated, all comparisons ofltedar Q2 2009 are in comparison to results frogh Q
2008 and all comparisons of results for 2009 YT®iarcomparison to 2008 YTD.

All dollar references, unless otherwise stated,m@anadian dollars. Amounts in United Statedads|
are identified as U.S.$.



Business Overview

Chartwell commenced operations on November 14, 2060@wving the completion of its Initial Public
Offering. Chartwell did not hold any material asggrior to November 14, 2003.

Chartwell is an open-ended real estate investmest established under the laws of the Province of
Ontario. Chartwell indirectly owns and manages #fplio of seniors housing communities across the
complete spectrum of care from independent sup@oriving communities (“ISL” communities),
through assisted living communities (“AL” commuei), to long-term care communities (“LTC"
communities), which are located in Canada and thieed States. All references to “Chartwell”, “we”,
“our” or “Trust”, unless the context indicates athese, refer to Chartwell Seniors Housing Real testa
Investment Trust and its subsidiaries. For easeef@rence “Chartwell” and the “Trust” are used in
reference to ownership of seniors housing commemitind the operation of the seniors housing
communities and the development management busifdssdirect ownership of such communities and
operation of such business is conducted by sub&diaf the Trust. As of June 30, 2009, Chartwell’
portfolio of seniors housing communities owned,stgh or managed on behalf of others consisted of
interests in 38,260 suites in 266 communities whikehoperating, under construction or in varioages

of development. As of June 30, 2009, Chartwelbgtiplio of owned and leased communities consisted
of interests in 28,604 suites in 204 communities.

Chartwell is committed to the delivery of qualitsgre and services to seniors and operates a variety
programs to meet the needs of our residents andktinands of their local marketplace.

Our Vision is... to create and operate seniors housing communitieserour residents enjoy a lifestyle
and quality of life exceeding their expectations.

Our Mission is...

* to be the most trusted name in seniors housing;

e to provide accommodation, care and services inyeheme, reflective of our residents’ needs,
preferences and interests, and adapt as they evolve

* to ease the transition through the various stafjagiag by providing a full continuum of care ireth
markets we serve;

» to provide comfort and assurance to the familiesusfresidents that their loved ones are treatéid wi
the highest level of care, compassion and respect;

* to attract and retain the best employees by progidi rewarding and fulfilling work environment;
and

» to generate reliable, sustainable and growingidigions for our Unitholders.

Our Values are...

RESPECT- We honour and celebrate seniors

EMPATHY — We believe compassion is contagious

SERVICE EXCELLENCE- We believe in providing excellence in custormawise
PERFORMANCE—- We believe in delivering and rewarding results
EDUCATION — We believe in life long learning

COMMITMENT — We value commitment to the Chartwell family

TRUST - We believe in keeping our promises and doingitjte thing



The following is the composition of Chartwell’'s oach leased and managed portfolio of seniors housing
communities in its four operating segments at Bhe009:

Canadian Canadian Long- United States Canadian Total
Retirement Term Care Operations Management
Operations Operations Operations
Owned Properties: @
100% Owned
Operating 98 11,413 16 1,779 23 2,294 - - 137 15,486
Internal Growth - 419 - - - - - - - 419
Total 100% Owned 98 11,832 16 1,779 23 2,294 - - 137 15,905
50% Owned
Operating 6 703 8 1,385 26 4,752 - - 40 6,840
Total 50% Owned 6 703 8 1,385 26 4,752 - - 40 6,840
Total Owned 104 12,535 24 3,164 49 7,046 - - 177 22,745
Properties under Operating
Lease:
100% Interest - - - - 2 237 - - 2 237
49% Interest - - - - 25 5,622 - - 25 5,622
Total Leased - - - - 27 5,859 - - 27 5,859
Total Owned and Leased 104 12,535 24 3,164 76 12,905 - - 204 28,604
Other:
Managed Properties - - - - 8 2,426 43® 5235 51 7,661
Mezzanine Loans * - - - - - - 11 1,995 11 1,995
Total Other - - - - 8 2,426 54 7,230 62 9,656
Total 104 12,535 24 3,164 84 15,331 54 7,230 266 38,260

(1) Where a community provides more than one level of care, it has been designated according to the predominant level of care
provided, type of licensing and funding provided and internal management responsibility.

(2) Includes communities on which we have mezzanine loans outstanding and retain purchase options.

(3) Chartwell holds purchase options on 18 of these properties.

Composition of Portfolio of Owned and Leased Suites at Chartwell's Share of Ownership or
Interest at June 30, 2009 by:

Level of Care Geographic Location

Long-Term BC, 7%
Care, 16% Alberta, 3%

Ontario, 33%

Assisted
Living, 19% USA, 35%
Independent
Supportive
Living, 65%

Quebec, 22%



Chartwell has an option to purchase additiondliktad seniors housing communities under the tesfns

a development agreement with Spectrum Seniors RgddiLP (“Spectrum”) formerly Spectrum Seniors
Housing Development LP, a development entity inclthone of the Trust’'s senior executives has a
minority ownership interest (refer to the “Transacs with Related Parties” section of this MD&A).
Chartwell has provided mezzanine financing to Spectand to certain of Spectrum’s joint venture
partners for the development of seniors housingneonities. In return, Chartwell has the ability to
purchase Spectrum’s interest in such communitiégmwstabilized, at a discount to the appraisedevalu
Stabilization occurs when a community has had @&mame suite occupancy rate of 90% or greater for th
three preceding calendar months. In February 20@8rtwell provided a limited waiver of its optitm
purchase seniors housing communities from Spectrum.

Chartwell has also provided mezzanine financingrtities affiliated with Le Groupe Melior (“Melioy”
and its joint venture partners to develop seniassing communities. Chartwell has a right to paseh
these communities upon stabilization at their fa@irket value. Melior and its joint venture pargiean
require Chartwell to acquire their interests indfthese projects at their appraised value, sulijetite
satisfaction of certain conditions. This put optican only be exercised by the borrowers if thgegto
has attained stabilized occupancy and the acansif such project is accretive to Chartwell based
formula defined in the option agreements.

Chartwell also provides due diligence project mamagnt and asset management services for a fee to
ING Real Estate Investment Management Australia Riivited (collectively with its affiliates: “ING”).

At June 30, 2009, Chartwell and ING each held a 50@rest in CSH-INGRE LLC (“CSH-INGRE"),
which owns 26 seniors housing communities (4,75&suin the United States, In addition, Chartwell
and ING each owns a 50% interest in eight seniousing communities (1,385 suites) in Canada.

In 2007, Chartwell acquired a 49% interest in HomiBay Realty LLC (“HB Realty”), which, through its
subsidiaries, owns leased interests in 25 senmusihg communities (5,622 suites). In additionotigh

its subsidiaries, HB Realty owns long-term manag#mentracts for these 25 communities and manages
eight other communities for third-party owners. FHCBIGRE properties are managed by Horizon Bay
Chartwell LLC (“HBC”) and Chartwell’'s wholly owned.S. properties are managed by HBCII Manager
LLC (“HBCII"), Chartwell owns an effective 74.5%tierest in HBC and a 75% interest in HBCII.



The following chart shows the structure of Chartisdl.S. portfolio:
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(1) Management of five of these communities is currently performed by Ultimate Care Senior Living with financial management
services provided by HBC.
(2) Management of one of these communities is currently performed by Merrill Gardens due to regulatory requirements.




2009 Outlook *

On May 1, 2009, the Board of Directors appointedrBmBinions President and Chief Executive Officer
of Chartwell Seniors Housing REIT. Mr. Binions leged Stephen Suske who stepped down as CEO and
Vice Chair of Chartwell to pursue other persongiiests.

Over the past five and a half years Chartwell heddezed an enviable presence in the North American
seniors housing market. We have acquired a paotfofi properties with significant competitive
advantages: our portfolio is relatively new and Iwataintained; our portfolio is diversified
geographically; and a large portion of our asset¢siadependent supportive living, appealing to the
leading edge of baby boomers that require supmogérvices. Chartwell's growth has also been based
on the strong fundamentals present in the North rAgae seniors housing market. Significant demand is
being driven by strong demographic trends that rasulting in the seniors population growing at
approximately three to four times the general pafborh.

Recognizing that Chartwell has reached a significare and critical mass, our main objective is to
generate strong and sustainable organic growthnoanaual basis, as measured by increased adjusted
funds from operations (“AFFQO”) per unit, througlt@ntinued focus on the efficient management of our
operations and assets, and ensuring we captuief #lle available economies of scale and operating
synergies resulting from our growth while maintaghiand improving upon our high levels of service to
our residents.

During 2008 and continuing in 2009, both the Caaadind U.S. capital markets have experienced a high
degree of volatility. Canadian and U.S economiesrarecession while credit markets continue toaiem
tight.

We believe seniors housing has historically beeglatively defensive asset class for investorstditbe

following factors:

- Corporate earnings do not directly affect demandher financial ability of seniors to live in our
communities.

- Seniors’ sources of income are generally more atable to the typically lower risk profile and
sources of income at this stage of life. At Chaltiweir target market is the over-75-year-old senio
and the average age of our residents is approxynéte years old. Income for these seniors is
typically dependent on inflation indexed pensionsl dixed income investments. However, a
component of their income may be reduced due touhent low interest rate climate.

« In Canada, many seniors receive government penghlatswould cover approximately 40% of
retirement home occupancy fees in our properties.

- In addition, this current market cycle may affeenisrs’ overall net worth through a potential
reduction in the value of their primary residenetative to what might have been realized on
disposition over the last few years. Our targetkemiahas generally experienced very high capital
appreciation in their primary residence from theetiof their original purchase. We are finding that
the disappointment experienced in realizing lowalugs on the sale of their primary residence
appears to be delaying the decision to live in supportive environment in several markets in the
U.S. and certain localized regional markets in @anaut does not ultimately result in a decisioh no
to join our community.

- Our residents are retired and as a result are ginert directly affected by layoffs and other
employment security issues; nor do our residentgenbecause of job transfers.

- Our communities are more than just bricks and mptft@y are the home in which our residents often
spend the rest of their lives. Their fellow resitdeare their neighbours and their social netw@kr

* This section contains forward-looking informatioRlease see the “Forward-Looking Information angk®iand Uncertainties” section in this
MD&A.
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staff provides the care and support that resideeed to live with dignity and respect. This
community environment makes it much less likelytthasidents will choose to leave for the
competition or return to a non-supported living ieorvment.

Demand for our communities is needs driven and @ledlis strategy is to offer a comprehensive
continuum of care in the markets we serve. Wedratee market to provide care and services to our
residents in high-quality real estate rather th@arsimply provide discretionary hotel-style seniors
living. Our properties are well-maintained and moBer state-of-the-art amenities that meet and
exceed the needs of today’s discriminating semide continuously strive to exceed resident
expectations for quality of life while addressingailties and physical needs effectively and
respectfully. Our residents need our staff's hmagiands and care, therefore, it is not a disaratio
choice. We treat our responsibility to deliveisthare with the utmost respect.

The recession in Canada and particularly in the $.8eeper and is lasting longer than most expecte
As described below, this economic climate is aiffecour results.

Property Operations

Our focus on customer contact and quality of sendad innovative marketing strategies allow us to
maintain higher than industry average occupanai@sast of our markets. We also continue our fanus
controlling labour and supply costs. The followisigmmarizes our Outlook for the remainder of 2009
for the markets we operate in:

Canadian Operations

Our Canadian retirement operations are generatifesNOI despite difficult economic conditions:

Overall occupancies in Ontario in the first half26f09 are softer than in the first half of 2008 |
addition, seasonal growth that we normally expeeen the spring was not realized in Q2 2009 and
same property occupancy decreased 0.8 percentagts pw 92.5% compared to Q1 2009. We are
seeing improvements in customer traffic (inquirsesd property tours) in our properties and our
current statistics show strong increases in expefttture arrivals. We expect that this increased
traffic, combined with a significant waiting lisbif Ontario long-term care accommodation of greater
than 25,000, which creates a spillover effect aalgphto support occupancies in retirement homes,
should result in improving occupancies. Howevdrilevcurrent trends are positive, given continued
economic uncertainty, it is too early to be confidéhat this represents a sustainable trend. We
continue to closely manage expenses to ensurewthadre mitigating the potential effects of the
uncertain economic environment on NOI.

Alberta and British Columbia have significant pdieh for future growth due to positive
demographic trends. Occupancy levels are projeiterbntinue to remain high in Alberta. Due
primarily to temporary oversupply conditions in twagional markets in British Columbia, combined
with reduced occupancies in one long-term caregutgpwe had seen a decrease in occupancy in Q1
2009 that was higher than our original expectatidiss decrease continued in Q2 2009 and typical
seasonal growth that we normally achieve was radized. However, beginning in early July, trends
have been improving. It is still too early, giveontinued economic uncertainty, to be confident tha
these trends will continue. Consequently, we ateigating only modest growth in occupancy from
current levels in the last half of the year. We apatinuing cost reduction initiatives which will
partially offset reduced revenue.

We have realized steady growth in occupancy inQuuebec properties through the first half of 2009.
Our Quebec platform has achieved the highest netreatals in our portfolio in the first half of
2009. However, the pace of growth has been sltiwaeT our original expectations and although we
forecast additional occupancy growth in the secloaldl of 2009, we do not expect to achieve our
previous occupancy projections of 90% by the en2i000.



U.S. Operations

In mid-2008, we began to find it more difficult dome of our U.S. properties than it had been irpts

to replace residents on normal turnover. With ékeeption of an increase in occupancy in the fall o
2008, occupancies continued to softdowever, despite reduced occupancy in Q2 2009 credia Q2
2008 of 4.8 percentage points, the decrease in paoperty NOI from the U.S. same property platform
was limited to 1.0 percentage point. We are optimthat recent increases in inquiries and tourssac
the portfolio, combined with improvements in theSU.housing market, are positive signs that
occupancies may improve over the longer term. Yéaronitoring these trends closely and it is sbiti
early to be confident in the sustainability of themsitive trends, particularly given continued resmoic
uncertainty. We are continuing with our expenskicgion initiatives which have significantly mitigal
the effects of softer occupancies on NOI to date.

In addition, our U.S. management team has beendadartew operations management contracts due to
our U.S. management team'’s strong track recordiodess and their innovative approaches to sales and
marketing. Our U.S. management team is contintongursue further management contracts and other
opportunities to augment future earnings in our. th&nagement operations.

Canadian Management Operations

We continue to provide operations management ssvio a humber of owners of seniors housing
communities in Canada, and asset management seteitG. While we are ensuring that our existing
clients receive the highest possible level of servive generally do not seek to grow the numbéoioé

off” management contracts. We would, however, w@rsportfolio management opportunities with
institutional partners in the future.

With our reduced emphasis on development manageactinities we expect development management
fee income to decline in 2009.

Mezzanine Loan Interest Income

As discussed under the “Significant Events” sectainthis MD&A, in Q2 2009 we recorded an
impairment provision of $30.7 million of which $23million is allocated to our mezzanine loans
advanced to Spectrum, Melior and their joint veatpartners. We continue working with the borrowers
in order to collect amounts due from them. Asslteof this work, it is possible that we may acquir
receive in payment, a limited number of their prtips with their other properties being re-financed
sold to third parties. As a result, we expect raaze loan interest income to decline over time.

Management of General, Administrative and Trust Exp  enses

Through 2008 and continuing into Q2 2009, we hagenbstrictly managing spending on our general,
administrative and trust (“G&A”") expenses. We doné to delay or cancel certain corporate actisitie
and are actively reducing costs to the extent ptessvhile ensuring that support to our field opienad
teams remains strong.

Liguidity and Debt Profile
We continue to closely monitor our liquidity and c¢arefully manage our debt profile. Given current

economic uncertainties, we are taking steps to ongrour liquidity including deferring discretionary
capital and other expenditures and arranging upvfiaadcing on mortgage renewals.



Subsequent to June 30, 2009, we received the sstadenders’ approval to renew our secured revglvin
operating credit facility (“Credit Facility”) untdune 27, 2010. At June 30, 2009, the availableiing
capacity was $55.9 million of which $28.0 milliorag/drawn.

Our strategy in managing our mortgage profile isnsure that maturities are spread over time dmtha
more than 10% of the total debt comes due in amgngyear. At June 30, 2009 we had $1.7 billion of
mortgages payable with weighted average term tainitabf 8.2 years and weighted average contractual
interest rate of 5.49%.

In Canada we have access to low-cost mortgagedinguinsured by the Canada Mortgage and Housing
Corporation (“CMHC”) and over 89% of 2009 financéngere done on a CMHC-insured basis.

At June 30, 2009 our remaining 2009 maturities amtexlto $74.6 million of which 97% are CMHC-
insured mortgages.

Subsequent to June 30, 2009 we refinanced $50l@mdf 2009 maturing debt and arranged for top-up
financings of $4.1 million. These renewals werealon a five year basis with an average rate &%4.1
compared to 4.77% weighted average rate of matai@hg. In addition, subsequent to June 30, 2009 we
renewed one $12.6 million mortgage maturing in 20IBis new mortgage is for a five year term beagrin
interest at 4.36%. We expect to renew the remg@i009 maturing debt in due course.

In the United States, we have no debt maturitie 2001.3.
Distributions

Effective with the payment to Unitholders for Aug@909, due on September 15, 2009, monthly cash
distributions will be reduced to $0.0450, or $0&4 an annualized basis, from the previous level of
$0.0617 per month or $0.74 per annum. While prgpegerations are performing well, given the
uncertain economic climate in North America we @&l that recovery and growth in certain markets
may take longer than previously anticipated. Inimid, as we continue working with Spectrum, Melior
and their joint venture partners to collect mezaanioans and accounts receivable and reduce our
development management activities, revenues froaezaméne loan interest as well as development and
other fees are expected to be lower in the futdisea result, Chartwell believes it is in the bederests

of all Unitholders to reduce cash distributionghas time in order to improve its financial positiand
create a solid base for sustainable future growth.

Summary

Our properties are generating stable operatingmiecand cash flow. Our industry, and in particular,
Chartwell's market segment of the seniors housimystry, offers many defensive characteristics.r Ou
debt portfolio is well managed. We will be causphowever, in these uncertain times, and contiaue
reduce discretionary capital and other expenditares evaluate other options to improve our liqyidit
including new mortgage financings.

We believe that the outcome of the current econartiinate will be positive in the mid-term for our
sector as significant reductions in new seniorsshmgustarts due to tight credit markets will redfuteire
supply from previously anticipated levels. Demgquiria trends should result in increasingly strong
demand in the coming years which, combined withelowew supply, will result in favourable market
dynamics. As a result, for those industry partiaifs that manage prudently through these diffioles,
significant opportunities may become available.



Significant Events

The following events have had a significant efi@ctour financial results in Q2 2009 or may be eigebc

to affect our results in the future.

Acquisitions

The following table summarizes acquisitions congaldh the first six months of 2009:

($millions) Q1 2009 Q2 2009 2009 YTD
Number of communities © 4 - 4
Number of suites 455 - 455
Purchase price (including closing costs) 50.7 - 50.7
Financed as follows:

Mortgage debt assumed 35.7 - 35.7

Discharge of mezzanine loans receivable 5.7 - 5.7

Settlement of receivables from Spectrum 7.5 - 7.5

Cash 0.5 - 0.5

Acquisition costs 1.3 - 1.3
Total 50.7 - 50.7

(1) Chartwell acquired a 50% interest in these communities.
Effective Date of

#  Community Location Type Acquisition Beds/Suites
2009 Acquisitions:
1. Chatsworth Suites and Bungalows @ Kelowna, BC Retirement February 1, 2009 103
2. Churchill House Retirement Community ) North Vancouver, BC  Retirement February 1, 2009 97
3. Riverside Retirement Residence @ London, ON Retirement March 1, 2009 138
4.  Pickering City Centre @ Pickering, ON Retirement March 1, 2009 117
Total 2009 Acquisitions 455
2008 Acquisitions:
1. Cite-Jardin IlIA Gatineau, QC Retirement January 9, 2008 173
2. Chateau Gardens Elmira Elmira, ON Retirement April 24, 2008 64
3. Chartwell Kanata @ Kanata, ON Retirement May 29, 2008 80
4. Residences St-Pierre ® Rouyn-Noranda, QC Retirement October 27, 2008 121
5. Le Monastere d’Aylmer @ Aylmer, QC Retirement October 27, 2008 273
6. Residence Principale @ Cowansville, QC Retirement October 27, 2008 197
7. Residence Notre-Dame de Hull @ Hull, QC Retirement October 27, 2008 224
8. Le Domaine de Chateau de Bordeaux @ Sillery, QC Retirement October 27, 2008 153
9. Marquis de Tracy Il @ Sorel, QC Retirement October 27, 2008 137
10. Marquis de Tracy | @ Sorel, QC Retirement October 27, 2008 125
Total 2008 Acquisitions 1,547

(1) Chartwell acquired a 50% interest in these communities.
(2) Chartwell acquired the remaining 50% interest in these communities and CM Management LP, the management entity that
provided management services to these communities as well as our other Quebec communities.
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Internal Growth Initiatives

Chartwell is continuously seeking ways to improt® properties, and add new resident services and
amenities. Under our internal growth program, wal@ate various strategies for revenue and expense
optimization, including additions of new suitesetdsting communities.

Completed Internal Growth Projects

Chartwell completed the following internal growtiojects in 2008 and 2009:

Leased Suites

Total Cost Debt Construction at June 30,
Project Location Suites ($million) ($million) Completion 2009
2009
Gayton Terrace™ Richmond, VA 98 22.1 17.7 Q2 2009 11
Total 2009 98 22.1 17.7 11
2008
Collegiate Heights Retirement
Residence Sault Ste. Marie, ON 30 6.7 4.3 Q32008 23
Residence Ste-Marthe St. Hyacinthe, QC 133 14.8 10.5 Q32008 66
Manoir Pierrefonds Montreal, QC 83 9.8 7.0 Q32008 15
Maison Herron Dorval, QC 72 9.7 5.4 Q4 2008 -
Total 2008 318 $41.0 $27.2 104
Total 416 $63.1 $44.9 115

@

Chartwell owns a 50% interest in this property.

Internal Growth Projects in Progress

There are currently twimternal growth projects (105 suites) in variowsgsss of development, as follows:

Expected
Estimated Total Construction Estimated
Cost Financing Construction
Project Location Suites ($million) ($million) Completion
Quail Creek Retirement Centre Renfrew, ON 34 6.3 5.5 Q32009
Carrington Place Vernon, BC 71 10.9 9.2 Q12010
Total 105 $17.2 $14.7

We have identified further potential to add ovel(D suites at our communities in markets with
significant demand for new seniors housing sui#¥s. will continue our evaluation of these internal

growth projects in 2008.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in

this MD&A.
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Mezzanine Loans

The following table summarizes the changes in pwestments in mezzanine loans:

($millions) June 30, December
2009 31, 2008
Gross mezzanine loans outstanding (beginning of period) 108.1 112.0
Advances in the period to Spectrum, Melior, Seasons and their joint venture
partners - 5
Discharge of mezzanine loans on our acquisition of an interest in the related properties (5.7 8.6)@
Other repayments of mezzanine loans - (3.8)
102.4 108.1
Fees, net of costs recorded as a reduction of mezzanine loan balances (4.3) (4.9)
Allowance for impairment of mezzanine loans (29.4) (6.4)
Net mezzanine loans outstanding (end of period) 68.7 96.8

(1) Relates to four properties.
(2) Relates to eight properties.

In Q1 2009, Chartwell acquired Spectrum’s 50% esérnn four seniors housing communities. As a
result, mezzanine loans of approximately $5.7 amillivere discharged.

During Q2 2009, Spectrum sold its interest in eigavelopment properties and agreed to sell one
additional development property upon receipt of tiegulatory approvals to limited partnerships
controlled by an institutional investor (collectiye'Seasons”). As part of this transaction, Chartwell
agreed to Seasons assuming mezzanine loans ohtbie acquired properties totalling $8.2 millioin
addition, upon receipt of the regulatory approv@pectrum agreed to sell one additional property to
Seasons. The mezzanine loan of $2.6 million om phaperty will also be assumed by Seasons on
closing.

Subsequent to June 30, 2009, we updated our eimluEtthe security underlying each mezzanine loan,
as well as the value of the corporate guarantersiag mezzanine loans where applicable. As desdri

in the “Critical Accounting Estimates” section ¢fis MD&A, the process of determining fair value is
subjective and requires us to exercise a signifiaamunt of judgment in making valuation assumpgion
including revenue and expense projections, capittiin and discount rates. In developing our \t&@na
assumptions, we consulted with valuation and gpinefessionals. Based on our updated evaluatioas, w
believe that under the current market conditions, may not collect the full amount of our accounts
receivable and mezzanine loans receivable from tBpacand Melior. Therefore, in Q2 2009 we
recorded an impairment provision of $30.7 milliohwehich $7.7 million was allocated to accounts
receivable and $23.0 million was allocated to meiEa loans. The following table summarizes
Chartwell’'s mezzanine loans at June 30, 2009:

Fees, net of

costs recorded

Mezzanine as a reduction
Loans of mezzanine Impairment Net Balance
($millions) # Projects Outstanding loan balances Provision Outstanding
Spectrum and Partners outside Quebec 18 34.5 (0.3) (0.9) 33.3
Melior, Spectrum and Partner 12 515 (3.4) (28.5)® 19.6
Seasons and Partners 6V 14.0 (0.6) - 13.4
Chartwell’'s Partner 2@ 2.4 - - 2.4
Total gross mezzanine loans outstanding 38 102.4 (4.3) (29.4) 68.7

(1) Includes one stabilized project and five projects in lease-up.
(2) Chartwell owns a 50% interest in these projects.
(3) Includes $6.4 million provision recorded in Q4 2008.
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Spectrum projects located outside Quebec inclugedrojects that are stabilized, nine projectsease-
up, one project in construction and three projecfre-construction stage. Mezzanine loans to Bpec
related to these projects amounted to $29.6 miligtlh $4.9 million of loans advanced to three of
Spectrum’s joint venture partners. In Q2 2009 weorded an impairment provision related to our
exposure to Spectrum projects located outside Quefo®7.2 million of which $6.2 million was alloeat

to accounts receivable and $1.0 million was alleddab mezzanine loans.

Melior, Spectrum and their joint venture partnepsbjects in Quebec include one project that is
stabilized, eight projects in lease-up and thregepts in pre-construction. Mezzanine loans toc8pen
related to these projects amounted to $7.4 miigth $40.5 million of mezzanine loans advanced to
Melior and $3.6 million advanced to their joint vere partner.

In Q2 2009 we recorded an impairment provisionteelao these Quebec projects of $23.5 million of
which $22.0 million was allocated to mezzanine amd $1.5 million was allocated to accounts
receivable. In addition, in Q4 2008 we recordednapairment provision of $6.4 million related tcetie
Quebec projects.

Chartwell is working with the borrowers on settletharrangements in respect of these loans and
accounts receivable, failing which we will exerciser legal rights under the loan agreements and

security documents.
Taxation Related Matters

Chartwell currently qualifies as a mutual fund trder Canadian income tax purposes, and under
legislation that became law on June 22, 2007 (81€T Rules"), became a "specified investment flow-
through" trust (a "SIFT").

Under the SIFT Rules, distributions paid by a S#sTreturns of capital will not be subject to the tén
2008, 100% of Chartwell’s distributions were noratle returns of capital compared to approximately
97.7% in 2007.

A flow-through subsidiary of Chartwell was consig@ra SIFT prior to December 31, 2008. This entity
has been restructured such that it is not subgeStRET tax in 2009.

Y This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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Key Performance Indicators

Chartwell uses a number of key performance indrsgtmr monitoring and analyzing its financial resul
These key performance measures are not definedabgdian generally accepted accounting principles
(“GAAP”) and may not be comparable to similar measupresented by other income trusts or other
companies. Key financial performance measuredeseribed below.

Funds from Operations

Funds from Operations (“FFO”) is not a recognizeshsure under GAAP and should not be construed as
an alternative to net earnings or cash flow fromerafing activities as determined by GAAP. FFO is
defined as net income computed in accordance WA excluding gains or losses from sales of
depreciable real estate and extraordinary items, atds back the following: depreciation and
amortization, future income taxes, and adjustméntgquity-accounted-for entities and non-contnglli
interests. FFO as presented may not be compat@ldienilar measures presented by other real estate
investment trusts. However, Chartwell presents [EBsistent with the definition adopted by the Real
Property Association of Canada (“REALpac”).

In the opinion of management, the use of FFO, coewiwith the required primary GAAP presentations,
has been fundamentally beneficial to the userbefihancial information, improving their understiar

of the operating results of Chartwell. Managengstterally considers FFO to be a useful measure for
reviewing Chartwell’'s operating and financial pem@ance because, by excluding real estate asset
depreciation and amortization (which can vary amomgers of identical assets in similar condition
based on historical cost accounting and usefukeldiimates), FFO can help one to compare the apgrat
performance of the Trust's real estate portfolioleen financial reporting periods.

The tables presented under the “Consolidated RestilOperations, Non-GAAP Measures” section of
this MD&A provide a reconciliation of FFO to netciome, as reported in Chartwell’s consolidated
financial statements.

Normalized Funds from Operations

In addition to presenting FFO in accordance with tefinition adopted by REALpac, Chartwell also
discloses Normalized FFO (“NFFO”) which excludes #ifects of recording operating lease expense on
a straight-line basis and unrealized foreign exghagains and losses to allow for better compatgtdi
prior periods.

NFFO is not a GAAP measure and should not be ametas an alternative to net earnings or cash flow
from operating activities as determined by GAAPER®D as presented may not be comparable to similar
measures presented by other companies. Managemiads NFFO is useful in the assessment of the
operating performance of Chartwell and that thisasoee is also useful for valuation purposes.

Management calculates NFFO by adding or subtractimgain items to FFO as defined by REALpac, as

follows:

Straight-line adjustment to lease expense: GAAP requires that operating lease expenses bememal
over the term of related leases using the strdigatmethod. Generally, lease payments increase ov
time to account for inflation. As the corresporginflationary revenue increases will only be readi in
the future, we adjust for this non-cash expend¢HRO calculations.
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Unrealized gains and losses on derivative financial instruments and unrealized foreign exchange gains
and losses: These non-cash items are adjusted for as thesengsnoay fluctuate significantly over time
and we believe that this adjustment improves coaipbity across periods.

SIFT income tax expense: Current income tax expense arising from the prdibakihat one of
Chartwell's subsidiaries will be taxed as a SIFadsled back to income in our calculation of NFR@e
restructured such that this entity will not be sabjto the SIFT tax in 2009.

The tables presented under the “Consolidated ResfilOperations, Non-GAAP Measures” section of
this MD&A provide details of NFFO calculations.

Adjusted Funds from Operations

Adjusted Funds from Operations (“AFFQO”) is not a A measure and should not be construed as an
alternative to net earnings or cash flow from opegaactivities as determined by GAAP. AFFO as
presented may not be comparable to similar measuresented by other companies. Management
believes AFFO is useful in the assessment of therating performance of Chartwell and that this
measure is also useful for valuation purposes. dgament calculates AFFO by adding or subtracting
certain items to or from FFO as defined by REAL @ecfollows:

Straight-line adjustment to lease expense: GAAP requires that operating lease expenses bgmesl
over the term of related leases using the strdigatmethod. Generally, lease payments increase ov
time to account for inflation. As the corresporginflationary revenue increases will only be readi in
the future, we adjust for this non-cash expeng&HRO calculations.

Unrealized gains and losses on derivative financial instruments and unrealized foreign exchange gains
and losses: These non-cash items are adjusted for as thesengsnoay fluctuate significantly over time
and we believe that this adjustment improves coaipkily across periods.

Amortization of below-market leases. This non-cash item increases GAAP revenue and risnamnly
adjusted in AFFO calculations. On acquisition @raperty, as required by GAAP, management records
a liability for below-market leases that exist argaisition. This liability is amortized to revenuas
required by GAAP, over time with no effect on cash.

Principal portion of capital subsidy receivable: This item represents a portion of the long-term
(maximum 20-year) cash flow stream provided by@mario Ministry of Health and Long-Term Care to
communities which meet certain design criteria. édude this item in AFFO calculations.

Income guarantees: This item represents amounts due from vendors aqufiieerd communities under the
applicable purchase and sale agreement. It is@énapplicable to communities in lease-up.

Amortization of debt mark-to-market adjustments, including accretion on the convertible debentures,
and amortization of financing costs: Adjustments made in AFFO calculation to adjust rion-cash
interest expense items and to account for intergetnse based on the contractual terms of the lyimder
debt.

Financing cost reserve: In order to account for financing costs routinehgurred on re-financing of
existing debt, we included this reserve in thedakion of AFFO. We calculate this reserve basedur
estimate of normalized costs of re-financing (66ibaoints) applied to the debt balances outstgnalin
the end of the reporting period taking into accowetghted average term to maturity of our mortgage
portfolio.

Capital maintenance reserve: Capital maintenance reserve is estimated at 2%opfgpty revenue.
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The tables presented under the “Consolidated RestilOperations, Non-GAAP Measures” section of
this MD&A provide details of AFFO calculations.

Per Unit Amounts

In our calculations of FFO, NFFO and AFFO per unwit, include the Class B Units of Chartwell Master
Care LP (“Master LP") and the AFFO allocable to tietated non-controlling interest as the Class B
Units are exchangeable into Trust Units at any e option of the Unitholder.

Net Operating Income

Net operating income (“NOI”) is calculated as rewenexcluding below-market lease amortization,
adding equity income from Quebec Co-owned prope(peior to acquiring the remaining 50% interest in
these properties in 2008), less direct operatingeeges and is reported for each operating segment.
Management uses this measure to evaluate indivaduhtivisional property performance.

Same Property Performance

The Trust evaluates its financial performance bglyaing its same property portfolio. Generallyy ou
same property portfolio excludes properties thatehaot been owned or leased continuously since the
beginning of the previous fiscal year. In additiomimprove comparability, beginning in 2009 weséa
designated properties where we have added signifazgacity or expect in the current year to op&n n
suites to be excluded from the Same Property HiortfoThe following table summarizes the Same
Property Portfolio for 2009:

Properties Suites/Beds

Canadian Retirement Operations 86 9,816
Canadian Long-Term Care Operations 23 3,100
U.S. Operations (owned and leased) 75 12,709
Total Same Property Portfolio 184 25,625

Operating Margins

Operating margins are calculated as revenue lesstdiperating expenses divided by revenue. This
measure is sometimes used as an indicator of ségredormance as management monitors its ability to
translate changes in revenue into NOI. Howeveppesating margins typically vary by the level afe
offered, the mix of our portfolio’'s various levetsf care needs to be considered when conducting
performance analysis. In addition, as higher acladtels of service generally have a lower operating
margin, the benefit of the additional NOI generalbgdthese services is not reflected in the opegatin
margin statistic.

Occupancy Percentage
Occupancy percentages are calculated as the nwhdays a suite is occupied divided by the maximum
number of days available in the period. Occupaiscgalculated including both owned and leased

properties at Chartwell's share of ownership osémld interest and excluding second occupants (e.g
spouses) and any suites under construction oagelep as part of an internal growth project.

General, Administrative and Trust Expenses as a Per  centage of Revenue
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Chartwell monitors general, administrative andttexpenses on a consolidated basis as a perceritage
revenue.

Consolidated Results of Operations

Overview of Consolidated Results of Operations

Same Property Portfolio @

Same property NOI decreased by $0.2 million or 0#%Q2 2009 compared to Q2 2008 and $0.6

million or 0.6% for 2009 YTD compared to 2008 YTPB fallows:

» Our Canadian retirement portfolio same property M@s relatively flat in Q2 2009 compared to Q2
2008 and decreased by $0.3 million or 0.6% for 280® compared to 2008 YTD. Reduced
occupancy and increased utility, property tax awmmmodity tax costs, combined with costs
rate increases, which range between 2.5% and 5z0fb, our yield management program that
continues to generate rent increases on turnovekénss of inflationary rate increases for existing
residents.

* In our U.S. same property portfolio, reduced ocogyawas largely offset by regular annual rent
increases, targeted cost reduction initiatives, tigitt management of expenses. As a result, same
property NOI contraction was limited to a decreafs¥.S.$0.2 million or 1.0% in Q2 2009 compared
to Q2 2008 and a decrease of U.S.$0.4 million @¥dfor 2009 YTD compared to 2008 YTD.

* Our same property Canadian long-term care portfiodid relatively flat same property NOI in Q2
2009 compared to Q2 2008 and an increase of $0libmor 1.3% for 2009 YTD compared to 2008
YTD.

Same property occupancy continued to be relatigig at 91.1% in Q2 2009. However, this represents
a 2.3 percentage point decrease from 93.4% in ©8.20

Acquisition and Internal Growth Portfolio Highlight S

For Q2 2009, acquisitions and internal growth dboted $4.8 million of NOI and $9.6 million for 200
YTD, or an additional $2.4 million compared to Q208 and $4.7 million for 2009 YTD compared to
2008 YTD, excluding the impact of foreign exchange.

General, Administrative and Trust Expenses

Excluding severance and other costs, G&A expensggased as a percentage of revenues to 2.8% of
revenues for Q2 2009 compared to 2.7% for Q2 20M8apily due to costs incurred to rebrand certdin o
our U.S. assets as required by certain acquisatipaements. G&A expenses decreased as a percefitage
revenue to 2.5% for 2009 YTD compared to 2.7% 0YTD.

@ Note: statistics in this section exclude the ¢ffet foreign exchange translation.
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Provision for Impairment of Mezzanine Loans

As described more fully in the “Significant Events&ction of this MD&A, in Q2 2009, we recorded
impairment provisions of $30.7 million related tocaunts receivable and mezzanine loans from Melior,
Spectrum and their joint venture partners.

Per Unit Analysis

Excluding the impairment provisions of $30.7 milljcAFFO for Q2 2009 was $18.0 million, or $0.18

per unit diluted a slight increase compared to Q@82AFFO of $17.1 million or $0.17 per unit diluted

The following items impacted AFFO during the quarte

« Improved contribution from the property portfolidmarily due to acquisitions completed subsequent
to January 1, 2008 and positive impact of foreigchange rates added approximately $1.9 million or
$0.02 per unit diluted helped to offset the impzfdhe items noted below.

« Lower management fee income reduced AFFO by $dlidbmor $0.01 per unit diluted.

+ G&A expenses increased by $0.5 million or $0.01 st diluted primarily due to severance and re-
branding costs incurred in Q2 2009.

Excluding the impairment provisions of $30.7 miljcAFFO for 2009 YTD was $0.39 per unit diluted an

increase of $0.06 per unit diluted for 2008 Y TDnpetrily due to the following:

« Realized foreign exchange gain of $4.8 million 8105 per unit diluted.

e Increased contribution from the property portfoliprimarily due to acquisitions completed
subsequent to January 1, 2008 of $1.1 million c®@%@er unit diluted.

« Reduction to current income tax expense of $0.8anibr $0.01 per unit diluted.

« G&A expenses increased by $1.1 million or $0.01 yait diluted primarily due to severance and
rebranding costs.

Excluding the impairment provisions of $30.7 mitliofor Q2 2009, FFO diluted per unit was $14.0
million or $0.14 per unit diluted, a decrease ofS$iillion or $0.03 per unit diluted compared to Q2
2008. For 2009 YTD, FFO diluted per unit was $38iBion or $0.33 per unit diluted, a decrease »fl$
million or $0.02 per unit diluted compared to 200BD. FFO diluted per unit is described more fuhly
the “Funds from Operations” section of this MD&A.

Excluding the impairment provisions of $30.7 mifljidor Q2 2009, NFFO, which excludes the effect of
unrealized foreign exchange gains and lossesghktrimne lease expense adjustments and current SIFT
income tax expense, diluted per unit was $0.190dper unit diluted, higher than Q2 2008. FAd20
YTD, NFFO diluted per unit was $0.43 or $0.06 peit diluted higher than 2008 YTD.

Net loss increased to $0.42 per unit diluted for2ZQR9, an increase of $0.28 per unit diluted coeghén

Q2 2008. Increased depreciation, impairment provisions regkeand lease expenses were partially offset
by increased net operating income, recovery ofréutaxes and lower amortization compared to prior
periods, changes in unrealized and realized forexghange gains and losses, and lower SIFT tateckla
provisions for current income tax expense. For920TD, net loss increased to $0.57 per unit diluted
increase of $0.30 per unit diluted compared to 200B.
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The following table presents a summary of selefitexhcial and operating performance measures:

($000s, except per unit amounts,

occupancy rates, and operating Increase / Increase /
margins) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Property revenue 189,163 167,920 21,243 382,360 334,307 48,053
Total revenues 194,490 174,698 19,792 393,620 349,047 44,573
Net loss (41,114) (12,872) (28,242) (55,059) (24,393) (30,666)
Net loss per unit (basic and

diluted) (0.42) (0.14) (0.28) (0.57) 0.27) (0.30)
Distributions declared 18,693 18,436 257 37,314 42,220 (4,906)
Distributions declared per unit 0.19 0.19 - 0.37 0.42 (0.05)
FFO @ (16,690) 16,524 (33,214) 2,619 35,424 (32,805)
Diluted FFO per unit (0.16) 0.16 (0.32) 0.03 0.35 (0.32)
NFFO @ (10,907) 18,543 (29,450) 13,049 37,245 (24,196)
Diluted NFFO per unit (0.11) 0.18 (0.29) 0.13 0.37 (0.24)
AFFO @ (12,655) 17,071 (29,726) 9,253 33,084 (23,831)
Diluted AFFO per unit (0.12) 0.17 (0.29) 0.09 0.33 (0.24)

Weighted average occupancy
rate - same property portfolio 91.1% 93.4% (2.3pp) 91.6% 93.5% (1.9pp)

Operating margin — same
property portfolio 31.7% 32.1% (0.4pp) 31.1% 31.7% (0.6pp)

Weighted average number of
units including Class B Units of
Chartwell Master Care LP ©:
Basic 99,820,656 98.402,259 1,418,397 99,629,538 98,224,995 1,404,543
Diluted (includes LTIP) 102,414,129 101,219,260 1,194,869 102,234,704 100,794,363 1,440,341

(1) Refer to the “Non-GAAP Measures - Funds from Operations” section of this MD&A for the reconciliation of FFO to Net Loss.

(2) Refer to the “Key Performance Indicators - Normalized Funds from Operations” section of this MD&A for the details of the
NFFO calculation.

(3) Refer to the “Key Performance Indicators - Adjusted Funds from Operations” section of this MD&A for the details of the AFFO
calculation.

(4) Percentage points.

(5) Refer to the “Non-GAAP Measures - Funds from Operations; Normalized Funds from Operations; and Adjusted Funds from
Operations” sections of this MD&A.
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Summary of Property Revenue

Increase / Increase /
($000s, except occupancy rates) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Same property™ 163,980 162,116 1,864 328,191 323,617 4,574
Acquisitions®” 14,872 8,240 6,632 28,347 15,852 12,495
Equity-accounted VIEs - (3,067) 3,067 - (6,056) 6,056
Foreign exchange on U.S. dollar
revenue 10,311 630 9,681 25,822 892 24,930
Total property revenue 189,163 167,919 21,244 382,360 334,305 48,055
Weighted average occupancy rate -
same property portfolio 91.1% 93.4% (2.3pp) 91.6% 93.5% (1.9pp)

(1) Excluding the effect of foreign exchange on U.S. dollar revenue.

Total property revenue increased by 12.7% in Q2028fimpared to Q2 2008 and 14.4% for 2009 YTD
compared to 2008 YTD due to the increase in theevalf the U.S. dollar compared to the Canadian
dollar, contributions from acquisitions completadbsequent to January 1, 2008, and same property
revenue growth.

Same property revenue increased by approximatey $illion or 1.1% in Q2 2009 compared to Q2
2008 and $4.6 million or 1.4% for 2009 YTD compated2008 YTD despite softer occupancies. We
continue to drive revenue growth with our proveatgigies as follows:

* Yield management programs in the Canadian retiréim@me portfolio to establish increased market-
based rates on suite turnover. However, this ipesimpact of these programs has been partially
offset by increasing move-in incentives. Move+icantives typically reduce the average rate in the
first year to which the incentive applied.

* Regular annual rent increases that are competdil@al market conditions.

* The addition of new services for residents at sofr@hartwell’s communities.

On October 27, 2008, Chartwell acquired from Melioe remaining 50% interest in seven operating
companies in the Province of Quebec (the “Co-owhipss). Prior to the acquisition, the Co-ownership
were structured to lease the respective commuritees the co-owners and were considered Variable
Interest Entities (“VIES”) under GAAP. As Chartwalas not considered to be the primary beneficiary
of these entities, we were required to accountifem using the equity method of accounting. Ojfregat
results of these communities are now included énattquisition portfolio for presentation purposeshie
table above.

Weighted average occupancy rates in the same pygpeantfolio were 91.1% in Q2 2009, a decrease of

2.3 percentage points from 93.4% in Q2 2008. P&92YTD, the weighted average occupancy rate for

the same property portfolio was 91.6%, a decre&de9opercentage points from 93.5% for 2008 YTD.

The following factors have contributed to the dese=

« We experienced a softening of occupancies, prignarithe U.S. toward the end of 2008. This trend
has continued in the first half of 2009 with U.@nm& property average occupancy in Q2 2009 at
89.5% or 4.8 percentage points lower than Q2 2008.

« In addition, occupancies are 92.5% in our Westeanadian platform, 2.7 percentage points lower
than Q2 2008 due to over-supply in certain regiomatkets and one long-term care home.

«  Compared to Q2 2008, we also experienced a softeiminoccupancy in our Ontario retirement
portfolio, with average occupancy down 0.8 peragagaoints to 92.5%.

These reductions were partially offset by strengjtige occupancies in our Quebec platform with
occupancy in the same property platform rising8@% or 0.7 percentage points higher than Q2 2008.
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Subsequent to June 30, 2009, customer traffic apeoted future arrivals have been improving and
combined with improvements in the housing markat®ath Canada and the U.S., we are cautiously
optimistic that this improvement will translate anihcreasing occupancies through the remaindehef t
year! We are mitigating reduced occupancy where passityl reducing costs without adversely
affecting our high quality of care and service.efids in occupancies are described further in th92
Outlook” section of this MD&A.

Summary of Direct Operating Expenses

Increase / Increase /

($000s) Q2 2009 Q22008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Same property™ 112,070 110,016 2,054 226,222 221,059 5,163
Acquisitions(l) 10,072 5,792 4,280 18,739 10,915 7,824
Equity-accounted VIEs - (2,076) 2,076 - (4,209) 4,209
Foreign exchange on U.S. dollar

expenses 6,490 396 6,094 16,073 560 15,513
Total direct operating expenses —

properties 128,632 114,128 14,504 261,034 228,325 32,709
Direct operating expenses —

management operations 1,025 1,027 (2) 2,050 2,051 (1)
Total direct operating expenses 129,657 115,155 14,502 263,084 230,376 32,708

(1) Excluding the effect of foreign exchange on U.S. dollar expenses.

Total direct operating expenses increasedh®% in Q2 2009 compared to Q2 2008 and 14.2% for 2009
YTD compared to 2008 YTD primarily due to the irecse in the value of the U.S. dollar compared to the
Canadian dollar, and additional expenses from aigpns completed subsequent to January 1, 2008.

Same property direct operating expenses increagegroximately $2.1 million or 1.9% for Q2 2009
compared to Q2 2008 and $5.2 million or 2.3% fod2¥TD compared to 2008 YTD. Increased costs
related to property tax and commodity tax were aiffgy lower energy costs and the impact of cost
reduction initiatives in labour and discretionaogsts.

General, Administrative and Trust Expenses

($000s, except percentage of Increase / Increase /
revenue) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
General, administrative and trust

expenses (“G&A”) 5,463 4,666 797 9,953 9,385 568
Severance and other costs 359 636 (277) 1,689 1,117 572
Total G&A per financial statements 5,822 5,302 520 11,642 10,502 1,140

As % of revenue:
Excluding severance and other costs 2.8% 2.7% 0.1pp 2.5% 2.7% (0.2pp)

In Q2 2009, G&A expenses before severance and otsts increased by approximately $0.8 million to
$5.5 million or 2.8% of revenue compared to $4.Hiom or 2.7% of revenue Q2 2008 primarily due to

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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rebranding costs of $0.7 million for our U.S. prdjes. For 2009 YTD, G&A expenses before severance
and other costs increased by $0.6 million to $9Ifiom or 2.5% of revenue compared to $9.4 million
2.7% of revenue for 2008 YTD.

Severance and other costs decreased by $0.3 milliQ2 2009 as compared to Q2 2008 and increased

by $0.6 million for 2009 YTD compared to 2008 YTBirparily due to $1.1 million of severance costs
recorded in Q1 2009.

Interest and Property Lease Expense

Increase / Increase /
($000s) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Interest Expense
Mortgages and loans payable 22,532 21,254 1,278 46,295 41,963 4,332
Convertible debentures 2,979 2,981 2) 5,958 5,960 2)
Operating credit facility and other 69 21 48 151 84 67
Interest capitalized to properties
under development (308) - (308) (631) - (631)
25,272 24,256 1,016 51,773 48,007 3,766

Accretion adjustment to convertible

debenture liability 747 685 62 1,478 1,356 122
Amortization of debt mark-to-

market adjustments arising on

acquisition (402) (305) (97) (649) (582) (67)
Amortization of financing costs 1,599 1,205 394 2,926 2,412 514
Total Interest Expense 27,216 25,841 1,375 55,528 51,193 4,335

Property Lease Expense
Contractual lease payments for the
period 11,640 9,746 1,894 24,028 19,515 4,513
Adjustment to record lease
expense on a straight-line basis
over the lease term 1,659 1,593 66 3,426 3,245 181

Total Property Lease Expense 13,299 11,339 1,960 27,454 22,760 4,694

The increase in interest expense is consistent thvitlgrowth in our debt portfolio. In additionténest
expense related to our U.S. debt portfolio incrdaseboth Q2 2009 compared to Q2 2008 and 2009
YTD compared to 2008 YTD due to the increase ieifpr exchange rates.

During Q2 2009 and 2009 YTD, we capitalized inter@s$0.3 million and $0.6 million respectively,
which relates to our net investment in internalvgfoprojects.

Contractual property lease expeirsgreased by $1.9 million for Q2 2009 compared 2008 and $4.5

million for 2009 YTD compared to 2008 YTD due toguéar annual lease rate increases of 3.35%,
financing payments related to landlord’s capitgdenditures and an increase in foreign exchangs.rate
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Mezzanine Loans, Mezzanine Loan Interest Income and Impairment Provision

June 30, June 30, Increase /

($000s) 2009 2008 (Decrease)
Gross mezzanine loan balances outstanding (end of the period) 102,414 111,780 (9,366)
Fees net of costs recorded as a reduction of mezzanine loan balances (4,313) (4,936) 623
Allowance for impairment of mezzanine loans (29,375) - (29,375)
Net mezzanine loan receivable 68,726 106,844 (38,118)
Increase / Increase /

($000s) Q2 2009 Q22008 (Decrease) 2009 YTD 2008 YTD  (Decrease)

Mezzanine loan interest based on

gross loan balances 2,370 2,980 (610) 4,807 5,873 (1,066)
Effective yield adjustments for:

Placement fees integral to lending

activities 529 (300) 829 834 (15) 849
Legal costs integral to lending
activities (139) (262) 123 (310) (412) 102
Total Mezzanine Loan Interest
Income 2,760 2,418 342 5,331 5,446 (115)

Provision for impairment of
mezzanine loans and accounts
receivable 30,684 - 30,684 30,684 - 30,684

Mezzanine loan interest decreased by $0.6 millasrQf2 2009 compared to Q2 2008 and by $1.1 million
for 2009 YTD compared to 2008 YTD due to lower baks of mezzanine loans outstanding. Mezzanine
loan interest and related placement fees are resagyin income using the effective interest ratéhoe.
Under this method, we update our expectations &wgeted stabilization dates of the underlying
development projects and re-discount the expedast iows for the life of the project over the wmd
expected time to complete using the effective agerate.

As described more fully in the “Significant Eventsction of this MD&A, in Q2 2009 we recorded an
impairment provision related to our exposure tocBpen, Melior and their joint venture partners of
$30.7 million of which $7.7 million was allocateal &ccounts receivable and $23.0 million was alkxtat
to mezzanine loans receivable.
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Other Items

Increase / Increase /

($000s) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Bank interest and other income 705 677 28 1,542 1,939 (397)
Below-market lease amortization

revenue 305 434 (129) 742 912 (170)
Gain/(Loss) on sale of assets - (102) 102 - (94) 94
Realized foreign exchange gains and

(losses) (185) - (185) 4,802 - 4,802
Unrealized gains and (losses) on

derivative financial instruments and

unrealized foreign exchange gains

and (losses) (4,124) (559) (3,565) (7,095) 2,290 (9,385)
Depreciation of properties (19,427) (17,042) (2,385) (39,147) (33,510) (5,637)
Amortization of limited life intangible

assets (10,671) (13.149) 2,478 (22,865) (27,743) 4,878
Provision for impairment of

mezzanine loans and accounts

receivable (30,684) - (30,684) (30,684) - (30,684)
Current income tax (expense)

recovery (76) 133 (209) (82) (866) 784
Future income tax (expense)

recovery 4,693 - 4,693 2,941 (237) 3,178
Non-controlling interest 864 786 78 1,159 1,551 (392)
Net loss (41,114) (12,872) (28,242) (55,059) (24,393) (30,066)

Bank Interest and Other Income

Bank interest and other income was relatively iitaQ2 2009 compared to Q2 2008 and decreased in
2009 YTD compared to 2008 YTD primarily due to lowavested cash balances and non-property
miscellaneous income.

Realized Gains (Losses)

Chartwell recorded a realized foreign exchange ¢6€9.2 million in Q2 2009 which primarily relatés
the payment of accrued interest on intercompanysoa

Chartwell recorded a realized foreign exchange §@ir2009 YTD of $4.8 million, primarily related to
the settlement of a foreign exchange SWAP contma@tl 2009.

Unrealized Gains (Losses)

The unrealized foreign exchange loss primarily teglato the intercompany cross-border U.S. dollar-
denominated loans receivable and payable used byt to finance its operations in a tax effidien
manner. At June 30, 2009, we had net loans oulistgrof approximately U.S.$66.4 million from our
U.S. subsidiaries and loans payable of $27.0 milt@ our U.S. subsidiaries. Although the principal
amount of this debt eliminates on consolidationreahzed foreign exchange gains and losses are
required to be recorded in income under GAAP.
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Depreciation and Amortization

The increase in depreciation of properties is &est with the growth in our property portfolio.
Amortization of limited life intangible assets deased in Q2 2009 as compared to Q2 2008 and f& 200
YTD compared to 2008 YTD as approximately $51.8iamil of intangible assets were fully amortized in
2009.

Current and Future Income Tax (Expense) Recovery

Under the SIFT Rules, Chartwell became subjectlEY $ax on certain income beginning in 2007 as
described in the “Significant Events” section ofstiMD&A. During Q2 2009, we recorded a future
income tax recovery of $4.7 million, and a $2.9limil recovery for 2009 YTD. The provision for fuéu
income tax expense relates to the temporary diftee between the carrying amounts and tax bases of
assets and liabilities, including those that arpeeted to reverse on or after June 30, 2009. These
temporary differences are tax effected using thienased substantively enacted SIFT tax rate atithe

that these differences are expected to reverse.

As described in the “Significant Events” sectiontbfs MD&A, in 2008, the Department of Finance
issued draft legislation which described potergteinges in the determination of which legal ergtitiee
considered SIFTs. Enabling legislation receivegdR@ssent on March 12, 2009. The clarificatioas s
out in the draft legislation likely result in a sidliary partnership of Chartwell REIT being conseateto

be a SIFT in 2007 and 2008. Prior to January 092Chartwell completed a capital reorganizatioitsn
subsidiary partnership. As a result, the subsidiartnership meets the definition of an excluded
subsidiary and is no longer subject to SIFT incaeaxein 2009.

Net Loss
Net loss for Q2 2009 increased in comparison t2Q28 by $28.2 million and by $30.1 million for 2009
YTD compared to 2008 YTD primarily due to a prowrsifor impairment, increased depreciation, interest

and lease expenses. This was partially offsetripravements in net operating income and lower otirre
SIFT tax provisions, a future income tax recoverg bbwer amortization.
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Summary of Results of Operations by Division

The following section provides an analysis of thgemting performance of each of our operating
segments for Q2 2009 compared Q2 2008.

Canadian Retirement Operations

The following table summarizes the composition wf Ganadian Retirement Operations segment:

Composition of Suites

Properties ISL AL LTC Total

Same Property
100% Owned 84 6,725 2,098 745 9,568
50% Owned 2 248 - - 248
Total Same Property 86 6,973 2,098 745 9,816
Acquisitions & Internal Growth
100% Owned:

Operating 14 1,428 163 254 1,845

Internal growth - 264 - 155 419

14 1,692 163 409 2,264

50% Owned 4 418 37 - 455
Total Acquisitions & Internal Growth 18 2,110 200 409 2,719
Total 104 9,083 2,298 1,154 12,535
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The following table presents the results of operatiof our Canadian Retirement Operations segment:

($000s, except occupancy rates and Increase / Increase /
operating margins) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Revenues
Same property 67,468 66,415 1,053 135,186 132,580 2,606
Acquisitions, Internal Growth and

Other:

Acquisitions and internal growth 12,910 4,438 8,472 24,676 8,763 15,913

Equity-accounted VIEs - 3,067 (3,067) - 6,056 (6,056)

Total Acquisitions, Internal Growth

and Other 12,910 7,505 5,405 24,676 14,819 9,857
Total Revenue 80,378 73,920 6,458 159,862 147,399 12,463
Direct Operating Expenses
Same property 42,725 41,709 1,016 87,072 84,156 2,916
Acquisitions, Internal Growth and

Other:

Acquisitions and internal growth 8,778 3,204 5,574 17,306 6,406 10,900

Equity-accounted VIEs - 2,076 (2,076) - 4,209 (4,209)

Total Acquisitions, Internal Growth

and Other 8,778 5,280 3,498 17,306 10,615 6,691
Total Direct Operating Expenses 51,503 46,989 4,514 104,378 94,771 9,607
Net Operating Income
Same property 24,743 24,706 37 48,114 48,424 (310)
Acquisitions, Internal Growth and

Other:

Acquisitions and internal growth 4,132 1,234 2,898 7,370 2,357 5,013

Equity-accounted VIEs - 991 (991) - 1,847 (1,847)

Total Acquisitions, Internal Growth

and Other 4,132 2,225 1,907 7,370 4,204 3,166
Total Net Operating Income 28,875 26,931 1,944 55,484 52,628 2,856
Overall operating margins 35.9% 36.4% (0.5pp) 34.7% 35.7% (1.0pp)
Same property statistics:
Operating margins 36.7% 37.2% (0.5pp) 35.6% 36.5% (0.9pp)
Weighted average occupancy rate 90.5% 91.3% (0.8pp) 90.8% 91.6% (0.8pp)

Same property revenues increased by 1.6% in Q2 2908gular rental increases, which ranged between
2.5% and 5.0%, have offset a 0.8 percentage peiitng in same property occupancy compared to Q2
2008. Same property average occupancy remairis/e®yehigh at 90.5%.

Same property direct operating expenses increas@dibo in Q2 2009 compared to Q2 2008 as follows:

« increased property tax expense as a result ofasetemarket value assessments, and

- increased goods and services taxes on contracteseotices in our Western properties previously
treated as exempt.

Same property NOI was flat in Q2 2009 compared2d@Q08. Our same property Quebec platform NOI
increased by 6.9%, which represents a significamtrovement in NOI in this platform compared to
previous trends as described below. Our Westerradian platform same property NOI decreased by
1.9%, which is the net effect of reduced occupanaiecertain local markets offset by regular annual
rental increases and implementing cost controlaiiies. Same property NOI in our Eastern Canadian
retirement properties (outside Quebec) for Q2 2666reased 0.7%, as growth in this platform was
reduced from previous levels primarily due to lowmscupancies and increased property taxes as
described above.

In 2008, our Quebec platform experienced signific@movation and construction activity. Typically,
where we add new capacity to a property, the cocstm activity temporarily depresses occupancy in
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the existing building. In addition, in some casessting suites needed to be removed from invgntor
and were temporarily unavailable for rental durihg construction program. Similar conditions exist
properties we reposition. For example, where veeupgrading key service amenities, such as diniag a
kitchen facilities, temporarily services will noe lof the same quality and until the newly renovated
amenities are available, the building is tempoydess marketable.

As a result of these initiatives to renew and réjmss many of our Quebec properties, occupancy
decreased primarily from Q2 2008 through to the @n2l008. The majority of construction activity sva
completed in the second half of 2008 and we are bpeginning to realize the benefits as evidenced in
improved NOI. Occupancy has grown steadily in 2808, with respect to net new rentals, Quebec is our
best performing platform to date in 2009.

Canadian Long-Term Care Operations

The following table summarizes the composition wf Ganadian Long-Term Care Operations segment:

Composition of Suites

Properties ISL AL LTC Total

Same Property

100% Owned 15 - 99 1,616 1,715
50% Owned 8 - - 1,385 1,385
Total Same Property 23 - 99 3,001 3,100
Acquisitions

100% Owned Acquisition 1 64 - - 64
Total Acquisitions 1 64 - - 64
Total 24 64 99 3,001 3,164
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The following table presents the results of operatiof our Canadian Long-Term Care Operations
segment:

($000s, except occupancy rates and Increase / Increase /
operating margins) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Revenues

Same property 35,872 33,699 2,173 70,404 67,170 3,234
Acquisitions 528 375 153 1,049 375 674
Total Revenues 36,400 34,074 2,326 71,453 67,545 3,908
Direct Operating Expenses

Same property 31,328 29,166 2,162 61,928 58,806 3,122
Acquisitions 325 226 99 652 226 426
Total Direct Operating Expenses 31,653 29,392 2,261 62,580 59,032 3,548
Net operating income

Same property 4,544 4,533 11 8,476 8,364 112
Acquisitions 203 149 54 397 149 248
Total Net Operating Income 4,747 4,682 65 8,873 8,513 360
Overall operating margins 13.0% 13.7% (0.7pp) 12.4% 12.6% (0.2pp)
Same property statistics:

Operating margins 12.7% 13.5% (0.8pp) 12.0% 12.5% (0.5pp)
Weighted average occupancy rate 98.5% 98.7% (0.2pp) 98.2% 98.8% (0.6pp)

Same property revenues increased by 6.4% in Q2 @0®@Pared to Q2 2008. Direct operating expenses
increased by 7.4% in Q2 2009 compared to Q2 2008e increases are primarily due to higher
government funding provided for direct residentecaervices which are mainly staffing related. Eire
resident care funding results in an increase ih botenue and direct operating expenses. In addithe
Ontario government provided for additional fundiiog other accommodation which increased revenues
by approximately $0.3 million for Q2 2009 compatedQ2 2008. We will continue to be receive this
new funding up to March 31, 2010. This was pdytiaffset by higher cost for food. As this cost i
funded to a maximum amount per resident day onrawa basis, we expect we will recover this
overspending in the balance of the ye&@ame property NOI was flat for Q2 2009 compace@2 2008.

Weighted average occupancies in the same propertiolio were at 98.5% for Q2 2009, a decrease of
0.2 percentage points from Q2 2008ccupancy in our Ontario long-term care communiéigseeded
97% for 2008 in all properties and, as a resuéisé¢hcommunities receive government funding as thoug
fully occupied.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.

29



U.S. Operations

The following table summarizes the compositionwf d.S Operations segment:

Composition of Suites

Properties ISL AL LTC Total

Same Property - Owned
100% 23 1,527 767 - 2,294
50% 25 3,126 1,240 190 4,556
Total Same Property Owned 48 4,653 2,007 190 6,850
Properties under Operating Lease
100% Interest 2 129 108 - 237
49% Interest 25 4,714 757 151 5,622
Total Same Property Leased 27 4,843 865 151 5,859
Total Same Property Owned and Leased 75 9,496 2,872 341 12,709
Internal Growth
50% Owned:

Operating 1 161 35 - 196

1 161 35 - 196

Other
Properties under management 8 2,316 110 - 2,426
Total Internal Growth and Other 9 2,477 145 - 2,622
Total 84 11,973 3,017 341 15,331
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The following table presents the results of operatiof our U.S. Operations segment:

(U.S.$000s, except as noted Increase / Increase /
otherwise) Q2 2009 Q2 2008 (Decrease) 2009 YTD 2008 YTD (Decrease)
Revenues

Same property 60,641 62,002 (1,361) 122,602 123,867 (1,265)
Internal growth and other 1,434 360 1,074 2,622 658 1,964
Total Revenues 62,075 62,362 (287) 125,224 124,525 699
Direct Operating Expenses

Same property 38,018 39,141 (1,123) 77,223 78,098 (875)
Internal growth and other 969 286 683 780 74 706
Total Direct Operating Expenses 38,987 39,427 (440) 78,003 78,172 (169)
Net Operating Income

Same property 22,623 22,861 (238) 45,379 45,769 (390)
Internal growth and other 465 74 391 1,842 584 1,258
Total Net Operating Income 23,088 22,935 153 47,221 46,353 868
Foreign exchange in CDN 3,821 236 3,585 9,748 334 9,414
Total Net Operating Income in CDN 26,909 23,171 3,738 56,969 46,687 10,282
Overall operating margins® 37.2% 36.8% 0.4pp 37.7% 37.2% 0.5pp
Same property statistics:

Operating margins @ 37.3% 36.9% 0.4pp 37.0% 37.0% -
Weighted average occupancy rate 89.5% 94.3% (4.8pp) 90.4% 94.1% (3.7pp)

(1) Calculated based on U.S. dollars.

Same property revenue decreased by U.S.$1.4 mdliéh2% for Q2 2009 compared to Q2 2008. Same
property revenues have been impacted by decliniogumancy with Q2 2009 weighted average

occupancy 89.5% or 4.8 percentage points lower aoeapto 94.3% in Q2 2008. Declining occupancies
were partially offset by rent increases which rabgiveen 5% and 7%.

To mitigate reduced occupancy, we are continuirg ithplementation of strategies to provide more
payment flexibility to existing and potential resids, and continue to invest in marketing and dtbheg
initiatives. In addition we are continuing our @iscon both cost reduction initiatives and cost i@nt
initiatives including procurement and labour cosin@gement strategies. As a result, same property
direct operating expenses have decreased by $1llidkmor 2.9%, for Q2 2009 compared to Q2 2008;
limiting the decline in same property NOI to U.SZnillion or 1.0% in Q2 2009 compared to Q2 2008.

The operating results for our U.S. operating sedgrnme@anadian dollars were impacted by fluctuations
foreign exchange rates. The average exchangewatesas follows:

Increase / Increase /
Q2 2009 Q22008 (Decrease) 2009 YTD 2008 YTD (Decrease)

Weighted average exchange rate for
U.S.$1.00 to CDN 1.17 1.01 0.16 1.21 1.07 0.14

A $0.01 change in the exchange rate for one U.8ardto one Canadian dollar changes AFFO by
approximately $0.10 million on an annualized basis.
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Canadian Management Operations

The following table summarizes the composition wf Ganadian Management Operations segment:

Composition of Suites

Properties ISL AL LTC Total
Managed properties 43 3,577 396 1,262 5,235
Mezzanine loans 11 1,879 116 - 1,995
Total 54 5,456 512 1,262 7,230

The following table presents the results of operatiof our Canadian Management Operations segment:

($000s) Increase / Increase /
Q2 2009 Q22008 (Decrease) 2009 YTD 2008 YTD  (Decrease)
Management and Other Fee Revenue
Spectrum:
Development management (213) 403 (616) 164 814 (650)
Operations management 466 478 (12) 1,021 982 39
Other 17 67 (50) 34 84 (50)
Total Spectrum 270 948 (678) 1,219 1,880 (661)
ING 575 585 (10) 1,170 1,203 (33)
Other 712 724 (12) 1,256 1,513 (257)
Total Management and Other Fee
Revenue: 1,557 2,257 (700) 3,645 4,596 (951)
Direct operating expenses 1,025 1,027 (2) 2,050 2,050 -
Income from Management Operations 532 1,230 (698) 1,595 2,546 (951)

In Q2 2009 management operations revenue decrbgsk@l 7 million as compared to Q2 2008.

In Q2 2009, we recorded an adjustment to developrie&s on certain of Spectrum’s projects of $0.4
million related to changes in project budgets. m@pens management fees from Spectrum were
relatively flat in Q2 2009 compared to Q2 2008. \Afgicipate development management fees from
Spectrum will continue to decline in 2009 as Speutreduces its development activities.

Under our agreement with Spectrum, on closing ac8pm'’s sale of eight properties to Seasons, we ar
entitled to a $2.0 million fee as compensationviaiving our purchase option on these projects.s Tée

has not been recorded as revenue in Q2 2009 a&tedillity of these amounts could not be assured at
this time. We continue working with Spectrum orlexiing our accounts receivable and mezzanine
loans.

Direct operating expenses principally represent diiecation of compensation and related costs of
individuals involved in management operations.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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Non-GAAP Measures

FFO, NFFO and AFFO do not have a standardized mgaonder Canadian generally accepted
accounting principles (“GAAP"):

Refer to the “Key Performance Indicators” sectidrihis MD&A for a detailed discussion of the nature
of various adjustments made in the calculation BOFNFFO and AFFO, along with Management's
discussion of the usefulness of these measureslaating our performance.

Funds from Operations (FFO)

The following table provides a reconciliation of GFo net loss:

Increase / Increase /
($000s, except per unit amounts) Q2 2009 Q22008  (Decrease) 2009 YTD 2008 YTD  (Decrease)
Net loss per financial statements (41,114) (12,872) (28,242) (55,059) (24,393) (30,666)
Add (Subtract):
Depreciation of properties 19,427 17,042 2,385 39,147 33,510 5,637
Amortization of limited life intangible
assets 10,671 13,149 (2,478) 22,865 27,743 (4,878)

Depreciation of leasehold
improvements included in
depreciation of properties (117) (111) (6) (234) (216) (18)

Loss/ (Gain) on sale of assets 102 (102) 94 (94)
Future income tax expense/

(recovery) (4,693) - (4,693) (2,941) 237 (3,178)
Non-controlling interest (864) (786) (78) (1,159) (1,551) 392
FFO @ (16,690) 16,524 (33,214) 2,619 35,424 (32,805)
FFO per unit:

Basic (0.17) 0.17 (0.34) 0.03 0.36 (0.33)

Diluted (0.16) 0.16 (0.32) 0.03 0.35 (0.32)

(1) Refer to the “Key Performance Indicators — Funds from Operations” section of this MD&A for a discussion of the nature of
various adjustments made in FFO calculations.

FFO and FFO per unit diluted decreased by $33.lomibr $0.32 per unit diluted for Q2 2009 compared
to Q2 2008 and $32.8 million or $0.32 per unit @ithfor 2009 YTD compared to 2008 YTD primarily
due to a provision for impairment of $30.7 milli@nd the impact of realized / unrealized foreign
exchange gains / losses.
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Normalized and Adjusted Funds from Operations (NFFO and AFFO)

The following table provides the calculation of NBF&nd AFFO:

Increase / Increase /

($000s, except per unit amounts) Q2 2009 Q22008 (Decrease) 2009 YTD 2008 YTD  (Decrease)
FFO® (16,690) 16,524 (33,214) 2,619 35,424 (32,805)
Add (Subtract):
Adjustment to record lease expense on a

straight-line basis over the lease term 1,659 1,593 66 3,426 3,245 181
Unrealized foreign exchange and

derivative (gains)/losses 4,124 559 3,565 7,095 (2,290) 9,385
SIFT Income Tax Expense (Recovery) - (133) 133 (91) 866 (957)
NFFO® (10,907) 18,543 (29,450) 13,049 37,245 (24,196)
Add (Subtract):
SIFT Income Tax (Expense) Recovery - 133 (133) 91 (866) 957
Amortization of below-market leases (305) (434) 129 (742) (912) 170
Principal portion of capital subsidy

receivable from Health Authorities 541 524 17 1,073 1,025 48
Amounts received under income

guarantees 143 326 (183) 261 589 (328)
Amortization of financing costs 1,599 1,205 394 2,926 2,412 514
Accretion adjustment to convertible

debenture liability 747 685 62 1,478 1,356 122
Amortization of debt mark-to-market

adjustments arising on acquisition (402) (305) (97) (649) (582) (67)
Deferred financing fee reserve © (288) (248) (40) (587) (497) (90)
AFFO before Capex reserve (8,872) 20,429 (29,301) 16,900 39,770 (22,870)
Maintenance Capex reserve - 2% of

property revenue (3,783) (3,358) (425) (7,647) (6,686) (961)
AFFO® (12,655) 17,071 (29,726) 9,253 33,084 (23,831)
NFFO per unit

Basic (0.11) 0.19 (0.30) 0.13 0.38 (0.25)

Diluted (0.11) 0.18 (0.29) 0.13 0.37 (0.24)
AFFO per unit

Basic (0.13) 0.17 (0.30) 0.09 0.34 (0.25)

Diluted (0.12) 0.17 (0.29) 0.09 0.33 (0.24)

(1) Refer to the “Key Performance Indicators — Funds from Operations” section of this MD&A for a discussion of the nature of
various adjustments made in FFO calculations.

(2) Refer to the “Key Performance Indicators — Normalized Funds from Operations” section of this MD&A for a discussion of the
nature of various adjustments made in the NFFO calculations.

(3) Deferred financing fee reserve is calculated quarterly as 0.6 basis points applied to our mortgages payable at the end of the
quarter, pro-rated based on the weighted average term to maturity.

(4) Refer to the “Key Performance Indicators — Adjusted Funds from Operations” section of this MD&A for a discussion of the
nature of various adjustments made in the AFFO calculations.

An analysis of AFFO is described under the “Ovesvid Consolidated Results of Operations” section of
this MD&A.
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Quarterly Financial Information

The following table summarizes Chartwell’s quastenhaudited financial information:

2009 2008 2007

($000s, except per unit
amounts) Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3
Revenues 194,490 199,130 195,943 180,319 174,698 174,349 173,165 177,231
Direct operating

expenses (129,657) (133,427) (133,062) (117,428) (115,155) (115,221) (115,064) (113,240)
General, administrative

and trust expenses (5,822) (5,820) (5,302) (4,098) (5,302) (5,200) (5,935) (5,832)

59,011 59,883 57,579 58,793 54,241 53,928 52,166 58,159

Interest expense (27,216) (28,312) (27,309) (25,287) (25,841) (25,352) (24,931) (25,483)
Property lease

expenses (13,299) (14,155) (13,529) (11,670) (11,339) (11,421) (10,731) (11,565)
Foreign exchange

gains/(losses) (4,309) 2,016 12,534 3,358 (559) 2,849 (122) (4,898)
Depreciation and

amortization (30,098) (31,914) (31,607) (29,520) (30,191) (31,062) (28,243) (32,344)

Write down of carrying

value of management

contracts - - - - - - (1,284) -
Provision for

impairment of

goodwill - - (64,506) - - - - -
Provision for

impairment (30,684) - (6,406) - - - - -
(Loss)/Gain on sale of

assets - - 63 126 (102) 8 (413) 11
Non-controlling interest 864 295 1,989 378 786 765 1,179 982
Current income tax

(expense) recovery (76) (6) 496 (629) 133 (999) (2,004) -
Future income tax

(expense) recovery 4,693 (1,752) 1,568 (1,500) - (237) 4,267 (1,802)
Net loss for the period (41,114) (13,945) (69,128) (5,951) (12,872) (11,521) (10,116) (16,940)
Net loss per unit diluted (0.42) (0.14) (0.72) (0.06) (0.14) (0.13) (0.11) (0.19)
FFO (16,690) 19,309 23,249 24,451 16,524 18,900 14,317 16,160
FFO per unit diluted (0.16) 0.19 0.23 0.24 0.16 0.19 0.14 0.16

Chartwell's quarterly results for the past eightadars have been affected by the acquisitions of ne
seniors housing communities and the correspondingnue increases from management and lending
activities.

Per unit amounts on a quarterly basis were affebtethe timing of the issuance of Trust Units and

Convertible Debentures by Chartwell, as well asheytiming of fee income from development and other
activities.

35



Financial Position

Balance Sheet Analysis

The following table summarizes the significant aipsin our assets, liabilities and Unitholders’igqu
for June 30, 2009 compared to December 31, 2008:

Increase /

(Decrease)
($millions)

Explanation

Properties

Mezzanine loans

Limited life intangible assets

Total assets

Mortgages payable

Total liabilities

Non-controlling interest

Unitholders’ equity

(10.2)

(28.1)

(20.5)

(75.0)

21

19.8

(6.5)

(88.4)

Properties increased as follows: properties acquired during the first six
months of 2009 added $47.2 million; internal growth developments, building
improvements and other capital expenditures added $19.8 million. These
increases were offset by depreciation and amortization of $39.1 million and
foreign exchange translation adjustment of $38.1 million.

Mezzanine loans outstanding decreased due to a provision for impairment of
$23.0 million and the discharge of $5.7 million of mezzanine loans on the
acquisition of the related properties. This was offset by the amortization of
placement fees and lending expenses of $0.6 million.

Limited life intangible assets increased by $4.7 million from acquisitions
during the first six months of 2009. This increase was offset by amortization
of $22.9 million and foreign exchange translation adjustment of $2.3 million.

The decrease in total assets during the first six months of 2009 is principally
due to the decrease in properties, limited life intangible assets, mezzanine
loans and cash.

Mortgages payable increased as a result of new mortgage financings of
$17.5 million, assumed mortgages on acquired properties of $35.6 million.
These increases were offset by regular amortizing principal repayments of
$18.6 million, foreign exchange translation adjustment of $30.8 million and
additional deferred financing costs, net of amortization, of $1.6 million.

The increase in total liabilities is primarily due to increases in mortgages
payable and revolving operating credit facility.

Non-controlling interest decreased primarily due to exchanges of Class B
Units of Master LP for Trust Units of $4.3 million, distributions to the holders
of the Class B Units of Master LP of $0.8 million and non-controlling
interests share of net loss of $1.2 million.

The decrease in Unitholders’ equity is due primarily to cash distributions, the
allocation of the net loss to the Trust's Unitholders and foreign exchange
translation in other comprehensive income. This was offset by an increase
to Unitholders’ equity as a result of the exchange of Class B Units of Master
LP for Trust Units described above.
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Mortgage Debt

The following table outlines the future principa¢épayments on outstanding mortgages and their
respective weighted average interest rates aqat3y 2009.

($000s) Regular Principal % of Total Weighted Average
Principal Due at Total Maturing Interest Rate of
Year Payments Maturity Debt Maturing Debt
Remainder of 2009 14,765 74,625 89,390 5.83% 5.06%
2010 36,771 81,166 117,937 6.34% 4.84%
2011 29,680 49,111 78,791 3.84% 4.82%
2012 30,708 95,871 126,579 7.49% 4.95%
2013 30,670 113,193 143,863 8.85% 5.33%
2014 26,396 87,123 113,519 6.81% 4.29%
2015 25,563 90,560 116,123 7.08% 5.38%
2016 21,889 190,098 211,987 14.86% 6.03%
2017 17,880 281,708 299,588 22.02% 5.68%
2018 15,559 32,625 48,184 2.55% 5.55%
2019-2023 67,328 139,038 206,366 10.87% 6.09%
Thereafter 81,003 44,409 125,412 3.47% 5.43%
Total 398,212 1,279,527 1,677,739 100.00%
Mark-to-market adjustments arising on acquisition 14,317
Less: Financing costs (21,518)
Total Mortgage Debt 1,670,538

The following table provides selected financiatistacs for our mortgage debt portfolio:

As at As at

June 30, December 31,

2009 2008

Average term to maturity 8.2 years 8.7 years
Weighted average contractual interest rate 5.49% 5.65%
Variable rate mortgage debt $43.1 million $28.9 million

Our strategy is to mitigate interest rate risk af debt portfolio by staggering maturities overdiand
financing our properties with longer term, fixederanortgage debt.

Our variable rate mortgages relate to one commuawitpired from Spectrum in Q1 2009 of $9.8 million,
five of our internal growth projects of $27.8 nolti and one property specific bridge loan of $5.HBioni.
We anticipate refinancing the variable-rate loantlom acquired property into fixed-rate debt in 2010
Variable-rate loans on internal growth projects expected to be refinanced with fixed-rate debtnupo
completion and stabilization of the internal growtojects’

Debt maturing in 2009 through to 2012 relates esigkly to mortgages on properties in our Canadian
portfolio of assets. We have no U.S. debt magsitintil 2013. In Canada, we have access to @ co
CMHC-insured debt and we intend to continue finag@ur properties through this program. During Q2
2009, we refinanced $11.0 million of our debt waththe weighted average interest rate of 5.03%etow
than the 6.1% average interest rate on maturind. déb addition, we refinanced $25.1 million of
mortgages assumed on acquisition of three propexiid five to ten-year CMHC-insured mortgages at a
weighted average interest rate of 4.13%. In thet §ix months of 2009, $63.8 million of the matgri
debt has been refinanced at an average rate abapately 3.70% compared to 5.23% rate on maturing
debt, taking advantage of current low interestgated improving the balance of our maturity schedul
Of the remaining $74.6 million of 2009 maturiti®¥,% are already CMHC-insured and subsequent to

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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June 30, 2009, we refinanced $55.0 million of thisturing debt (inclusive of top-up financing of $4.
million) with five-year mortgages bearing weightaekerage interest rate of 4.19% compared to 4.77% on
the maturing debt. In addition, $12.6 million of1I20maturing debt was also refinanced at the weighte
average interest rate of 4.36% for a five-year teriive anticipate renewing or replacing remaining
maturing mortgages in due coufse.

The following charts provide the breakdown of oebtimaturities in Canada and the United States:

Canadian Debt Maturities U.S. Debt Maturities
$250.0
$95.9
$100.0 $87.1 $2025

$81.2 $814 $200.0

$57.5 $150.0

$49.1 $46.2 $44.4
$40.0 $32.6 $344 $100.0
$20.0 $131
H H $50.0 s273

Maturity Year

$ Millions,
U.S. $ Millions.

Maturity year

Convertible Debentures

At June 30, 2009 Chartwell had $124.9 million of 6&hvertible unsecured subordinated debentures and
$75 million of 5.9% convertible unsecured subortikdadebentures outstanding. The 6% Convertible
Debentures are convertible at the holder’s optima Trust Units at a conversion price of $15.60 yoat

and mature on December 1, 2011. The 5.9% Conleridebentures are convertible at the holder’s
option into Trust Units at a conversion price 06&b per unit and mature on May 1, 2012.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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Debt Leverage

The maximum debt leverage permitted by Chartwdleclaration of Trust is 60% (65% including

convertible debentures).

The following table presents the calculation of tiebt leverage ratio as at June 30, 2009, incluttiag

indebtedness of third parties guaranteed by Chirtwe

($000s) June 30, 2009
Mortgages payable 1,677,739
Loans payable @ 1,138
Guarantees 18,712
Revolving operating credit facility 28,000
Total indebtedness excluding convertible debentures 1,725,589
Convertible debentures (face value) 199,925
Indebtedness 1,925,514
Total assets 2,630,483
Accumulated depreciation and amortization® 453,369
Gross book value (“GBV") of assets 3,083,852
Less: Assets financed by deferred purchase consideration on acquisition properties 23,787
Gross book value of assets (net of deferred consideration) 3,060,065
Debt to GBV before convertible debentures 56.4%
Debt to GBV including convertible debentures 62.9%

(1) Included in accounts payable and accrued liabilities.

(2) Includes accumulated depreciation and amortization related to fully amortized intangible assets of $137,118.

Outstanding Units Data

The following table summarizes changes in the nunabeoutstanding units in the first six months of

20009:

LTIP Units under

Class B Units

Trust Units Subscription of Master LP Total

Balance December 31, 2008 96,369,598 2,571,990 2,865,472 101,807,060
Trust Units issued pursuant to Dividend

Reinvestment Plan (“DRIP”) 742,366 - - 742,366
Trust Units issued under the Long-Term Incentive

Plan (“LTIP") - 122,500 - 122,500
LTIP Units under subscription surrendered - (80,754) - (80,754)
Units transferred to treasury - - - -
Exchange of Class B Units of Master LP 754,758 - (754,758) -
Balance June 30, 2009 97,866,722 2,613,736 2,110,714 102,591,172
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Cash Flow Analysis

The following table summarizes the significant aipgin our operating, financing and investing cash
flows between Q2 2009 and Q2 2008:

. Increase /
Cash Eroy|ded by (Decrease) Explanation
(Used in): -
($millions)

Operating activities (13.1) Cash flows from operating activities decreased primarily due to decrease in
non-cash working capital items.

Financing activities (13.1) Cash flows from financing activities decreased by $13.1 million in Q2 2009
compared to Q2 2008. This decrease is primarily attributable to a decrease
in proceeds from mortgage financings which, net of repayments, decreased
cash flow from financing activities by $31.8 million. The above decrease in
cash inflow from financing activities was offset by proceeds from our
revolving credit facility of $20.0 million.

Investing activities 19.1 Cash flow from investing activities increased by $19.1 million due primarily
to lower acquisition activity and capital expenditures.

Distributions

As described in the “2009 Outlook” section of tMB&A, effective with the payment to Unitholders for
August 2009, due on September 15, 2009, cashhilistyns will be reduced to $0.54 per annum per unit
from the current level of $0.74 per annum per uilithe declaration and payment of future distribngics
subject to the discretion of the Board of Trusted$ie Trustees rely upon forward-looking cash flow
information including forecasts and budgets, rasaftoperations, requirements for capital expemneiu
and working capital, future financial prospectghad Trust, debt covenants and obligations, andotimgr
factors deemed relevant by them.

In 2008, 100% of Chartwell’s distributions were terized as tax-deferred returns of capital @vir7
2007).

Chartwell's Distribution Reinvestment Plan (“DRIP&llows Unitholders to use their monthly cash
distributions to steadily increase ownership withimeurring any commission or other transactiont€os
Participating investors registered in the DRIP placeive additional bonus units in an amount etal
3% of their distributions which they have electedreéinvest, and this amount is paid in the form of
additional units. Unitholders who are Canadiandesgs and beneficial holders of 1,000 units orenor
are eligible to participate.
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The following table summarizes distributions
December 31, 2008 and 2007:

made Q2 2009, 2009 YTD and the years ended

Years Ended December 31

($000s) Q2 2009 2009 YTD 2008 2007
Distributions declared 18,303 36,486 75,670 94,145
Distributions on Class B Units of Master LP 390 828 3,595 6,839
Distributions reinvested under DRIP (1,766) (3,519) (9,230) (4,317)
Distributions applied against LTIP installment loan

receivable (532) (1,002) (2,144) (2,557)
Distributions paid or payable in cash 16,395 32,793 67,891 94,110

The following table summarizes cash distributiorsdm by Chartwell in Q2 2009, 2009 YTD and the
years ended December 31, 2008 and 2007 in refatinat loss and cash flows from operating actisitie

Years Ended December 31

($000s) Q2 2009 2009 YTD 2008 2007
Cash flows from operating activities 11,605 31,350 101,525 101,435
Loss before non-controlling interest (41,978) (56,218) (103,390) (72,347)
Cash distributions declared® 16,395 32,793 67,891 94,110
Excess (shortfall) of cash flows from operating activities

over cash distributions paid (4,790) (2,443) 33,634 7,325
Excess (shortfall) of net loss before non-controlling

interest over cash distributions paid (58,373) (89,011) (171,281) (166,457)

(1) Cash distributions do not include distributions satisfied through issuance of units under the DRIP or distributions applied

against the LTIP installment loan receivable.

The following table provides the details of additisources of cash available to Chartwell to fitsd
distributions to Unitholders in Q2 2009, 2009 YTdnd the years ended December 31, 2008 and 2007:

Years Ended December 31

($000s) Q2 2009 2009 YTD 2008 2007
Principal portion of capital subsidy receivable from Health

Authorities @ 541 1,073 2,077 1,343
Income guarantees @ 143 261 740 1,548

(1) Refer to the “Key Performance Indicators — Adjusted Funds from Operations” section of this MD&A for the description of these

items.

The excess of cash flow from operating activitieeracash distributions in the years ended Dece@ber
2008 and 2007, partially relates to the positivanges in non-cash working capital balances. Clsaimge
non-cash working capital fluctuate from period &¥ipd and we do not consider this to be a sust&nab
source of cash inflow. For the first six month220609, changes in non-cash working capital redeest
flows from operating activities by approximatelyl$d million.

As described in the “2009 Outlook” section of tMB&A, effective with the payment to Unitholders for
August 2009, due on September 15, 2009, cashhilistsns will be reduced to $0.54 per annum per unit
from the current level of $0.74 per annum per uilitte declaration and payment of future distribngics
subject to the discretion of the Board of Trustees.

41



Liquidity and Capital Resources

Chartwell’'s cash commitments include payments eelddb long-term debt and convertible debentures,
cash distributions to Unitholders, operating leas®e$ deferred purchase obligations.

Chartwell's principal source of liquidity is cashow from operations. In order to provide for its
operating and capital requirements, Chartwell eafaads through the capital markets, arranges ragetg
debt financing and has arranged for a securedviegpbperating facility (“Credit Facility”).

Subsequent to June 30, 2009 we received the syadmaders’ approval to renew our Credit Facility
until June 27, 2010. Under the amended termsatheunts outstanding under the Credit Facility bear
interest at the bank’s prime rate plus 2.75% othatapplicable bankers’ acceptance rate plus 4.00%.
Additional terms include minimum equity requiremerdnd covenants requiring limitations on the
amount of cash distributions that can be paid tiaHdtders. At our request, the committed amourttann
the Credit Facility is reduced to $75 million fraire current $90 million, as we do not anticipateihg
sufficient security in 2009 to support the $90 oill borrowing capacity. The Credit Facility is sezd

by first and second charges on 25 seniors housimgnainities. At June 30, 2009, the maximum
available borrowing capacity under the Credit Fgcivas $55.9 million, of which $28.0 was drawn.

Capital Expenditures
Chartwell classifies its capital expenditures urttierfollowing categories:
» Building expansions — capital expenditures in respé our internal growth projects as described in

the “Significant Events” section of this MD&A.

» Acquisition-related capital expenditures — capiabenditures which were identified during the
acquisition due diligence process for newly acaliassets.

* Building improvements include capital expendituteat improve/sustain the revenue generating
potential of Chartwell’s properties.

* Long-term replacement items include expenditures$sets that will likely be replaced several times
over the life of the building, such as roofing, ey HVAC equipment, etc.

* Furniture, fixtures and equipment (“FF&E") purchase

The following table summarizes additions to propsrtduring Q2 2009 and 2009 YTD:

($000s) Q2 2009 2009 YTD
Building expansions (internal growth) 4,830 9,109
Acquisition-related capital expenditures 464 1,038
Building improvements 2,321 4,105
Long-term replacement items 1,424 1,837
Furniture, fixtures and equipment 1,592 3,241
Other 246 425
Total 10,877 19,755
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Contractual Obligations and Guarantees

Contractual Obligations

Chartwell's major contractual obligations as ateJ@0, 2009 were as follows:

($000s) Remainder
Total of 2009 2010 2011 2012 2013  Thereafter

Mortgages payable 1,677,739 89,390 117,937 78,791 126,579 143,863 1,121,179
Convertible debentures 199,925 - 124,925 75,000 - -
Loans payable 1,138 1,138 - - - -
Revolving operating credit

facility 28,000 28,000 - - - -
Purchase obligations 44,846 19,615 13,215 7,740 4,276 - -
Property operating leases 530,935 22,701 46,998 48,653 50,363 52,130 310,090
Other operating leases 9,804 1,066 2,048 1,973 2,008 1,329 1,380
Land leases 11,259 123 245 245 245 245 10,156
Total contractual obligations 2,503,646 162,033 180,443 262,327 258,471 197,567 1,442,805

Purchase obligations relate to the following:

» Deferred purchase obligations with respect to jmasly closed acquisitions in the amount of
approximately $23.8 million payable generally or tharlier of the maturity date or the property
achieving certain operating results as definethénréspective purchase and sale agreements.

* Purchase obligations with respect to previouslgetbacquisitions up to the amount of approximately
$2.8 million payment which is contingent upon thegerty achieving certain operating results as
defined in the respective purchase and sale agreeme

« Commitments with respect to various constructiontiaxts of approximately $10.0 million.

« Commitments with respect to fixed contracts for fheachase of natural gas and electricity of
approximately $8.3 million.

Property operating leases relate to Chartwell’sddainterests in 25 seniors housing communities in
which Chartwell holds a 49% interest and two comitiesithat are 100% owned by Chartwell.

Other operating leases relate to the agreemengseeninto by Chartwell for office space in Ontario,
Quebec, British Columbia and Florida.

Land leases relates to an obligation assumed bytWdiain respect of the three leases which expire
between 2044 and 2061 with annual payments of appately $0.3 million

Other Contracts

In accordance with contracts between ChartwellMablor, Chartwell is committed to the following:

() For a period of 10 years, expiring February 5, 2@Eyment to Melior of a referral and due diligence
fee of 2.5% of the purchase amount of propertiegiiaed by Chartwell in the Province of Quebec
provided such acquisitions are introduced, preseoteeferred by Melior. In addition, 2.0% of the
purchase price of all acquisitions by Chartwellpobperties in Canada, excluding the Province of
Quebec, which are introduced, presented or refdayddelior.

(i) Reimbursement of legal fees incurred by Meliorafation to mezzanine financings in excess of the
lesser of $50,000 and 3% of total budgeted devetmprosts for the related project.
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CSH-INGRE’s properties in the U.S. are managed B{H The property management agreements are
for a term of 20 years and call for payment of ngemaent fees between 4% and 5% of gross revenues
plus incentive fees based on achieving certain atjpgy targets. Chartwell owns an effective 74.5%
interest in HBC.

Chartwell's 100% owned properties in the U.S. aemaged by HBCIl. The management agreements are
for a term of 30 years and call for payment of ngmmaent fees between 5.0% and 5.5% of gross
revenues plus an incentive fee based on achiewirigic specified operating targets.

Guarantees

Chartwell provides a guarantee of the debt of aoperty that it sold to Spectrum in 2005 for whith
receives an annual guarantee fee. The obligatitstanding on June 30, 2009 was $17.9 million. The
maximum amount of the guarantee is $22.9 milli@pectrum has indemnified Chartwell in respect of
this guarantee.

Transactions with Related Parties

In the normal course of operations, Chartwell enteto transactions with various related partidhe
following is a summary of significant related-pattgnsactions for the three and six months endad Ju
30, 2009:

Spectrum

During Q2 2009, Stephen A. Suske, who held a smant interest in Spectrum, resigned as CEO and
Vice-Chair of Chartwell. In addition, during Q2 @® Brent Binions, President and CEO of Chartwell
made arrangements with respect to his holdingspecttum such that the Trustees of Chartwell are
satisfied that no conflict exists between him arfdhi®vell. At June 30, 2009, Richard Noonan, Chief
Operating Officer of Chartwell owned a minorityqgtethan 3%) interest in Spectrum.

Under the terms of the Development Agreement wigacBum, Chartwell provides mezzanine financing

to Spectrum’s development projects and providegldgment and operating management services for a
fee.

During Q2 2009 and 2009 YTD, Chartwell earned mezwa loan interest of $1.1 million and $2.3
million respectively, from Spectrum.

During Q2 2009 and 2009 YTD, Chartwell earned fieé ather income of $0.3 million and $1.2 million
respectively, from Spectrum.

At June 30, 2009, principal amount of mezzaninesagceivable from Spectrum was $37.0 million.

These loans are secured by second charges or pledgepectrum’s interests in 24 seniors housing
projects. These loans are cross-defaulted andr@peprovided its corporate guarantee to Chartwell.

At June 30, 2009, other assets included $6.2 milioe from Spectrum. A portion of these amounts is

past due. Past due amounts bear interest at 18%zartwell is working with Spectrum to collect skee
amounts.

44



At June 30, 2009, Spectrum was in breach of cexairenants under its agreements with Chartwell.
Chartwell has not delivered a default notice andusrently working with Spectrum to have these
breaches corrected.

In Q1 2009, Chartwell completed acquisitions of @pen’'s 50% interest in four seniors housing
communities in British Columbia and Ontario. Theghase price for these assets (before closing)cost
amounted to $50.1 million and was settled by assiemmf debt and working capital of $36.4 million
offset by mezzanine loans of $5.7 million and dffeg amounts due from Spectrum of approximately
$7.5 million with the remainder paid in cash to &pem.

In Q1 2009, Chartwell agreed to a limited waiveritsfoption to purchase additional seniors housing
properties from Spectrum in order to facilitate gudital sales of such properties by Spectrum tad thir
parties. During Q2 2009, Spectrum sold eight priogee and agreed to sell one additional propergnup
receipt of regulatory approvals to Seasons. Cladirtagreed to Seasons assuming mezzanine loans
outstanding on seven of these properties.

Subsequent to June 30, 2009 we updated our ealuaitithe security underlying each mezzanine loan,
as well as the evaluation of Spectrum’s corporat@antee securing mezzanine loans due to Chartwell.
As described in the “Critical Accounting Estimatesction of this MD&A, the process of determining
fair values is subjective and requires manageneeekércise a significant amount of judgment in mgki
valuation assumptions including revenue and expengiections, capitalization and discount rates. |
developing our valuation assumptions we held extengonsultations with valuation and other
professionals. Based on our updated evaluatiorhelNeve that under current market conditions veg m
not collect the full amount of our accounts recblegeand mezzanine loans receivable due from Spactru
Therefore, in Q2 2009 we recorded an impairmentipian of $6.2 million related to accounts receieab
due from Spectrum and $5.4 million related to maimaloans due from Spectrum.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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Changes to Significant Accounting Policies

Chartwell prepares its financial statements in @aradollars in accordance with Canadian generally
accepted accounting principles (GAAP). Chartwedignificant accounting policies are summarized in
note 1 to its annual consolidated Financial Statgme

Management monitors the Canadian Institute of @nadt Accountants’ (“CICA”) recently issued
accounting pronouncements to assess the appligadild impact, if any, of these pronouncements on
Chartwell's consolidated financial statements aoi nlisclosures.

Changes Adopted in 2009

On January 1, 2009, Chartwell adopted the new GHaAdbook Section 3064, Goodwill and Intangible
Assets (“Section 3064”). The adoption of this s#civas applied retrospectively. The adoptionhis t
standard did not have a significant impact on Gielfts consolidated financial statements.

In January 2009, the Emerging Issues Committeeh@fGICA issued Abstract EIC-173 (“EIC-173"),
Credit Risk and the Fair Value of Financial Assatsl Financial Liabilities, which requires the Tritst
take into account its own credit risk and the dredk of the counterparty in determining the fedlues

of its financial assets and financial liabilitiegciuding derivative instruments. EIC-173 is appieato
the Trust for its first quarter of fiscal 2009 witbtrospective application, if any, to the begimnof its
current fiscal year. The adoption of EIC-173 didt mave a significant impact on its consolidated
financial statements.

Ontario Long-Term Care Licensing:

« The new legislation governing long-term care comitresr in Ontario, which, among other things,
contemplates the granting of licenses for fixedngerof up to 25 years has not yet been fully
proclaimed into effect. If it is proclaimed intdfedt in the current form, the Trust may be requi@d
start amortizing the value of its long term cacetises over the respective license term.

International Financial Reporting Standards:

- Canada’s Accounting Standards Board recently amefit its strategic plan that will result in
Canadian GAAP, as used by publicly accountable renses, being fully converged with
International Financial Reporting Standards (“IFR®% issued by the International Accounting
Standards Board (“IFRS-IASB”) over a transitionakipd to be completed by 2011. Chartwell will
be required to report using the converged standeffistive for interim and annual financial
statements relating to fiscal years beginning ter flhan on or after January 1, 2011.

« Canadian GAAP will be fully converged with IFRS-IBShrough a combination of two methods:
first, as current joint-convergence projects of theited States’ Financial Accounting Standards
Board and the International Accounting Standardar8are agreed upon, they will be adopted by
Canada’s Accounting Standards Board and may bedunted in Canada before the publicly
accountable enterprises’ transition date to IFRSBAand secondly, standards not subject to a joint-
convergence project will be exposed in an omnibasmer for introduction at the time of the publicly
accountable enterprises’ transition date to IFRSBA The IASB currently has projects underway
that are expected to result in new pronounceméatscbntinue to evolve.

- Implementing IFRS will have an impact on accountiimgancial reporting and supporting IT systems
and processes. It may also have an impact on te@aactual commitments involving GAAP based
clauses (including debt covenants), employee cosgiEm plans and performance metrics.
Accordingly, Chartwell’'s implementation plan wilidlude measures to provide extensive training to
key finance personnel, to review relevant contractd agreements and to increase the level of
awareness and knowledge amongst Management, tiid,Bloa Audit Committee and Investors.
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The following provides a summary of Chartwell’'s IERnplementation plan and status:

Initial Assessment PhaseThis phase included the identification of significadifferences between
existing Canadian GAAP and IFRS-IASB at a high lagrelevant to Chartwell. Based upon the current
state of IFRS-IASB, this phase identified a moaheshber of topics that may possibly impact Chartwell
financial results and/or the necessary effort t&emide transition to IFRS-IASB. Targeted trainimgla
communication activities, leveraging both interaald external resources, occurred during this phase.
Chartwell has completed its initial assessment@has

Detailed Assessment Phas8uilding upon the assessment performed in thealnfiissessment Phase,

this phase included:

- identification, evaluation and selection of accaupipolicies necessary for Chartwell to change over
to IFRS-IASB;

- identification of the business impacts resultingnirthe identified accounting differences. Business
impacts to be considered in Chartwell's ProjectnP&e: business units, control processes,
information technology, stakeholders, regulatorytera and others as identified during this phase;

- assessment of IFRS 1 elections. This aspect girttject plan will follow the detailed assessmeint o
the financial statement items and will be revispediodically throughout the project;

« an initial training analysis and information systemmpact analysis were also components of this
phase.

The detailed assessment phase is now complete.

Design Phase:The Design Phase will integrate the solutions fitb Detailed Assessment Phase into
our underlying financial system and processesat@hecessary for us to change over to IFRS-IABB.
addition, we will have designed business proceas@ds and developed detailed training program®& Th
Design Phase is expected to be completed by Q2 2010

Testing & Implementation PhaseéDuring 2010, we will be testing our IFRS-IASB syste processes,
financial statements, notes, policies, internalticds and internal reporting throughout the perind
preparation of our conversion date of January 1120

Status of Convergence PlaQurrently, design activities are underway and pessing according to plan.

Business combinations, Section 1582; Consolidated financial statements, Section 1601 and
Non-controlling Interests, Section 1602:

On January 1, 2009, the CICA issued three new atdsdvhich are applicable to Chartwell on January 1
2011:

Business combinations, Section 158he new section expands the definition of a busisedject to an
acquisition and establishes significant new guigebn the measurement of consideration given, laad t
recognition and measurement of assets acquirediabitities assumed in a business combination. The
new section requires that all business acquisitimmeasured at the full fair value of the acquestity

at the acquisition date even if the business coatioin is achieved in stages, or if less than 100%he
equity interest in the acquiree is owed at the itgpn date. Subsequent changes in fair value of
contingent consideration classified as a liabiMil be recognized in earnings and not as an adijest to

the purchase price. Restructuring and other diests of business combinations are no longer ceresid
part of the acquisition accounting. Instead, sum$twill be expensed as incurred, unless theytitotes
the costs associated with issuing debt or equityriees.
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Consolidated financial statements, Section 1601 Mo-controlling Interests, Section 160Zhese two
sections replace Section 1600, Consolidated FinhStatements. These two sections are the equtvalen
to the corresponding provisions of Internationalcéunting Standard 27, Consolidated and Separate
Financial Statements (January 2008). The new sectiequire that, for each business combination, the
acquirer measure any non-controlling interest edhquiree either at fair value or at the non-adlig
interest's proportionate share of the acquiree'stifiable net assets. The new sections also reaquin-
controlling interest to be presented as a sepamtgonent of Unitholders' equity. Under Section2,60
non-controlling interest in income is not deduciedarriving at consolidated net income or other
comprehensive income. Rather, net income and eascipanent of other comprehensive income are
allocated to the controlling and non-controllingeirests based on relative ownership interests. néle
standards are applicable to Chartwell prospectit@lfpusiness combinations for which the acquisition
date is on or January 1, 2011. Early adoption msnjited, if all three sections are applied at thens
time. At present, Chartwell has no plan to adopséhsections earlier than the effective date.

Critical Accounting Estimates

Under Canadian GAAP, it is necessary to make estgnahen preparing the financial statements and
then to re-evaluate the original estimates useanoongoing basis. Management’s estimates are loaised
past experience and other factors that it beliaveseasonable under the circumstances. As tidvies
varying degrees of judgment and uncertainty, thewnts currently reported in the financial stateraent
could, in the future, prove to be inaccurate.

Chartwell's Annual MD&A sets out the nature of w#l accounting estimates that may affect our
financial statements. There have not been anyfisignt changes in the nature of the critical actog
estimates that could affect Chartwell’s financtaltements in Q2 2009.

Controls and Procedures

Chartwell is committed to maintaining effective aasure control procedures and internal controksr ov
financial reporting (“internal controls”). Over thmast two years, we made significant investments in
improvements to our information systems and finalngiocesses. We expect to continue these efiorts t
further strengthen our internal controls in 2008.control system, no matter how well conceived and
operated, can provide only reasonable, and nottbesassurance that its objectives are met. Aesalt

of the inherent limitations in all control systems, evaluation of controls can provide absoluteii@sse
that all control issues, including instances ofiftaif any, have been detected. These inhereitations
include, amongst other items: (i) that managemexg&imptions and judgments could ultimately prove t
be incorrect under varying conditions and circums#s; or (i) the impact of isolated errors.
Additionally, controls may be circumvented by theauthorized acts of individuals, by the collusidn o
two or more people or by management override. désign of any system of controls is also based, in
part, upon certain assumptions about the likelihobtuture events, and there can be no assuramte th
any design will succeed in achieving its statedsggoader all potential conditions.

Evaluation of Disclosure Controls and Procedures an d Internal Controls over Financial
Reporting
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The President and Chief Executive Officer and theefCFinancial Officer of the Trust have evaluated,
caused an evaluation under their direct supervjisddnhe design of the Trust's disclosure contesid
procedures and internal controls over financialorépg (as defined in National Instrument 52-109,
Certification of Disclosure in Issuers’ Annual almderim Filings) as at March 31, 2009. Based os thi
evaluation, we have concluded that Chartwell haslesigned disclosure controls and procedures to
provide reasonable assurance that (i) materiakrnmdition relating to Chartwell is made known to the
President and Chief Executive Officer and the CRiefancial Officer by others, particularly duringget
period in which the interim filings are being pregé and (ii) information required to be disclosed b
Chartwell in its various reports filed or submittedder securities legislation is recorded, proagsse
summarized and reported within time periods spattifn securities legislation; and b) designed irakr
control over financial reporting to provide reasoleaassurance regarding the reliability of finahcia
reporting and the preparation of financial statet:dar external purposes in accordance with GAAP.
There were no changes in the Trust's internal otstover financial reporting that occurred durihg t
interim period ended June 30, 2009 that have $igmfly affected, or are reasonably likely to
significantly affect the Trust’s internal contraser financial reporting.

Forward-Looking Information and Risks and Uncertainties

Forward-Looking Information

This MD&A contains forward-looking information thagflects the current expectations of management
about the future results, performance, achievememtspects or opportunities for Chartwell and the
seniors housing industry. These statements génesal be identified by use of forward-looking werd
such as “may”, “will”, “expect”, “estimate”, “antipate”, “believe”, “project”, “should” or “continueor

the negative thereof or other similar variatiof@rward-looking statements are based upon a nuofber
assumptions and are subject to a number of knowruaknown risks and uncertainties, many of which
are beyond Chartwell’'s control, and that could eaarstual results to differ materially from thosatthre

disclosed in or implied by such forward-lookingtetaents.

Examples of such forward-looking information inghilocument include but are not limited to the
following, each of which is subject to significamtks and uncertainties and is based on a number of
assumptions which may prove to be incorrect:

* information related to the stabilization of senibimising communities in lease-up, which is subject
the risk and uncertainty that local factors affegtioccupancy levels or resident fees may result in
certain communities not achieving stabilizatiorthet times expected and is based on the assumptions
that the local markets in which such communitieslacated remain stable and our operations in such
communities are consistent with historical perfanoey

« information related to the expected completion datecommunities under construction, which is
subject to the risk and uncertainty that, due tather conditions, availability of labour and other
factors, construction may be delayed, and is stljethe assumption that there is not a significant
change to the typical construction timelines for ceammunities;

* possible benefits from the implementation of newchasing programs, which is subject to the risk and
uncertainty that economic conditions result in @a&ged costs of goods that offset any benefits &nom
purchasing power and is subject to the assumphianate can negotiate favourable terms with our
vendors in the future;

» growth or lack thereof of G&A expenses, which idjsat to the risk and uncertainty that economic
conditions result in increased costs of goods andes and management expense and is subjed to th
assumption that our need for corporate overheas doesubstantially decrease or increase;
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 our expectations regarding cash distributions asth dlow from operating activities, which are sabje
to the risk and uncertainty that our operating @enince does not meet our expectations due to
occupancy levels dropping, labour and operatingsaasreasing or due to other general business;risk

« our ability to predict seasonal increases in ocnapaates due to uncertain economic conditions;

 the decline in anticipated development managemees$ ue to Spectrum’s reduced development
activities; and

* our ability to renew maturing debt in due course.

While we anticipate that subsequent events andig@wvents may cause our views to change, we do not
have an intention to update this forward lookinfpimation, except as required by applicable seesrit
laws. This forward-looking information representsr wiews as of the date of this MD&A and such
information should not be relied upon as represgntiur views as of any date subsequent to theadate
this document. We have attempted to identify ingour factors that could cause actual results,
performance or achievements to vary from thoseeotirexpectations or estimated expressed or implied
by the forward-looking information. However, thenay be other factors that cause results, perfatman
or achievements not to be as expected or estinsatddhat could cause actual results, performance or
achievements to differ materially from current estpéions. There can be no assurance that forward-
looking information will prove to be accurate, as actual results and future events could differ
materially from those expected or estimated in such statements. Accordingly, readers should not
place undue reliance on forward-looking information. These factors are not intended to represent a
complete list of the factors that could affect USee “Risks and Uncertainties” below and risk fecto
highlighted in materials filed with the securitiesgulatory authorities in Canada from time to time,
including but not limited to our most recent anninébrmation form.

Risks and Uncertainties *

(@) Business Risks : Chartwell is subject to general business rigkd ® risks inherent in the
seniors housing industry and in the ownership af peoperty. These risks include fluctuations
in occupancy levels, the inability to achieve ecuiwally viable residency fees (including
anticipated increases in such fees), rent conegllations, increases in labour costs and other
operating costs, possible future changes in latelations, competition from or the oversupply of
other similar properties, changes in neighbourhaotbcation conditions and general economic
conditions, health-related risks, disease outbraakicontrol risks, the imposition of increased
taxes or new taxes, capital expenditures requirsnehanges in interest rates and changes in the
availability and cost of money for long-term finamg which may render refinancing of
mortgages difficult or unattractive. Moreover, riiés no assurance that the occupancy levels
achieved to date and expected in the future wiliticoie or be achieved. Any one of, or a
combination of, these factors may adversely atfeeicash available to Chartwell.

(b) Taxation : Chartwell currently qualifies as a mutual fund trdsr Canadian income tax
purposes. For a description of the recent tax ldpwaents relating to the SIFT Rules, please
refer to the “Significant Events — Taxation Relakédlters” section of this MD&A.

With the enactment of the SIFT Rules and the isseiah equity capital in excess of the normal
growth guidelines established by the Departmeriinénce (“Finance”), Chartwell is subject to
SIFT tax effective January 1, 2007.

Under the SIFT Rules, distributions paid by a S#sTreturns of capital will not be subject to the
tax. Such distributions are not currently taxabléJnitholders but serve to reduce the adjusted
cost base of a Unitholder’s units. In 2008, 100®Rcbartwell’s distributions were characterized

* Fora complete description of the Risks and Undetites, please refer to Chartwell’'s Annual Informoat Form (“AlF”).
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as return of capital (2007, 97.7%). Managemeriebes it is likely that a high return of capital
component would continue in the reasonably forddedature and that any impact of the SIFT
Rules on Unitholders will be significantly mitigatelue to the large proportion of distributions
which are expected to be a return of capital.

Geographic Concentration : Chartwell’'s business and operations are conduat¢éhe United
States and Canada, and within Canada primarilyitex@® and Quebec. At June 30, 2009, a
geographic concentration of our owned and leasiessat our percentage share of ownership or
leasehold interest, as a percentage of total switss U.S. — 35%; Canada — 65%; by province as
a percentage of total suites as follows: Ontari@3%; Quebec — 22%; and other Canadian
provinces — 10%. The market value of these pragsednd the income generated from them
could be negatively affected by changes in looagianal or national economic conditions or
legislative/regulatory changes in the respectivisglictions.

Maintenance of Productive Capacity : Chartwell is committed to keep its communitiesai
good state of repair. We fundamentally believe thatnvesting back into our communities we
increase resident and staff satisfaction whichmately results in better profitability of the
business. We estimate that based on the averagenagest position and state of repairs of our
existing portfolio, the annual capital maintenaneguirements are approximately 2% of annual
gross property revenues. In addition to recurriagital maintenance projects, we invest in
revenue enhancement and internal growth programe. @mount of these investments varies
from time to time based on the volume of specifigjgcts in progress. We take into account the
capital maintenance requirements of our communitiesur determination of future cash flows
available for distributions to Unitholders. A sifjoant increase in capital maintenance
requirements of our communities could adverselyaichgash available to Chartwell. The details
of our actual capital asset spending for Q2 2009 lma found in the “Capital Expenditures”
section of this MD&A.

Acquisition and Development : Chartwell's external growth prospects dependcpant on
identifying suitable acquisition and developmentayunities, pursuing such opportunities,
consummating acquisitions, and effectively opetatime seniors housing communities acquired
by the Trust. Chartwell has significantly redudsdiocus on external growth over the past year.
If Chartwell is unable to manage its growth aneédnate its acquisitions effectively, its business,
operating results and financial condition couldabdgersely affected.

Competition: Numerous other owners, managers and developerseniors housing
communities compete with Chartwell in seeking restd. The existence of competing owners,
managers and developers and competition for Chlitwesidents could have an adverse effect
on the Trust's ability to find residents for itsng®s housing communities and on the rents
charged, and could adversely affect Chartwell'serexes and, consequently, cash available to
Chartwell. The supply of long-term care suiteghia regions in which Chartwell owns seniors
housing may have an impact on the demand for neéiné community suites.

Government Regulation : Healthcare in Canada is subject to extensivailatign and
regulatory changes. As a result, there can bessarance that future regulatory changes in
healthcare, particularly those changes affectimgsniors housing industry, will not adversely
affect Chartwell. In addition, new regulatory stards and requirements are being considered in
a number of provinces which may affect all typeserfiors housing communities.

Currently, the long-term care beds in Ontario gverated pursuant to the Nursing Homes Act,
the Charitable Institutions Act or Homes for theeBlgand Rest Homes Act. On October 3, 20086,
the Government of Ontario introduced Bill140, nomolwn as the Long-Term Care Homes Act,
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2007 (“LTC Act 2007") which will consolidate therde pieces of legislation currently governing
the LTC Communities. Aspects of the LTC Act 200%ieln could affect Chartwell's LTC
Communities include: new licensing procedures thase more rigorous standards for license
review, the granting of licenses for fixed-terms op to 25 years, depending on bed
classifications; the granting of replacement liemndo be based on a home’s structural
classification that will be issued for a maximuma¥ years; more onerous duties imposed on
licensees; defined expectations and requirementsefpservices to be provided in communities,
including the requirement that a registered nues®m-site 24 hours a day, seven days a week;
requirements for the qualification, training andeatation of community staff, volunteers and
persons who provide direct services to residemd;umannounced annual inspections of homes.
In addition, there will be a notice given three ngebefore the end of the term of a license as to
whether a new license will be issued. The LTC 2@@7 received third reading on June 4, 2007.

The LTC Act 2007 can not be fully proclaimed intorde until regulations are drafted. It is
anticipated that the regulations will be completethe fall of 2009 or early 2010 at which time
the LTC Act 2007 could be fully in force.

Personnel Costs : Chartwell competes with other healthcare praddeith respect to
attracting and retaining qualified personnel. @mall is also dependent upon the available
labour pool of employees. A shortage of trainedttrer personnel may require the Trust to
enhance its wage and benefits packages in ordeortipete. No assurance can be given that
labour costs will not increase, or that if theyidorease, they can be matched by corresponding
increases in rental or management revenue.

Labour Relations : Chartwell, directly and indirectly, employs oupervises over 15,000
persons, of whom approximately 40% are represeyeldbour unions. Labour relations with
the unions are governed by collective bargainingagents with many different unions. There
can be no assurance that Chartwell will not at &me, whether in connection with the
renegotiation process or otherwise, experiencé&estrilabour stoppages or any other type of
conflict with unions or employees which could havenmaterial adverse effect on Chartwell's
business, operating results and financial conditidviost seniors housing communities in the
Province of Ontario are governed by the Hospitabdia Disputes Arbitration Act which
prohibits strikes and lockouts in the seniors hogissector and therefore collective bargaining
disputes are more likely to be resolved throughpasory third-party arbitration.

In jurisdictions where strikes and lockouts maypkemitted, certain essential services regulations
apply which ensure the continuation of resident @ard most services.

There can be no assurance that the seniors hocmmnigunities owned by Chartwell that are not
currently unionized will not in the future be sutijéo unionization efforts or that any such efforts
will not result in the unionization of such senitikausing communities’ employees.

Debt Financing : Chartwell has and will continue to have subséhmtutstanding consolidated
indebtedness comprised primarily of mortgages om oetirement and long-term care
communities.

Over the past 18 months, lenders’ credit spreads Iracreased substantially from the levels
experienced in the past. However, the continuegjide in Government of Canada’s bond yields
made “all-in” debt costs comparable to or in somges lower than previously.

Lenders may have suffered losses related to tleeidimg and other financial relationships,
especially because of the general weakening of eb@nomy and the increased financial
instability of many borrowers. As a result, lerslenay further tighten their lending standards,
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which could make it more difficult for Chartwell tabtain financing on favourable terms, or at
all.

Chartwell may not be able to renegotiate the tesfmenewal of its debt at favourable rates. To
the extent that any financing requiring CMHC corisen approval is not obtained, or such
consent or approval is only available on unfavoleraérms, the Trust may be required to finance
a conventional mortgage which may be less favoarabl the Trust than a CMHC-insured
mortgage. In addition, the terms of the Trust's eipigédness generally contain customary
provisions that, upon an event of default, resuthie acceleration of repayment of amounts owed
and that restrict the distributions that may be enhyl the Trust and its subsidiaries. Therefore,
upon an event of default under such indebtedndsart@ell’s ability to make distributions will
be adversely affected.

A portion of Chartwell’'s cash flow is devoted ta\geing its debt, and there can be no assurance
that the Trust will continue to generate sufficieash flow from operations to meet required

interest and principal payments. If Chartwell werable to meet interest or principal payments,

it could be required to seek renegotiation of spaliments or obtain additional equity, debt or

other financing. Chartwell is also subject to tis& that any of its existing indebtedness may not
be able to be refinanced upon maturity or that tdrens of such refinancing may not be as

favourable as the terms of its existing indebtesines

Mezzanine Financing : The mezzanine financing that has been providedCbhartwell to
Spectrum pursuant to the Development Agreemenkdtior, Seasons and their joint venture
partners, is generally secured by second chargeglemiges of the borrowers’ interests in
development projects and ranks behind construdim@mcing. Consequently, if mezzanine loan
borrowers face financial difficulty and are notealb meet their commitments to their lenders,
including Chartwell, the Trust could suffer a lasfsmanagement fees and of either interest or
principal or both on the mezzanine loans it hasaaded since lenders under the construction
financing will rank ahead of Chartwell in any reeoy from the assets of mezzanine loan
borrowers. Further, Chartwell may not, at the maple time, have the financial capacity to
acquire all communities that it is entitled to aicgdirom mezzanine loan borrowers. In the event
that Chartwell does not exercise its purchase opttee Trust would expect to have the principal
and any unpaid interest relating to its mezzanimanting returned to it at which time Chartwell
would cease to receive mezzanine loan interestmecoand/or may cease to receive its
management fees when mezzanine loan borrowerthegfiroperty to a third-party. There is no
guarantee that the level of development carriedbgnmezzanine loan borrowers will be
maintained at current levels. Mezzanine loan bwers’ level of development activity may be
constrained by their capital resources.

U.S./Canadian Exchange Rate Fluctuations : Chartwell has interests in seniors housing
communities located in the United States. Chaftw#l therefore be subject to foreign currency
fluctuations which may, from time to time, haveianpact upon its financial position and results.
Chartwell may enter into hedging arrangements tigaie a portion of this risk; however, there
can be no assurance that such hedging agreemnfeauty, iwould be sufficient to protect against
currency rate losses that could adversely affesit eaailable to Chartwell.

Environmental Liabilities : Under various environmental laws and regulati@izartwell, as
either owner or manager, could become liable ferabsts of removal or remediation of certain
hazardous, toxic or regulated substances releasedt m its properties or disposed of at other
locations sometimes regardless of whether or refTtlust knew of or was responsible for their
presence. The failure to remove, remediate orraibe address such substances, if any, may
adversely affect an owner’s ability to sell suchparties or to borrow using such properties as
collateral and could potentially result in claimgamst the owner by private plaintiffs.
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Notwithstanding the above, management of Chartigelhot aware of any material non-
compliance, liability or other claim in connectiaith any of our owned properties and properties
in respect of which mezzanine financing has be@viged, nor is management aware of any
environmental condition with respect to any of fheperties that it believes would involve
material expenditure by the Trust.

Environmental laws and regulation may change andrt@fell may become subject to more
stringent environmental laws and regulations in filmere. Compliance with more stringent
environmental laws and regulations could have a&natadverse effect on Chartwell's business,
financial condition or results of operation anduitions.

Liability and Insurance : The businesses, which are carried on, direatlyndirectly, by
Chartwell, entail an inherent risk of liability. d@tagement expects that from time to time
Chartwell may be subject to such lawsuits as altre$uhe nature of its businesses. The Trust
maintains business and property insurance policieamounts and with such coverage and
deductibles as deemed appropriate, based on theenand risks of the businesses, historical
experience and industry standards. There can lasswrance, however, that claims in excess of
the insurance coverage or claims not covered byntheance coverage will not arise or that the
liability coverage will continue to be available aoceptable terms.

Joint Venture Interests : Chartwell has entered into joint venture arrangets in respect of
certain of its seniors housing operations. Theg& jenture arrangements have the benefit of
sharing the risks associated with ownership andag@ment of such seniors housing facilities
including those risks described above. Howevemr@ell relies, in part, on its joint venture
partners to successfully manage and operate cestata seniors housing operations, including
those owned by certain of the joint ventures. Swudlance may include, but is not limited to:
personnel; local, regional and/or industry expertesnd licensing; historical performance;
technical resources and information systems; firgstrength and access to capital; economies
of scale; and operations management. Thereforertvzdlh may be exposed to adverse
developments, including a possible change in cgninothe business and affairs of its joint
venture partners which could have a significantdotn, or termination of, Chartwell’s interests
in its joint ventures and could affect the valuetlod joint ventures to Chartwell and/or cause
Chartwell to incur additional costs if it were tolaly undertake the operations of the joint
venture. In addition, there are risks which arigerf the joint venture arrangements themselves,
including: the risk that the other joint ventureaynexercise buy-sell, put or other sale or
purchase rights which could obligate Chartwelld@th &s interest or buy the other joint venturer’s
interest at a price which may not be favourableCtartwell or at a time which may not be
advantageous to Chartwell, the effect of which dobk materially adverse to Chartwell's
financial position or resources.

Variable Interest Entities:  In June 2003, the CICA issued Accounting Guigells (“AcG-
157), Consolidation of Variable Interest Entitie®/IE”). AcG-15 provides guidance for
applying consolidation principles to certain emsftithat are subject to control on a basis other
than ownership of voting interest. AcG-15 defirrevariable interest entity as an entity that
either does not have sufficient equity at riskit@amce its activities without subordinated finahcia
support or where the holders of the equity at lask the characteristics of a controlling financial
interest. AcG-15 requires the primary beneficiaryonsolidate VIEs and considers an entity to
be the primary beneficiary of a VIE if it holds ialle interests that expose it to a majority of the
VIE's expected losses or entitle it to receive gamty of the VIE's expected residual returns or
both.

Chartwell continuously evaluates the impact of At&sen the accounting for its relationships
with and interests in various entities. In order domplete its evaluation under AcG-15,
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management is required, among other things, to restimates of expected losses and/or residual
returns, the probabilities of any such losses andsidual returns relating to Spectrum, Melior,
joint ventures, mezzanine financings and othertigrlahips, and the impact of changing
economic conditions. These estimates are basdustorical and available market information.
Imprecision in these estimates can affect the aswa® of expected losses and/or residual
returns.

At June 30, 2009, Chartwell holds, directly or nedtly, variable interests in 19 variable interest
entities. Although these entities were identifedVIEs, it was determined that Chartwell is not
the primary beneficiary and, therefore, these \@Esnot subject to consolidation.

If based on Chartwell's evaluation of its relatibips with Spectrum, Melior, or other entities and
the surrounding circumstances at any particulag ti@hartwell determines that Spectrum, Melior
and/or other entities are subject to consolidatiader the AcG-15, there would be a material
adverse effect on Chartwell's results of operati@msl financial position as presented in
Chartwell’'s financial statements.
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