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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”) torqvide information to assist its current and
prospective investors’ understanding of the finahsults for the year ended December 31, 2008. Th
MD&A should be read in conjunction with Chartwelbsidited consolidated financial statements for the
years ended December 31, 2009 and 2008 and the tlmecto (the “Financial Statements”). 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 basednformation available to management as of March
4, 2010.

All references to “Chartwell”, “we”, “our”, “us” ofTrust”, unless the context indicates otherwisder

to Chartwell Seniors Housing Real Estate Investnienst and its subsidiaries. For ease of reference
“Chartwell” and the “Trust” are used in referenceownership of seniors housing communities and the
operation of the seniors housing communities ared third-party management business. The direct
ownership of such communities and operation of suginess is conducted by subsidiaries of the Trust

In this document, “Q1" refers to the three-monthiqguek ended March 31; “Q2” refers to the three-month
period ended June 30; “Q3” refers to the three-mgodriod ended September 30; “Q4” refers to the
three-month period ended December 31; “2009” refierthe calendar year 2009; “2008” refers to the
calendar year 2008 and “YTD” means year to date.

Unless otherwise indicated, all comparisons of ltedor 2009 are in comparison to results from 2008
and all comparisons of results for Q4 2009 areomgarison to Q4 2008.

In this document we use a number of key performandeators for monitoring and analyzing our
financial results such as Funds from Operation$@¥F, Adjusted Funds from Operations (“AFFQO”),
Net Operating Income (“NOI") and others. These geyformance measures are not defined by Canadian
generally accepted accounting principles (“GAAPf)damay not be comparable to similar measures
presented by other income trusts or other comparfdease refer to the “Key Performance Indicators”
section of this MD&A for details of each of theserjprmance indicators.

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



Business Overview

Chartwell is an open-ended real estate investmest established under the laws of the Province of
Ontario. We indirectly own and manage a portfoliGeniors housing communities across the complete
spectrum of care from independent supportive liitf§L") communities, through assisted living (“AL”
communities, to long-term care (“LTC”) communitie@ghich are located in Canada and the United States
(“U.S.").

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

Our Mission is...

e 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 stafjagiog by providing a full continuum of care ireth
markets we serve;

e to provide comfort and assurance to the familiesuwfresidents that their loved ones are treatél wi
the highest level of care, compassion and respect;

e to attract and retain the best employees by prmogidi rewarding and fulfilling work environment;
and

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

Our Values are...

Respect — We honour and celebrate seniors

Empathy — We believe compassion is contagious

Service Excellence — We believe in providing exasike in customer service
Performance — We believe in delivering and rewardigplts

Education — We believe in lifelong learning

Commitment — We value commitment to the Chartwethifg

Trust — We believe in keeping our promises and dtiegight thing

As of December 31, 2009, our portfolio of seniocgising communities owned, leased or managed on
behalf of others consisted of interests in 29,24ies in 229 communities which are operating, under
construction or in various stages of developmekd.of December 31, 2009, our portfolio of owned and

leased communities consisted of interests in 23sb@@s in 181 communities.



The following is the composition of our owned, ledsand managed portfolio of seniors housing
communities in our four operating segments at Déezr31, 2009:

Canadian Canadian Long- United States Canadian Total
Retirement Term Care Operations Management
Operations Operations Operations
Owned Properties: @
100% Owned
Operating 98 11,409 16 1,779 23 2,311 - - 137 15,499
Internal Growth - 419 - - - - - - - 419
Total 100% Owned 98 11,828 16 1,779 23 2,311 - - 137 15,918
50% Owned
Operating 8 867 8 1,385 26 4,760 - - 42 7,012
Total 50% Owned 8 867 8 1,385 26 4,760 - - 42 7,012
Total Owned 106 12,695 24 3,164 49 7,071 - - 179 22,930
Properties under
Operating Lease:
100% Interest - - - - 2 237 - - 2 237
Total Leased - - - - 2 237 - - 2 237
Total Owned and Leased 106 12,695 24 3,164 51 7,308 - - 181 23,167
Other:
Managed Properties 399 4577 39 4577
Mezzanine Loans ® - - - - - - 9 1,500 9 1,500
Total Other - - - - - - 48 6,077 48 6,077
Total 106 12,695 24 3,164 51 7,308 48 6,077 229 29,244

(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) We hold purchase options on 18 of these communities.

Composition of Portfolio of Owned and Leased Suites at Chartwell’'s Share of Ownership or
Interest, Excluding Discontinued Operations, at Dec ~ ember 31, 2009 by:

Level of Care Geographic Location
BC, 7%
"Coar;g'Tl‘g;: Alberta, 3%

Ontario, 37%

USA, 31%
Independent

Supportive
Living, 57%

Assisted
Living, 25%

Atlantic, 1%

Quebec, 21%



Business Strategy and 2010 Outlook *

Over the past six years we have achieved an ewevjaiglsence in the North American seniors housing
market. We have acquired a portfolio of propentidth significant competitive advantages: our pditfo

is relatively new and well maintained; our portfols diversified geographically; and a large portaf

our assets are independent supportive living, dppeto the leading edge of baby boomers that requi
supportive services.

Our growth has also been based on the strong fueniats present in the North American seniors
housing market. Significant demand is driven byrsr demographic trends that are resulting in the
seniors population growing at approximately thieéour times the general population.

During 2008 and 2009, the Canadian and U.S. eca®moved into a recessionlhe recession in
Canada and particularly in the U.S. was deepetastdd longer than expected and has had an impact o
our occupancies in 2009. In addition, these cambtand tight credit markets affected our develepim
partners. There are signs of improvements in tbeHNAmerican economic climate but it remains
difficult to predict the strength and sustainabilitf economic recovery. In the second half of 20@9
experienced occupancy improvements in most of tagkets in which we operate. We expect that this
recovery will continue in 2010 and 2011, driventbg stabilization of the housing markets and camtih
growth in demand for seniors housing accommodatésnlting from growth in the seniors population.
In addition, a decrease in new construction star2908 and 2009, due to tight credit markets, veifult

in less new supply coming to market in the nexty&ars.

Our business strategy remains principally focusedhdiatives to increase the percentage of our @FF
that is derived from the ownership and operationsehiors housing properties. The following
summarizes our strategic objectives:

» Grow property AFFO from our existing properties:

» Achieve rental rate increases for 2010 of 2.0%.8&while maintaining and improving on our
high levels of service to and satisfaction of asgidents.

* Implement new initiatives to increase occupancyludiog new payment options in many
Canadian jurisdictions to increase the percentdg®miors living in seniors housing properties
(“penetration rate”) and leveraging our new Canadiad U.S. websites to drive increased traffic
to our properties.

« Continue our initiatives to capture economies @lesand operational efficiencies.

* Manage our portfolio of assets, including condugsset management reviews of each property
on a prioritized basis to identify its highest drebt use.

» Pursue initiatives to reduce our exposure to tpady developers, including acquiring properties in
satisfaction of outstanding mezzanine loans.

» Evaluate opportunities for on balance sheet devedop where we can achieve significant long-term
value.

* Limit the pace of acquisitions with an emphasisnewer properties, primarily in geographic regions
where we are already operating, that meet outt stcguisition criteria, including AFFO accretion.

» Evaluate portfolio management opportunities witktitntional partners.

* This section contains forward-looking informatioRlease see the “Forward-Looking Information angk®iand Uncertainties” section in this
MD&A.
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Property Operations

Our focus on resident contact, quality of servied mnovative marketing strategies allows us torrtaan
higher than industry average occupancies in mosbusf markets. We also continue our focus on
controlling labour and supply costs. The followisigmmarizes our outlook for 2010 for the markets in
which we operate:

Canadian Operations

We expect to see a slow recovery in our CanadiatirdReent Operations in 2010 and anticipate
generating moderate growth with expectations feupancy trends as follows:

« In Ontario, occupancies softened in the first b&2009. However, since August 2009 we have been
achieving steady occupancy gains. We continuee¢oimprovements in customer traffic (inquiries
and property tours) and our current statistics sihmmreases in expected future arrivals. We expect
that this increased traffic, combined with a sufbtésh waiting list for Ontario LTC accommodation
that is currently in excess of 25,000 people thattes a spillover effect and helps to support
occupancies in retirement properties, should resudbntinued improvements in occupancies. We
anticipate average rental rates will increase B§%. to 3.5% in 2010.

- In Alberta, occupancy levels are projected to ¢ardito remain high and we anticipate average rental
rates will increase by 3.25% to 3.5% in 2010.

e In British Columbia, temporary oversupply condiom two regional markets, combined with
reduced occupancies in one LTC property, have texbih reduced occupancy in 2009. Our current
statistics show slightly positive future arrivalg/e anticipate that with the absorption of new $upp
and improved economic conditions we will begin &e gyrowth in occupancies in mid-2010. We
expect to achieve average rental rate increas@28% to 3.5% in 2010. We will continue to closely
manage costs to mitigate the impact of reducedpaaties on NOI.

« As a result of obtaining full control of our progies in Quebec, and the initiatives to repositiod a
renew many of these properties, we realized immrasecupancy in our Quebec platform through
2009 and we anticipate this growth will continue2@10. We expect to achieve an average rental
rate increase of 2.0%in 2010.

We continue to closely manage expenses in our Camdrktirement Operations to ensure that we are
mitigating the potential effects of the uncertailm®omic environment on NOI.

Our Canadian Long-Term Care Operations have aadthisame property NOI growth of 3.5% this year.
We do not anticipate that this will continue intd1® as the impact of provincial government defigsts
expected to contain revenue growth. In additidnthes time, the government of Ontario has not yet
committed to renew the other accommodation fundtiegease of $1.55 per resident day beyond March
31, 2010.

In Ontario and British Columbia, operations are eotpd to be affected by the implementation of
harmonization of provincial sales taxes with thdef@l Goods and Services Tax (“GST”) on July 1,201
Harmonization with the GST will result in OntariadaBritish Columbia increasing the tax burden ia th
seniors housing sector by broadening the scopdaif turrent sales taxes to include items such as
utilities and contracted services, including mamnatece contracts. We are expecting that in the chse
our Long-Term Care Operations, provincial governtsesill not adversely affect the health services
provided to seniors with this additional new taxd aare optimistic that we will recover these costs
through additional funding from the provincial gowments. In respect of our Retirement Operatians i
Ontario and British Columbia, we anticipate thatstnmarkets will bear rental rate increases to dbtw
new costs beginning in 2011. The additional co&010 is estimated to be approximately $1.2 mmillio



U.S. Operations

In mid-2008, in some of our U.S. properties we Ine@afind it more difficult than it had been in thast

to replace residents on turnover and this trendimmoed through to July 200? late Q2 2009 we began

to see stabilization in occupancies and in Q3 add2Q09 have achieved growth. We are cautiously
optimistic that continued increases in inquiriesl &ours across our U.S. portfolio, combined witmso
improvements in the U.S. housing market and limiteal product expected to come to market in the near
to mid-term, will begin to improve occupancies fate2010 and will result in occupancy growth ottes
longer term. We anticipate thaverage rental rates will increase by 3.5% to 4i8%8010. We are
continuing with our expense reduction initiativesnitigate the effects of lower occupancies on NOI.

Management of General, Administrative and Trust Exp  enses

In 2009, we strictly managed our general, admiaiste and trust (“G&A”) expenses, delayed or
cancelled certain corporate activities and activeljuced costs to the extent possible while enguhiat
support to our field operations teams remainedngtrowe will continue to contain G&A expenses in
2010 to priority initiatives to drive increased pesty revenues and/or operational and administ&ativ
efficiencies.

Canadian Management Operations

We continue to provide operations management ssvio a humber of owners of seniors housing
communities in Canada, and asset management setidlG Real Estate Investment Management
Australia PTY Limited and its affiliates (“ING?) While we ensure that our existing managememnicer
clients receive the highest quality service, weegally do not seek to grow the number of “one off’
management contracts. We would, however, consm®tfolio management opportunities with
institutional partners in the future.

With our reduced emphasis on development managesmctuities and the wind-down of our relationship
with Spectrum Seniors Holdings LP (“Spectrum”), esgect development and operations management
fee income to continue to decline in 2010.

Mezzanine Loan Interest Income

As discussed under the “Consolidated Results of&joas” section of this MD&A, as of December 31,
2009, we recorded a cumulative provision for megmioan impairment of $30.5 million. We continue
working with the borrowers in order to collect amtidue from them. As a result of this work, it is
possible that we may acquire or receive in paymariimited number of their properties with their
remaining properties being re-financed or soldhicdtparties. As a result, we expect mezzanine loa
interest income to decline in 2010.

Development

We have one internal growth project (71 suitespriogress which is expected to open for occupancy in
Q1 2010. We continue to evaluate other opporemitbr on balance sheet greenfield and internaltiyro
development on a limited scale. In 2010 we argig@rommencement of development of two retirement
residences adjacent to our existing LTC properiesKitchener and Oshawa, Ontario. These
developments will add 212 retirement suites attal evelopment cost of approximately $47.8 million
In addition, we anticipate redeveloping, subjecsuocessful negotiations with the funding authoitye
LTC community in British Columbia with 142 suité&/e also anticipate beginning a staged program to
redevelop our 12 Class B and C LTC properties withtal of 1,166 beds. The redevelopment of 35,000
LTC beds in Class B and C homes is required bygthernment of Ontario over the next 10 years with
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capital funding provided for this renewal initisgiv In 2010 we will continue our analysis and aptite
commencing redevelopment of three of our LTC proger

Acquisitions

We expect to complete foreclosure of three Le GeolMelior (“Melior”) operating properties and one
parcel of vacant land in Q1 2010 and to compledmdactions withNG in the spring of 2010 as
discussed under the “Significant Events” sectionttof MD&A. We will continue working with
Spectrum, Melior and their joint venture partnersallect the remaining outstanding mezzanine l@ans
where appropriate, convert them into equity in pheperties. We also remain open to opportunites t
acquire newer properties on an accretive basisag@phic regions where we are already operating.

Liquidity and Debt Profile

During Q4 2009, we successfully raised $166.8 amllby issuing 27.4 million Trust Units through two
public offerings through a syndicate of investmée&lers. The net proceeds from the offerings bell
used to complete the acquisition of the remaini@goSnterest in the Meridian and Regency properties
from ING and its affiliates (see “Transactions WiNG” section in this MD&A), and to take advantagfe
certain restructuring opportunities relating to mezzanine financing investments with Spectrum,idiel
and others, with the remaining proceeds expectdettased for general Trust purposes. Initially, we
have deployed the net proceeds to repay amoungtaading under our secured revolving operating
facility (“Credit Facility”) and have repaid certaimortgages, with the balance invested in shontter
interest-bearing deposits. At December 31, 200%ae cash on hand in the amount of $106.9 million
and available borrowing capacity of $61.9 milliomder our Credit Facility.

Our strategy in managing our mortgage profile igrieure that maturities are spread over time gatha
more than 10% of the total debt comes due in amgrgyear. In 2009, due to the challenging credit
market conditions, we did not have sufficient ascés competitively-priced, longer-term debt and
therefore, completed most of our financings ony&&r basis. This resulted in a slightly higherghéing

in our 2014 maturities.

In Canada we have access to low-cost mortgagedinginsured by the Canada Mortgage and Housing
Corporation (“*CMHC”) and most of our 2009 financinggere completed on a CMHC-insured basis. At
December 31, 2009, approximately 69% of our totddtlian mortgage debt was CMHC-insured.

Subsequent to December 31, 2009 we paid down $3ildn of debt bearing a weighted average
interest rate of 4.46% to partially mitigate a temgyy dilution from the equity offerings completedQ4
2009. We expect to renew 2010 maturing debt incdwese.

In the U.S. we have no debt maturities until 2013.
Taxation

We currently qualify as a mutual fund trust for @dman income tax purposes, and under legislatian th
became law on June 22, 2007 (the “SIFT Rules”)abera 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
both 2009 and 2008, 100% of our distributions wararacterized as tax-deferred returns of capifék
believe that it is likely that a high return of dap component would continue in the reasonably
foreseeable future and that any impact of the SRtiles on Trust Unitholders will be significantly
mitigated due to the large proportion of distribas which are expected to be a return of capital.



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 subpeStRT tax in 2009.

Summary

Our properties are generating stable operatingniecand cash flows and our emphasis on growth in
AFFO from our property portfolio will continue. Wmelieve that the outcome of the current economic
climate will be positive in the mid-term for ourcser as significant reductions in new seniors hogisi
starts due to tight credit markets will reduce fatusupply from previously anticipated levels.
Demographic trends should result in increasingtgrgl demand in the coming years which, combined
with lower new supply expectations, will resultfewvourable market dynamics. As a result, for those
industry participants that manage prudently throtiggse difficult times, significant opportunitiesayn
become available.



Significant Events

The following events have had a significant effectour financial results in 2009 or may be expetbted
affect our results in the future.

Acquisitions

In line with our strategy to reduce our exposuréhtal-party developers, and to acquire newer progse

in geographic regions where we are already op&aitin2009 we acquired six properties from Spectrum
and its joint venture partners where applicables part of these acquisitions, $9.3 million of metiza
loans receivable and $10.5 million of accountsikatse due from Spectrum were settled.

The following table summarizes acquisitions congaen 2009:

($millions) First nine months of 2009 Q4 2009 2009
Number of communities 4@ 2 6
Number of suites 455 164 619
Purchase price (including closing costs) 50.7 32.4 83.1
Financed as follows:
Mortgage debt assumed 35.7 24.4 60.1
Discharge of mezzanine loans receivable 5.7 3.6 9.3
Settlement of receivables from Spectrum 7.5 3.0 10.5
Cash 0.5 0.8 1.3
Acquisition costs 1.3 0.6 1.9
Total 50.7 32.4 83.1

(1) We 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
5. Chartwell Select Thunder Bay Thunder Bay, ON Retirement October 1, 2009 109
6. Carrington Suites Mission, BC Retirement December 1, 2009 55
Total 2009 Acquisitions 619

2008 Acquisitions:

1. Cite-Jardin IIIA 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) We acquired a 50% interest in these communities.

(2) We acquired the remaining 50% interest in this community.

(3) We 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.



Transactions with Spectrum

During Q2 2009, Stephen A. Suske, who held a sgmit interest in Spectrum, left his position aseCh
Executive Officer and Vice-Chair of Chartwell. #&addition, during Q2 2009, Brent Binions, President
and Chief Executive Officer of Chartwell made agaments with respect to his holdings in Spectrum
such that the Trustees of Chartwell are satisfied ho conflict exists between him and Chartweit
December 31, 2009, Richard Noonan, Chief Operdiifficer of Chartwell owned a minority interest
(less than 2%) in Spectrum.

In 2009, we worked closely with Spectrum to colleat mezzanine loans and accounts receivable s wel
as improve security on the remaining loans.

In addition to settlement of $9.3 million of meziranloans and $10.5 million of accounts receivaiie
acquisition of Spectrum’s interest in six senioosising communities in 2009, we collected a fur®ei6
million of mezzanine loans and $1.8 million of agnts receivable in Q4 2009, as Spectrum sold its
interests in two operating properties and two priogein construction to third parties.

On December 8, 2009 (the “Spectrum Settlement Effedate”), Chartwell and Spectrum agreed,
among other things, that we would: (a) waive outitlement to 5% of the purchase price, net of
transaction costs, of any properties sold by Spacto third parties; and (b) limit our purchasehtgyof
Spectrum’s development properties to propertiewloich mezzanine loans remain outstanding as well as
three Spectrum properties located in Mississaugdar®, Kamloops, British Columbia, and Huntsville,
Ontario (the “Three Purchase Rights”) so long asftilowing conditions (the “Settlement Conditiops”
are satisfied no later than August 16, 2010: (ipazzanine loans then due and other amounts oling
Spectrum to Chartwell are repaid in full (includimgerest thereon); and (i) Spectrum has made a $5
million payment to Chartwell. Until such time, ouymurchase rights with respect to Spectrum’s
development properties will remain in effect witbngpressed notice periods and interest on overdue
unsecured accounts receivables from Spectrum wiltHarged at 12% per annum, so long as Spectrum
remains current on its obligations from the Speutr8ettlement Effective Date, on new accounts
receivable and interest on mezzanine loans. UperSettlement Conditions being fulfilled, Chartwell
and Spectrum will sever all agreements, obligatimmd rights between one another except for theeThre
Purchase Rights in our favour and purchase rightpmperties for which mezzanine loans remain
outstanding. The properties which are subjedb¢olthree Purchase Rights were selected by Chawell
they fit within our strategic objectives relatingproperty acquisitions.

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, we agreed to
Seasons assuming mezzanine loans on six of théredquroperties totalling $8.2 million. In addiip
upon receipt of the regulatory approvals, Spectagneed to sell one additional property to Seasdihe
mezzanine loan of $2.6 million on that propertyl &iso be assumed by Seasons on closing.

At December 31, 2009, our exposure to Spectrum limgited to $3.7 million of accounts receivable,
against which an impairment provision of $3.5 roiliwas recorded, and $27.7 million of mezzanine
loans on 18 projects (including $7.4 million of marine loans on five projects in Quebec) againstiwh
an impairment provision of $4.2 million was recatdéVe continue working with Spectrum to collect th
remaining amounts due to us.

Further details of 2009 transactions with Spectanendisclosed in note 17 to the Financial Statesnent

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

In August 2009, Chartwell and certain subsidiareg$liates and joint venture partners of Le Groupe
Melior Inc. (the “Melior Debtors”) entered into atdement agreement (the “Melior Settlement”) idear

to address certain issues relating to the perfocmdny the Melior Debtors of their obligations under
certain mezzanine loans.

In mid-November 2009, further to certain conditiaighe Melior Settlement being satisfied or waivad
prior notice of exercise by Chartwell of the eqlevd to a foreclosure right was registered in respé
three operating properties in Gatineau, Sillery 8hdrbrooke, Quebec and one parcel of vacant fand i
Magog, Quebec against the Melior Debtors. In mididinber 2009, we took possession of the aforesaid
three operating properties and assumed the adraitiist thereof. On February 2, 2010, we received
court judgments approving foreclosures of the tluperating properties and one parcel of vacant.land
The closing of this acquisition is expected in QL@ The acquisition of these properties and vacan
land will result in our assuming approximately $6illion of outstanding mortgages payable and
approximately $5.7 million of other liabilities amgdtimated closing costs. Outstanding mezzaninesloa
in the amount of $21.6 million (net of fees recat@des a reduction of the mezzanine loans balanéé.of
million), against which an impairment provision $.8 million has previously been recorded, will be
discharged on closing.

In December 2009, pursuant to the Melior Settlemeset acquired one parcel of land adjacent to our
property in Coaticook, Quebec. As part of thiswasijon, one mezzanine loan in the amount of $0.5
million (net of fees recorded as a reduction ofriezzanine loan balance of $0.5 million), agairisictv

an impairment provision of $0.4 million had prevsbubeen recorded, was discharged.

In January 2010, pursuant to the Melior Settlemertacquired one parcel of vacant land adjaceatito
property in Trois-Rivieres, Quebec for $1.75 milliaghe proceeds of which were used to discharge the
mortgage debt on this property.

Transactions with ING

In Q4 2009, Chartwell agreed to acquire from IN@ temaining 50% ownership interests in eight LTC
properties situated in Ontario (the “Regency Carafdio”) and six retirement properties locatedtie
U.S. (the “Meridian Portfolio”) that it does notrehdy own. We have managed these portfolios ane hav
owned the other 50% interests in these portfoliogoint venture relationships with ING since their
original acquisition.

The Regency Care Portfolio is comprised of eighCLdommunities consisting of 1,385 Class A beds
situated in southern Ontario originally acquiredaifoint venture with ING in July 2007. The purchas
price for ING’s 50% interest in the Regency Caretfetio is $79.5 million (before closing costs)ste
outstanding mortgages in respect of the propediespproximately $68.9 million bearing interestaat
weighted average interest rate of 7.41% and a wegighverage term to maturity of 17.9 years, rasylti
subject to working capital adjustments, in a caapnment by Chartwell to ING of approximately $10.6
million.

The Meridian Portfolio consists of six retiremeptramunities totalling 1,057 suites within five proes

in the Denver, Colorado area and one property inflle, Texas. The Meridian Portfolio was acquired in
a joint venture with ING in August 2005. Our U.8int venture property management company, Horizon
Bay Chartwell (“HBC”"), will continue managing thegeoperties. The purchase price for ING’'s 50%

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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interest in the Meridian Portfolio is U.S.$110.5lion (before closing costs), less outstanding gages
in respect of the properties of approximately U7S.8 million bearing interest at 5.41% and maturing
September 2015, resulting subject to working capdigustments, in a cash payment by Chartwell G IN
of approximately U.S.$35.3 million.

The closing costs are estimated at $4.0 million thedclosing of these transactions is expectecttoiro
in the spring of 2010, subject to receipt of thgutatory and lenders’ approval .

Horizon Bay Restructuring

On October 1, 2009, we reorganized our relationshiip Horizon Bay whereby we disposed of our 49%
interest in Horizon Bay Realty LLC (“HBR”). Upormpletion of the reorganization, we no longer have
an ownership interest in the 25 seniors housingneonities leased by subsidiaries of HBR, nor théteig
third-party management contracts, and retain a B@@&test in HBC, a manager for our U.S. properties
co-owned with ING through CSH-INGRE LLC (“CSH-INGREand an 80% interest in HBCII Manager
LLC (“HBCIL."), a manager for our wholly-owned prepies in the U.S.

The following chart shows the structure of our Lp&rtfolio post reorganization:

CHARTWELL

Management /s N

i
i
' Management - *.. Management
; . .
i - ",
1 K4 .
; R4 )
26 CSH-INGRE 23 Chartwell 2 Leased
Communities @ @ Communities Communities

(1) Management of five of these communities is currently performed by Ultimate Care Senior Living with financial management
services provided by HBC.

(2) Includes the Meridian Portfolio of six communities that we expect to acquire the remaining interest 50% of in the spring of
2010.*

(3) Management of one of these communities is currently performed by Merrill Gardens due to regulatory requirements.

Development Activities

We are continuously seeking ways to improve ouperties and add new resident services and amenities
Under our internal growth program, we evaluateaasistrategies for revenue and expense optimization
including additions of new suites to existing conmities.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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We currently have one internal growth project ingress. Once completed in Q1 2010, the projedt wil
add 71 suites to the existing 72-suite retirememhdn in Vernon, British Columbia. The total project
costs are estimated at $10.9 million of which $8iliion is financed with a construction loan.

Completed Internal Growth Projects

The following table summarizes completed intermalrgh projects in 2008 and 2009:

Leased

Suites at

Total Cost Debt Construction December

Project Location Suites ($millions) ($millions) Completion 31, 2009
2009

Gayton Terrace™ Richmond, VA 98 U.S.$21.3 U.S.$17.7 Q2 2009 26

Quail Creek Retirement Centre  Renfrew, ON 34 6.3 5.5 Q3 2009 25

Total 2009 132 51
2008

Collegiate Heights Retirement Sault Ste. Marie,

Residence ON 30 6.7 4.3 Q3 2008 28
Residence Ste-Marthe St. Hyacinthe, QC 133 14.8 10.5 Q3 2008 78
Manoir Pierrefonds Montreal, QC 83 9.8 7.0 Q32008 13
Maison Herron Dorval, QC 72 9.7 5.4 Q4 2008 4

Total 2008 318 41.0 27.2 123
Total 450 174

(1 We own a 50% interest in this community.

Offering of Trust Units

On October 8, 2009, pursuant to a public offering,issued 14,375,000 Trust Units at a price of 6.0
per unit for gross proceeds of $86.3 million. Netdceeds of this offering of approximately $82.1liom
were partly used to repay amounts outstanding uoderCredit Facility with the remaining proceeds
expected to be utilized to enhance our flexibilityorder to take advantage of restructuring oppuoties
related to certain existing mezzanine loans witacgpm, Melior and others.

On December 24, 2009, pursuant to a public offerimg issued 12,995,000 Trust Units at a price of
$6.20 per unit for gross proceeds of $80.6 millidtet proceeds of this offering of approximate6F7
million will be utilized to complete the acquisitie of the Meridian Portfolio and the Regency Care
Portfolio from ING and for general Trust purposes.

Distributions

Effective with the payment to Unitholders for Augu®009, paid on September 15, 2009, cash
distributions per unit were reduced to $0.0450 menth, or $0.54 on an annualized basis, from the
previous level of $0.0617 per month, or $0.74 oraanualized basis. In both 2009 and 2008, 100% of
distributions were non-taxable return of capital.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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Highlights of Consolidated Results of Operations
Same Property Portfolio Highlights @
Same property NOI decreased by $0.9 million or 0f6£2009 compared to 2008 as follows:

e In our Canadian retirement portfolio, same prop®&N®I decreased in 2009 compared to 2008 by
$1.8 million or 1.8%. Reduced occupancy and ireedgproperty tax and commodity tax costs, as
well as an increase in our estimated liabilities (eave, vacation and post-employment benefits tha
were one-time in nature) were partially offset bgular annual rate increases, which range between
2.5% and 5.0%.

e In our U.S. portfolio, same property NOI increasdightly by U.S.$0.3 million or 0.5% in 2009
compared to 2008. This was achieved through reguiaual rent increases, targeted cost reduction
initiatives, and tight management of expenses. ifitpact of these initiatives were offset by reduced
occupancy in 2009 compared to 2008

e In our Canadian LTC portfolio, same property NQdregased $0.6 million or 3.5% in 2009 compared
to 2008.

Same property occupancy continued to be relatisetyng at 91.6% in 2009. However, this represants
1.7 percentage point decrease from 93.3% in 2008.

Fourth Quarter: Same property NOI decreased by $0.3 million or 0fé#Q4 2009 compared to Q4
2008 as follows:

* In our Canadian retirement portfolio, same proped®| decreased by $1.0 million or 4.3%,
primarily due to our estimates of leave, vacatiod post-employment benefit liabilities as described
above.

* In our U.S. portfolio, same property NOI increasggdU.S.$0.6 million or 4.6%. Regular annual
rental rate increases, and tight management ofnsgsehave offset the decrease in occupancy of 3.3
percentage points to 90.0%. In addition, Q4 208Aefited from an adjustment to reduce health
benefits cost based on our experience through 2009.

e In our Canadian LTC portfolio, same property NQireased by $0.2 million or 3.9%.

Overall, same property occupancy was 91.8% in (@928 decrease of 1.3 percentage points compared
t0 93.1% in Q4 2008. Same property occupancy @révwpercentage points from 91.3% in Q3 2009.

Acquisition and Internal Growth Portfolio Highlight S

For 2009, acquisitions and internal growth contigloi$20.0 million of NOI, or an additional $9.1 laih
compared to 2008, excluding the impact of foreigchange.

In Q4 2009, acquisitions and internal growth dekeeNOI of $5.7 million, or an additional $2.4 rioh
compared to Q4 2008, excluding foreign exchange.

@ Note: statistics in this section exclude the ¢ffe€ foreign exchange translation and results fidistontinued operations.
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General, Administrative and Trust Expenses

G&A expenses excluding severance and other costs flat as a percentage of revenue at approximately
2.8% for 2009 and 2008. G&A expenses excludingsace and other costs, decreased as a percentage
of revenue to 2.8% of revenues for Q4 2009 compaped.9% for Q4 2008 due to continued cost
reduction initiatives.

Per Unit Analysis

Excluding impairment provisions of $30.7 millioncoeded in 2009 and $6.4 million recorded in 2008,
AFFO for 2009 was $73.3 million, or $0.69 per utiiuted, a reduction of $0.02 per unit compared to
2008 AFFO of $71.7 million or $0.71 per unit dildtgrimarily due to the following:

« Lower mezzanine loan interest reduced AFFO by $8l8on or $0.03 per unit diluted.

« Lower management fee income reduced AFFO by $1llibmor $0.02 per unit diluted.

« Higher G&A expenses, primarily due to higher semeeacosts, reduced AFFO by $1.1 million or
$0.01 per unit diluted.

+ Dilution of AFFO attributed to the issuance of Tirusits of $0.03 per unit diluted.

« Incremental contribution from the property portfgliprimarily due to acquisitions completed
subsequent to January 1, 2008, increased AFFO .@yn§iflion or $0.05 per unit diluted.

« Increased realized foreign exchange gains of $almor $0.02 per unit diluted.

Fourth Quarter: AFFO for Q4 2009 was $0.13 per unit diluted, a dase of $0.04 per unit diluted from
Q4 2008 AFFO of $0.17 per unit diluted excluding tmpairment provision of $6.4 million recorded in
Q4 2008, primarily due to the following:

« Increased realized foreign exchange loss of $2li&ombr $0.03 per unit diluted.

« Lower mezzanine loan interest and management teena reduced AFFO by $2.3 million or $0.02
per unit diluted.

« Dilution of AFFO attributed primarily to the issuanof Trust Units during the quarter of $0.02 per
unit diluted.

« Increased contribution from the property portfoliprimarily due to acquisitions completed
subsequent to January 1, 2008 of $1.6 million 0®@3@er unit diluted.

FFO for 2009 was $34.0 million or $0.32 per unlutdid, a decrease of $49.1 million or $0.50 pet uni
diluted compared to 2008. FFO for Q4 2009 was 4@dr unit diluted, a decrease of $0.09 per unit
diluted from Q4 2008. FFO per unit diluted is dés=d more fully in the “Funds from Operations”
section of this MD&A.

Net loss decreased $0.44 per unit diluted to $@&0unit diluted for 2009 primarily due to lower
impairment provisions, amortization of limited lifatangible assets and increased NOI which were
partially offset by unrealized foreign exchangestsand higher depreciation of properties. Fo2QB®,

net loss decreased to $0.06 per unit diluted, aedse of $0.75 per unit diluted compared to Q4 2008
Net loss from continuing operations was $61.9 onillior $0.61 per unit diluted compared to $98.7
million or $1.05 per unit diluted in 2008.
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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) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Property revenue o 163,418 162,627 791 653,749 601,917 51,832
Total revenues @ 167,788 169,439 (1,651) 673,530 630,393 43,137
Net loss (7,236) (77,084)@ 69,848 (71,245)  (107,428)@ 36,183
Net loss per unit (basic and

diluted) (0.06) (0.81)®@ 0.75 (0.70) (1.14)@ 0.44
Distributions declared 16,367 18,555 (2,188) 69,106 79,265 (10,159)
Distributions declared per unit 0.14 0.19 (0.05) 0.66 0.79 (0.14)
FFO @ 16,858 23,249 (6,391) 34,029 83,124 (49,095)
FFO per unit diluted 0.14 0.23 (0.09) 0.32 0.82 (0.50)
AFFO @ 14,667 11,289 3,378 42,619 65,248 (22,629)
AFFO per unit diluted 0.13 0.11 0.02 0.40 0.64 (0.24)
FFO excludin()] impairment

provisions © © 16,858 29,655 (12,797) 64,712 89,530 (24,818)
FFO per unit diluted 0.14 0.29 (0.15) 0.61 0.88 (0.27)
AFFO excludin% impairment

provisions ¥ ® 14,667 17,695 (3,028) 73,303 71,654 (1,649)
AFFO per unit diluted 0.13 0.17 (0.04) 0.69 0.71 (0.02)
Weighted average occupancy

rate - same property portfolio 91.8% 93.1% (1.3pp) 91.6% 93.3% (1.7pp)®@
Weighted average number of

units including Class B Units of

Chartwell Master Care LP:

Basic 114,522,908 99,041,007 15,481,901 103,550,525 98,543,804 5,006,721
Diluted (includes LTIP) 116,986,471 101,674,442 15,312,029 106,140,729 101,185,111 4,955,618

(1) Excludes the effects of discontinued operations.

(2) These figures have been recast. Refer to “Correction of Immaterial Prior-Period Error” section of this MD&A and note 2 of the
Financial Statements for a discussion of the details of the correction.

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

(4) Refer to the “Non-GAAP Measures - Adjusted Funds from Operations” section of this MD&A for the details of the AFFO
calculation.

(5) Excludes mezzanine loans and accounts receivable impairment provisions of $30.7 million recorded in Q2 2009 and $6.4
million recorded in Q4 2008.

(6) Percentage points.

Correction of Immaterial Prior-Period Error

During the preparation of the Financial Statemémtshe year ended December 31, 2009, we discovered
a misstatement relating to the recognition of faturcome tax liabilities. These future income tax
liabilities related to the differences between tlagerying amount and tax basis of certain of ouetss
These amounts related to two items: a) a futuremectax expense and a future income tax liability o
$3.0 million that should have been recognized imjwaction with the initial adoption of the SIFT Rl
effective June 22, 2007, and b) a future income li@ility of $8.8 million that should have been
recognized in conjunction with the purchase pritlecation related to the Regency Care portfolio
transaction in 2007, which would have resulted inoaresponding increase in goodwill of the same
amount. The latter adjustment to goodwill in 2G@Qibsequently resulted in an understatement of the
provision for impairment of goodwill of $8.8 millivin 2008 as this goodwill was considered impaired
2008. As at December 31, 2008, future incomeitdilities, as previously reported were understated
$10.3 million.
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Consolidated Results of Operations

Summary of Property Revenue

Increase / Increase /

($000s, except occupancy rates) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Same property™ 145,964 144,434 1,530 575,148 566,520 8,628
Acquisitions and other® 16,799 12,443 4,356 62,741 41,093 21,648
Eliminations (1,632) (1,652) 20 (7,001) (6,250) (751)
Equity-accounted variable interest
entities (“VIEs") @ - (1,015) 1,015 - (10,095) 10,095
Foreign exchange on U.S. dollar

revenue 2,287 8,417 (6,130) 22,861 10,649 12,212
Total property revenue © 163,418 162,627 791 653,749 601,917 51,832
Weighted average occupancy rate -

same property portfolio 91.8% 93.1% (1.3pp) 91.6% 93.3% (1.7pp)

(1) Excludes the effect of foreign exchange on U.S. dollar revenue.
(2) Refer to “Critical Accounting Estimates — Variable Interest Entities” section of this MD&A for details.
(3) Excludes discontinued operations.

Total property revenue increased by 8.6% in 200@pared to 2008 due to the contributions from
acquisitions, increased foreign exchange translatio U.S. dollar revenues and same property revenue
growth.

Same property revenue increased by approximatel§y S#llion or 1.5% in 2009 compared to 2008
despite lower occupancies. We continue to drivemae growth with our proven strategies as follows:

* Yield management programs in the Canadian retirémerifolio to increase market-based rates on
suite turnover. However, the positive impact &gl programs has been offset by increasing move-in
incentives. Move-in incentives typically reduce @wverage rental rate in the first year to whiah th
incentive applied.

* Regular annual rental rate increases that are ditimpdo local market conditions.

» The addition of new services for residents at sofreur communities.

Weighted average occupancy rates in the same pyopentfolio were 91.6% in 2009, a decrease of 1.7
percentage points from 93.3% in 2008. The follaiactors have contributed to the decrease:

« We experienced a softening of occupancies in ti& toward the end of 2008 and through the first
half of 2009. U.S. same property average occupam@009 was 90.0% or 4.1 percentage points
lower than 2008.

- Our British Columbia properties experienced sofiecupancies in 2009 than 2008, with average
occupancies in our Western Canada platform 3.3epésge points lower, or 91.9% in 2009
compared to 95.2% in 2008.

- In addition, occupancies softened in the first 2009 in our Ontario properties with average
occupancy for 2009 92.9% compared to 93.8% in 2008.

These reductions were partially offset by strengjtige occupancies in our Quebec platform with
occupancy in the same property platform risingZ@®%o or 1.2 percentage points higher than 2008.
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Fourth Quarter: Total property revenue increased $0.8 million &%.in Q4 2009 compared to Q4
2008 due to contributions from acquisitions comgdesubsequent to January 1, 2008 and same property
revenue growth. These increases were offset bycestl foreign exchange translation of U.S. dollar
revenue for Q4 2009 compared to Q4 2008.

Same property revenue increased by approximately $idllion or 1.0% in Q4 2009 compared to Q4
2008.

Weighted average occupancy rates in the same pyopertfolio excluding internal growth suites were
91.8% in Q4 2009, a decrease of 1.3 percentagdspivom 93.1% in Q4 2008. Occupancy grew 0.5
percentage points from Q3 2009 occupancy of 91.3%.

Summary of Direct Operating Expenses

Increase / Increase /

($000s) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Same property™ 105,705 103,910 1,795 407,258 397,738 9,520
Acquisitions and other® 11,072 9,127 1,945 42,757 30,169 12,588
Eliminations (1,632) (1,652) 20 (7,001) (6,250) (751)
Equity-accounted VIEs - (786) 786 - (7,008) 7,008
Foreign exchange on U.S. dollar

expenses 1,414 5,525 (4,111) 14,776 6,986 7,790
Total direct operating expenses —

properties 116,559 116,124 435 457,790 421,635 36,155
Direct operating expenses —

management operations 1,024 1,025 (1) 4,099 4,102 (3)
Total direct operating expenses @ 117,583 117,149 434 461,889 425,737 36,152

(1) Excludes the effect of foreign exchange on U.S. dollar expenses.
(2) Excludes discontinued operations.

Total direct operating expenses increase@®.BYo in 2009 compared to 2008 primarily due to addaio
expenses from acquisitions completed subsequedanoary 1, 2008, same property direct operating
expenses and increased foreign exchange transtidtidrs. dollar direct operating expenses.

Same property direct operating expenses increageapproximately $9.5 million or 2.4% for 2009
compared to 2008. Increased costs related to gyofax, commodity tax, and an increase in estisate
for vacation, sick and post-employment benefitiliabs that were largely one-time in nature, weffset

by both lower energy costs and the impact of cesluction initiatives in labour and discretionary
expenditures.

Fourth Quarter: Total direct operating expenses increase® o in Q4 2009 compared to Q4 2008
due to additional expenses from acquisitions cotaglsubsequent to January 1, 2008 offset by reduced
foreign exchange translation of U.S. dollar direperating expenses. Same property direct operating
expenses increased by approximately $1.8 millioh. 8% in Q4 2009 compared to Q4 2008.
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General, Administrative and Trust Expenses

($000s, except percentage of Increase / Increase /
revenue) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
G&A expenses 4,680 4,843 (163) 19,031 17,396 1,635
Severance and other costs 261 459 (198) 1,977 2,506 (529)
Total G&A 4,941 5,302 (361) 21,008 19,902 1,106

As % of revenue:
Excluding severance and other costs 2.8% 2.9% (0.1pp) 2.8% 2.8% -

In 2009, G&A expenses before severance and oth&s déocreased by approximately $1.6 million to
$19.0 million or 2.8% of revenue compared to $1midlion or 2.8% of revenue in 2008. Additional
costs incurred to rebrand certain of our U.S. pridgee of $1.2 million and inflationary increasesrave
offset by savings from our cost reduction initiagv

Severance and other costs decreased $0.5 millid20@® as compared to 2008. Included in 2009
amounts are approximately $1.6 million of severatwsts which related to executive changes and the
wind down of our third-party development managenastivities.

Fourth Quarter: Continuation of our cost reduction initiatives riksd in a decrease of $0.2 million in
G&A excluding severance and other costs, in Q4 2008pared to Q4 2008. As a result, G&A
excluding severance and other costs decreasegaasentage of total revenues to 2.8% for Q4 200& fr
2.9% in Q4 2008.

Interest and Property Lease Expense

Increase / Increase /
($000s) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Mortgages and loans payable
Same property 19,419 19,877 (458) 77,668 79,436 (1,768)
Acquisitions 2,087 1,597 490 7,981 5,040 2,941
Foreign exchange on U.S. dollar
expenses 498 1,954 (1,456) 4,848 2,476 2,372
22,004 23,428 (1,424) 90,497 86,952 3,645
Convertible debentures 2,980 2,979 1 11,916 11,918 2)
Credit Facility and other 90 62 28 475 269 206
Interest capitalized to properties
under development (282) (797) 515 (1,223) (1,846) 623
24,792 25,672 (880) 101,665 97,293 4,372
Accretion adjustment to convertible
debenture liability 780 715 65 3,020 2,776 244
Amortization of debt mark-to-market
adjustments arising on acquisition (454) (230) (224) (1,388) (1,067) (321)
Amortization of financing costs 1,672 1,151 521 6,167 4,762 1,405
Total Interest Expense 26,790 27,308 (518) 109,464 103,764 5,700
Property Lease Expense
Contractual lease payments for the
period ) 599 655 (56) 2,598 2,360 238

(1) Excludes discontinued operations.

In 2009, interest expense on mortgages and loayabfmincreased by $3.5 million due to the growth i
our asset portfolio and foreign exchange transiatidjustments. This was offset by approximatel8 $1
million reduction of interest expense on the samgp@rty portfolio due to regular mortgage principal
repayments and lower interest rates achieved otgawe renewals.

19



During 2009, we capitalized interest of $1.2 millivhich relates to our net investment in intermagh
projects.

Contractual property lease expense increased €orfiflion for 2009 compared to 2008 primarily dae t
foreign exchange translation.

Fourth Quarter: During Q4 2009, we capitalized interest of $0.3lionl, which relates to our net
investment in internal growth projects.

Contractual property lease experdecreased to $0.6 million for Q4 2009 compared % 2D08,
primarily due to foreign exchange translation.

Mezzanine Loans, Mezzanine Loan Interest Income and  Impairment Provision

The following table summarizes the changes in puestments in mezzanine loans for 2009 and 2008:

($millions) 2009 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 - 8.5
Discharge of mezzanine loans on our acquisition of an interest in the related properties 9.3)® 8.6)@
Settlement of mezzanine loan on acquisition of land (2.0) -
Other repayments of mezzanine loans in cash (8.0) (3.8)
89.8 108.1
Fees, net of costs recorded as a reduction of mezzanine loan balances (4.0) (4.9)
Allowance for impairment of mezzanine loans (30.5) (6.4)
Net mezzanine loans outstanding (end of period) 55.3 96.8

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

In 2009, we acquired Spectrum’s 50% interest insgm®iors housing communities and mezzanine loans
of approximately $9.3 million were settled on asifion.

During Q2 2009, Spectrum sold its interest in eigbtzelopment properties and agreed to sell one
additional development property upon receipt of tbgulatory approvals to Seasonas part of this
transaction, we agreed to Seasons assuming meezaains on six of the acquired properties totalling
$8.2 million. In addition, upon receipt of the véafory approvals, Spectrum agreed to sell onetiaddi
property to Seasons. The mezzanine loan of $2lilomion that property will also be assumed by
Seasons on closing.

During Q4 2009, Spectrum disposed of its interedour seniors housing communities to a third party
and repaid our mezzanine loan outstanding on tegeerties in the amount of $5.6 million plus aectu
interest. In addition, in Q4 2009, our joint vengtpartner repaid two mezzanine loans totallingt $2.
million.

As discussed in our Q2 2009 MD&A, due to the uraartmarket conditions and the inability of
Spectrum and Melior to remain current on theirnesé payments to Chartwell, in Q2 2009 we recorded
an impairment provision of $30.7 million of whicir.$ million was allocated to accounts receivablé an
$23.0 million was allocated to mezzanine loans.mBioed with the $6.4 million impairment provision
recorded in Q4 2008, the cumulative impairment @on was $37.1 million.

In Q4 2009, we updated our assessment of the ynugralue of the security for each mezzanine lagn
well as the value of the corporate guarantee segumiezzanine loans where applicable. As discussed
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the “Critical Accounting Estimates” section of tHi4D&A, the process of determining fair value is
subjective and requires us to exercise judgementaking valuation assumptions including revenue and
expense projections, capitalization and discoutetsra Based on our updated assessment, we believe n
changes are required to the cumulative impairmentigions at the present time.

In Q3 and Q4 2009, we collected certain accourusivable against which an impairment provision was
recorded in Q2 2009. Accordingly, we reallocatedd5$million of the impairment provision from
accounts receivable to mezzanine loans. In additioQ4 2009, we settled one mezzanine loan agains
which an impairment provision of $0.4 million haédn previously recorded. The following table
summarizes changes in the impairment provisioropn2

Mezzanine Accounts
($millions) Loans  Receivable Total
Balance December 31, 2008 6.4 - 6.4
Provision recorded during Q2 2009 23.0 7.7 30.7
Reallocation in Q3 2009 1.2 1.2) -
Reallocation in Q4 2009 0.3 (0.3) -
Settlement of mezzanine loan ® (0.4) - (0.4)
Balance December 31, 2009 30.5 6.2 36.7

(1) Settled on acquisition of a parcel of vacant land from Melior in Q4 2009.

The following table provides further details on mazine loans outstanding and related impairment
provisions:

Fees, net of
costs
recorded as a
Mezzanine reduction of
Loans mezzanine Impairment Net Balance
($millions) # Projects Outstanding loan balances Provision Outstanding
Spectrum and Partners outside Quebec 14 25.3 (0.2) - 25.1
Melior, Spectrum and Partners 11 50.5 3.2) (30.5) 16.8
Seasons and Partners 6 14.0 (0.6) - 13.4
Total gross mezzanine loans outstanding 31 89.8 (4.0) (30.5) 55.3
Increase / Increase /
($000s) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)

Mezzanine loan interest before

effective yield adjustments 1,477 2,869 (2,392) 7,861 11,833 (3,972)
Effective yield adjustments for:

Placement fees integral to lending

activities (78) 485 (563) 733 230 503
Legal costs integral to lending

activities (105) (186) 81 (538) (676) 138

Total mezzanine loan interest income 1,294 3,168 (1,874) 8,056 11,387 (3,331)

Mezzanine loan interest decreased by $3.3 millmn2D09 compared to 2008 due to lower balances of
loans outstanding and due to the fact that intesagtnue from Spectrum and Melior is only recogtize
when payments have been received. For all otlegegis, mezzanine loan interest and related plaseme
fees are recognized in income using the effectiterést rate method. Under this method, we upaiate
expectations for targeted stabilization dates efuhderlying development projects and re-discobet t

expected cash flows for the life of the project rotlee revised expected time to complete using the
effective interest rate.
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Fourth Quarter: Mezzanine loan interest decreased by $1.9 millio@4 2009 compared to Q4 2008
due to the lower loan balances outstanding.

Discontinued Operations

The following table shows the results of discongiciwperations:

(U.S.$000s, except as noted Increase / Increase /
otherwise) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Revenue - 21,747 (21,747) 66,677 88,229 (21,552)
Interest and other - 26 (26) 69 215 (146)
Below market lease amortization - 91 (91) 61 595 (534)

- 21,864 (21,864) 66,807 89,039 (22,232)
Direct operating expense - 13,213 (13,213) 39,681 51,715 (12,034)
Total NOI - 8,651 (8,651) 27,126 37,324 (10,198)
Interest expense - 22 24 2)

Contractual lease expense - 9,035 (9,035) 28,131 36,334 (8,203)
Adjustment to record lease expense
on a straight-line basis over the

lease term - 1,608 (1,608) 4,256 6,441 (2,185)
Total lease expense - 10,643 (10,643) 32,409 42,799 (10,390)
- (1,992) 1,992 (5,283) (5,475) 192
Depreciation of properties - 445 (445) 1,573 1,521 52
Amortization of limited life intangible
assets - 355 (355) 1,198 1,560 (362)
Gain on sale of assets - 1 (1) - 1 (1)
- 801 (801) 2,771 3,082 (311)
Loss before income taxes - (2,793) 2,793 (8,054) (8,557) 503
Income taxes — current - - - 140 - 140
Total net loss - (2,793) 2,793) (8,194) (8,557) 363
Foreign exchange in CDN - (459) 459 (1,391) (565) (826)
Total net loss in CDN - (3,252) 3,252 (9,585) (9,122) (463)
Non-controlling interest allocation - (5) 5 202 346 (143)
Net loss after non-controlling interest - (3,257) 3,257 (9,383) (8,776) (607)
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Other Items

Increase / Increase /

($000s) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Bank interest and other income 1,058 834 224 3,236 3,698 (462)
Below-market lease amortization

revenue 228 404 (176) 1,142 1,212 (70)
Gain/(Loss) on sale of assets - 63 (63) - 95 (95)
Realized foreign exchange gains and

(losses) (1,929) 959 (2,888) 3,113 959 2,154
Unrealized gains and (losses) on

derivative financial instruments and

unrealized foreign exchange gains

and (losses) 1,109 11,575 (10,466) (10,074) 17,223 (27,297)
Depreciation of properties (18,764) (18,395) (369) (75,340) (68,006) (7,334)
Amortization of limited life intangible

assets (8,095) (12,251) 4,156 (38,361) (51,090) 12,729
Provision for impairment of goodwill - (73,323) 73,323 - (73,323) 73,323
Provision for impairment of

mezzanine loans and accounts

receivable - (6,4086) 6,406 (30,684) (6,4086) (24,278)
Results from discontinued operations - (3,257) 3,257 (9,383) (8,776) (607)
Current income tax (expense)

recovery (80) 496 (576) (85) (999) 914
Future income tax (expense)

recovery 2,578 2,116% 462 9,753 379% 9,374
Non-controlling interest 70 2,308" (2,238) 1,245 3,886 (2,641)
Net loss (7,236) (77,084)Y 69,848 (71,245)  (107,428)Y 36,183

(1) These figures have been recast. Refer to “Correction of Immaterial Prior-Period Error” section of this MD&A and note 2 of the
Financial Statements for a discussion of the details of the correction.

Bank Interest and Other Income: Bank interest and other income was lower in 2008pared to 2008
primarily due to lower cash balances and non-ptgpmiscellaneous income. Bank interest and other
income was higher in Q4 2009 compared to Q4 20@Btduncreased cash balances attributed to the Q4
2009 equity raises.

Realized Gains (Losses): We recorded a net realized foreign exchange gai®3af million in 2009
primarily related to the settlement of a foreigleange SWAP contract in Q1 2009, which was offget b
a realized loss of $1.9 million on the settlemena &J.S. dollar-denominated intercompany cross-eord
note.

Unrealized Gains (Losses): The unrealized foreign exchange loss primarilyteglao the intercompany
cross-border U.S. dollar-denominated loans recéivaibd payable that we used to finance our operstio
in a tax efficient manner. At December 31, 200% kad net loans outstanding of approximately
U.S.$37.5 million from our U.S. subsidiaries. Altlgh the principal amount of this debt eliminates o
consolidation, unrealized foreign exchange gairslagsses are required to be recorded in incomerunde
GAAP.
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Depreciation and Amortization: The increase in depreciation of properties is &tast with the growth
in our property portfolio. Amortization of limitetife intangible assets decreased in 2009 comptred
2008 and for Q4 2009 compared to Q4 2008 as appedgly $56.1 million of intangible assets were
fully amortized in 2009.

Provision for Impairment of Goodwill: According to GAAP, goodwill should be tested forparment
between the required annual test when an eventaumastance occurs that more likely than not reduce
the fair value of a reporting unit below its camyiamount. During Q4 2008, our market capitalorati
remained below our net book value and we conclibatithis represented a circumstance that indicated
it may be more likely than not that the fair valoleour reporting units may be below their carrying
amounts, and accordingly we updated our annual witlonpairment test for each of our identified
reporting units and the impairment test determitieat, for all reporting units, the carrying valué o
goodwill exceeded its estimated fair value as atdbeber 31, 2008. As a result, we recorded an
impairment charge of $64.5 million. Subsequerdly,described in the “Correction of Immaterial Rrior
Period Error” section of this MD&A, this amount waecasted to $73.3 million.

Current and Future Income Tax (Expense) Recovery: Under the SIFT Rules, we became subject to
SIFT tax on certain income beginning in 2007 agidesd in the “Business Strategy and 2010 Outlook”
section of this MD&A. During 2009, we recordedudure income tax recovery of $9.8 million, and a
$2.6 million recovery for Q4 2009. The provisianr future income tax expense relates to the tennpora
differences between the carrying amounts and tardaf assets and liabilities, including those #rat
expected to reverse on or after December 31, 20Q0&se temporary differences are tax effected using
the estimated substantively enacted SIFT tax rattheatime that these differences are expected to
reverse.

In 2008, the Department of Finance issued drafisletion which described potential changes in the
determination of which legal entities are conside®#FTs. Enabling legislation received Royal Assen
on March 12, 2009. The clarifications set out e tdraft legislation likely result in a subsidiary
partnership of Chartwell being considered to bdFa $n 2007 and 2008. Prior to January 1, 2009, we
completed a capital reorganization in our subsydgartnership. As a result, the subsidiary pastnigr
meets the definition of an excluded subsidiary ianwb longer subject to SIFT income tax in 2009.

In addition, as described in the “Correction of latarial Prior-Period Error” section of this MD&Ahé
future income tax provision for 2008 was affectgdlprior-period error.

Net Loss: Net loss after discontinued operations decreas&0.0 per unit diluted for 2009, a decrease
of $0.44 per unit diluted compared to 2008. Lovimpairment provisions and amortization, and
increased NOI in 2009 were partially offset by wied foreign exchange losses and higher
depreciation. For Q4 2009, net loss after disometil operations decreased to $0.06 per unit djlated
decrease of $0.75 per unit diluted compared to @82 In addition, net loss for 2008 and Q4 2008 wa
affected by the correction of a prior-period imnnetieerror as described in the “Correction of Imaréil
Prior-Period Error” section of this MD&A.
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Non-GAAP Measures

FFO and AFFO do not have a standardized meaningr ®aAP.

Refer to the “Key Performance Indicators” sectidthis MD&A for a detailed discussion of the nature
of various adjustments made in the calculationf@®Fand AFFO, along with Management’s discussion
of the usefulness of these measures in evaluatingerformance.

Funds from Operations

The following table provides a reconciliation ot tass to FFO:

Increase / Increase /
($000s, except per unit amounts) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Net loss (7,236) (77,084)® 69,848 (71,245)  (107,428)Y 36,183
Add (Subtract):
Depreciation of properties @ 18,770 18,920 (150) 77,186 69,628 7,558
Amortization of limited life intangible

assets @ 8,095 12,687 (4,592) 39,763 52,752 (12,989)
Depreciation of leasehold

improvements included in

depreciation of properties (118) (116) 2) (470) (446) (24)
Loss/ (Gain) on sale of assets 5) (63) 58 5) (95) 90
Provision for impairment of goodwill - 73,323 (73,323) - 73,323 (73,323)
Future income tax expense/

(recovery) (2,578) (2,116)Y (462) (9,753) (379)Y (9,374)
Non-controlling interest (70) (2,302)@ 2,232 (1,447) (4,231)@ 2,784
FFO @ 16,858 23,249 (6,391) 34,029 83,124 (49,095)
Add (Subtract):

Provision for impairment of

mezzanine loans and accounts

receivable - 6,406 (6,406) 30,683 6,406 24,277
FFO excluding impairment provision 16,858 29,655 (12,797) 64,712 89,530 (24,818)
FFO per unit

Basic 0.15 0.23 (0.08) 0.33 0.84 (0.51)
Diluted 0.14 0.23 (0.09) 0.32 0.82 (0.50)
FFO per unit excluding impairment
provision
Basic 0.15 0.30 (0.15) 0.62 0.91 (0.29)
Diluted 0.14 0.29 (0.15) 0.61 0.88 (0.27)

(1) These figures have been recast. Refer to “Correction of Immaterial Prior-Period Error” section of this MD&A and note 2 of the
Financial Statements for a discussion of the details of the correction.

(2) Includes depreciation and amortization that has been reclassified as discontinued operations.

(3) 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 decreased by $49.1 million or $0.50 per unitted for 2009 compared to 2008 primarily due to a
provision for impairment of mezzanine loans andoaoats receivable of $30.7 million ($0.29 per unit
diluted) recorded in Q2 2009 and the impact ofizedl / unrealized foreign exchange gains / losses
which reduced FFO by $25.1 million ($0.25 per wfiliited).

FFO decreased by $6.4 million or $0.09 per uniitddl for Q4 2009 compared to Q4 2008 primarily due
to the impact of realized/unrealized foreign exdegains/losses, lower mezzanine loan interesfemnd
income, offset by mezzanine loans and accountsviedde impairment provision recorded in Q4 2008
and contributions from the property portfolio.
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Excluding impairment provisions and foreign exchaggins and losses, FFO for 2009 and Q4 2009 was
impacted by lower mezzanine loan interest incomwel management fee income and dilution from the
issuance of Trust Units. This was offset by inseghcontributions from the property portfolio primha

due to acquisitions.

Adjusted Funds from Operations (AFFO)

The following table provides the calculation of ABF

Increase / Increase /
($000s, except per unit amounts) Q4 2009 Q42008  (Decrease) 2009 2008  (Decrease)
FFO® 16,858 23,249 (6,391) 34,029 83,124 (49,095)
Add (Subtract):
Adjustment to record lease expense on a
straight-line basis over the lease term - 1,943 (1,943) 4,979 6,865 (1,886)
Unrealized foreign exchange and
derivative (gains)/losses (1,110) (11,575) 10,465 10,074 (17,223) 27,297
Amortization of below-market leases (228) (525) 297 (1,213) (1,846) 633
Principal portion of capital subsidy
receivable from Health Authorities 555 528 27 2,177 2,077 100
Amounts received under income
guarantees 142 99 43 554 740 (186)
Amortization of financing costs 1,672 1,151 521 6,168 4,762 1,406
Accretion adjustment to convertible
debenture liability 780 715 65 3,021 2,772 249
Amortization of debt mark-to-market
adjustments arising on acquisition (454) (229) (225) (1,388) (1,066) (322)
Deferred financing fee reserve @ (280) (288) 8 (1,147) (1,038) (109)
AFFO before capex reserve 17,935 15,068 2,867 57,254 79,167 (21,913)
Maintenance capex reserve - 2% of
property revenue (3,268) (3,779) 511 (14,635) (13,919) (716)
AFFO® 14,667 11,289 3,378 42,619 65,248 (22,629)
Add (Subtract):
Provision for impairment of mezzanine
loans and accounts receivable - 6,406 (6,406) 30,684 6,406 24,278
AFFO excluding impairment provision 14,667 17,695 (3,028) 73,303 71,654 1,649
AFFO per unit
Basic 0.13 0.11 0.02 0.41 0.66 (0.25)
Diluted 0.13 0.11 0.02 0.40 0.64 (0.24)
AFFO per unit excluding impairment
provision
Basic 0.13 0.18 (0.05) 0.71 0.73 (0.02)
Diluted 0.13 0.17 (0.04) 0.69 0.71 (0.02)

(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) Deferred financing fee reserve is calculated quarterly as 60 basis points applied to our mortgages payable at the end of the
quarter, pro-rated based on the weighted average term to maturity.

(3) 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 “Hightgyof Consolidated Results of Operations” section
of this MD&A.
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Quarterly Financial Information

The following table summarizes our quarterly ungealfinancial information:

2009 2008
As recasted ¥

($000s, except per unit

amounts) Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
Revenues @ 167,788 165,837 168,620 171,285 169,440 156,524 152,605 151,824
Direct operating

expenses @ (117,583) (112,739) (114,177) (117,390) (117,145) (103,549) (102,401) (102,642)
General, administrative

and trust expenses (4,941) (4,425) (5,822) (5,820) (5,302) (4,098) (5,302) (5,200)

45,264 48,673 48,621 48,075 46,993 48,877 44,902 43,982

Interest expense (26,790) (27,173) (27,217) (28,284) (27,309) (25,287) (25,841) (25,328)
Property lease

expenses @ (599) (588) (703) (708) (655) (590) (591) (524)
Foreign exchange

gains/(losses) (820) (3,848) (4,309) 2,016 12,534 3,358 (559) 2,849
Depreciation and

amortization (26,860) (27,032) (29,012) (30,798) (30,645) (28,690) (29,431) (30,330)

Write down of carrying

value of management

contracts - - - - - - - -
Provision for

impairment of

goodwill - - - - (73,323) - - -
Provision for

impairment of

mezzanine loans and

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

assets - - - - 64 126 (102) 8
Non-controlling interest 122 140 801 234 2,308 259 660 659
Current income tax

(expense) recovery (80) (91) (82) 168 496 (629) 133 (999)
Future income tax

(expense) recovery 2,578 4,234 4,693 (1,752) 2,116 (1,500) - (237)

(Loss) from
discontinued

operations @ c (3,265) (3,223) (2,895) (3,257) (1,875) (2,043) (1,601)
Net loss for the period (7,236) (8,950) (41,115) (13,944) (77,084) (5,951) (12,872) (11,521)
Net loss per unit diluted (0.06) (0.09) (0.41) (0.14) (0.81) (0.06) (0.14) (0.13)
FFO 16,858 14552  (16,690) 19,309 23,249 24,451 16,524 18,900
FFO per unit diluted 0.14 0.14 (0.16) 0.19 0.23 0.24 0.16 0.19

(1) These figures have been recast. Refer to “Correction of Immaterial Prior-Period Error” section of this MD&A and note 2 of the
Financial Statements for a discussion of the details of the correction.

(2) We disposed of our interest in HBR effective October 1, 2009. The disposition is considered discontinued operations.
Accordingly, the results attributed to the discontinued operations are disclosed separately.

Our results for the past eight quarters have bdfetad by the contribution of the acquired seniors
housing communities, changes in foreign exchantes neesulting in realized and unrealized gains and
losses and the impact of the slow North Americaanemy on occupancies.

In Q4 2008 we recorded a provision for impairmengaodwill of $64.5 million and subsequently recast
this figure to $73.3 million as described in theot€&ction of Immaterial Prior-Period Error” sectioh
this MD&A. In Q4 2008 and in Q2 2009, we recorgdvisions for impairment of mezzanine loans and
accounts receivable of $6.4 million and $30.7 wiillirespectively.
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Selected Annual Financial Information

The following table summarizes selected annualntrel information for each of the past three years
ended December 31:

($000s, except per unit amounts) 2009 2008 2007
Property revenues 653,749 601,917 512,433
Total revenues 673,530 630,392 553,275
Direct operating expenses 461,889 425,737 362,571
Net loss (71,245) (107,428)" (69,259)Y
Total assets 2,598,674 2,705,487 2,612,016
Total liabilities 1,933,260 2,049,139% 1,809,470
Net loss per unit, diluted (0.70) (1.14)Y (0.80)®
Cash distributions declared per unit 0.6569 0.7930 1.0650

(1) These figures have been recast. Refer to “Correction of Immaterial Prior-Period Error” section of this MD&A and note 2 of the
Financial Statements for a discussion of the details of the correction.

Our annual results for the past three years hage bffected by the acquisitions of new seniors imgus
communities and the corresponding revenue increfrees development, management and lending
activities and the impact of the slow North Amen@&conomy on occupancies in 2008 and 2009.

Summary of Results of Operations by Division

The following section provides an analysis of thgemting performance of each of our operating
segments for 2009 compared to 2008 and Q4 2009a@upo Q4 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 6,712 2,106 745 9,563
50% Owned 2 248 - - 248
Total Same Property 86 6,960 2,106 745 9,811
Acquisitions & Internal Growth
100% Owned:

Operating 14 1,428 164 254 1,846

Internal growth - 264 - 155 419

14 1,692 164 409 2,265

50% Owned 6 582 37 - 619
Total Acquisitions & Internal Growth 20 2,274 201 409 2,884
Total 106 9,234 2,307 1,154 12,695
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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) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Revenues

Same property 69,254 69,180 74 272,245 269,079 3,166
Acquisitions and internal growth 14,151 8,887 5,264 52,070 22,135 29,935
Equity-accounted VIEs - 1,015 (1,015) - 10,095 (10,095)
Total Revenue 83,405 79,082 4,323 324,315 301,309 23,006
Direct Operating Expenses

Same property 46,622 45,532 1,090 176,162 171,240 4,922
Acquisitions and internal growth 9,596 6,605 2,991 35,491 16,250 19,241
Equity-accounted VIEs - 786 (786) - 7,008 (7,008)
Total Direct Operating Expenses 56,218 52,923 3,295 211,653 194,498 17,155
Net Operating Income

Same property 22,632 23,648 (1,016) 96,083 97,839 (1,756)
Acquisitions and internal growth 4,555 2,282 2,273 16,579 5,885 10,694
Equity-accounted VIEs - 229 (229) - 3,087 (3,087)
Total Net Operating Income 27,187 26,159 1,028 112,662 106,811 5,851

Same property statistics:
Weighted average occupancy rate 91.1% 91.5% (0.4pp) 90.8% 91.5% (0.7pp)

Same property revenues increased by 1.2% in 200gatar rental rate increases, which ranged betwee
2.5% and 5.0%, have offset a 0.7 percentage peciing in same property occupancy compared to 2008.
Same property average occupancy remained strdd(@y&o for 2009.

Same property direct operating expenses increas2dho in 2009 compared to 2008 as follows:

» increased property tax expense as a result ofaeertemarket value assessments;

« increased goods and services taxes on contracteskotices in our Western properties previously
treated as tax exempt; and

« an increase in vacation and post-employment benefit$0.7 million due to a one-time charge
resulting from a change in our estimation methogplo

Same property NOI decreased $1.8 million or 1.892069 compared to 2008. Same property NOI in
our Eastern Canadian retirement properties (ouQidiebec) for 2009 decreased 0.9% primarily due to
lower occupancies and the adjustment to vacatiomates described above, partially offset by regula
annual rent increases. Our Western Canadian platsame property NOI decreased by 5.1%, due to
reduced occupancies in certain local markets, asm@ goods and services taxes and adjustments to
vacation and post-employment benefit estimateseasribed above, partially offset by regular annual
rental increases and cost reduction initiativesur Quebec platform same property NOI was stable
compared to 2008. In Q4 2008 we acquired full mdrdf our Quebec operating platform and over the
past two years have completed significant consomcand renovation activity to renew and position
many of these properties. As a result, we areimaing to realize improved occupancy in the Quebec
portfolio.

Fourth Quarter: Same property NOI decreased by 4.3% in Q4 2009ao=d to Q4 2008 primarily due
to a one-time charge of $0.7 million related toatam and post-employment benefits as describedeabo

Same property revenues were flat in Q4 2009 as amedpto Q4 2008. Regular annual rental rate
increases of between 2.5% and 5.0% were offse¢dyced occupancy.

29



Weighted average occupancy rates, excluding intgmoavth suites in lease-up, decreased to 91.1% in
Q4 2009 from 91.5% in Q4 2008, or 0.4 percentagatpo However, this represents an increase of 0.6
percentage points from Q3 2009 weighted averagepaecy rate of 90.5%.

Same property operating expenses increased by id.44 2009 compared to Q4 2008, primarily driven
by the adjustments described above to vacatiorpasdemployment benefit estimates.

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

The following table presents the results of operetiof our Canadian Long-Term Care Operations
segment:

($000s, except occupancy rates and Increase / Increase /
operating margins) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Revenues

Same property 37,138 35,646 1,492 143,514 137,348 6,166
Acquisitions 532 514 18 2,111 1,405 706
Total Revenues 37,670 36,160 1,510 145,625 138,753 6,872
Direct Operating Expenses

Same property 33,057 31,717 1,340 125,953 120,384 5,569
Acquisitions 347 336 11 1,333 880 453
Total Direct Operating Expenses 33,404 32,053 1,351 127,286 121,264 6,022
Net operating income

Same property 4,081 3,929 152 17,561 16,964 597
Acquisitions 185 178 7 778 525 253
Total Net Operating Income 4,266 4,107 159 18,339 17,489 850

Same property statistics:
Weighted average occupancy rate 98.2% 98.9% (0.7pp) 98.3% 99.0% (0.7pp)

Same property revenues increased by 4.5% in 20@@ae@d to 2008. Direct operating expenses
increased by 4.6% in 2009 compared to 2008. Theeases are primarily due to higher government
funding provided for direct resident care serviadsch are mainly staffing related. This directidest
care funding results in an increase in both revemaedirect operating expenses. In addition, theaf
government provided additional funding for otherc@omodation which increased revenues by
approximately $0.9 million for 2009 compared to 00t is not clear whether the provincial govermtne
will continue to provide this new funding after Mhr31, 2010. Direct operating expenses also iseka
$0.3 million due to a change in our methodology dstimating vacation and sick time liabilities thet
one-time in nature. Same property NOI increase@ $tllion or 3.5% for 2009 compared to 2008 as a
result of this new funding, partially offset by timerease in vacation and sick estimates.
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Weighted average occupancies in the same propertfolio were at 98.3% for 2009, a decrease of 0.7
percentage points from 2008ccupancy in all of our Ontario LTC communities egded 97% for 2009,
and as a result, these communities received gowrnfunding as though fully occupied.

Fourth Quarter: Same property NOI increased $0.2 million or 3.9%Q34 2009 compared to Q4 2008.

Weighted average occupancies in the same propertfolio are at 98.2% for Q4 2009 compared to
98.9% for Q4 2008.

U.S. Operations

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

Composition of Suites

Properties ISL AL LTC Total
Same Property - Owned
100% 23 711 1,600 - 2,311
50% 25 2,891 1,483 190 4,564
Total Same Property Owned 48 3,602 3,083 190 6,875
Properties under Operating Lease
100% Interest 2 78 159 - 237
Total Same Property Owned and Leased 50 3,680 3,242 190 7,112
Internal Growth
50% Owned 1 161 35 - 196
Discontinued Operations @
49% Interest 25 4,714 757 151 5,622
Properties under management 8 2,316 110 - 2,426
Total Discontinued Operations 33 7,030 867 151 8,048
Total 84 10,871 4,144 341 15,356

(1) As described in note 8 of the Financial Statements, effective October 1, 2009 we reorganized our relationship with Horizon Bay
resulting in, among other things, the disposition of our 49% leased interest in 25 properties (5,622 suites) and eight
management contracts (2,426 suites).
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The following table presents the results of operati of our U.S. Operations segment excluding
discontinued operations:

(U.S.$000s, except as noted Increase / Increase /
otherwise) Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Revenues

Same property 39,574 39,611 (37) 159,388 160,096 (708)
Internal growth and other ) 2,117 2,027 90 8,560 7,458 1,102
Intercompany eliminations (1,632) (1,652) 20 (7,001) (6,250) (751)
Total Revenues 40,059 39,986 73 160,947 161,304 (357)
Direct Operating Expenses

Same property 26,027 26,663 (636) 105,145 106,112 (967)
Internal growth and other ® 1,129 1,399 (270) 5,933 6,030 (97)
Intercompany eliminations (1,632) (1,652) 20 (7,001) (6,250) (751)
Total Direct Operating Expenses 25,524 26,410 (886) 104,077 105,892 (1,815)
Net Operating Income

Same property 13,547 12,948 599 54,243 53,984 259
Internal growth and other ® 988 628 360 2,627 1,428 1,199
Total Net Operating Income 14,535 13,576 959 56,870 55,412 1,458
Foreign exchange in CDN 872 2,887 (2,015) 8,088 3,660 4,428
Total Net Operating Income in CDN 15,407 16,463 (1,056) 64,958 59,072 5,886

Same property statistics:
Weighted average occupancy rate 90.0% 93.3% (3.3pp) 90.0% 94.1% (4.1pp)

(1) Includes the results of one property at which we are completing an addition, as well as the results of our U.S. management
operations excluding discontinued management operations.

Same property revenue decreased by U.S.$0.7 midin0.4% for 2009 compared to 2008. Same
property revenues have been impacted by declintogmancy with 2009 weighted average occupancy
90.0% or 4.1 percentage points lower than 2008 htedy average occupancy of 94.1%. Declining
occupancies were partially offset by rental ratzeases which ranged between 5% and 7%.

Same property direct operating expenses decreds@dillion or 0.9% for 2009 compared to 2008. To
mitigate reduced occupancy, we are continuing tplement strategies to provide more payment
flexibility to existing and potential residents,daare selectively investing in marketing and adsing
initiatives including launching a new U.S. webstearive increased traffic to our properties. tiaiion,

we reduced staffing levels to align with lower ggancy levels and on staff turnover have been
successful in bringing in new hires at lower wagkes. We also reduced any discretionary maintenanc
and marketing expenditures. These activities, éoetbwith reduced energy costs, decreased direct
operating expenses in 2009 compared to 2008.

Same property NOI increased U.S.$0.3 million of®f6r 2009 compared to 2008.

The operating results for our U.S. operating segmenCanadian dollars were also impacted by
fluctuations in foreign exchange rates. The avweghange rates were as follows:

Increase / Increase /
Q4 2009 Q4 2008 (Decrease) 2009 2008  (Decrease)

Weighted average exchange rate for
U.S.$1.00 to CDN 1.06 1.21 (0.15) 1.14 1.07 0.07

A $0.01 change in the exchange rate for one U.8ardm one Canadian dollar impacts AFFO from
continuing operations by approximately $0.2 million
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Fourth Quarter: Same property NOI increased U.S.$0.6 million @%4.in Q4 2009 compared to Q4
2008.

Same property revenue was flat for Q4 2009 comperé@¥t 2008. Regular annual rental rate increases
which ranged between 4% and 7% helped to offseintpact of an occupancy decline from 93.3% in Q4
2008 to 90.0% in Q4 2009.

Same property direct operating expenses decredsédn$llion or 2.4% for Q4 2009 compared to Q4
2008 primarily due to the reductions in our estesatf the cost of employee health benefits baseslion
experience through 2009. Tight management of lalmmsts and the implementation of new cost
management programs that began in the latter i@0@7 have helped to offset increased utility spst
insurance expense and investments in expanded timgyeograms to drive occupancy growth.

U.S. management operations and one property wherbave added additional suites added U.S.$0.4
million of NOI in Q4 2009.

Canadian Management Operations

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

Composition of Suites

Properties ISL AL LTC Total
Managed properties 39 2,919 396 1,262 4,577
Mezzanine loans 9 1,384 116 - 1,500
Total 48 4,303 512 1,262 6,077

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

($000s) Increase / Increase /
Q4 2009 Q4 2008 (Decrease) 2009 2008 (Decrease)
Management and Other Fee Revenue
Spectrum:
Development management - 152 (152) 321 1,402 (1,081)
Operations management 418 610 (192) 1,878 2,167 (289)
Other 30 17 13 81 119 (38)
Total Spectrum 448 779 (331) 2,280 3,688 (1,408)
ING 569 665 (96) 2,321 2,453 (132)
Other 774 732 42 2,746 2,948 (202)
Total Management and Other Fee
Revenue: 1,791 2,176 (385) 7,347 9,089 (1,742)
Direct operating expenses 1,024 1,025 (1) 4,099 4,102 (3)
Income from Management Operations 767 1,151 (384) 3,248 4,987 (1,739)

In 2009 management operations revenue decreasédniilion compared to 2008 primarily due to lower
fees from Spectrum as the number of Spectrum piiepeunder management declined as a result of
completion of the majority of the development potgeand sales of certain operating projects in 2009

Under our agreement with Spectrum, on the closin§pectrum’s sale of eight properties to Seasons in
Q2 2009, we were entitled to a $2.0 million feeaspensation for waiving our purchase option ose¢he
projects. We did not record this fee as revenu0id® as collectability of these amounts could bt
assured at that time.
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Fourth Quarter: In Q4 2009, management operations revenue decr&isé million compared to Q4
2008 primarily due to lower fees earned from SpauirING and other third parties.

Fees from ING decreased in Q4 2009 compared to @QBB Jrimarily as a result of lower asset
management fees.

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

Financial Position

Balance Sheet Analysis

The following table summarizes the significant dsin our assets, liabilities and Unitholders’iggu
for 2009 compared to 2008:

Increase / (Decrease)
($millions) Explanation
As recasted

Properties (70.9) Properties increased as follows: properties acquired during 2009 added
$78.3 million; internal growth developments, building improvements, other
capital expenditures added $39.9 million. These increases were offset by
depreciation and amortization of $75.3 million and foreign exchange
translation adjustment of $113.8 million.

Mezzanine loans (41.5) Mezzanine loans outstanding decreased due to a provision for impairment of
$24.1 million, the discharge of $9.3 million of mezzanine loans on the
acquisition of the related properties and the cash collection of outstanding
mezzanine loans of $8.1 million.

Limited life intangible assets (35.0) Limited life intangible assets decreased due to amortization of $38.4 million
and foreign exchange translation adjustment of $3.0 million. These
decreases were offset by an increase of $6.4 million from acquisitions.

Total assets (106.8) The decrease in total assets during 2009 is principally due to the decrease
in properties, limited life intangible assets, mezzanine loans and the
disposition of our 49% interest in HBR. These decreases were offset by
increases in cash from the issuance of new Trust Units.

Mortgages payable (43.2) Mortgages payable decreased as a result of regular amortizing principal
repayments of $58.2 million, foreign exchange translation adjustment of
$92.3 million and additional deferred financing costs, net of amortization, of
$0.6 million. These decreases were offset by new mortgage financings of
$47.8 million, assumed mortgages on acquired properties of $60.1 million.

Total liabilities (115.9) The decrease in total liabilities is primarily due to decreases in mortgages
payable, Credit Facility and deferred consideration on business contributions
and disposition of the 49% interest in HBR.

Non-controlling interest (8.2) Non-controlling interest decreased primarily due to exchanges of Class B
Units of Chartwell Master Care LP (“Master LP") for Trust Units of $5.0
million, distributions to the holders of the Class B Units of Master LP of $1.4
million and non-controlling interests share of net loss of $1.5 million.

Unitholders’ equity 17.2 The increase in Unitholders’ equity is due primarily to Trust Units issued
during the year of approximately $158.7 million. This was offset by cash
distributions, the allocation of the net loss to the Trust's Unitholders and
foreign exchange translation in other comprehensive income.

(1) These figures have been recast. Refer to “Correction of Immaterial Prior-Period Error” section of this MD&A and note 2 of the
Financial Statements for a discussion of the details of the correction.
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Mortgage Debt

The following table outlines the future principadpayments on

respective weighted average interest rates ascerlger 31, 2009.

outstanding mortgages and their

($000s) Regular Principal % of Total Weighted Average
Principal Due at Total Maturing Interest Rate of
Year Payments Maturity Debt Maturing Debt
2010 32,426 98,128 130,554 7.87% 4.62%
2011 31,468 56,422 87,890 4.53% 4.64%
2012 32,307 95,046 127,353 7.63% 5.11%
2013 32,174 111,304 143,478 8.93% 5.22%
2014 27,226 143,775 171,001 11.54% 4.31%
2015 25,170 88,482 113,652 7.10% 5.31%
2016 22,486 176,660 199,146 14.18% 6.02%
2017 18,010 259,026 277,036 20.78% 5.68%
2018 15,862 32,625 48,487 2.62% 5.55%
2019 14,295 100,537 114,832 8.45% 6.11%
2020-2024 62,518 49,859 112,377 3.62% 5.92%
Thereafter 72,077 34,318 106,395 2.75% 4.95%
Total 386,019 1,246,182 1,632,201 100.00%
Mark-to-market adjustments arising on acquisition 13,263
Less: Financing costs (20,183)
Total Mortgage Debt 1,625,281
The following table provides selected financiatistacs for our mortgage debt portfolio:

2009 2008

Average term to maturity 7.9 years 8.7 years

Weighted average contractual interest rate 5.42% 5.65%
Variable-rate mortgage debt $53.7 million $28.9 million

Our strategy is to mitigate the interest rate n$lour debt portfolio by staggering maturities ovene
and financing our properties with longer-term, fixate mortgage debt.

Our variable-rate mortgages relate to two commemiticquired from Spectrum of $17.0 million; five of
our internal growth projects of $24.7 million; atwlo property specific bridge loans of $12.0 million
Subsequent to December 31, 2009 we repaid $25I®mdf these variable-rate mortgages. Variable-
rate loans are expected to be refinanced with fiatel debt upon completion and stabilization of the
internal growth projects and properties in leasg-up

Debt maturing in 2010 through 2012 relates excklgito mortgages on properties in our Canadian
portfolio of assets. We have no U.S. debt maasitintil 2013. In Canada, we have access to @ co
CMHC-insured debt and we intend to continue finagcour properties through this progranit
December 31, 2009, approximately 69% of our totah&lian mortgage debt was CMHC-insured.
During 2009, we refinanced $151.0 million of debtluding $12.6 million of 2010 maturing debt at a
weighted average interest rate of 3.79%, lower tharb.06% average interest rate on the maturibg de
In Q4 2009, $16.5 million of maturing debt was maficed at an average rate of approximately 3.09%
compared to 5.06% rate on the maturing debt. Sulese¢ to December 31, 2009, we repaid $31.2
million of debt in order to mitigate a temporaryution from the units offerings completed in Q4 200
We anticipate renewing or replacing 2010 maturimgtgages in due course.

“This paragraph contains forward-looking informatioRlease see the “Forward-Looking Information a@Ridks and Uncertainties” section in
this MD&A.
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The following charts provide the breakdown of oabtdmaturities in Canada and the U.S.:

Canadian Debt Maturities U.S Debt Maturities
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Convertible Debentures

At December 31, 2009 we had $124.9 million of 6%westible 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.

Outstanding Units Data

The following table summarizes changes in the nurabeutstanding units during 2009:

LTIP Units Class B
under Units of Deferred
Trust Units Subscription Master LP Trust Units Total

Balance December 31, 2008 96,369,598 2,571,990 2,865,472 34,286 101,841,346
Trust Units issued pursuant to a

secondary public offering 27,370,000 27,370,000
Trust Units issued pursuant to the

Dividend Reinvestment Plan (“DRIP") 1,013,922 - - 1,013,922
Trust Units issued under the Long-Term

Incentive Plan (“LTIP”) - 122,500 - 122,500
LTIP Units under subscription surrendered - (137,595) - (137,595)
Exchange of LTIP Units 120,000 (120,000) - - -
Deferred Trust Units issued 77,441 77,441
Deferred Trust Unit distributions 8,865 8,865
Units transferred to Treasury - - - -
Exchange of Class B Units of Master LP 888,613 - (888,613) -
Balance December 31, 2009 125,762,133 2,436,895 1,976,859 120,592 130,296,479
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Liquidity and Capital Commitments
Liquidity

Our cash commitments include payments relatedrig-term debt and convertible debentures, deferred
purchase obligations, obligations under operawagés as well as cash distributions to Unitholders.

Our principal source of liquidity is cash flow frooperations. In order to provide for our operatimgl
capital requirements, we raise funds through thetalamarkets, arrange mortgage debt financing and
have arranged for a secured revolving operatingtia¢' Credit Facility”).

In Q3 2009 we renewed our Credit Facility until v, 2010. Under the amended terms, the amounts
outstanding under the Credit Facility bear inteet¢ghe bank’s prime rate plus 2.75% or at theiegple
bankers’ acceptance rate plus 4.00%. Additionahgeinclude minimum equity requirements and
covenants requiring limitations on the amount dadhcdistributions that can be paid to Unitholdess.

our request, the committed amount under the Creatitlity has been reduced to $75 million from $90
million. The Credit Facility is secured by firaach second charges on 23 seniors housing communities
At December 31, 2009, the maximum available bomgwéapacity under the Credit Facility was $61.9
million, of which nil was drawn. As of December,2D09, although we were not in compliance with the
debt service coverage covenant and the distribypayout covenant under the Credit Facility, we
obtained a waiver from the lenders with respecthiese covenants. We also expect not to be in
compliance with the debt service coverage covemna@l and Q2 2010 and have received waivers for
these two quarters as well.

At December 31, 2009 we had cash on hand in theianaod $106.9 million.
Debt Leverage

The maximum debt leverage permitted by our Dealamadf Trust is 60% (65% including convertible
debentures).

The following table presents the calculation of debt leverage ratio as at December 31, 2009, divaiu
the indebtedness of third parties guaranteed byt@akx

($000s) 2009
Mortgages payable 1,632,201
Loans payable -
Guarantee @ 6,098
Credit Facility -
Total indebtedness excluding convertible debentures 1,638,299
Convertible debentures (face value) 199,925
Indebtedness 1,838,224
Total assets 2,598,674
Accumulated depreciation and amortization® 484,162
Gross book value (“GBV") of assets 3,082,836
Less: Assets financed by deferred purchase consideration on acquisition properties 13,592
Gross book value of assets (net of deferred consideration) 3,069,244
Debt to GBV before convertible debentures 53.4%
Debt to GBV including convertible debentures 59.9%

(1) Guarantee was reduced to $6,098 upon the property achieving revenue targets as per the loan agreements.
(2) Includes accumulated depreciation and amortization related to fully amortized intangible assets of $145,333.
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Capital Expenditures
We classify our capital expenditures under theofeihg 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 — capiapenditures which were identified during the
acquisition due diligence process for newly acqlassets.

» Building improvements — include capital expenditutieat improve the revenue generating potential
of our properties.

* Long-term replacement items — include expenditfioesassets that will likely be replaced several
times over the life of the building, such as rogfipaving, HVAC equipment, etc.

* Furniture, fixtures and equipment purchases.

The following table summarizes additions to propsrduring 2009:

($000s) 2009
Building expansions (internal growth) 18,148
Acquisition-related capital expenditures 2,337
Building improvements 7,291
Long-term replacement items 5,433
Furniture, fixtures and equipment 6,661
Total 39,870

Contractual Obligations and Guarantees
Contractual Obligations

The following table summarizes the major contraobiigations as at December 31, 2009:

($000s) Total 2010 2011 2012 2013 2014 Thereafter

Mortgages payable 1,632,201 130,554 87,890 127,353 143,478 171,001 971,925
Convertible debentures 199,925 - 124,925 75,000 - - -
Credit Facility - - - - - - -
Purchase obligations 22,659 12,777 5,504 4,378 - - -
Property operating leases 13,426 1,678 1,678 1,678 1,678 1,678 5,036
Other operating leases 5,386 1,083 974 974 974 974 407
Land leases 11,073 245 245 245 245 245 9,848
Total contractual obligations 1,884,670 146,337 221,216 209,628 146,375 173,898 987,216

Purchase obligations relate to the following:

» Deferred purchase obligations with respect to jesly closed acquisitions in the amount of
approximately $13.6 million payable generally or tarlier 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 contingent upon the propenrthiaving certain operating results as defined in
the respective purchase and sale agreements.

« Commitments with respect to various constructiontiaxts of approximately $3.9 million.

« Commitments with respect to fixed contracts for fhechase of natural gas and electricity of
approximately $2.4 million.
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Property operating leases relate to our 100% leiasexbsts in two seniors housing communities.

Other operating leases relate to the agreemenenteeed into for office space in Ontario, Quebed a
British Columbia.

Land leases relates to an obligation we assumeskpect of the three leases which expire betweéd 20
and 2061 with annual payments of approximately $tllRon

Other Contracts

In accordance with contracts between Chartwell idetior, we are committed to (i) payment to Melior
of a referral and due diligence fee of 2.5% of phechase amount of properties acquired by Chartwell
the Province of Quebec and 2.0% of the purchase ofi all acquisitions by Chartwell of properties i
Canada, excluding the Province of Quebec, whichirdreduced, presented or referred by Melior; and
(ii) reimbursement of legal fees incurred by Meliorrelation to mezzanine financings in excesshef t
lesser of $50,000 and 3% of total budgeted devedoproosts for the related project. (Collectivehe t
“Melior Contracts”). The Melior Contracts termieatipon closing of the Melior Settlement.

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 nggmaent fees between 4% and 5% of gross revenues
plus incentive fees based on achieving certainatiogy targets.

Our 100% owned properties in the U.S. are managddBCIll. The management agreements are for a
term of 30 years and call for payment of managerfesd between 5.0% and 5.5% of gross revenues plus
an incentive fee based on achieving certain sgecdperating targets.

During Q2 2009, we restructured our relationshipg worizon Bay such that we now own a 50%
interest in HBC and an 80% interest in HBCII.

Guarantees
We provide a guarantee of the debt of one propsolg to Spectrum in 2005 for which we receive an

annual guarantee fee. The maximum amount of gteramas reduced to $6.1 million upon the property
achieving predetermined revenue targets. Spedtasnindemnified us in respect of this guarantee.
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Cash Flow Analysis

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

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

Operating activities (36.7) Cash flows from operating activities decreased primarily due to a decrease
in non-cash working capital items.

Financing activities 94.8 Cash flows from financing activities increased primarily due to the issuance
of new Trust Units through a public offering, net of issue costs of $158.8
million and decrease in distributions of $9.1 million. This increase was offset
by higher mortgage repayments net of proceeds from mortgage financing of
$55.7 million, and repayments on our Credit Facility of $16.8 million.

Investing activities 104.5 Cash flow from investing activities increased by $104.5 million due primarily
to lower capital expenditures and acquisition activity and reduced payment
of deferred purchase consideration.

Distributions

As described in the “Significant Events” section this MD&A, effective with the payment to
Unitholders for August 2009, paid on September2#)9, cash distributions per unit were reduced to
$0.0450 per month, or $0.54 on an annualized lfasis $0.0617 per month, or $0.74 on an annualized
basis. The declaration and payment of future idigfions is subject to the discretion of the Boafd
Trustees. The Trustees rely upon forward-lookiaghcflow information including forecasts and budget
results of operations, requirements for capitakeexitures and working capital, future financial gpects

of the Trust, debt covenants and obligations, arydagher factors deemed relevant by them in settieg
distribution rate.

In both 2009 and 2008, 100% of our distributionseneharacterized as tax-deferred returns of capital

Our Distribution Reinvestment Plan (“DRIP”) allowhnitholders to use their monthly cash distributions
to steadily increase ownership without incurring aammission or other transaction costs. Partitiga
investors registered in DRIP receive additionalusoanits in an amount equal to 3% of their distidns
which they have elected to reinvest, and this am@upaid in the form of additional units. Unitdeks
who are Canadian residents and beneficial holdet060 units or more are eligible to participate.

The following table summarizes distributions mad@009, 2008 and 2007:

($000s) Q4 2009 2009 2008 2007
Distributions declared 16,101 67,711 75,670 94,145
Distributions on Class B Units of Master LP 267 1,395 3,595 6,839
Distributions reinvested under DRIP (706) (5,074) (9,230) (4,317)
Distributions applied against LTIP installment loan

receivable (311) (1,771) (2,144) (2,557)
Distributions paid or payable in cash 15,351 62,261 67,891 94,110
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The following table summarizes cash distributioredmin 2009, 2008 and 2007 in relation to net loss
and cash flows from operating activities:

($000s) Q4 2009 2009 2008 2007
Cash flows from operating activities 7,818 64,810 101,525 101,435
Loss before non-controlling interest (7,306) (72,692) (111,660) (74,410)
Cash distributions declared @ 15,351 62,261 67,891 94,110
Excess (shortfall) of cash flows from operating activities

over cash distributions paid (7,533) 2,549 33,634 7,325
Excess (shortfall) of net loss before non-controlling

interest over cash distributions paid (22,657) (134,953) (179,551) (168,520)

(1) Cash distributions do not include distributions satisfied through issuance of units under DRIP or distributions applied against
the LTIP installment loan receivable.

The excess of cash flow from operating activitiesracash distributions in the years ended Decei@ber
2008 and 2007, partially relates to the positivengjes in non-cash working capital balances. Clsaimge
non-cash working capital fluctuate from period &ripd and we do not consider this to be a sustknab
source of cash inflow. For 2009, changes in na@ha@orking capital reduced cash flows from opegatin
activities by approximately $25.3 million. In Q@@0, changes in non-cash working capital reducsH ca
flows from operating activities $16.4 million whichsulted in the shortfall of cash flows from opigrg
activities over distributions paid of $7.5 million.

Our distributions exceeded net loss in 2009, 20@B2007. We anticipate that this will continue.e \db

not use net loss in accordance with GAAP as this ba®stablish the level of distributions to Uwiters

as net loss includes, among other items, non-cagrediation and amortization and impairment
provisions related to our property portfolio. We mat consider non-cash depreciation and amortizatio
and impairment provisions in establishing our distiion levels as we believe that the value of @mal
estate investments generally does not diminish twex and as we give consideration to maintenance
capital expenditures in establishing the level ohual distributions to Unitholders. We believe our
current distribution level is sustainable.

Subsequent Events

Subsequent to December 31, 2009, we acquired fretioMone parcel of vacant land adjacent to our
property in Trois-Rivieres, Quebec for $1.75 milljowhich proceeds were used to discharge the
mortgage debt on this property.
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Key Performance Indicators

We use a number of key performance indicators famitaring and analyzing our financial results. $ke
key performance measures are not defined by GAAPnaay not be comparable to similar measures
presented by other income trusts or other comparkey financial performance measures are described
below.

Funds from Operations

FFO is not a recognized measure under GAAP, doedane a standardized meaning prescribed by
GAAP and should not be construed as an alternadinet earnings or cash flow from operating adasit

as determined by GAAP. FFO is defined as net imrcoomputed in accordance with GAAP, excluding
gains or losses from sales of depreciable realecatad extraordinary items, and adds back theviihg:
depreciation and amortization; future income taxest adjustments for equity-accounted-for entiied
non-controlling interests. FFO as presented maybeocomparable to similar measures presented by
other real estate investment trusts. However, wegnt FFO consistent with the definition adoptedhiey
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 userhefihancial information, improving their understizmgy

of our operating results. Management generallysiclans FFO to be a useful measure for reviewing our
operating and financial performance because, bludig real estate asset depreciation and amadizat
(which can vary among owners of identical assetsrmlar condition based on historical cost accogt
and useful life estimates), FFO can help one topasmthe operating performance of the Trust's real
estate portfolio between financial reporting pesiod

The tables presented under the “Consolidated RestilDperations — Non-GAAP Measures” section of
this MD&A provide a reconciliation of FFO to nettibme, as reported in our Financial Statements.

Adjusted Funds from Operations

AFFO is not a recognized measure under GAAP, do¢have a standardized meaning prescribed by
GAAP and should not be construed as an alternadinet earnings or cash flow from operating adasit

as determined by GAAP. AFFO as presented may eaomparable to similar measures presented by
other issuers. Management believes AFFO is usefillé assessment our operating performance and that
this measure is also useful for valuation purp@sesis also a relevant measure of our ability to ead
distribute cash to Unitholders. Management catesl&AFFO by adding or subtracting certain itemerto
from FFO as defined by REALpac, as follows:

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

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

Amortization of below-market leasesThis non-cash item increases GAAP revenue and risnmamnly
adjusted in AFFO calculations. On acquisition g@iraperty, as required by GAAP, management records
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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@meario Ministry of Health and Long-Term Care to
communities which meet certain design criteria. iédude this item in AFFO calculations.

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

Amortization of debt mark-to-market adjustments,cinding accretion on the convertible debentures,
and amortization of financing costs: Adjustments made in AFFO calculation to adjust fion-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 the wakion of AFFO. We calculate this reserve basedur
estimate of normalized costs of re-financing (68iv@oints) applied to the debt balances outstanalin
the end of the reporting period taking into accowetghted average term to maturity of our mortgage
portfolio.

Capital maintenance reserveCapital maintenance reserve is estimated at 2%opfgpty revenue.

The tables presented under the “Consolidated RestilDperations — Non-GAAP Measures” section of
this MD&A provide details of AFFO calculations.

Per Unit Amounts

In our calculations of FFO and AFFO per unit, welide the Class B Units of Master LP and the AFFO
allocable to the related non-controlling interestfae Class B Units are exchangeable into TrustsUti
any time at the option of the Unitholder.

Net Operating Income

NOI is calculated as revenue, excluding below-mial&ase amortization, adding equity income from

Quebec co-owned properties (prior to acquiringrémaaining 50% interest in these properties in 2008)

less direct operating expenses and is reporteedcn operating segment. Management uses this reasu
to evaluate individual and divisional property meniance.

Same Property Performance

We evaluate our financial performance by analyzng same property portfolio. Generally, our same
property portfolio excludes properties that have heen 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&an n
suites to be excluded from the same property davtfo
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The following table summarizes the same propertyfg@a for 2009:

Properties Suites/Beds

Canadian Retirement Operations 86 9,811
Canadian Long-Term Care Operations 23 3,100
U.S. Operations (owned and leased) © 50 7,112
Total Same Property Portfolio 159 20,023

(1) Excludes discontinued operations.

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 our share of ownership or leasehktést and excluding second occupants (e.g. sppuse
and any suites under construction or in lease-ym@ef an internal growth project.

General, Administrative and Trust Expenses as a Per  centage of Revenue

We monitor G&A expenses on a consolidated basess@ercentage of revenue.

Changes to Significant Accounting Policies

We prepare all of our financial statements in Céaradollars in accordance with GAAP. Our signifita
accounting policies are summarized in note 1 oRinancial Statements.

Management monitors the Canadian Institute of @nadt Accountants’ (“CICA”) recently issued
accounting pronouncements to assess the appliyadildl impact, if any, of these pronouncementswn o
consolidated financial statements and note disobgsu

Changes Adopted in 2009

On January 1, 2009, we adopted the new CICA HardBeation 3064, Goodwill and Intangible Assets
(“Section 3064”"). The adoption of this section veaplied retrospectively. The adoption of thisdird
did not have a significant impact on the FinanSi@tements.

In January 2009, the Emerging Issues Committeh@fGICA issued Abstract EIC-173 (“EIC-173"),
Credit Risk and the Fair Value of Financial Assatsl Financial Liabilities, which required us to @ak
into account our own credit risk and the credik 1§ the counterparty in determining the fair vesuef
our financial assets and financial liabilities unding derivative instruments. EIC-173 is applieatd the
Trust for the first quarter of fiscal 2009 with nedpective application, if any, to the beginningtioé
current fiscal year. The adoption of EIC-173 didt fave a significant impact on the Financial
Statements.

Ontario Long-Term Care Licensing

« The new legislation governing LTC communities in t&io, which, among other things,
contemplates the granting of licenses for fixedngerof up to 25 years has not yet been fully
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proclaimed into effect. If it is proclaimed intofedt in the current form, we may be required totsta
amortizing the value of our long-term care licensear the respective license term.

Business Combinations, Section 1582; Consolidated F inancial 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 158Z:he new section expands the definition of a busirsehject to

an acquisition and establishes significant new gjuids on the measurement of consideration givea, a
the recognition and measurement of assets acqairddiabilities assumed in a business combination.
The new section requires that all business acepnsitbe measured at the full fair value of the &egu
entity at the acquisition date even if the busiressbination is achieved in stages, or if less th@d%

of the equity interest in the acquiree is ownethatacquisition date. Subsequent changes in faievat
contingent consideration classified as a liabiliilf be recognized in earnings and not as an adjest to

the purchase price. Restructuring and other doests of business combinations are no longer ceresid
part of the acquisition accounting. Instead, suxstwill be expensed as incurred, unless theytitotes
the costs associated with issuing debt or equityritées.

Consolidated Financial Statements, Section 1601 aon-controlling Interests, Section 1602These

two sections replace Section 1600, Consolidatedrféiial Statements. These two sections are the
equivalent to the corresponding provisions of Imétional Accounting Standard 27, Consolidated and
Separate Financial Statements (January 2008). ®Ewve sections require that, for each business
combination, the acquirer measure any non-contipliiterest in the acquiree either at fair valuatahe
non-controlling interest's proportionate sharelwf acquiree's identifiable net assets. The newosesct
also require non-controlling interest to be presdnas a separate component of Unitholders' equity.
Under Section 1602, non-controlling interest inome is not deducted in arriving at consolidated net
income or other comprehensive income. Rather,noeinie and each component of other comprehensive
income are allocated to the controlling and nontadimg interests based on relative ownershipriedés.

Section 1582 is applicable to Chartwell prospetyive business combinations for which the acqusiti
date is on or January 1, 2011. Section 1601 antioBet602 apply to interim and annual financial
statements relating to the fiscal years beginnmgrafter January 1, 2011. Early adoption is piech

if all three sections are applied at the same tiiepresent, we have no plans to adopt these sectio
earlier than the effective date.

International Financial Reporting Standards

In February 2008, Canada’s Accounting StandardsB@&cSB”) confirmed its strategic plan that will
result in GAAP, as used by publicly accountableemrises, being fully converged with International
Financial Reporting Standards (“IFRS”) as issuedthwy International Accounting Standards Board
(“IASB”) over a transitional period to be completbd January 1, 2011. We will be required to report
using the converged standards effective for inten annual financial statements relating to figealrs
beginning no later than on or after January 1, 2011

We are in the process of evaluating the potentigkict of IFRS to the consolidated financial statetsie
This is an ongoing process as the InternationabAeting Standards Board (“IASB”) and the AcSB issue
new standards and recommendations and as the @arsmiounting profession interprets those standards
and recommendations.
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Implementing IFRS will have an impact on accountiiirgancial reporting and supporting IT systems and
processes. It may also have an impact on taxesactual commitments involving GAAP-based clauses
(including such items as debt covenants), emplageepensation plans, and key performance metrics.
Accordingly, our implementation plan includes meaasuto provide extensive training to key finance
personnel, to review relevant contracts and agragsmand to increase the level of awareness and
knowledge amongst Management, the Board of Dirsctthe Audit Committee, and Investors.
Management provides regular updates to the Audini@ittee on the status of the implementation
project.

The IFRS implementation project consists of fouage#s. Some activities will be in process conctiyren
as IFRS is applied to specific areas. The follgninovides a summary of the different phases aeit th
status.

Phase Description and Status

Initial This phase identifies the significant differencesaeen existing GAAP and IFRS at a
Assessment high level as relevant to Chartwell.

Phase

Based upon the current state of IFRS, this phas#ifted a number of topics that wil
impact our financial results and the necessaryrtetffomake the transition to IFRS.
Targeted training and communication activitieselaging both internal and externa
resources, occurred during this phase.

We have completed our initial assessment phase.

Detailed Building upon the assessment performed in thealngssessment phase, this phase
Assessment included:
Phase - |dentification, evaluation and selection of acciaumtpolicies necessary for us to

change over to IFRS;
- |dentification of the business impacts resultingnir the identified accounting
differences. Business impacts considered in oufepr@lan are: business units,
internal controls over financial reporting processénformation technology,
stakeholders, regulatory matters, and others asifigel during this phase;
« Assessment of IFRS 1 exemptions and elections.ddpect of the project plan has
followed the detailed assessment of the finand¢&iement items and was revisited
periodically throughout the project;
« An initial training analysis and information systerimpact analysis were also
components of this phase.

We have completed the detailed assessment phase.

Design Phase This phase integrates the solutionstfie detailed assessment phase into our
underlying financial system and processes thahecessary for us to change over to
IFRS.

In addition, we will have designed business prockssiges and developed detailed
training programs.

The design phase is expected to be completed ndhef Q2 2010.

Testing, During 2010, we will be testing our IFRS systenmecpsses, financial statements,
Implementation | notes to the financial statements, policies andgqutares, internal controls, and
and Review internal management reporting throughout the pearigateparation for our

Phase conversion date of January 1, 2011.

This phase will also include the formal approvalgass to the recommended
accounting policies (throughout 2010), implemeptatf training programs for
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finance and operational staff (Q2 2010), implemimieof new information -
technology systems resulting from the need to implet IFRS (Q4 2010) and upda‘ie
of CEO/CFO certification process (Q4 2010).

Key IFRS dates:

- January 1, 2010 (transition date): We will prepare opening statement of financial position
according to IFRS, as at this date, to facilithe¢hangeover to IFRS in 2011.

« December 31, 2010 (last GAAP reporting date): Thike last date that we will report our financial
results under GAAP.

- January 1, 2011 (changeover date): the date aftishwve will prepare and report interim and annual
2011 financial statements according to IFRS with®@Bomparatives also according to IFRS.

This information is provided to allow investors amithers to obtain a better understanding of ourSIFR
changeover plan and the resulting possible eftatidor example, our financial statements and dpera
performance measures. Readers are cautioned thalyinot be appropriate to use such information for
any other purpose. This information reflects our smaecent assumptions and expectations.
Circumstances may arise, such as changes in IFR8asts, regulations, or economic conditions which
could change these assumptions or expectations.

Impact of Adoption of IFRS

The IFRS framework is, for the most part, consisteith the framework of GAAP, but there are
significant differences in the resulting standatdsved from their application. Set out below tre key
changes in accounting policies due to the adopifdffRS that are expected to impact our consolitiate
financial statements. It is important to note teaveral IFRS standards are in the process of being
amended by the IASB. This is expected to contimueéouand beyond the first IFRS reporting period of
March 31, 2011. We are monitoring the IASB’s scHedof projects, giving consideration to any
proposed changes, where applicable, in its assessofedifferences between IFRS and GAAP.
Therefore, at this stage, the impact of the sigaift differences outlined below cannot be reliably
guantified.

First-Time Adoption of IFRS

Our adoption of IFRS will require the applicatioh Eirst-Time Adoption of International Financial
Reporting Standards (“IFRS 1"), which provides guide for an entity’s initial adoption of IFRS. IFRS
generally requires that an entity apply all IFR&nsfards effective at the end of its first IFRS répg
period retrospectively. However, IFRS 1 does ineledrtain mandatory exceptions and limited optional
exemptions in specified areas of certain standfais this general requirement. The following are th
significant optional exemptions available under &Rthat we expect to apply or not apply in preyari
our first financial statements under IFRS:

Business Combinations:IFRS 1 generally provides for IFRSEsiness Combinatiort® be applied
either retrospectively or prospectively from theedaf transition to IFRS (or to restate all busges
combinations after a selected date). Retrospeafypdication would require an entity to restatepaibr
transactions that meet the definition of a busingster IFRS.

The significant difference in the application oRIE 3 is that transaction costs (including apprajdagal
fees, land transfer tax, commissions) arising frtime acquisition of the business is expensed
immediately; under GAAP, these amounts are includethe purchase price of the acquired business.
The result of this difference will have a negatimepact on NOI, FFO and AFFO in the year of
acquisition.
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We expect to elect to not restate any business ic@atnins that have occurred prior to January 10201
Business combinations entered into after Janua2@10Q will be restated.

Fair Value or Revaluation as Deemed Costinder IFRS 1, an item of property, plant and eq@pin
can be initially measured upon transition to IFRSa#r value as deemed cost (or a previous GAAP
revaluation) as opposed to the historical cost molidair value as deemed cost is used, this bétome
the new cost amount for qualifying assets at ttemsi This election is available on an asset lgets
basis.

We expect to continue with the application of tbetanodel post transition date; however, the fapact
of this policy choice is still under evaluation.

Borrowing Costs IAS 23, Borrowing Costs requires the capitalizatid borrowing costs directly
attributable to the acquisition, construction, myduction of a qualifying asset as part of the odshat
asset. Under GAAP, we made an accounting policycelto capitalize these costs as incurred. However,
the application of these rules under GAAP may motdnsistent with IFRS.

We expect to elect to apply the requirements of B8Setroactively and will restate borrowing costs
the date of inception of the Trust to comply wiRIS. The impact of this change is not expecteukto
material.

Employee Benefits: Under IFRS 1, we may elect to recognize all cunwdatinrecognized actuarial
gains and losses at the transition date througdinexl earnings. Although this is not expected to be
material, we are still in the process of assesgiag@pplication of this option.

Cumulative Translation Differences At the date of transition, we can elect to deem dbhmulative
translation differences for all U.S. operationsb® zero and recognize these differences in retained
earnings. This would result in any gains and lessesubsequent disposals of U.S. operations laasc
translation differences that arose before the datiansition to IFRS. We are currently assesshiy t
impact of this election.

Compound Financial Instruments Under GAAP, our convertible debentures are carag components
of debt and equity. The debt is measured undeketieetive interest rate method using amortized.cost
Under IFRS, since the convertible debentures cordgptions to convert to Trust Units and Trust Units
are puttable instruments; the convertible debeatuv#l be carried as debt without a component of
equity. IFRS also provides the option to desigrthese convertible debentures at fair value through
profit or loss (at date of transition). It is exped that we will elect this option, which is nodpected to
have a significant impact on our financial stateteen

Other IFRS Impacts

Joint Ventures: The IASB is currently considering Exposure Draffl8int Arrangement$'ED 9”), that

is intended to modify the current IAS 3linterest in Joint VenturesThe IASB has indicated that it
expects to issue a new standard to replace IA® #iei near future. Currently under GAAP, we uge th
proportionate consolidation method to account fideriests in joint ventures. ED 9 proposes to et

the option to proportionately consolidate suchreges that exist in IAS 31, and requires an ertbty
recognize its interests in a joint venture, usihg equity method. We will continue to account for
interests in joint ventures under the proportioned@solidation method until the standard becomes
effective.
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Impairment of Assets GAAP generally uses a two-step approach to impexit testing: first comparing
asset carrying values with undiscounted future dhsirs to determine whether impairment exists; and
then measuring any impairment by comparing assefing values with fair values. IFRS uses a on@-ste
approach for both testing and measurement of imm@ait, with asset carrying values compared directly
with the higher of fair value less costs to selll aalue in use (which uses discounted future clastsj.
IFRS also allows the reversals of any impairmessés when the recoverable amount of the asset is
higher than the carrying amount. Reversals of impant losses are disallowed under GAAP. The
difference in methodologies may potentially resulasset impairments upon transition to IFRS. hid t
time we are continuing with our analysis of potahinmpairments under IFRS.

Share-based PaymentslIFRS 2 Share-based Paymergguires that cash-settled share-based payments
to employees be measured, both initially and al eegorting period, based on fair values of therdaia
GAAP on the other hand requires that such paynmmnteeasured based on intrinsic values of the award.
This difference may impact the accounting measuntrmesome of our cash-settled employee incentive
plans such as our long term incentive plans. Véecarrently in the process of assessing the apiglica

of IFRS 2.

Provisions IAS 37 Provisions, Contingent Liabilities, andrfiogent Assets requires a provision to be
recognized when: there is a present obligation resalt of a past transaction or event; it is phbddhat

an outflow of resources will be required to setie obligation; and a reliable estimate can be nohdee
obligation. “Probable” in this context means moilkely than not. Under GAAP, the criterion for
recognition in the financial statements is “lik8lyhich is a higher threshold than “probable.” Téfere,

it is possible that some contingent liabilities webmeet the recognition criteria under IFRS thateveot
recognized under GAAP. This is not expected tetmwmaterial effect on our financial statements.

Presentation of Financial Statements:IFRS differs from GAAP with respect to presentatiand
disclosure within the financial statements inclgdihe notes thereto. We are currently assesseggth
presentation and disclosure differences.

Trust Units — Liability vs. Equity: IAS 32 defines a financial instrument as any cantttlaat gives rise to
both a financial asset of one entity and a findri@hility or equity instrument of another entity.

Equity instruments are exempt from liability cldigsition even if they contain an obligation for tietity
to deliver cash or another financial asset, oneg theet certain criteria under IAS 32.16A and 3B.16

Our Trust Units are considered as equity instrusiea®t they have satisfied these criteria, however,
another factor in determining whether the instrumerm liability or equity is the issuer’s discitiover
proposing the payment of distributions. If thaumsdoes not have this discretion to pay distringj the
instrument is a liability.

We have changed our Declaration of Trust, wherédlyilutions are at the discretion of our Trustaed
therefore, our Trust Units will continue be claigsifas equity under IFRS.

Non-Controlling Interest: In our financial statements under GAAP, our Clasdris of Master LP are
presented as non-controlling interest outside afitgq Under IFRS, this is considered as a findncia
instrument that must be classified as either equoityliability. Class B Units of Master LP are
exchangeable into Trust Units at the option of tioéder and therefore, may be considered puttable
instruments. Such puttable instruments may beiiedas financial liabilities in the financial séements.

At the present time we continue our analysis of ibsue.
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Critical Accounting Estimates

Under GAAP, it is necessary to make estimates wireparing the financial statements and then to re-
evaluate the original estimates used on an ongbasjs. Management's estimates are based on past
experience and other factors that it believes aasanable under the circumstances. As this insolve
varying degrees of judgment and uncertainty, thewnts currently reported in the financial stateraent
could, in the future, prove to be inaccurate.

Valuation of properties

Properties make up approximately 87.9% of our as€eh an annual basis, and when indicators of
impairment exist, we evaluate whether the net aagramount of properties is recoverable from future
undiscounted cash flows. Factors which could @igicthat an impairment exists include significant
underperformance relative to historical or projdatperating results, significant changes in themeaor
use of the assets, significant negative industrgaamomic trends, or a change in the strategy @or o
overall business. In some cases, these eventdeme bhowever, in many cases, a clearly identifiabl
event indicating possible impairment does not acingtead, a series of individually insignificaveats
may occur over a period of time leading to an iatlan that an asset may be impaired. As a resudnte
occurring in these situations may not be knownl antiate subsequent to their occurrence.

Our businesses, markets and business environmentantinually monitored, and judgments and
assessments are made to determine whether antesotcurred that indicates possible impairment. If
such an event has occurred, an estimate is matthe dfiture undiscounted cash flows from the adbet.
the total of the undiscounted future cash flowsleding financing charges, is less than the cagyin
amount of the asset, an asset impairment chamgeagnized in the financial statements. The amotint
the impairment recognized is calculated by subitrgdhe fair value of the asset from the carryiadue

of the asset. Fair value is the amount at whiclitem could be bought or sold in a current transacti
between willing parties, and is best estimateddigutating the net present value of future expectesh
flows related to the asset. Both the identificatminevents that may trigger an impairment and the
estimates of future cash flows and the fair valiihe asset require considerable judgment.

The assessment of asset impairment requires maeagéomake significant assumptions about future
revenues including assumptions about rates andpaocies, labour and other supply rates, and utility
costs over the life of the property which can betaglO years. Actual results can, and often ddedif
from these estimates, and can have either a pp@itinegative impact on the estimate and whether an
impairment situation exists. In addition, when inmnpeent tests are performed, the estimated usefes li

of the properties are reassessed, with any chaiugeiated for prospectively.

Useful life of properties

Properties are depreciated over their estimatefiilugsees. Estimated useful lives were determineddd

on current facts and past experience, and takecoreideration the anticipated physical life of #sset
and current and forecasted demand. Major compomnémoperties are depreciated over their own usefu
lives. A component is a tangible asset that camsdparately identified as an asset, and is expdoted
provide a benefit of greater than one year. Thesrased are reviewed on an ongoing basis to etismye
continue to be appropriate, and are also reviewetbnjunction with impairment testing, as discussed
previously.
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Valuation of mezzanine loans receivable

We evaluate our mezzanine loans receivable forimmggt. Impairment is recognized when the carrying
value of mezzanine loans receivable may not bevered due to the inability of the underlying assets
performance to support a fair value that would exceur net investment in these assets (with
consideration given to third party guarantees dadges of security). In making this determinationr
estimates of future cash flow and the effects dieptfactors could vary and result in a significantl
different assessment of impairment. Mezzanine dpamet of impairment provisions, comprise
approximately 2.1% of our total assets.

Variable Interest Entities

In the normal course of business, we may enter amtangements like acquisition of the interest in
retirement and long-term care properties, advangiagzanine loans, providing guarantees for loads an
mortgages that need to be examined to determin¢heththey are variable interest entities (“VIE") as
defined under GAAP. Management needs to exeragefisant judgment to determine if VIEs exist and
if so, whether or not the VIE is required to be smidated in our financial statements. This process
involves understanding the arrangements, detergninimether the entity is considered a VIE under the
accounting rules and determining our interestsrip YWIEs identified. We use a variety of complex
estimation processes involving both qualitative goentitative factors that involve the use of a ham

of assumptions about the business environment ichwthhe entity operates to determine whether such
entity is a VIE, to analyze and calculate its expddosses and its expected residual returns audtal
assess financial conditions. These processes mastimating the future cash flows and performanice
the entity, assessing the entity’s financial cdoditanalyzing the variability in cash flows antbahting
losses and returns among the identified partieglimglinterests in the VIE. Our interests are then
compared to those of the other parties to idenhig/ party that is the primary beneficiary, and ¢fiemre

the entity that should consolidate the VIE. Theseai significant amount of judgment exercised in
interpreting the provisions of the accounting guitka due to their complexity and applying them to
specific situations and fact patterns.

Different estimates, with respect to key variahleed for calculations, or changes to estimatesctiat
result in our being required to consolidate a \&Llld potentially have a material impact on outigbi
to comply with certain loan covenants relatingit@hcial position or results of operations.

Guarantees

We continually review our contingent liabilitieslagng to guarantees we have provided on behalf of
third parties. Our guarantees remain in placeéotain debts assumed by purchasers in conneciton w
property dispositions, and will remain until suckbts are extinguished or lenders agree to release o
covenants. Recourse would be available to us uthdee guarantees in the event of a default by the
borrowers, in which case we would have a claimrsiahe underlying real estate investments. We avoul
record a provision for a liability when the carngimalues of the related real estate investmentsatre
recovered either as a result of the inability &f tmderlying assets’ performance to meet the cchoish
debt service terms of the underlying debt and/erf#ir value of the collateral assets are insudfitito
cover the obligations and encumbrances in a saleelba unrelated parties in the normal course of
business. Our estimates of future cash flow (whinotongst others, involve assumptions of estimated
occupancy, rental rates and residual value) amo/&uie could vary and result in a significantlyfelient
assessment of such contingent liability.
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Income taxes

In accordance with GAAP, we use the asset anditialmmethod of accounting for future income taxes
and provide for future income taxes for all sigrafit temporary differences.

Preparation of the financial statements requiresstimate of income taxes in the jurisdictions imck

we operate. The process involves an estimate ohciwal current tax exposure and an assessment of
temporary differences resulting from differing treant of items, such as depreciation and amortizati

for tax and accounting purposes along with the etguereversal pattern of these temporary difference
These differences result in future tax assets @fdlities which are included in our balance sheet,
calculated based on the estimated tax rate intedtabe time these differences reverse.

Judgment is required to assess tax interpretati@mylations and legislation, which are continually
changing to ensure liabilities are complete andrnsure assets net of valuation allowances arezabédi.
The impact of different interpretations and aplaras could potentially be material.

An assessment must also be made to determinekil#ndiod that the Trust's future tax assets will be
recovered from future taxable income. To the extbat recovery is considered less rather than more
likely, a valuation allowance must be provided.dglment is required in determining the provision for
income taxes, future income tax assets and liidsiland any related valuation allowance. To therex
valuation allowance is created or revised, curpemitod earnings would be affected.

Fair value

Fair value is the amount at which an item couldbbeght or sold in a current transaction between
independent, knowledgeable willing parties (thabtker than in a forced or liquidation sale) inaam’s
length transaction under no compulsion to act. €diaharket prices in active markets are the best
evidence of fair value and are used as the basfaifovalue measurement, when available. Whenagliot
market prices are not available, estimates of ¥ailue are based on the best information available,
including prices for similar items and the resolt®ther valuation techniques. Valuation techngjused
would be consistent with the objective of measufaigvalue.

The techniques used to estimate future cash flois/ary from one situation to another depending on
the circumstances surrounding the asset or lighiliquestion. We assess fair value based on dstiina
discounted cash flow projections and available miaikformation. Cash flow estimates incorporate
assumptions that marketplace participants wouldirusieeir estimates (including the historical optigrg
results and anticipated trends, local markets aoti@mic conditions) and our own assumptions giving
consideration to: (i) the potential use for theeissther than that intended, by other market gipgnts;

(i) our ability to accept levels of risk for a kidity and manage it internally, rather than tramshg that
liability to another enterprise; (iii) our posse&ssiof certain capabilities not possessed by otl{efspur
possession of information or processes that allsviourealize (or avoid paying) cash flows that efiff
from other market participants; and (v) our abitibyrealize economies of scale not necessarilyiahlai

to other market participants. As a result, in datring fair value we select amongst several aatdet
valuation techniques and make assumptions. Constigueur determination of fair value could vary
under differing circumstances and result in sigaifitly different calculations of fair value.

Our financial statements are affected by fair valmasures, the most significant areas affectechsire
follows:

* Upon acquisition of properties we estimate the value of acquired tangible assets (land, building
and furniture, fixtures and equipment) and idealife intangible assets and liabilities (above and
below-market leases representing the value of iffierehtial between contractual and market rents,
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in-place leases, customer relationships, and le®naend the value of the differential between dtate
and market interest rates on long term liabilisesumed at acquisition.

* Included in revenue is the adjustment for the d#ffiéial between contractual and market rents on our
resident leases in place at the acquisition ofpooiperties.

* In addition, fair value forms the basis for alldngt consideration to each unit of accounting for
revenues from contracts with multiple deliverabtbat meet the criteria for separate unit of
accounting revenue recognition.

» As discussed in valuation of properties above,mapairment loss is recognized when the carrying
amount of an asset is not recoverable. The impairnoss is determined as the excess of carrying
value over fair value.

» Impairment testing of goodwill is required at leasnhually and requires comparing the fair value of
the reporting unit to its carrying value and if rgamg value is higher than fair value, potentially
recognizing an impairment loss on goodwill.

* Intangible assets with indefinite lives are alsquieed to be assessed at a minimum annually,
comparing fair value to carrying value to determifiean impairment loss is required to be
recognized.

* In assessing our potential exposure relating tal tharty guarantees we evaluate the fair valudef t
borrower’s interests in the underlying real estat@stments compared to the liability for which we
have provided a guarantee.

e On January 1, 2007, we adopted the new accountimgiard Section 3855, Financial Instruments —
Recognition and Measurement. This section estadisgtandards for recognizing and measuring
financial assets, financial liabilities and nondintial derivatives. All financial instruments are
required to be measured at fair value on initiadogmition, except for certain related party
transactions. Measurement in subsequent periodshmagt fair value depending on whether the
financial instrument has been classified as hetdriding, available-for-sale, held-to-maturityafts
and receivables, or other liabilities.

* We disclose in our financial statements the faln@af our mortgages and debentures payable, which
amounts are based upon discounted future cash tleimg discount rates that reflect current market
conditions for instruments with similar terms argks.

Revenue
Property Revenue

Revenue is recognized when services are providedsidents. In Canada, the provinces regulate fees
charged to residents of long term care homes aadimmial or regional programs fund a substantial
portion of these fees. We receive reimbursementa these funding authorities for services rendéoed
residents covered by these programs. Preparatitredinancial statements requires an estimatinef
amounts recoverable and earned from the variougirignauthorities in the jurisdictions in which we
operate. Judgment is required to assess amoumtgerable under the various funding agreements, and
related regulations and legislation, which are ically changing. The impact of different inter@agdns

and applications of these agreements could chawgaues.

Fee Revenue

Development fee revenue is recognized using theepéage of completion method. Judgment is required
to assess the stage of work completed based oavaufiproject milestones and timelines. Changes to
the timeline for the underlying development projemtild result in changes in the revenue recorded.

Mezzanine loan placement fees are recognized ioniecover the expected term of the loan on an
effective yield basis. The term of the loan isreated based on the expected underlying projedlitira
and consequently, changes in the progress of thegbrcould change revenue.
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Controls and Procedures

We are committed to maintaining effective discleswontrol procedures and internal controls over
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 201A.control system, no matter how well conceived and
operated, can provide only reasonable, and nottbsassurance 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. désgn 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

The President and Chief Executive Officer and theeCFinancial Officer of the Trust have evaluated,
caused an evaluation under their direct supervisidnhe design of the Trust's disclosure contesid
procedures and internal controls over financialorepg (as defined in National Instrument 52-109,
Certification of Disclosure in Issuers’ Annual almderim Filings) as at December 31, 2009. Based on
this evaluation, we have concluded that we havelesjgned disclosure controls and procedures to
provide reasonable assurance that (i) materiaknmdtion 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 imaker
control over financial reporting to provide readoleaassurance 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 December 31, 2009 that hagrifgiantly affected, or are reasonably likely to
significantly affect the Trust’s internal contralger financial reporting.

Forward-Looking Information and Risks and Uncertainties

Forward-Looking Information

This MD&A contains forward-looking information thatflects the current expectations, estimates and
projections of management about the future resyttsiformance, achievements, prospects or
opportunities for Chartwell and the seniors housimdustry. The words “plans”, “expects”, “does not
expect’, “is expected”, “budget’, “scheduled”, “msates”, “intends”, “anticipates”, “does not
anticipate”, “projects”, “believes” or variationg such words and phrases or statements to thet effeic
certain actions, events or results “may”, “will'gduld”, “would”, “might”, “occur”, “be achieved” or
“continue” and similar expressions identify forwdoking statements. Forward-looking statemengs ar
based upon a number of assumptions and are subjectnumber of known and unknown risks and
uncertainties, many of which are beyond our contesld that could cause actual results to differ

materially from those that are disclosed in or iegbloy such forward-looking statements.
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Examples of such forward-looking information inghilocument include but are not limited to the
following, each of which is subject to significamsks and uncertainties and is based on a number of
assumptions which may prove to be incorrect:

» information related to the stabilization of senibaising communities in lease-up, which is subject
the risk and uncertainty that local factors affegtoccupancy levels or resident fees may result in
certain communities not achieving stabilizatiorhet 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 perfanoeg

* information related to the expected completion dzfteommunities under construction, which is
subject to the risk and uncertainty that, due tativer conditions, availability of labour and other
factors, construction may be delayed, and is subpethe assumption that there is not a significant
change to the typical construction timelines for communities;

* possible benefits from the implementation of newchasing programs, which is subject to the risk
and uncertainty that economic conditions resulh@neased costs of goods that offset any benefits
from our purchasing power and is subject to tisei@ption that we can negotiate favourable terms
with our vendors in the future;

» growth or lack thereof of G&A expenses, which ibjeat to the risk and uncertainty that economic
conditions result in increased costs of goods andces and management expense and is subject to
the assumption that our need for corporate overtlead not substantially decrease or increase;

e our expectations regarding cash distributions amgh dlow from operating activities, which are
subject to the risk and uncertainty that our opeggberformance does not meet our expectations due
to occupancy levels dropping, labour and operativg}s increasing or due to other general business
risks;

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

» the decline in anticipated development and operatinanagement fees due to Spectrum’s reduced
development activities;

e our ability to renew maturing debt in due course;

» timing of closing of acquisitions which are subjéztiegal, regulatory and lenders’ approvals which
may not be received as currently expected; and

* the expected impact of IFRS implementation as aglliming of completion of certain phases of the
IFRS convergence project.

While we anticipate that subsequent events andig@vents may cause our views to change, we do not
have an intention to update this forward lookinfipimation, except as required by applicable seesrit
laws. This forward-looking information represenisr 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 ingoar 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, perfocean
or achievements not to be as expected or estinaatédhat could cause actual results, performance or
achievements to differ materially from current estpions. 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 fegto
highlighted in materials filed with the securitiesgulatory authorities in Canada from time to time,
including but not limited to our most recent anninérmation form.
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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 requiresnehanges 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, riés 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 : We currently qualify as a mutual fund trust for @dian income tax purposes. For a
description of the recent tax developments relatogthe SIFT Rules, please refer to the
“Business Strategy and 2010 Outlook” section of MD&A.

With the enactment of the SIFT Rules and the isseiah equity capital in excess of the normal
growth guidelines established by the Departmenfiofince, we were 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 taxatbléJnitholders but serve to reduce the adjusted
cost base of a Unitholder's units. In both 2009 &©08, 100% of our distributions were
characterized as return of capital. Managemeri¢\es it is likely that a high return of capital
component would continue in the reasonably fordsdedature 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 : Our business and operations are conducted itlited States
and Canada, and within Canada primarily in Ontamal Quebec. At December 31, 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. — 31%; Canada — 69%; by province as
a percentage of total suites as follows: Ontari@7%0; Quebec — 21%; and other Canadian
provinces — 11%. The market value of these prigsednd the income generated from them
could be negatively affected by changes in locadianal or national economic conditions or
legislative/regulatory changes in the respectivisglictions.

(d) Maintenance of Productive Capacity : We are committed to keep our communities in a
good state of repair. We fundamentally believe thatnvesting back into our communities we
increase resident and staff satisfaction whichmaltely 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 adverselyactgash available to us. The details of our

* Fora complete description of the Risks and Undetitss, please refer to Chartwell’'s Annual Informoat Form (“AlF”).
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(e)

(f)

()

(h)

(i)

actual capital asset spending for 2009 can be fauride “Capital Expenditures” section of this
MDG&A.

Acquisition and Development : Our external growth prospects depend in paiitlentifying
suitable acquisition and development opportunit@gsuing such opportunities, consummating
acquisitions, and effectively operating the senioosising communities acquired by the Trust.
We have significantly reduced our focus on extegmaivth over the past year. If we are unable
to manage our growth and integrate our acquisiteffesctively, our business, operating results
and financial condition could be adversely affected

Competition: Numerous other owners, managers and developerseniors housing
communities compete with us in seeking resideniBhe existence of competing owners,
managers and developers and competition for oinlenets could have an adverse effect on the
Trust's ability to find residents for its seniorgusing communities and on the rents charged, and
could adversely affect our revenues and, conselyyeash available to us. The supply of long-
term care suites in the regions in which we ownigenhousing may have an impact on the
demand for retirement community suites.

Government Regulation : Healthcare in Canada and in the U.S. is suljecextensive
regulation and regulatory changes. As a resudtietltan be no assurance that future regulatory
changes in healthcare, particularly those chantiestiag the seniors housing industry, will not
adversely affect us. In addition, new regulatdandards and requirements are being considered
in a number of jurisdictions which may affect gibes of seniors housing communities. Further,
new legislation that is expected to be in forceanly 2010 will have a significant effect on our
LTC communities including new licensing procedutesed on more rigorous standards for
license review, the granting of licenses for fixedns of up 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®t-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 residemis;umannounced annual inspections of homes.

Personnel Costs : We compete with other healthcare providers wdtspect to attracting and
retaining qualified personnel. We are also dependgon the available labour pool of
employees. A shortage of trained or other perdomag require the Trust to enhance its wage
and benefits packages in order to compete. Naassel can be given that labour costs will not
increase, or that if they do increase, they cambatehed by corresponding increases in rental or
management revenue.

Labour Relations : We, directly and indirectly, employ or superviseer 15,000 persons, of
whom approximately 40% are represented by laboiomgn Labour relations with the unions are
governed by collective bargaining agreements wigmyndifferent unions. There can be no
assurance that we will not at any time, whethecannection with the renegotiation process or
otherwise, experience strikes, labour stoppageangr other type of conflict with unions or
employees which could have a material adverse teffecour business, operating results and
financial condition. Most seniors housing commuasitin the Province of Ontario are governed
by the Hospital Labour Disputes Arbitration Act whi prohibits strikes and lockouts in the
seniors housing sector and therefore collectivgdiaing disputes are more likely to be resolved
through compulsory third-party arbitration.
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In jurisdictions where strikes and lockouts maypkemitted, certain essential services regulations
apply which ensure the continuation of residené @rd most services.

There can be no assurance that the seniors hocsimmunities we own that are not currently
unionized will not in the future be subject to umiation efforts or that any such efforts will not
result in the unionization of such seniors housiognmunities’ employees.

Debt Financing : We have and will continue to have substantiaistamding consolidated
indebtedness comprised primarily of mortgages anetirement and LTC communities.

Over the past 24 months, lenders’ credit spreads Iacreased 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,
which could make it more difficult for us to obtdinancing on favourable terms, or at all.

We may not be able to renegotiate the terms ofwehef our debt at favourable rates. To the
extent that any financing requiring CMHC consenapproval is not obtained, or such consent or
approval is only available on unfavourable terme,may be required to finance a conventional
mortgage which may be less favourable to us th@M&lC-insured mortgage. In addition, the

terms of our indebtedness generally contain custpmavisions that, upon an event of default,

result in the acceleration of repayment of amowwsd and that restrict the distributions that
may be made by the Trust. Therefore, upon an eskdefault under such indebtedness, our
ability to make distributions will be adverselyedted.

A portion of our cash flow is devoted to servicimgr debt, and there can be no assurance that we
will continue to generate sufficient cash flow frapperations to meet required interest and
principal payments. If we were unable to meetragge or principal payments, we could be
required to seek renegotiation of such paymentoliain additional equity, debt or other
financing. We are also subject to the risk that @four existing indebtedness may not be able to
be refinanced upon maturity or that the terms chsefinancing may not be as favourable as the
terms of our existing indebtedness.

Mezzanine Financing : The mezzanine financing that we have provide8gectrum pursuant
to the Development Agreement between Chartwell &pdctrum, and to Melior, Seasons and
their joint venture partners, is generally securgdsecond charges or pledges of the borrowers’
interests in development projects and ranks bebimstruction financing. Consequently, if
mezzanine loan borrowers face financial difficidtyd are not able to meet their commitments to
their lenders, as is currently the case in the oadéelior (and to a lesser extent, Spectrum), the
Trust could suffer a loss of management fees angitbér interest or principal or both on the
mezzanine loans it has advanced since lenders thwleonstruction financing will rank ahead of
us in any recovery from the assets of mezzanine bmarowers. Further, we may not, at the
applicable time, have the financial capacity tousiegall communities that we are entitled to
acquire from mezzanine loan borrowers. In the evkat we do not exercise our purchase
options, we would expect to have the principal ang unpaid interest relating to our mezzanine
financing returned to us at which time we wouldseet receive mezzanine loan interest income,
and/or may cease to receive our management feea wiezzanine loan borrowers sell the
property to a third-party. There is no guarantest the level of development carried on by
mezzanine loan borrowers will be maintained atentrtevels. Mezzanine loan borrowers’ level
of development activity may be constrained by thajpital resources.
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U.S./Canadian Exchange Rate Fluctuations : We have interests in seniors housing
communities located in the U.S. We will, therefdse subject to foreign currency fluctuations
which may, from time to time, have an impact upon financial position and results. We may
enter into hedging arrangements to mitigate a @ortf this risk; however, there can be no
assurance that such hedging agreements, if anyidvib@usufficient to protect against currency
rate losses that could adversely affect cash dlaita us.

Environmental Liabilities : Under various environmental laws and regulations, as either
owner or manager, could become liable for the co$tsemoval or remediation of certain
hazardous, toxic or regulated substances released im our properties or disposed of at other
locations sometimes regardless of whether or notkmewv of or were 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.
Notwithstanding the above, our management is nairewf any material non-compliance,
liability or other claim in connection with any ofir owned properties and properties in respect
of which mezzanine financing has been provided isxaranagement aware of any environmental
condition with respect to any of the propertied thbelieves would involve material expenditure
by the Trust.

Environmental laws and regulation may change andnag become subject to more stringent
environmental laws and regulations in the futu@@mpliance with more stringent environmental
laws and regulations could have a material adveiffeet on our business, financial condition or
results of operation and distributions.

Liability and Insurance : The businesses, which are carried on, direatlindirectly, by us,
entail an inherent risk of liability. Managememrpects that from time to time we may be subject
to such lawsuits as a result of the nature of itsinesses. The Trust maintains business and
property insurance policies in amounts and withhsaoverage and deductibles as deemed
appropriate, based on the nature and risks of tisthesses, historical experience and industry
standards. There can be no assurance, howeveclditas in excess of the insurance coverage
or claims not covered by the insurance coveragenotl arise or that the liability coverage will
continue to be available on acceptable terms.

Joint Venture Interests : We have entered into joint venture arrangemintsspect of certain

of our seniors housing operations. These jointwenarrangements have the benefit of sharing
the risks associated with ownership and manageofesuch seniors housing facilities including
those risks described above. However, we relypant, on our joint venture partners to
successfully manage and operate certain of ouoehbusing operations, including those owned
by certain of the joint ventures. Such reliance malude, but is not limited to: personnel; local,
regional and/or industry expertise and licensirigtdnical performance; technical resources and
information systems; financial strength and actessapital, economies of scale; and operations
management. Therefore, we may be exposed to addensgopments, including a possible
change in control, in the business and affairsofjoint venture partners which could have a
significant impact on, or termination of, our irgets in our joint ventures and could affect the
value of the joint ventures to us and/or causeousi¢ur additional costs if we were to solely
undertake the operations of the joint venture.adulition, there are risks which arise from the
joint venture arrangements themselves, includingrisk that the other joint venture partner may
exercise buy-sell, put or other sale or purchagetsiwhich could obligate us to sell our interest
or buy the other joint venture partner’s interdsa @rice which may not be favourable to us or at
a time which may not be advantageous to us, theetefff which could be materially adverse to
our financial position or resources.
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Variable Interest Entities:  In June 2003, the CICA issued Accounting Guidetll® (“AcG-
15"), Consolidation of Variable Interest Entitie$V/IE”). AcG-15 provides guidance for
applying consolidation principles to certain empstithat are subject to control on a basis other
than ownership of voting interest. AcG-15 defirreyariable interest entity as an entity that
either does not have sufficient equity at riskit@afce 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 beneficiargonsolidate VIEs and considers an entity to
be the primary beneficiary of a VIE if it holds iarle interests that expose it to a majority of the
VIE’s expected losses or entitle it to receive gamiyy of the VIE's expected residual returns or
both.

We continuously evaluate the impact of AcG-15 amdlcounting for our relationships with and
interests in various entities. In order to completir evaluation under AcG-15, management is
required, among other things, to make estimatesxpécted losses and/or residual returns, the
probabilities of any such losses and/or residualirms relating to Spectrum, Melior, joint
ventures, mezzanine financings and other relatipastand the impact of changing economic
conditions. These estimates are based on hidtodnd available market information.
Imprecision in these estimates can affect the aswa® of expected losses and/or residual
returns.

At December 31, 2009, we hold, directly or indilgcvariable interests in 12 VIEs. Although
these entities were identified as VIEs, it was aeieed that we are not the primary beneficiary
and, therefore, these VIEs are not subject to dintadimn.

If, based on our evaluation of our relationshipghv@pectrum, Melior, or other entities and the
surrounding circumstances at any particular time, determine that Spectrum, Melior and/or
other entities are subject to consolidation untler AcG-15, there would be a material adverse
effect on our results of operations and financadifoon as presented in our financial statements.

Current North American Financial Conditions : Current North American financial
conditions have been characterized by increasedtiMyl and several financial institutions have
either gone into bankruptcy or have had to be ex$dwy governmental authorities. Access to
public financing has been negatively impacted bthlbe rapid decline in value of sub-prime
mortgages and the liquidity crisis affecting theeashacked commercial paper market. The extent
and speed of recovery from the global recessigetsinclear, especially in the U.S., as property
values have declined in some regions, particulerlthe U.S. These factors may impact our
ability to obtain future financing on favourablertes. Additionally, these factors, as well as other
related factors, may cause decreases in assesvfilaieare deemed to be other than temporary,
which may result in impairment losses. If such éased levels of volatility and market turmoil
continue, our operations could be adversely imghated the trading price of our units may be
adversely affected.

Growth: The ability to grow may require the issuanceddiional units and the ability to do so
may not always be a viable capital-raising optidfurthermore, timing differences may occur
between the issuance of additional units and the the proceeds may be used to invest in new
properties. Depending on the duration of this rignidifference, this may be dilutive.
Additionally, growth may be limited by the propegibeing owned in a different structure (i.e., a
real estate investment trust compared with a catjwer) and possibly a different economic
environment. We expect that we will have opporiasitto acquire properties which will be
accretive and enable us to increase cash flow giwr@uproved management, but there can be no
assurance that will be the case.
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Distributions: ~ Currently, our distributions are determined imatien to AFFO. While we
intend for such distributions to be at least eqaal0% of our AFFO for a specified year, items
such as principal repayments, capital expenditwasances in operating results and redemption
of units, if any, or the failure of CSH Trust or Btar LP to make distributions may affect AFFO
and, therefore, distributions. We may be requireddécrease our distributions in order to
accommodate such items. Under our Amended and teés@redit Facility, distributions by
Chartwell to Unitholders are limited to 100% of AFFO. We have had to seek waivers from
our lenders in the past, including in 2009 to nmaimtour distributions as they have exceeded
AFFO.
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