ARLEAAMI

'Y,
e
BROOKDALE
SENIOR LIVING

The Art of Optimum Life®

‘ 0" ‘Recetved SEC
| P
AR 30 20 | RPCESSED

A Wash 142008
' ashington, DC
é. : ON REUTERS

Brookdale SeniorLiving ¢ 2007 Annual Report



As of and for the years ended
December 31,

Financial Highlights 2007 2006
(is thousands, except per share data)

Selected Operating Data

Total revenue .. ..o e e e o S 1,839 296 $ 1,309,913
Factlity opernting expense. .. .. ..o i e 1,170,937 519,801
General and{administrative {including non-cash stock-based compensation

expense of $20,113 and $26,612, respectively). ... o oL 138,013 117,897
Facility [easg expense ..o i e 271,628 228,779
Depreciation and amortizadion, ... .. o e 299,925 186,129
L()ssfmmnllemrinns.............,............................. (41,207) {44,693)
Netloss .. o e S 161,979 $ {108,087)
Net loss per share of common stock, basic and diluted. ... .. ............ % {1.60) $ (1.34)
Adjusted EBITDAY, L i e e 8 306,379 $ 200,621
Cash From Hacility Operations®. .. ... .o . o o i B 148,838 $ 90,902
Facility Openating Income™ oo o o0 i 8 642,329 § 476,346
Selected Balance Sheet Data
Property, plant and cquipment and leaschold intangibles, net. ... ......... % 3,760,453 $ 3.672,333
Cashandcashequivalents ... .. ... ..o i 8 100,904 $ 68,034
Totalassets . | ... e e 8 4811,622 § 4,756,000
Long-term debt obligations. . ... ... . e S 2137224 $ 1,711,439
Stockholders]equity .. ..o oo oo o S 1,419,538 $ 1,764,012
Common shares outstanding (excluding unvested restricted shares) ... ..., 101,942 101,261
Stock Performance Data
Closing shard price on December 29,2006, ... .o oo oo 5 48.00
Closing sharg price on December 31,2007, 00000 0o o 0008 28.41
Dividends declared for che year ended December 31,2007, ..., ......§ 1.95
Dividends de¢lared for the year ended December 31,2006, .. ... ... ... $ 1.55

(1) Adjusted EBII'DA is a measure of operating performance that is not caleulated in accordance with ULS. generally accepted accounting,
principles {*GAAP™). Adjusted EBITDA should not be considered in isolation or as a substitute for net income, income from operations or
cash flows provided by or used in operations, as determined in accordance with GAAP. Adjusted EBITDA is a key measure of the
Company's operating performance used by management to focus on operating performance and management without mixing in items of
income and expehse that relate to kng-term contracts and the financing and capitalization of the business, We define Adjusted EBTDA as
net income (lossHbefore provision (benefit) for income taxes, non-operating (income) loss items, depreciation and amortization, straighi-
line lease expensg {(income), amortizauion of deferred gaim, amortizanion of deferred entrance fees, and non-cash compensation expense and
including entrange fee receipts and refunds.

(2) Cash From Fduility Operations is a measurement of liquidity that is not calenlated in accordance with GAAP and shauld not be
considered in isokation as asubstitute for cash flows provided by or used in operations, as determined in accordance with GAAR We define
Cash From Facilipy Operations as net cash provided by {used in} operating accvitivs adjusted for changes tn aperating assets and labilities,
deferred inrerest gnd fees added to principal, refundable entrance fees received, entrance fee refunds disbursed. ether and recurring capital
expenditures, Redurring capital expenditures include expenditures eapitalized in accordance with GAAT thar are funded from Cash From
Facility Operations. Amounts excluded from recurring capital expenditures consise primartly of unusual or nen-recurring capital items
{inclading integrauon capital expenditures), facility purchases andfor major projects or renovations that are funded using financing
proceeds andfor proceeds from the sale of factlities that are held for sale.

(3) Facility Opeeating Income is not o measurement of operating, performance caleulated in accordance with GAAD and should not be
considered inisolliion as a substitute for net mcome, income from operations, or cash flows provided by or used in operations, as
determined in acardance with GAAPR We define Facilivy Operating Income as net incone (loss) before provision (benefit) for income
taxes, non-eperating {income} foss items, depreciation and amortization, facility lease expense, general and administrative expense,
inclnding nen-cash steck compensation expense, amortization of deferred entrance fec revenue and management fees.

Naote: See enclosedf Fornr 10-K ,'En‘ non-GAAP reconciliations.
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THE ART OF OPTIMUM LIFE®

At Brookdale Senior Living we are all about people serving people. As a leading national provider of
senior living communities and related services, we work each day to inspire our 33,000 associates to deliver
exceptional service and care for the 52,000 seniors we serve in nearly 550 locations across the United States.

With high quality accommodations, superior dining experiences, and exceptional programs, care and
services, our Brookdale communities provide value while striving to exceed the expectations of our residents
and their families. Our objective remains; constant innovation of new methods for delivering better services

and healthy, fulfilling lifestyles to those who call Brookdale communities home.

This year, as we focus on the art of senior living — Brookdale style — we are also proud to showcase a sampling of the
artistic talents and creativity of ¢ number of our residents, and introduce these artists to you as examples of how some

choose to lead an “Optimum Life®” in Brookdale communities.

Cover Art: Untitled, by Joan Vaughan, a resident of Clare Bridge Williamsville, NY.

Joan Vaughan grew up in Buffalo, NY
and attended Nardin Academy and
the Bryant Business Institute. She has
four children, five grandchildren, and
one great-grandchild. Joan and her
husband enjoyed visiting local

galleries and trips to Crescent Beach.

The Art of Optimum Life®
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To OUR SHAREHOLDE S

After doubling our: ize during 2006, Brookdale Senior Living enterec! 2007 committed to an ambitious series of
initiatives to ensure the quality of our operations and to selidify our culiure:
* We continued im slementation of a major systems integration effort begun in 2006 and to be completed in
2008 that will pro ide our associates with the tools they need to mai tain our leadership position in the industry.
* We executed an a jgressive expansion of therapy, wellness and horr e health care services.
* We assimilated the numerous acquisitions made over the last three y :ars while instilling and reinforcing the core
values of our oper ating philosophy throughout the still-growing fa: nily of Brookdale associates.
These are profound)y important foundation-building activities that w 1l allow Brookdale to continue to grow and
strengthen in this chall :nging economic climate.

We believe that our key financial performance

measurement is operaiing cash flow, which we define as CaSL From FaCﬂitY Operatj-OHS

. . . (in thousands)

“Cash From Facility Operations,” or “CFFO.” During
5160,000
2007, we achieved CF O per share growth of 38% over 5140,000
2006, a result that fell short of our expectations, even in $120,000
$100,000
light of the unexpecte 1ly weak economic environment. $60,000
Although 38% growth would be a strong result for many 860,000
, ) $40,000
other companies, our e pectations for Brookdale are high, $20.000
and we remain conident that much of what we 50

2005 2006 2007

accomphShEd in 2007 sets the stage for strong results in No e: See enclosed Form 10-K for non-GAAP reconciliations.

2008 and the coming y zars.

We believe in the sti zngth of our business model and in our ability to henefit from the long-term sector dynamics
| of an aging and incressingly affluent population, growing consumer .icceptance of senior housing and lack of

significant new supply 0 meet the growing demand.

INDUSTRY FUNDAMENTAI S
The fundamentals o the senior living industry remain very compellin ;. Demographic projections suggest strong
and growing demand, v ith 400,000 people reaching 70 years of age on av erage every year for the next 10 years, with

increasing income leve s from retirement savings and pensions. It is notzworthy that those over the age of 70 have

Brookdale Senior Living = 2007 Annua Report
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home equity values worth well over one trillion dollars in the aggregate, and 70% ol homeowners over 70 own their

homes mortgage-free. Currently, approximately 7% of those over 70 in the United States live in senior housing, and

the percentage is much higher in certain areas of the country with a longer history of familiarity with senior housing,

We expect this penetration rate to continue to move upward with market trends and increasing conswmer awareness.

On the supply side, industry estimates show new construction of senior housing units continues to run below

the rate of 30,000 new units needed annually just to meet expected demand. In fact, the current credit crisis has

limited the availability of financing for most new construction projects, resulting in a supply/demand imbalance

favoring existing owners and operators. It is also noteworthy that, in spite of the credit crunch, financing for existing

quality, stabilized senior living assets has remained available at attractive terms.

BROOKDALE’S POSITIOM AND STRATEGY

During 2007, we rnade great strides toward enhancing Brookdale’s leadership position in the marketplace:

L]

This last year we substantially completed our efforts toward integrating the companies and portfolios we have
acquired, creating a common technology, process and operational platform. By the end of 2007, we launched
many new enterprise-wide systems, strengthening our ability to support and control our business.

On January 1, 2008 Brookdale rolled out a new field organization structure based on geographic divisions
rather than on product lines. Now all of Brookdale’s product types and service offerings work together more
cohesively within each geographic region, producing overhead efficiencies, better field support and better
allocation of resources.

Brookdale has the broadest array of service offerings in the marketplace. Our goal is to offer a unique continuum
of care across every one of our markets so that all our residents’ needs can be met over time and any resident
can be welcomed at the appropriate level of care. We already have achieved our continuum of care ideal in many
major markets, znd filling out the continuum is a central objective of our expansion program.

We continue to refine the delivery of services designed for our residents. For example, we have made significant
progress with our resident health- and wellness-related services programs. By the end of 2007, we opened
new clinics in our buildings that enabled us to provide therapy service offerings to over 12,000 additional units
in the Brookdale portfolio, for a total of approximately 28,000 units. We expect to introduce our therapy

services to 8,000 additional Brookdale units in 2008, Also, during 2007, we introduced our home care services

The Art of Optimum Life®
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into communitie . with approximately 7,400 units and expect to add another 7,500 units in 2008. These
services contribul > more than just attractive economics; they imprave customer satisfaction and retention, and
they add a very sirong market advantage as consumers evaluate tt e best available environment for receiving
the health care se vices they will need.

Having been built n successive mergers of some of the best companies in our industry, we have become a
national company with demonstrated competency across a broad spectrum of health care and senior living. We have
the unique ability to tal :e successful program innovations and best practi :es from any of our product lines and adapt
and apply them across »ur organization. Whether this is an automated labor management tool developed in assisted
living, wellness and p eventative health plans designed in our ancilla;'y services program, or an upscale dining
experience developed in our independent living communities, we have 1he leadership, creativity, and experience to

' ’ - a apply these progrims across all of Brookdale.
: Therapy Units Served

(appr ., at year end)

We also expec: to continue to leverage our size and scale

to Brookdale’s benefit, resulting in better control of operating

40,000 1

costs while alloczting our general and administrative costs

over a wider base, Another benefit of scale is that our size

allows us to provicle new services such as home care to alocal
market while the 1 1rge base of facilities in that market absorbs

the overhead requ red to introduce and deliver these services.

Our size also allovs us to invest the resources into programs

2006 2007 2008 that ensure the highest standards of quality care for
(est.) '
our residents.

2008 OuTLOOK

Given current econ ymic conditions, we assume that we will be facing a challenging operating environment in
2008. Nonetheless, we believe we can grow our CFFO per share 15% o 20% over 2007,

Many of the initiati 7es begun in 2007 will continue to strengthen onr business and deliver for us in 2008. As
described in this repor , we developed a new market management program that integrates sales and marketing of
all our products and allows us to meet our customers at their unique point of need. We have created strategic

advertising campaigns ind innovative sales training programs, and have established a national Brookdale brand for

Brookdale Senior Living « 2007 Annua Report
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all of our communities. We strengthened our referral source network with new relationships, and introduced a
powerful new marketing-oriented websi l'e. At the same time, we have maintained our pricing discipline and remain
focused on previous turnaround acquisitions, where necessary renovations and improved product repositioning
will drive demand. We will also benelit from the [ull year effect of the fill-up of the expansion units that opened in
2007 as well as the initial fill of the 300 to 400 units we will open in 2008.

We are excited by the incredibly bright, long-term potential of the senior housing industry in general and our

company, in particular. Once our customers begin to perceive that the economic environment has stabilized, we
T T sems s e = - expect Lo see strong growth from expanding occupancy. Though we have
. no way to predict the exact timing, we should see the positive results of
this reaction quite quickly and before the economy is “officially” in
| recovery.

Let me close by saying that at Brookdale we are strongly focused on
huilding shaveholder value. We believe that our recently announced
dividend adjustment and authorized stock repurchase program will begin
: to address some of the issues underlying what we perceive to be a
E dislocation between the value of our business and the price of our stock.

Given the current volatility in the economic environment, we remain

committed to maintaining appropriate liquidity and a balanced approach

Bill Sheriff, to risk. At Brookdale, we remain very excited by the prospects for the
: Chief Execuiive Officer company and the opportunity we have to build something very special
| _ for our residents, our associates and our shareholders.
Sincerely,
Bill Sheriff
Chief Executive Officer
5
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Mood Indigo, by Marg e Livingston Campbell, a resident of Carriage :“lub Jacksonville, FL.

Margie Campbell is Funder and
Chairman of “Art in tl e Schools,”
an outreach progran of the

Jacksonville Watercolor Society. She

has received multiple av ards for her

work, Her paintings aie displayed
at City Hall, Jacksonvill 2 University
and the Symphony Orcliestra.

Brookdale Senior Living = 2007 Annual Report



¢
N
INSPIRED LIFESTYLES

Brookdale Senior Living communities provide a full range of housing and service alternatives:

* Retirement Centers are large, upscale communities offering residents both independent and assisted
living with a variety of services and amenities.

* Assisted Living communities are designed for mid-acuity, frail residents who need assistance with the
Activities of Daily Living. A portion of our assisted living—our Clare Bridge brand—is exclusively for those with
dementia, Alzheimer’s and related diseases.

+ Continuing Care Retirement Communities (CCRCs) provide large, campus type environments for all
needs of the senior population: independent living, assisted living, dementia care and skilled nursing.

Brookdale’s success continues to be rooted in the expertise of our associates who are dedicated to enriching
the lives of our residents every day. Over the past year, we have met many challenges: anticipating new
requirements from a growing senior population that demands greater value and more services; developing
enhanced programs to serve our residents; and adjusting to a changing economic environment.

During this past year, we made important advances in our exclusive signature programs. Optimum Life®,
Brookdale’s trademark program allowing residents to pursue their peak level of health and fulfillment, now
includes a quarterly magazine as well as a growing calendar of events promoting wellness and longevity.

Brookdale’s Celebrations program, a companion to Optimum Life®, brings together inspired dining, social
and educational experiences that are crafted and themed for maximum participation and enjoyment.

Those who choose a Brookdale community understand that they are selecting much more than a

comfortable living environment to call home. They have made a lifestyle decision that will enhance their

opportunity to pursue health and life fulfillment.

The Art of Optimum Life®
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A COMMON STRUCTUFE

In 2007, the eco 1omic and market environments changed; so did Brookdale. By consolidating our field
management and orgaaizing by geography rather than by product line, we placed both operational and sales
management within a common structure. These changes enabled us to enhance our marketing efforts and
operational synergies, strengthening Brookdale’s position in both the local and national marketplace.

Despite the econ omic downturn during the latter part of the yea, Brookdale maintained stable occupancy
levels while operating on a disciplined pricing platform that resulied in average per unit revenue increases of
more than 6.9%. Dwing 2007, we designed and implemented Major Market Management to harvest the
maximum advantage n major metropolitan areas like Kansas City, Denver and Phoenix where we operate
multiple product type: in numerous locations.

Major Market M inagement provides a market-wide continuum >f services and pricing to meet the needs
of each individual resilent in the most appropriate environment while providing the continued high qualiry
experience and brand promise for which Brookdale is known. In 2008, we are expanding this initiative to
cover additional metrc politan markets with heavy concentrations of 3rookdale communities.

For Brookdale, Major Market Management brings longer 01 extended stays within the Brookdale
continuum, market dc minance and the best and most efficient allocation of resources. It also establishes a
marketing culture witl in which all Brookdale communities can be ur ified by a common brand, whether they

cater primarily to tho: e secking independent living, personalized assisted living, Alzheimer’s and dementia

care, or continuing ca:e.

Original Major Markets
uNITS Total Brookdale Units

1,500 ]
2,098

1,000 1

1,500

1,000

300

Phoenix  Denver Kansas  Houston  Austir
City
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Arch, by John “Jack” Bartholomew, a resident of Trillium Place, Columbus, OH.

Jack Bartholomew received his
degree in Fine Arts from The Ohio
State University. He worked for 35
years as a Graphic Designer. This
vear he entered several ceramic
pieces in the Creative Arts Event
2007, for which he was awarded
three ribbons.

The Art of Optimum Life®




Thelma Tavelli pursied her art
interests after retiring from her 30
year career in dccount ng. She is a
member of the Arvaia Fine Arts
Guild and the Aurora / vt Guild. Her
work has been part «f juried and
invitational exhibits throughout

the region.
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ESTABLISHING THE BRAND

Although Brookdale has undergone much change over the past three years, our Company operates with
one mission, one vision and one voice. Establishing and enhancing the Brookdale brand in the marketplace
remains a high priority. More than the graphic representation of our Company, the Brookdale brand
underscores the benefits our communities offer to our residents, our associates and our shareholders.

During 2007, Brookdale moved forward with an ambitious branding program to differentiate our
communities, services and features [rom other senior living companies. Our communities across the nation
are now easily recognizable by their branded signage, community vehicles, sales materials and other means of
community identification. Brookdale’s brand standards represent trust, integrity, the highest level of service and
consistently delivering on our market and customer promises.

To further this brand strategy, we designed and launched a new Brookdale website to optimize our
marketing efforts in both its presentation and its functionality. More significantly, the new website is well
positioned for search engine optimization, generating sales leads and providing a new way for people to learn
about and experienc: Brookdale.

This year, we also implemented a secondary web marketing strategy, whic-h involves partnerships with

key internet companies serving the senior living industry. These technology-based relationships increase our

exposure 10 new customers, new referral sources and the industry.

11
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MASTERING THE ART

Seniors represent a unique demographic and serving them well requires much more than providing
communities for therr to call home. As life expectancy increases, thi: market increasingly demands products
and services that will :nhance their health, contentment and purpos: in life.

Innovative Senior Care (ISC) is Brookdale’s nationally brand :d ancillary services program providing
licensed therapy and wellness services, which are designed to lelp residents enhance or regain their
independence through comprehensive rehabilitation, exercise anc. education programs. ISC also offers
Medicare certified hor 1e care services for those who require personali zed assistance, episodic nursing care and
therapy services in. the ir apartments.

At the beginnin 1 of 2007, 1SC operated 186 clinics serving approximately 16,000 residential units. By
the end of the year, th 3se numbers had expanded to 335 clinics serving over 28,000 residential units. We are
well on our way to se1 ving the vast majority of Brookdale residents with ISC services over the next two years.

Revenue from Tinovative Senior Care’s therapy and home care services has increased dramatically over
the past three years an 1 we expect that to continue to grow. Equally a:: important is that the on-site availability
of ISC services at Briokdale communities has helped our restdents improve and maintain their health
and wellness.

Serving sentors is a noble calling...serving them well is an art form. At Brookdale we are continually
working to master bot h our business opportunities in senior living ar d the art of delivering Optimum Life® to

our residents.

Ancillary Servi :e Growth - Staff Therapists

{at year end)

1,800
1600
1,400
1,200
1,000

soo it

600

400

200

0 3
2005 2006 2007
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100 Acre Woods, by Bobbi Foster, a resident of Chambrel at Club Hill, Garland, TX.

Bobbi Foster was in her late 30s
when she joined the Rochester
Memorial Art Gallery, After five
years of art classes she entered one
of her paintings in a juried show
and it was chosen as a display
piece. Bobbi has also done marble

and clay sculptures.

13
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Corporate Office

330 N. Wabash Averue,
Suite 1400

Chicago, IL 60611
312.977.3700
www.brookdalelivin 1.com

Transfer Agent

American Stock Transfer &
Trust Company

59 Maiden Lane

Plaza Level

New York, NY 100: 8
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CORPORATE DATA

Stock Listing
NYSE: BKD

Approximate Number of Record
Holders {as of April 14, 2008):
568

Investor Relations Contact
Ross Roadman
Brookdale Senior Living
111 Westwood Place,
Suite 200

Brentwood, TN 37027
615.376.2412

Independent Auditors
Ernst & Young LLP

233 S. Wacker Drive
Chicago, IL 60606

2008 Annual Meeting

June 5, 2008 ¢ 10:00 a.m. CDT
Brookdale Senior Living

111 Westwood Place, Suite 200
Brentwood, TN 37027
615.221.2250

800.937.5449

Governance & Certif ‘cations

Brookdale’s cor yorate governance guidelines, code of business conduct and ethics, the charters of the
principal board conimittees and other governance information can be accessed through the Investor
Relations portion of our website, www.brockdaleliving.com.

Certifications by the Chief Executive Officer and the Chief Financial Officer of Brookdale Senior
Living pursuant to hection 302 of the Sarbanes-Oxley Act of 2002 have been filed as exhibits to the
Company’s 2007 An 1al Report on Form 10-K. We also have subinitted to the New York Stock Exchange
(NYSE) the annual ZEQ Certification for 2007 regarding the Company’s compliance with the NYSE’s

corporate governand e listing standards.

Forward-Looking Si atements

Certain statements in this / nnual Report are “forward-looking statements™ within the meaning of the Private Securities Litigation Reform
Act of 1995, including, but 1ot limited to, statements relating to onr operational initiatis es; our expectations regarding the demand for senior
housing, occupancy growt! , our dividend adjustment and our authorized share repur: hase program; our belief regarding the value of our
common stock; and ocur asility to increase revenues, earnings, and/or Cash From Facility Operations. Words such as “anticipate(s),”
“expect(s),” “intend(s},” “lan(s},” “target{s),” project(s},” “believe(s),” “will,” “wou d,” “seek(s],” “estimate(s)” and similar expressions
are intended to identify suc 1 forward-looking statements. We can give no assurance tha: our expecrations will be attained. These statements
are subject to a number of 1 isks and uncertainties that could lead to actual results mate ially different from our expectations, which include,
but are not limited to, our letermination from time to time whether to purchase any shares under the repurchase program and our ability
to fund any repurchases; tl e risk that we may not be able to obtain any consents necessary to effect the repurchase program; the effect of
our indebtedness and long- :erm operating leases on our liquidity; the possibilities that changes in the capital markets, including changes in
interest rates andfor credit spreads, or other factors could make financing more exp :nsive or unavailable to us; events which adversely
affect the ability of seniors 1 2 afford our monthly resident fees or entrance fees; the cond tions of housing markets in certain geographic areas;
delays in obraining regulat »ry approvals; a decrease in the overail demand for senior housing; our vulnerability to economic downturns;
and the other risks detailec from time to time in our filings with the SEC, including thesse listed under “Risk Factors” in the accompanying
Annual Report on Form 11-K. Such forward-looking statements speak only as of the date of this Annual Report. We expressly disclaim
any obligation to release p iblicly any updates or revisions to any such statements.

” %, » "
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Wesley R. Edens, Chairman;

Chief Executive Officer &
Chairman of the Board,

Fortress Investment Group LLC

William B. Doniger, Vice Chairman;
Managing Director,
Fortress Investment Group LLC

Frank M. Bumstead 2, Director;
Chairman and Principal Shareholder,
Flood, Bumstead, McCready and McCarthy

Jackie M. Clegg '3, Director;
Managing Partner,
Clegg International Consultants, LLC

'Y
N

BOARD OF DIRECTORS

Jeffrey G. Edwards 12, Director;
Founder and Managing General Partner,
JGE Capital Management, LLC

Jeffrey R. Leeds 123, Director;
Self-Employed Consultant

Mark J. Schulte, Director;
Former Co-Chief Executive Officer,
Brookdale Senior Living Inc.

Dr. Samuel Waxman 23, Director;
The Albert A, and Vera G. List Professor,
Mount Sinai School of Medicine

(1) Audit Comtmittee

{2) Compensation Committee
(3) Nominating and Corporate Governance
Committee

ExEcuUTIVE OFFICERS

W.E. Sheriff
Chief Executive Officer

Mark W. Ohlendorf
Co-President and Chief Financial Officer

John P. Rijos
Co-President and Chief Operating Officer

T. Andrew Smith
Executive Vice President, General Counsel &
Secretary

Bryan D. Richardson
Executive Vice President

& Chief Administrative Officer

Kristin A. Ferge
Executive Vice President & Treasurer

George T. Hicks
Executive Vice President — Finance

H. Todd Kaestner
Executive Vice President — Corporate Development

Mark A. Kultgen
Executive Vice President — Finance

Gregory B. Richard
Executive Vice President — Field Operations
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BROOKDALE SENIOR LIVING PERFOEMANCE GRAPH

Comparison of Cumulctive Return since November 22, 2005 (the date 0" Brookdale’s initial public offering) through
December 31, 2007, for Brookdale, the Russell 2000 Index and a Peer Grrou .

The graph below : ompares the cumulative total return for Brook lale common stock with the comparable
cumulative return of t 1e Russell 2000 Index and a peer group of companies composed of Emeritus Corporation,
Sunrise Senior Living, Inc., Capital Senior Living Corporation, Fiv: Star Quality Care, Inc., HCP, Inc., and
Ventas, Inc. The graph assumes $100 invested on November 22, 2(05, the date of Brockdale’s initial public
offering, and $100 ir vested at that same time in each of the Russ:ll 2000 Index and the peer group. The

comparison assumes hat all dividends are reinvested.

— e e e e — A SO DU - s n e mmes o e

) COMPARISON OF CUMULATIVE TOTA}L RETURN

AMONG BRO JKDALE SENIOR LIVING INC., THE RUSSELL 1000 INDEX AND A PEER GROUFP

$250 T
i
i $200 1 /\

$150 71 . = —

bR i, -

$100 -]
|
| $50 4T
} 0 _‘:-,
H 1122705 12/31/05 12/31/06 1131/07
! 11/22/05 12/31/05 1273106 12/31/07

-8~ BiD $100.00 $118.20 $197.18 12273
| Ru ssell 2000 $100.00 $08.81 $116.95  115.12
|
. -  Pe:r Group . $100.00 $99.33 $133.78  137.90
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UNITED STATES Secr n Sing
SECURITIES AND EXCHANGE COMMISSION 40 3
Washington, D.C. 20549 7 4 [/05
Form 10-K Washing,,

n, b
[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF IMF ¢

For the fiscal year ended December 31, 2007
or
[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number 001-32641

BROOKDALE SENIOR LIVING INC.

{Exact name of registrant as specified in its charter)

Delaware 20-3068069
{State or Other furisdiction of (LR.S. Employer
Incorporation or Organization) o ldentification No.)

330 North Wabash Avenue, Suite 1400 \
Chicago, [llinois 60611 .

&esy AVay . - -
(Address of Principal Executive Offices) B, -~ AILABLE COpy

(Registrant's telephone number including area code) (312) 977-3700

SECURITIES REGISTERED PURSUANT TO SECTION 12(b) OF THE ACT:
Titte of Each Class Name of Each Exchange on Which Registered
Common Stock, $0.01 Par Value Per Share New York Stock Exchange
SECURITIES REGISTERED PURSUANT TO SECTION 12(g) OF THE ACT:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [X]No[ }
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes [ ] No [X]
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SAFE HARBOR STATEMENT UND, iR THE PRIVATE SECURITIES LITIGATION REFO :M ACT OF 1995

Certain statements in this Annual Rej ort on Form 10-K and other information we provide from time to time may constitute forward-looking
statements within the meaning of the ’rivate Securities Litigation Reform Act of 1995. Those forward-looking statements include all statements
that are not historical statements of f; ct and those regarding our intent, belief or expectation;, including, but not limited to, statements relating to
our ability 1o deploy capital; our plar s to generate growth organically through occupancy inprovements, increases in annual renzal rates and the
achievement of operating efficiencie ; and cost savings; our plans to expand our offering of :incillary services {therapy and home health) and our
expectations regarding their effect or our results; our plans to expand existing facilities and levelop new facilities; the expected project costs for
our expansion and development prog ;am; our expected levels of expenditures; our expectati ons regarding financings and refinancings of assets;
our ability to secure financing; our at ility to acquire the fee interest in facilities that we curruntly operate at attractive valuations; our ability to
close accretive acquisitions; our ability to close dispositions of underperforming facilities; our expectations for the performance of our entrance fee
communities; our ability to anticipat :, manage and address industry trends and their effect n our business; our ability to pay and grow dividends;
and our ability to increase revenues, « arnings, Adjusted EBITDA, Cash From Facility Opera‘ions, and/or Facility Operating Incotme (as such terms
are defined herein). Words such as “ ticipate(s)”, “expect(s)”, “intend(s}”, “plan(s)”, “targ :t(s)”, “project(s)”, “predict(s)”, “believe(s)”, “may”,
“will”. “would”, “could”, “should”, * seek(s)”, “estimate(s)” and similar expressions are inte ided to identify such forward-looking siatements.
These statements are based on mana rement’s current expectations and beliefs and are subji-ct to a number of risks and uncertainties that could
lead to actual results differing materi ally from those projected, forecasted or expected. Although we believe that the assumptions underlying the
forward-locking statements are reasc nable, we can give no assurance that our expectations 1/ill be attained. Factors which could have a material
adverse effect on our operations and future prospects or which could cause actual results to liffer materially from our expectations include, but are
not limited to, our ability to generaie sufficient cash flow to cover required interest and long term operating lease payments; our inability to extend
or replace our credit facility when it xpires; the effect of our indebtedness and long-term of erating leases on our liquidity; the risk of loss of
property pursuant to our mortgage d bt and long-term lease obligations; the possibilities that changes in the capital markets, including changes in
interest rates and/or credit spreads, o ; other factors could make financing more expensive o1 unavailable to us; the risk that we may be required to
post additional cash collateral in cor nection with our interest rate swaps, the risk that we may not be able to pay or maintain dividends; events
which adversely affect the ability of seniors to afford our monthly resident fees or entrance fees; the conditions of housing markets in certain
geographic areas; changes in govern nental reimbursement programs; our limited operating history on a combined basis; our ability to effectively
manage our growth; our ability to m. .intain consistent quality control; delays in obtaining re gulatory approvals; our ability to integrate
acquisitions (including the acquisitic 1 of American Retirement Corporation (“ARC™)] into oar operations; unforeseen costs associated with the
acquisition of new facilities; cornpet tion for the acquisition of assets; our ability to obtain : dditional capital on terms acceptable to us; a decrease
in the overall demand for senior hou iing; our vulnerability to economic downturns; acts of 1ature in certain geographic areas; terminations of our
resident agreements and vacancies il the living spaces we lease; increased competition for ! killed personnel; departure of our key officers;
increases in market interest rates; en’ ironmental contamination at any of our facilities; failur 2 to comply with existing environmental laws; an
adverse determination or resolution »f complaints filed against us; the cost and difficulty of complying with increasing and evolving

regulation; and other risks detailed fi om time to time in our filings with the Securities and E::change Commission, press releases and other
communications, including those se forth under “Risk Factors” included elsewhere in this ,\nnual Report on Form 10-K. Such ferward-looking
statements speak only as of the date of this Annual Report. We expressly disclaim any obli zation to release publicly any updates or revisions to
any forward-looking statements con ained herein to reflect any change in our expectations with regard thereto or change in events, conditions or
circumstances on which any statemu nt is based.
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PARTI
Item 1. Business.
Overview

As of December 31, 2007, we are the largest operator of senior living communities in the United States based on total capacity, with 550
communities in 35 states and the ability to serve over 52,000 residents. We offer our residents access to a full continuum of services across the
most attractive sectors of the senior living industry. As of December 31, 2007, we operated in four business segments: retirement centers, assisted
living, continuing care retirement communities (“CCRCs”) and management services.

As of December 31, 2007, we operated 87 retirement center communities with 15,990 units/beds, 409 assisted living communities with 21,087
units/beds, 32 CCRCs with 10,593 units/beds and 22 communities with 4,416 units/beds where we provide management services for third parties
and affiliates. The majority of our unitsfbeds are located in campus settings or communities containing multiple services, including CCRCs. As of
December 31, 2007, our communities were 90.0% occupied. We generate over 89.0% of our revenues from private pay customers. For the year
ended December 31, 2007, 36.8% of our revenues were generated from owned communities, 62.8% from leased communities and 0.4% from
management fees from communities we operate on behalf of third parties and affiliates.

We believe that we are positionad to take advantage of favorable demographic trends and supply-demand dynamics in the senior living industry
and that we have significant opportunities to increase our revenues through providing a combination of housing, hospitality services, ancillary
services and health care services. Qur senior living communities offer residents a supportive “home-like” setting, assistance with activities of daily
living, or ADLs, and, in several communities, licensed skilled nursing services. We also provide ancillary services, including therapy and home
health services, to our residents. By providing residents with a range of service opltions as their needs change, we provide greater continuity of
care, enabling seniors o “age-ir-place” and thereby maintain residency with us for a longer period of time. The ability of residenis to age-in-place
is also beneficial to our residents and their families who are concerned with care decisions for their elderly relatives.

The table below presents a summary of our operating results and certain other financial metrics for each of the years ended December 31, 2007,
2006 and 2005 (dollars in millions, except dividends per share):

For the Years Ended December 31,

2007 2006 2005
otal revenues 3 18393 3% 13099 §% 790.6
et loss"” $ (162.0) $ (108.1) $ (51.0)
djusted EBITDA™” $ 3064 $ 2006 $ 66.6
ash From Facility Operationsm $ 1488 § %09 3% 6.6
acility Operating Income'® $ 6423 § 4763 § 2928
ividends declared per share of common stock $ 195 §$ 155 8§ 0.50
1) The net loss is after an allocation of $0.4 million, $(0.7) miltion and $16.6 million minority interest for the years ended December 31, 2007,
2006 and 2005, respectively.
) Adjusted EBITDA and Facility Operating Income are non-GAAP financial measures we use in evaluating our operating performance. See

“Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations — Non-GAAP Financial Measures™
for an explanation of how we define each of these measures, a detailed description of why we believe such measures are useful and the
limitations of each measure, and a reconciliation of net loss to each of these measures.

) Cash From Facility Operations is a non-GAAP financial measure we use in evaluating our liquidity. See “Item 7. Management's
Discussion and Analys:s of Financial Condition and Results of Operations — Non-GAAP Financial Measures” for an explanation of how
we define this measure, a detailed description of why we believe such measure is useful and the limitations of such measure, and a
reconciliation of net cash provided by (used in) operating activities to such measure.
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We believe that there are substantial organic growth opportunities inherent in our existing | ortfolio. We intend to take advantags of those
opportunities by growing revenues, 1 hile maintaining expense control, at our existing comnnities, driving our ancillary services business across
our existing portfolio and expanding sur existing communities, During 2007, we executed uf on this strategy and increased our Cash From Facility
Operations, Adjusted EBITDA and F (cility Operating Income by 63.7%, 52.7% and 34.9%, 1 :spectively, when compared to 2006. In addition, our
average occupancy rate remained rel: tively stable and we were able to increase our average 11onthly revenue per unit from $3,247 to $3,577, an
increase of 10.2%. Despite unfavorat le conditions in the housing, credit and financial marke s and a weakening overall economy during 2007, we
made substantial progress in implem :nting our growth strategy, integrating our previous acjuisitions, and building a platform for future growth.

During 2007, we continued to make | rogress in expanding our ancillary services offerings by completing the roll-out of our ancillary services
program to over 12,000 additional un ts. In addition, we completed expansions at six comm nities during 2007 and had expansion projects
underway at an additional 12 location ; at December 31, 2007. During 2007, we acquired a to al of 15 communities increasing our community count
by three and the number of communi :ies we manage by one. The number of communities o #ned or leased was unchanged by our acquisition of
joint venture partner interests, our ac Juisition of remaining portions of owned facilitics and our acquisition of service businesses. As a result of
our expansion and acquisition activit * during 2007, the number of units we operated as of December 31, 2007 increased to 52,086, an increase of
815 units, or 1.6%, over the number v e operated as of December 31, 2006,

We also continued to integrate vario s corporate functions and enhance our operating infrastructure during 2007. For example, we substantially
completed our rebranding initiative s that virtualty all of our communities now utilize the B :ookdale logo and name, which should result in
significant marketing synergies. Du ing 2007, we integrated various systems for our acquir :d businesses and expanded our existing systems
platform, including standardizing vai ious financial, operational and procurement systems. [l addition, we implemented our One Source
procurement program across the enti e organization, which will allow us to achieve substantial cost savings and purchasing efficiencies. Effective
January 1, 2008, we also realigned o1 1 field operations organizational structure into seven ge ographic divisions, which will allow us to streamline
our operations and sales managemes € structure.

Although we made significant progr ss in 2007, we did experience several challenges that n:gatively impacted our results. We believe that the
deteriorating housing market and geteral economic uncertainty have caused some potential customers (or their adult children) to delay or
reconsider moving into our facilities thus hindering our ability to increase occupancy above current levels. In addition, we experienced volatility
in the entrance fee portion of our bus iness. The timing of entrance fee sales is subject to a number of different factors (including the ability of
potential customers to sell their exisi ing homes} and is also inherently subject to variability 'positively or negatively} when measured over the
short-term. Over the longer term, wi expect to increase occupancy and that entrance fee sales will normalize.

Growth Strategy

Our primary growth objectives are tc continue to grow our revenues, Adjusted EBITDA, Ca h From Facility Operations and Facility Operating
Income. Key elements of our strate; y to achieve these objectives include:

- Organic growth in our cor. business, including the realization of economies of scale. We plan to grow our existing operations by
increasing revenues throug 1 a combination of occupancy growth and monthly ser rice fee increases as a result of our competitive
strength and growing dema d for senior living communities. In addition, we inten 1 to take advantage of our sophisticated operating and
marketing expertise to retai 1 existing residents and attract new residents to our cormmunities, We also plan to continue our efforts to
achieve cost savings throug h the realization of additional economies of scale. Thi: size of our business has allowed us to achieve
savings in the procurement of goods and services and increased efficiencies with 1espect to various corporate functions, and we expect
that we can achieve additio 1al savings and efficiencies. Based on our historical ex perience and assuming flat occupancy, we expect to
achieve annual growth in re iident fees of approximately 4.5% to 5.0%, while
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holding annual cost increases to approximately 3.5%, which should result in annual same store Facility Operating Income growth of
approximately 7.5% to 8.0%.

Growth through the continued expansion of our ancillary services programs (including therapy services and home health). We plan
to grow our revenues by further expanding our Innovative Senior Care program throughout our retirement centers, assisted living, CCRC
and management services segments, Through the Innovative Senior Care program, we currently provide therapy, home health and other
ancillary services, as well as education and wellness programs, to residents of many of our communities. These programs are focused on
wellness and physical fitness to allow residents 1o maintain maximum independence. These services provide many continuing education
opportunities for residents and their families through health fairs, seminars, and other consultative interactions. The therapy services we
provide include physical, occupational, speech and other specialized therapy and home health services. In addition to providing these in-
house therapy and wellness services at our communities, we also provide these services to other senior living communities that we do
not own or operate. These services may be reimbursed under the Medicare program or paid directly by residents from private pay sources
and revenues are recognized as services are provided. We believe that our Innovative Senior Care program is unigue in the senior living
industry and that we have a significant advantage over our competitors with respect to providing ancillary services because of our
established infrastructure and experience. We believe there is a significant opportunity to grow our revenues by continuing to expand
these services to communities at which they are not presently offered, which we believe will increase our revenue per unit/bed in the
future.

Growth through the expansion of existing communities and the development of new communities, We intend to grow our revenues
and cash flows through the expansion of certain of our existing communities where economically advantageous and, o a lesser extent,
through the development of new senior living communities. Certain of our communities with stabilized occupancies and excess demand
in their respective mark=ts may benefit from additions and expansions (which additions and expansions may be subject to landlord, lender
and other third party consents} offering increased capacity, as well as additional levels of service for residents.

Given the current market environment, we are focusing on integrating previous acquisitions and on the significant organic growth opportunities
inherent in our growth strategy. We anticipate a reduced level of acquisition activity over the near term when compared with historical levels.
Nevertheless, as opportunities arise, we may also grow through the selective acquisition and consolidation of additional communities, asset
portfolios and other senior living companies, as well as through the acquisition of the fee interest in communities that we currently lease or
manage. Over the longer-term, we plan to take advantage of the fragmented continuing care, independent living and assisted living sectors by
selectively purchasing existing operating companies and communities. Qur acquisition strategy will continue to focus primarily on communities
where we can improve service delivery, occupancy rates and cash flow.

The Senior Living Industry

The senior living industry is highly fragmented and characterized by numerous local and regional operators. We are one of a limited number of
ational operators (hat provide a broad range of community locations and service level offerings at varying price levels. The industry has seen
ignificant growth in recent years and has been marked by the emergence of the assisted living segment in the mid-1990's.

verbuilding in the late 1990's in the senior living industry put downward pressure on the occupancy rates and the resident fees of certain senior
iving providers. The slowdown in construction, general increases in construction costs and more stringent terms of construction financing since
1999 have led to a reduction in the supply of new units being constructed. Construction of new senior housing units, which, according to The
merican Seniors Housing Associition, peaked at more than 62,064 units in 1999, has now moderated to approximately 28,000 units annually.

e believe that a number of trends will contribute to the continued growth of the senior living industry. The primary market for senior living
ervices is individuals age 70 and clder. According to U.S, Census data, the group is expected to grow by 3.5 million through 2015. As aresult of
hese expected demographic trends, we expect an increase in the demand for senior living services in future years.
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We believe the senior living industry has been and will continue to be impacted by several ather trends. The use of long-term cate insurance is
increasing among current and future : eniors as a means of planning for the costs of senior living services. In addition. as a result of increased
mobility in society, reduction of aver: ge family size and increased number of two-wage eamer couples, more seniors are tooking for altemnatives
outside of their family for their care. Growing consumer awareness among seniors and their families concerning the types of services provided by
independent and assisted living oper «tors has further contributed 1o the opportunities in the senior living industry. Also, seniors currently
possess greater financial resources th i in the past, which makes it more likely that they are :ible to afford o live in market-rate senior housing.
Seniors in the geographic areas in wl ich we operate tend to have a significant amount of as jets generated from savings, pensions and, despite
recent weakening in national housing markets, equity from the sale of private homes.

Challenges in our industry include it creased state and local regulation of the assisted living and skilled nursing industries, which has led to an
increase in the cost of doing busines ;. The regulatory envirenment continues to intensify it the number and types of laws and regulations
affecting us, accompanied by increas :d enforcement activity by state and local officials. In addition, like other companies, our financial results may
be negatively impacted by increasin,; employment costs including salaries, wages and bene ‘its, such as health care, for our employees. Increases
in the costs of utilities, insurance, an 1 real estate taxes may also have a negative impact on cur financial results.

Certain per person annual limits on } fedicare reimbursement for therapy services became ef ective in January 2006, subject to certain exceptions.
These exceptions are currently schec uled 1o expire on June 30, 2008. If these exceptions ar: modified or not extended beyond that date, there may
be reductions in our therapy service : revenue and the profitability of those services. There continues to be various federal and state legislative
and regulatory proposals to implem: nt cost containment measures that would limit paymerts to healthcare providers in the future. Changes in the
reimbursement policies of the Medi :are and Medicaid programs could have an adverse effi ct on our results of operations and cash flow.

QOur History

We were formed as a Delaware cory dration in June 2005 for the purpose of combining two eading senior living operating companies, Brookdale
Living Communities, Inc., or BLC, : nd Alterra Healthcare Corporation, or Alterra. BLC and Alterra had been operating independently since 1986
and 1981, respectively. Beginning it December 2003, BLC and Alterra were under the comrion control of Fortress Investment Group LLC
{“Fortress” or “FIG™). On Novembs r 22, 2005, we completed our initial public offering of common stock, and on July 25, 2006, we acquired
American Retirement Corporation, ir ARC, another leading senior living provider which hid been operating independently since 1978. Funds
managed by affiliates of Fortress be ieficially own 61,007,867 shares, or approximately 58.1% of our outstanding common stock (including
unvested restricted shares), as of D« cember 31, 2007.

Our Product Offerings

We offer a variety of senior living ‘wusing and service alternatives in communities locatec across the United States. Our primary product offerings
consist of (i) retirement center com nunities; (ii) assisted living communities; and (iii) CCRCs. As discussed below under “Segments”, we also
operate certain communities on bel alf of third parties and affiliates pursuant to manageme nt agreements.

Retirement centers. Our retitemen : center communities are primarily designed for middle o upper income seniors generally age 70 and older who
desire an upscale residential envirnment providing the highest quality of service.

The majority of our retiremenl cen er communities consist of both independent and assisu d living units in a single community, which allows
residents to “age-in-place™ by pro ‘iding them with a continuum of senior independent and assisted living services. While the number varies
depending upon the particular com munity, approximately 81.4% of all of the units at our r:tirement center communities are independent living
units, with a smaller number of un ts licensed for assisted living.
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Our retirement center comnurities are large multi-story buildings containing on average 184 units/beds with extensive common areas and
amenities. Residents may choose from studio, one-bedroom and two-bedroom units, depending upon the specific community.

Each retirement center community provides residents with basic services such as meal service, 24-hour emergency response, housekeeping,
concierge services, transportation and recreational activities. Most of these communities also offer custom tailored supplemental care services at
an additional charge, which may include medication reminders, check-in services and escort and companion services. In addition, our Innovative
Senior Care program is currentlv available in most of our retirement centers communities. Through the program, we are able to offer our residents
various education, wellness, therapy, home health and other ancillary services.

In addition to the basic services, our retirement center communities that include assisted living also provide residents with supplemental care
service options to provide assistance with ADLs. The levels of care provided to residents vary from community to community depending, among
other things, upon the licensing requirements of the state in which the community is located.

Residents in our retirement center communities are able to maintain their residency for an extended period of time due to the range of service
options available to residents (not including skilled nursing) as their needs change. Residents with cognitive or physical frailties and higher level
service needs are accommodated with supplemental services in their own units or, in certain communities, are cared for in a more structured and
supervised environment on a separate wing or floor. These communities also generally have a dedicated assisted living staff, including nurses at
the majority of communities, and separate assisted living dining rooms and activity areas.

Qur retirement center communities represent approximately 30.7% of our total senior living capacity.

Assisted Living, Our assisted living communities offer housing and 24-hour assistance with ADLs te mid-acuity frail and elderly residents.

Our assisted living communities include both freestanding, multi-story communities with more than 30 beds and smaller, freestanding single story
communities with less than 30 beds. Depending upon the specific location, the community may include (i) private studio, one-bedroom and one-
bedroom deluxe apartments, or (ii) individual rooms for one or two residents in wings or “neighborhoods” scaled to a single-family home, which
includes a living room, dining room, patio or enclosed porch, laundry room and personal care area, as well as a caregiver work station.

Under our Clare Bridge brand, we also operate 75 memory care communities, which are freestanding assisted living communities specially designed
for residents with Alzheimer’s disease and other dementias requiring the attention, personal care and services needed to help cognitively impaired
residents maintain a higher quality of life. Our memory care communities have from 20 to 60 beds and some are part of a campus setting, which
includes a freestanding assisted living community.

All residents at our assisted living and memory care communities receive the basic care level, which includes ongoing health assessments, three
meals per day and snacks, coordination of special diets planned by a registered dietitian, assistance with coordination of physician care, social and
recreational activities, housekeeping and personal laundry services. In some locations we offer our residents exercise programs and programs
designed 1o address issues associated with early stages of Alzheimer’s and other forms of dementia. In addition, we offer at additicnal cost higher
levels of personal care services to residents at these communities who are very physically frail or experiencing early stages of Alzheimer’'s disease
r other dementia and who require more frequent or intensive physical assistance or increased personal care and supervision due to cognitive
impairments. We also offer our Innovative Senior Care program at certain of our assisted living and memory care communities.

s a result of their progressive decline in cognitive abilities, residents at our memory care communities typically require higher levels of personal
are and services and therefore pay higher monthly service fees. Specialized services include assistance with ADLs, behavior management and an
ctivities program, the goal of which is to provide a normalized environment that supports residents’ remaining functional abilities. Whenever
ossible, residents participate in all facets of daily life at the residence, such as assisting with meals, laundry and housekeeping.
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Our assisted living communities (inch ding our memory care communities) represent approxii nately 40.5% of our total senior living capacity.

CCRCs. Our CCRCs are large comm mnities that offer a variety of living arrangements and se rvices to accommodate all levels of physical ability
and health. Most of our CCRCs have retirement centers, assisted living and skilled nursing available on one campus, and some also include
memory care/Alzheimer’s units.

Ten of our CCRCs are entry fee com 1unities, in which residents in the retirement centers ap iiment units pay a one-time upfront entrance fee,
typically $100,000 1o $400,000 ot mo ¢, which fee is partially refundable in cenain circumsta xces. The amount of the entrance fee varies depending
upon the type and size of the dwellin 7 unit, the type of contract plan selected, whether the cintract contains a lifecare benefit {i.e., a healthcare
discount) for the resident, the amoun : and timing of refund, and other variables. These agre :ments are subject to regulations in various states. In
addition to their initial entrance iee, 1 esidents under all of our entrance fee agreements also j-ay a monthly service fee, which entitles them to the
use of certain amenities and services Since we receive entrance fees upon initial occupancy, the monthly fees are generally less than fees at a
comparable rental community.

The refundable portion of a resident s entrance fee is generally refundable within a certain cumber of months or days following contract
termination or upon the sale of the w'it, or in certain agreements, upon the resale of a comp: rable unit or 12 months afier the resident vacates the
unit. [n addition, certain entrance fe¢ agreements entitle the resident to a refund of the originial entrance fee paid plus a percentage of the
appreciation of the unit upon resale.

We also offer a broad array of ancill. ry services, including therapy, home health, and other ervices through our Innovative Senior Care program,
1o the residents of each of our CCRCs.

Our CCRCs represent approximately 20.3% of our total senior living capacity. The retirement centers units at our entry fee communities (those
units on which entry fees are paid) r present 5.7% of our total senior living capacity.

Competitive Strengths

We believe our nationwide nétwork f senior living communities is well positioned to benetit from the growth and increasing demand in the
industry. Some of our most signific: nt competitive strengths are:

. Skilled management team with extensive experience. Our senjor management team has extensive experience in acquiring, operating and
managing a broad range of senior living assets, including experience in the senior living, healtheare, hospitality and real estate industries.

Geographically diverse, h gh-quality, purpose-built communities. As of December 31, 2007, we operate a nationwide base of 550
purpose-built communitie: in 35 states, including 88 communities in nine of the tcp ten standard metropolitan statistical areas.

- Ability to provide a broad spectrum of care. Given our diverse mix of independent and assisted living communities and CCRCs, we are
able to meet a wide range « f our customers' needs. We believe that we are one of * he few companies in the senior living industry with this
capability. We believe tha: our multiple product offerings create marketing syneryies and cross-selling opportunities.

The size of our business alows us to realize cost and operating efficiencies. Wi: are the largest operator of senior living communities in
the United States based ot total capacity. The size of our business allows us to realize cost savings and economies of scale in the
procurement of goods and services. Our scale also allows us to achieve increased! efficiencies with respect to various corporate
functions. We intend to uti .ize our expertise and size to capitalize on economies of scale resulting from our national platform. Qur
geographic footprint and ¢ zntralized infrastructure provide us with a significant cperational advantage over local and regional operators
of senior living communit es, In connection with our formation transactions and our acquisitions, we negotiated new contracts for food,
insurance and other good: and services. In addition, we have and will continue t consolidate corporate
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functions such as accounting, finance, human resources, legal, information technology and marketing. We began to realize these savings
upon the completion of our formation transactions in September 2005 and expect to realize additional savings as we continue to
consolidate and integrate varions corporate functions.

- Significant experience in providing ancillary services. Through our Innovative Senior Care program, we provide a range of education,
wellness, therapy, home health and other ancillary services to residents of certain of our retirement centers, assisted living, and CCRC
communities. We also have contracts to provide these services to other senior living communities in our markets. We have significant
experience in providing these ancillary services and expect to receive additional revenues as we expand our ancillary service offerings 1o
additional communities.

Segments

As of December 31, 2007, we had four reportable segments: retirement centers; assisted living; CCRCs; and management services. These segments
were determined based on the way that our chief operating decision makers organize our business activities for making operating decisions and
assessing performance.

Our management services segment includes the results of communities that we operate on behalf of third parties and affiliates pursuant to
management agreements. Information regarding the other segments is included above under “Our Product Offerings”.

During the fourth quarter of 2007, we renamed certain of our reportable segments to more accurately reflect the underlying product offering of each
segment. As aresult, the reporteble segment previously designated as independent living is now designated as retirement centers and the
segment previously designated as retirement centers/CCRCs is now designated as CCRCs.

Operating results from our four business segments are discussed further in *Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations™ and note 21 to our consolidated and combined financial statements included herein.

¢ believe that successful senior living operators must effectively combine the expertise and business disciplines of housing, hospitality, health
are, marketing, finance and real cstate.

e continually review opportunities (o expand the types of services we provide to our residents. To date, we have been able to increase our
onthly revenue per unit each year and we have generally experienced increasing facility operating margins through a combination of the
mplementation of efficient operating procedures and the economies of scale associated with the size and number of our communities, Qur
perating procedures include securing national vendor contracts to obtain the lowest possible pricing for certain services such as food, energy
nd insurance, implementing effective budgeting and financial controls at each community, and establishing standardized training and operations
rocedures.

¢ have implemented intensive standards, policies and procedures and systems, including detailed staff manuals, which we believe have
ontributed to high levels of customer service and to improved facility operating margins. We have centralized accounting controls, finance and
ther operating functions in our support centers so that, consistent with our operating philosophy, community-based personnel can focus on
sident care and efficient operations. We have established company-wide policies and procedures relating to, among other things: resident care;
ommunity design and community operations; billings and collections: accounts payable; finance and accounting; risk management; development
f employee training materials and programs; marketing activities; the hiring and training of management and other community-based personnel;
mpliance with applicable local and state regulatory requirements; and implementation of our acquisition, development and leasing plans.

s noted above, effective January 1, 2008, we realigned our field operations organizational structure into seven geographic divisions. Previously,
¢ operated in three separate operating groups: the Chicago Operating Group,
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the Milwaukee Operating Group and he Nashville Operating Group. The Chicago Operatiny; Group was primarily responsible for the operation of
our retirement center communities, tl e Milwaukee Operating Group was primarily responsit le for the operation of our freestanding assisted living
communities (including memory care communities) and the Nashville Operating Group was [ rimarily responsible for the operation of our CCRC
communities. Although managemer t continues to make operating decisions and assess performance on a product line basis (i.e., retirement
centers, assisted living, CCRCs, and management services), the new geographic-based divisional organizational structure will allow us to
streamline our operations and sales 1 ianagement structure, while allowing us to take additic nal advantage of cross-selling opportunities in
individual markets.

Consolidated Corporate Operation; Support

We have developed a centralized inf astructure and services platform, which provides us w th a significant operational advantagz over local and
regional operators of senior living ¢« mmunities. The size of our business also allows us to ¢chieve increased efficiencies with respect to various
corporate functions such as human r :sources, finance, accounting, legal, information technology and marketing. We are also abls to realize cost
efficiencies in the purchasing of foa 1, supplies, insurance, benefits, and other goods and services. In addition, we have established centralized
operations groups to support all of ¢ 1r product lines and communities in areas such as training, regulatory affairs, asset management, dining and

procurement.
Community Staffing and Training

Each community has an Executive [ irector responsible for the overall day-to-day operation i of the community, including quality of service, social
services and financial performance. iach Executive Director receives specialized training from us. In addition, a portion of each Executive
Director’s compensation is directly ' ied to the operating performance of the community anc key service quality measures. We believe that the
quality of our communities, couple« with our competitive compensation philosophy, has ¢ 1abled us to attract high-quality, profzssional
community Executive Directors.

Depending upon the size of the com munity, each Executive Director is supported by a cominunity staff member who is directly responsible for day-
to-day care of the residents and eith xr community staff or regional support to oversee the community’s marketing and community outreach
programs. Other key positicns supp rting each community may include individuals responsible for food service, activities, housekeeping, and

engineering.

We believe that quality of care and - iperating efficiency can be maximized by direct resider t and staff contact. Employees involved in resident care,
including the administrative staff, : re trained in the support and care needs of the residents and emergency response techniques. We have
adopted formal training and evalua ion procedures to help ensure quality care for our resicents. We have extensive policy and procedure manuals
and hold frequent training sessions for management and staff at each site.

Quality Assurance

We maintain quality assurance pro; rams at each of our communtities through our corporab; and regional staff. Our quality assurance program is
designed to achieve a high degree « { resident and family member satisfaction with the care and services that we provide. Qur quality control
measures include, among other thi \gs, community inspections conducted by corporate stuff on a regular basis. These inspections cover the
appearance of the exterior and grot nds; the appearance and cleanliness of the interior; the professionalism and friendliness of staff; quality of
resident care (including assisted 1 ing services, nursing care, therapy and home health programs); the quality of activities and the dining program
observance of residents in their dai y living activities; and compliance with government re zulations. Our quality control measures also include the
survey of residents and family mer ibers on a regular basis to monitor their perception of 1e quality of services provided to residents.

In order to foster a sense of comm mity as well as to respond to residents’ desires, at man / of our communities, we have established a resident
council or other resident advisory ¢ smmittee that meets monthly with the Executive Director of the community. Separate resident committees also
exist at many of these communitie: for food service, activities, marketing and hospitality. 'These committees promote resident involvement and
satisfaction and enable community management to be more responsive to the residents’ n zeds and desires.
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Marketing and Sales

Our marketing strategy is intended to create awareness of us, our communities, our products and our services among potential residents and their
family members and among referral sources, including hospital discharge planners, physicians, clergy, area agencies for the elderly, skilled nursing
facilities, home health agencies and social workers. Our marketing staff develops overall strategies for promoting our communities and monitors
the success of our marketing efforts, including outreach programs. In addition to direct contacts with prospective referral sources, we also rely on
print advertising, yellow pages advertising, direct mail, signage and special events, health fairs and community receptions. Certain resident referral
programs have been established and promoted within the Hmitations of federal and state laws at many communities.

In order to mitigate the impact of weakness in the housing market, we have recently implemented several new sales and marketing initiatives
designed to increase our entrance fee sales results. These include the acceptance of short-term promissory notes in satisfaction of a resident’s
required entrance fee from certain pre-qualified, prospective residents who are waiting for their homes to sell. In addition, we have implemented
the MyChoice program, which allows new and existing residents in certain communities the option to pay additional refundable entrance fee
amounts in return for a reduced manthly service fee, thereby offering choices to residents desiring a more affordable ongoing monthly service fee.

Competition

The senior living industry is highly competitive. We compete with numerous other crganizations that provide similar senior living alternatives,
such as home health care agencizs, community-based service programs, retirement communities, convalescent centers and other sentor living
providers. In general, regulatory and other barriers to competitive entry in the retirement centers and assisted living segments of the senior living
industry are not substantial, except in the skilled nursing segment. Although new construction of senior living communities has declined in recent
years, we have experienced and expect to continue to experience competition in our efforts to acquire and operate senior living communities. Some
of our present and potential senior living competitors have, or may obtain, greater financial resources than us and may have a lower cost of capital.
Consequently, we may encounter competition that could limit our ability to attract restdents or expand our business, which could have a material
adverse effect on our revenues and earnings. Our major competitors are Sunrise Senior Living, Inc., Emeritus Corporation, Capital Senior Living
Corporation, Professional Community Management Life Care Services, LLC and Atria Senior Living Group.

Customers

Qur 1arget retirement center residents are senior citizens age 70 and older who desire or need a more supportive living environment. The average
retirement centers resident resides in a retirement center community for 33 months. A number of our retirement center residents relocate to one of
our communities in order to be in a metropolitan area that is closer to their adult children.

Our target assisted living resident(s are predominantly female senior citizens age 85 and older who require daily assistance with two or three ADLs.
e average assisted living residznt resides in an assisted living community for 20 months, Residents typically enter an assisted living community
ue to a relatively immediate need for services that might have been triggered by a medical event or need.

ur target CCRC residents are senior citizens who are seeking 2 community that offers a variety of services and a continuum of care so that they
an “age in place.” These residents generally first enter the community as a resident of an retirement centers unit and may later move into an
ssisted living or skilled nursing unit as their needs change.

e believe our combination of retirement center and assisted living operating expertise and the broad base of customers that this enables us to

arget creates a unigue opporiunity for us to invesi in a broad spectrum of assets in the senior living industry, including retirement center, assisted
iving, CCRC and skilled nursing communities.
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Employees

As of December 31, 2007, we had appi oximately 21,600 full-time employees and approximatel.’ 11,100 part-time employees, of which 88 work in our
Chicago headquarters office, 232 wor : in our Nashville office, 314 work in out Milwaukee office and 132 work in a variety of field-based
management positions. 384 employe s are unionized. We currently consider our relationshijs with our employees to be good.

Government Regulation

The regulatory environment surroun ling the senior living industry continues to intensify in the number and type of laws and regulations affecting
it. Tn addition, federal, state and loca officials are increasingly focusing their efforts on enfc reement of these laws and regulation;. This is
particularly true for large for-profit, n ulti-community providers like us, Some of the laws an¢ regulations that impact our industry include: state and
local laws impacting licensure, prote :ting consumers against deceptive practices, and gener:lly affecting the communities’ management of
property and equipment and how we otherwise conduct our operations, such as fire, health and safety laws and regulations and privacy laws;
federal and state laws designed to pr stect Medicare and Medicaid, which mandate what are llowable costs, pricing, quality of services, quality of
care, food service, resident rights (i1 cluding abuse and neglect) and fraud; federal and state residents’ rights statutes and regulations; Anti-
Kickback and physicians referral (S ark”) laws; and safety and health standards set by the Occupational Safety and Health Administration. We
are unable to predict the future cours 2 of federal, state and local legislation or regulation. Cl anges in the regulatory framework could have a
material adverse effect on our busin ss.

Many senior living communities are also subject to regulation and licensing by state and 10 :al health and social service agencies and other
regulatory authorities. Although req sirements vary from state to state, these requirements riay address, among others, the following: personnel
education, training and records; com munity services, including administration of medicatio s, assistance with self-administration of medication and
the provision of nursing, home healt 1 and therapy services; staffing levels; monitoring of ri:sident wellness; physical plant specifications;
furnishing of resident units; food an 1 housekeeping services; emergency evacuation plans; professional licensing and certification of staff prior to
beginning employment; and residen rights and responsibilities, including in some states th: right to receive health care services from providers of
a resident’s choice that are not cur e nployees. In several of the states in which we operate (1 may operate, we are prohibited from providing
certain higher levels of senior care s :rvices without first obtaining the appropriate licenses. In addition, in several of the states in which we operate
or intend to operate, assisted living « ommunities, home health agencies and/or skilled nursing facilities require a certificate of nezd before the
community can be opened or the set vices at an existing community can be expanded. Senior living communities may also be sutject to state and/or
local building, zoning, fire and food service codes and must be in compliance with these local codes before licensing or certification may be
granted. These laws and regulatory - equirements could affect our ability to expand into nev' markets and to expand our services and communities
in existing markets. In addition, if @ 1y of our presently licensed communities operates outside of its licensing authority, it may be subject to
penalties, including closure of the ¢« mmunity.

The intensified regulatory and enfo cement environment impacts providers like us because of the increase in the number of inspections or surveys
by governmental authoritics and co 1sequent citations for failure to comply with regulatory requirements. Unannounced surveys or inspections
may occur annuaily or bi-annually, « 1 following a regulator's receipt of a complaint about th e community. From time to time in the ordinary course
of business, we receive deficiency 1zports from state regulatory bodies resulting from sucl. inspections or surveys. Most inspection deficiencies
are resolved through an agreed-to flan of corrective action relating to the community’s ope rations, but the reviewing agency typically has the
authority to take further action agah st a licensed or certified community, which could result in the imposition of fines, imposition of a provisional
or conditional license, suspension ¢ r revocation of a license, suspension or denial of admissions, loss of certification as a provider under federal
health care programs or imposition »f other sanctions, including criminal penalties. Loss, s 1spension or modification of a licens:: may also cause
us 1o default under our toan or leas: agreements and/or trigger cross-defaults. Sanctions mway be taken against providers or facilities without
regard to the providers’ or facilities histoty of compliance. We may also expend consider: ble resources to respond to federal and state
investigations or other enforcemen action under applicable laws or regulations. To date, 1 one of the deficiency reports received by us has
resulted in a suspension, fine or ot} 2r disposition that has had a material adverse effect on our revenues. However, any future substantial failure
to comply with any applicable lega’ and regulatory requirements could result in a material 1dverse effect to our business as a whole. In addition,

states Attorneys
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General vigorously enforce consumer protection laws as those laws relate to the senior living industry. State Medicaid Fraud and Abuse Units
may also investigate assisted living communities even if the community or any of its residents do not receive federal or state funds.

Regulation of the senior living industry is evolving at least partly because of the growing interests of a variety of advocacy organizations and
political movements attempting to standardize regulations for certain segments of the industry, particularly assisted living. Our operations could
suffer if future regulatory developments, such as federal assisted living laws and regulations, as well as mandatory increases in the scope and
severity of deficiencies determined by survey or inspection officials, increase the number of citations that can result in civil or criminal penalties.
Certain current state laws and regulations allow enforcement officials to make determinations on whether the care provided by one or more of our
communities exceeds the level of care for which the community is licensed. A finding that a community is delivering care beyond its license might
result in the immediate transfer and discharge of residents, which may create market instability and other adverse consequences. Furthermore,
certain states may allow citations in one community to impact other communities in the state. Revocation or suspension of a license, or a citation,
at a given community could therefore impact our ability to obtain new licenses or to renew existing licenses at other communities, which may also
cause us to be in default under our loan or lease agreements and trigger cross-defaults or may also trigger defaults under certain of our credit
agreements, or adversely affect our ability 1o operate and/or obtain financing in the future. If a state were to find that one community’s citation will
impact another of our communities, this will also increase costs and result in increased surveillance by the state survey agency. If regulatory
requirements increase, whether through enactment of new laws or regulations or changes in the enforcement of existing rules, including increased
enforcement brought about by advocacy groups, in addition to federal and state regulators, our operations could be adversely affected. In
addition, any adverse finding by survey and inspection officials may serve as the basis for false claims lawsuits by private plaintiffs and may lead
to investigations under federal and state laws, which may result in civil and/or criminal penalties against the community or individual.

There are various extremely complex federal and state laws governing a wide array of referrals, relationships and arrangements and prohibiting
fraud by health care providers, including those in the senior living industry, and governmental agencies are devoting increasing atiention and
resources 1o such anti-fraud initiatives. The Health Insurance Portability and Accountability Act of 1996, or HIPAA, and the Balanced Budget Act
of 1997 expanded the penalties for health care fraud. In addition, with respect to our participation in federal health care reimbursement programs,
the government or private individuals acting on behalf of the government may bring an action under the False Claims Act alleging that a health
care provider has defrauded the government and seek treble damages for false claims and the payment of additional monetary civil penalties.
Recently, other health care providers have faced enforcement action under the False Claims Act. The False Claims Act allows a private individual
with knowledge of fraud to bring a claim on behalf of the federal government and earn a percentage of the federal government's recovery. Because
of these incentives, so-called “whistleblower” suits have become more frequent. Also, if any of our communities exceeds its level of care, we may
be subject to private lawsuits alleging “transfer trauma™ by residents. Such allegations could also lead 1o investigations by enforcement officials,
which could result in penalties, including the closure of communities. The violation of any of these regulations may result in the imposition of fines
or other penalties that could jeopardize our business.

Additionally, we operate commu.ities that participate in federal and/or state health care reimbursement programs, including state Medicaid waiver
programs for assisted living communities, the Medicare skilled nursing facility benefit program and other healthcare programs such as therapy and
home health services, or other federal and/or state health care programs. Consequently, we are subject to federal and state laws that prohibit
anyone from presenting, or causing to be presented, claims for reimbursement which are false, fraudulent or are for items or services that were not
provided as claimed. Similar state laws vary from state to state and we cannot be sure that these laws will be interpreted consistently or in keeping
with past practices. Viclation of any of these laws can result in loss of licensure, clatms for recoupment, civil or criminal penalties and exclusion of
ealth care providers or suppliers from furnishing covered items or services to beneficiaries of the applicable federal and/or state health care
eimbursement program. Loss of licensure may also cause us to default under our leases and loan agreements and/or trigger cross-defaulis.

e are also subject to certain federal and state laws that regulate financial arrangements by health care providers, such as the Federai Anti-
ickback Law, the Stark laws and certain state referral laws, The Federal Anti-Kickback Law makes it unlawful for any person to offer or pay {or to
olicit or receive) “any remuneration ... directly or indirectly, overtly or covertly, in cash or in kind” for referring or recommending for purchase any
letn or service
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which is eligible for payment under tl.e Medicare and/or Medicaid programs. Authorities ha /e interpreted this statute very broadly to apply to
many practices and relationships bety een health care providers and sources of patient referr: 1. If we were to violate the Federal Anti-Kickback
Law, we may face criminal penalties nd civil sanctions, including fines and possible exclusi »n from government programs such as Medicare and
Medicaid, which may also cause us t default under our ieases and loan agreements and/or irigger cross-defaults. Adverse consequences may
also result if we violate federal Stark "aws related to certain Medicare and Medicaid physiciar referrals. While we endeavor to comply with all laws
that regulate the licensure and operati on of our senior living communities, it is difficult to pr dict how our revenues could be affected if we were
subject to an action alleging such vic lations. We are also subject to federal and siate laws dissigned to protect the confidentiality of patient health
information. The U.S. Department of Health and Human Services, or HHS, has issued rules jursuant to HIPAA relating to the privacy of such
information. Rules that became effeciive April 14, 2003 govern our use and disclosure of heaith information at centain HIPAA covered
communities. We established proced wres to comply with HIPAA privacy requirements at the se communities. We were required to be in compliance
with the HIPAA rule establishing adi inistrative, physical and technical security standards fir health information by April 2005. To the best of our
knowledge, we are in compliance wit 1 these rules.

Environmental Matters

Under various federal, state and loca environmental laws, a current or previous owner or o 2rator of real property, such as us, may be held liable
in certain circumstances for the costs of investigation, removal or remediation of certain hazardous or toxic substances, including, among others,
petroleum and materials containing : sbestos, that could be located on, in, at or under a prog erty, regardless of how such materials came to be
located there. Additionally, such an »wner or operator of real property may incur costs relating to the release of hazardous or toxic substances,
including government fines and pay nents for personal injuries or damage to adjacent prope rty. The cost of any required investigation,
remediation, removal, mitigation, co npliance, fines or personal or property damages and ow liability therefore could exceed the property’s value
and/for our assets’ value. In additior , the presence of such substances, or the fzailure to proj erly dispose of or remediate the damage caused by
such substances, may adversely affe >t our ability to sell such property, to attract additional residents and retain existing residents, to borrow
using such property as collateral or 1 > develop or redevelop such property. In addition, such laws impose liability for investigation, remediation,
removal and mitigation costs on pe1 sons who disposed of or arranged for the disposal of hizardous substances at third-party sites. Such laws and
regulations often impose liability wi hout regard to whether the owner or operator knew of, ot was responsible for, the presence, release ot
disposat of such substances as well. s without regard to whether such release or disposal ws in compliance with law at the time it occurred.
Moreover, the imposition of such li: bility upon us could be joint and several, which means we could be required 10 pay for the cost of cleaning up
contamination caused by others whe have become insolvent or otherwise judgment proof.

We do not believe that we have inct rred such liabilities as would have a material adverse e ffect on our business, financial condition and results of
operations,

Qur operations are subject to regula ion under various federal, state and local environment::] laws, including those relating to: the handling,
storage, transportation, treatment at d disposal of medical waste products generated at our communities; identification and wamning of the
presence of asbestos-containing m: terials in buildings, as well as removal of such materials; the presence of other substances in the indoor
environment; and protection of the :nvironment and natural resources in connection with (levelopment or construction of our properties.

Some of our communities generate nfectious or other hazardous medical waste due to the llness or physical condition of the residents, including,
for example, blood-soaked bandage ., swabs and other medical waste products and incontience products of those residents diagnosed with an

| infectious disease. The managemer t of infectious medical waste, including its handling, storage, transportation, treatment and disposal, is subject

i to regulation under various federal, state and local environmental laws, These environmenial laws set forth the management requirements for such

| waste, as well as related permit, recird-keeping, notice and reporting obligations. Each of ¢ur communities has an agreement with a waste
management company for the prop r disposal of all infectious medical waste. The use of s1ich waste management companies does not immunize us
from alleged violations of such me« ical waste laws for operations for which we are respon:iible even if carried out by such waste management
companies, nor does it immunize us from third-party claims for the cost to cleanup dispos:| sites at which such wastes have been disposed. Any
finding that we are not in complian :e with environmental laws could adversely affect our husiness operations and financial condition.
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Federal regulations require building owners and those exercising control over a building's management to identify and wam, via signs and labels,
their employees and certain other employers operating in the building of potential hazards posed by workplace exposure to installed asbestos-
containing materials and potential asbestos-containing materials in their buildings. The regulations also set forth emplovee training, record-
keeping requirements and sampling protocols pertaining to asbestos-containing materials and potential asbestos-containing materials. Significant
fines can be assessed for violation of these regulations. Building owners and those exercising control over a building’s management may be
subject to an increased risk of personal injury lawsuits by workers and others exposed to asbestos-containing materials and potential asbestos-
containing materials. The regulations may affect the value of a building containing asbestos-containing materials and potential asbestos-
containing materials in which we have invested. Federal, state and local laws and regulations also govern the removal, encapsulation, disturbance,
handling and/or disposal of asbestos-containing materials and potential asbestos-containing materials when such materials are in poor condition
or in the event of construction, remodeling, renovation or demolition of a building. Such laws may impose liability for improper handling or a
release to the environment of asbestos-containing materials and potential asbestos-containing materials and may provide for fines to, and for third
parties to seek recovery from, owners or operators of real properties for personal injury or improper work exposure associated with asbestos-
containing materials and potential asbestos-containing materials,

The presence of mold, lead-based paint, contaminants in drinking water, radon and/or other substances at any of the communities we own or may
acquire may lead to the incurrence of costs for remediation, mitigation or the implementation of an operations and maintenance plan. Furthermore,
the presence of mold, lead-based paint, contaminants in drinking water, radon and/or other substances at any of the communities we own or may
acquire may present a risk that third parties will seek recovery from the owners, operators or tenants of such properties for persenal injury or
property damage. In some circumstances, areas affected by mold may be unusable for periods of time for repairs, and even after successful
remediation, the known prior presence of extensive mold could adversely affect the ability of a community to retain or attract residents and could
adversely affect a community's market value.

We believe that we are in material compiiance with applicable environmental laws.

We are unable to predict the future course of federal, state and local environmental regulation and legislation, Changes in the environmental
regulatory framework could have a material adverse effect on our business. In addition, because environmental laws vary from state to state,
expansion of our operations to states where we do not currently operate may subject us to additional restrictions on the manner in which we
operate our communities.

Available Information

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to such reports, are available
free of charge through our web sit as soon as reasonably practicable after we electronically file such matertal with, or furnish it to, the Securities
and Exchange Commission, at the following address: www.brookdaleliving.com. The information within, or that can be accessed through, the web
site is not part of this report,

We have posted our Corporate Governance Guidelines, Code of Business Conduct and Ethics and the charters of our Audit, Compensation, and
ominating and Corporate Governance Committees on our web site at www.brookdaleliving.com. In addition, our Code of Ethics for Chief
xecutive and Senior Financial Officers, which applies to our Chief Executive Qfficer, Co-Presidents, Chief Financial Officer, Treasurer and
ontroller, is also available on our website. Our corporate governance materials are available in print free of charge to any stockholder upon
equest to our Corporate Secretary, Brookdale Senior Living Inc., 111 Westwood Place, Suite 200, Brentwood, Tennessee 37027,
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Item 1A. Risk Factors.
Risks Related to Qur Business

If we are unable to generate sufficic nt cash flow to cover required interest and lease payn ents, this would result in defaults of the related debt
or leases and cross-defaults under o ‘her debt or leases, which would adversely affect our .ibility to continue to generate income.

We have significant indebtedness an 1 lease obligations, and we intend to continue financin { our communities through mortgage financing, long-
term leases and other types of financ ng, including borrowings under our lines of credit and {uture credit facilities we may obtain. We cannot give
any assurance that we will generate : ufficient cash flow from operations to cover required i iterest, principal and lease payments. Any non-
payment or other default under our | nancing arrangements could, subject to cure provisions, cause the lender to foreclose upon the community or
communities securing such indebted ness or, in the case of a lease, cause the lessor to termiaate the lease, each with a consequent loss of income
and asset value to us. Furthermore, i1 some cases, indebtedness is secured by both a mortgiige on a community (or communities) and a guaranty
by us, BLC, ARC and/or Alterra. In he event of a defauit under one of these scenarios, the ender could avoid judicial procedures required to
foreclose on real property by declaring all amounts outstanding under the guaranty immedi stely due and payable, and requiring the respective
guarantor to fulfill its obligations to make such payments. The realization of any of these scenarios would have an adverse effect on our financial
condition and capital structure. Add tionally, a foreclosure on any of our properties could ¢ wse us to recognize taxable income, even if we did not
receive any cash proceeds in conne: tion with such foreclosure. Further, because our mortyages and leases generally contain cross-default and
cross-collateralization provisions, a default by us related to one community could affect a s gnificant number of our communities and their
corresponding financing arrangeme ats and leases.

Our indebtedness and long-term le ises could adversely affect our liquidity and our ability to operate our business and our ability to execute
our growth strategy.

Our level of indebiedness and our i )ng-term leases could adversely affect our future operztions and/or impact our stockholders for several
reasons, including, without limitatic n:

We may have little or no ¢ ish flow apart from cash flow that is dedicated to the p: yment of any interest, principal or amortization required
with respect to outstandir g indebtedness and lease payments with respect to ow long-term leases;

Increases in our outstand ng indebtedness, leverage and long-term leases will in:rease our vulnerability to adverse changes in general
economic and industry cc aditions, as well as to competitive pressure,

Increases in our cutstandi 1g indebtedness may limit our ability to obtain additional financing for working capital, capital expenditures,
| expansions, new develop nents, acquisitions, general corporate and other purpo ies; and

- Our ability to pay divide: ds 1o our stockholders may be limited.

Our ability to make payments of [ rincipal and interest on our indebtedness and 10 make lease payments on our leases depends upon our future
performance, which will be subjei t to general economic conditions, industry cycles and f nancial, business and other factors atfecting our
operations, many of which are be; ond our control. Our business might not continue to ge nerate cash flow at or above current levels. If we are
unable to generate sufficient cash flow from operations in the future to service our debt o7 1o make lease payments on our leases, we may be
required, ameng other things, to s ek additional financing in the debt or equity markets, r:finance or restructure all or a portion of our
indebtedness, sell selected assets, reduce or delay planned capital expenditures or delay >r abandon desirable acquisitions. Sech measures mighi
not be sufficient to enable us to s rvice our debt or to make lease payments on our leases. The failure to make required payments on our debt or
leases or the delay or abandonme it of our planned growth strategy could result in an ad'rerse effect on our future ability to generate revenues and
sustain profitability. In addition, : ny such financing, refinancing or sale of assets might 1 ot be available on economically favorable terms to us.
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| Our existing credit facilities, mortgage loans and lease arrangements contain covenants that restriet our operations and any default under
such facilities, loans or arrangements could result in the acceleration of indebtedness, termination of the leases or cross-defaults, any of which
would negatively impact our liguidity and inhibit our ability to grow our business and increase revenues.

QOur outstanding indebtedness and leases contain restrictions and covenants and require us to maintain or satisfy specified financial ratios and
coverage tests, including maintaining prescribed net worth levels, leverage ratios and debt service and lease coverage ratios on a consolidated
basis, and on a community or communities basis based on the debt or lease securing the communities. In addition, certain of our leases require us
to maintain lease coverage ratios on a lease portfolio basis (cach as defined in the leases) and maintain stockholders’ equity or tangible net worth
amounts. The debt service coverage ratios are generally calculated as revenues less operating expenses, including an implied management fee and
a reserve for capital expenditures, divided by the debt (principal and interest) or lease payment. Net worth is generally calculated as stockholders’
equity as calculated in accordance with GAAP, and in certain circumstances, reduced by intangible assets or liabilities or increased by deferred
gains from sale-leaseback transactions and deferred entrance fee revenue. These restrictions and covenants may interfere with our ability 1o obtain
financing or to engage in other business activities, which may inhibit our ability to grow our business and increase revenues. If we fail to comply
with any of these requirements, then the related indebtedness could become immediately due and payable. We cannot assure you that we could
pay this debt if it became due.

Qur outstanding indebtedness and leases are secured by our communities and, in certain cases, a guaranty by us, BLC, ARC and/or Alterra.
Therefore, an event of default under the outstanding indebtedness or leases, subject to cure provisions in certain instances, would give the
respective lenders or lessors, as applicable, the right to declare all amounts outstanding to be immediately due and payable, terminate the lease,
foreclose on collateral securing the outstanding indebtedness and leases, and restrict our ability to make additional borrowings under the
outstanding indebtedness or continue to operate the properties subject to the lease. Certain of our outstanding indebtedness and leases contain
cross-default provisions so that a default under certain outstanding indebtedness would cause a default under certain of our leases. Certain of our
outstanding indebtedness and leases also restrict, among other things, our ability to incur additional debt.

The substantial majority of our lease arrangemenits are structured as master leases, Under a master lease, we may lease a large number of
geographically dispersed properttes through an indivisible lease. As a result, it is difficult to restructure the composition of the portfolio or
economic terms of the lease without the consent of the landlord. Failure to comply with Medicare or Medicaid provider requirements is a default
under several of our master lease and debt financing instruments. In addition, potential defaults related to an individual property may cause a
default of an entire master lease portfolio and could trigger cross-default provisions in our outstanding indebtedness and other leases, which
would have a negative impact on onr capital structure and our ability to generate future revenues, and could interfere with our ability 10 pursue our
growth strategy.

Certain of our master leases also contain radius restrictions, which limit our ability to own, develop or acquire new communities within a specified
istance from certain existing communities covered by such master leases. These radius restrictions could negatively affect our expansion,
evelopment and acquisition plans.

Morigage debt and lease obligations expose us to increased risk of loss of property, which could harm our ability to generate future revenites
nd could have an adverse tax effect.

ortgage debt and lease obligations increase our risk of loss because defaults on indebtedness secured by properties or pursuant to the terms of
he lease may resull in foreclosure actions initiated by lenders or lessors and ultimately our loss of the property securing any loans for which we

e in default or cause the lessor to terminate the lease. For tax purposes, a foreclosure of any of our properties would be treated as a sale of the
roperty for a purchase price equal to the outstanding balance of the debt secured by the mortgage. If the cutstanding balance of the debt secured
y the mortgage exceeds our tax basis in the property, we would recognize taxable income on foreclosure, but would not receive any cash

roceeds, which could negatively impact our earnings. Further, our mortgage debt and leases generally contain cross-default and cross-
ollateralization provisions and a default on one community could affect a significant number of our communtties, financing arrangements and
cases.
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We may not be able to extend our cr «dit facility when it expires or enter into a replacemeit facility on terms that are as favorable to us, which
could negatively impact our liquidity and financial condifion.

We have a $400.0 million credit facili y, consisting of a $320.0 million secured line of credit ( 70.0 million letter of credit sublimit) and a letter of
credit facility of up to $80.0 million, vhich matures on November 15, 2008, subject to extens’ on at our unilateral option for two three-month
extension periods and payment of a ( .1875% commitment fee with respect to each extension [f we are unable to extend our credit facility, or enter
into a new credit facility, at or prior 1 the expiration of the existing facility, our liquidity anc financial condition could be adversely impacted. In
addition, even if we are able 1o exten 1 or replace our existing credit facility at or prior to its € xpiration, the terms of the new facility may not be as
favorable to us as the terms of our 2 isting facility.

Increases in market interest rates « puld significantly increase the costs of our unhedged debt and lease obligations, which could adversely
affect our liquidity and earnings.

Our unhedged floating-rate debt an | lease payment obligations and any unhedged floating,-rate debt incurred in the future, exposes us to interest
rate risk. Therefore, increases in pri vailing interest rates could increase our payment obligs tions, which would negatively impact our liquidity and
earnings.

Changes in the value of our intere st rate swaps could require us to post additional cash collateral with our counterparties, which could
negatively impact our liguidity an 1 financial condition.

In the normal course of our busine s, we use a variety of financial instruments to manage >r hedge interest rate risk. We have entered into certain
interest rate protection and swap a reements to effectively cap or convert floating rate de)t to a fixed rate basis, as well as to hzdge anticipated
future financing transactions. Purs sant to our hedge agreements, we are required to secur : our obligation to our counterparty if the fair value
liability exceeds a specified thresh >ld by posting cash or other collateral. In periods of sig nificant volatility in the credit marke1s, the value of our
swaps can change significantly an |, as a result, the amount of collateral we are required i post can change significantly. If we are required to
post additional collateral due to ct anges in the fair value liability of our existing or future swaps, our liquidity and financial condition could be
negatively impacted.

Our dividends have historically « xceeded our cash flows; we may not be able to pay o1 maintain dividends and the failure to do so would
adversely affect our stock price,

We have historically paid divider ds that exceed both our net income and cash flow for tt e applicable quarter and we expect that we will continue
10 pay dividends that exceed our s et income and Cash From Fagility Operations, or CFF(}. To the extent that we do so, our liquidity could be
negatively impacted. We intend ‘o continue to pay regular quarterly dividends to the hoders of our commen stock. However, our ability to pay
and maintain cash dividends is b. sed on many factors, including our ability to execute aur growth strategy, our ability to negotiate favorable lease
and other contractual terms, oper ating expense levels, the level of demand for our units beds, occupancy rates, entrance fee sales results, the rates
we charge and our liquidity posil ion. Actual results may vary substantially from estimalzs. Some of the factors are beyond our contrel and a
change in any such factor could ffect our ability to pay or maintain dividends. We can give no assurance as to our ability to pay or maintain
dividends. We also cannot assur : you that the leve! of dividends will be maintained or i1crease over time or that increases in demand for our
units/beds and monthly resident fees will increase our actual cash available for dividenxls to stockholders. The failure to pay or maintain dividends
could adversely affect our stock price.
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Due to the dependency of our revenues on private pay sources, evenis which adversely affect the ability of seniors to afford our monthly
resident fees or entrance fees (including downturns in housing markets or the economy) could cause our occupancy rates, revenues and results
of operations to decline.

Costs to senjors associated with independent and assisted living services are not generally reimbursable under government reimbursement
programs such as Medicare and Medicaid. Only seniors with income or assets meeting or exceeding the comparable median in the regions where
our communities are located typically can afford to pay our monthly resident fees. Economic downturns or changes in demographics could
adversely affect the ability of seniors to afford our resident fees or entrance fees. In addition, downturns in the housing markets, such as the one
we have recently experienced, could adversely affect the ability (or perceived ability) of seniors to afford our entrance fees and resident fees as our
customers frequently use the proceeds from the sale of their homes to cover the cost of our fees. If we are unable to retain and/or attract seniors
with sufficient income, assets o: other resources required to pay the fees associated with independent and assisted living services, our occupancy
rates, revenues and results of opzrations could decline. In addition, if the recent volatility in the housing market continues for a protracted period,
our results of operations and cash flows could be negatively impacted.

We will rely on reimbursement from governmental programs for a greater portion of our revenues than before, and will be subject to changes
in reimbursement levels, which could adversely affect our results of operations and cash flow.

We will rely on reimbursement from governmental programs for a greater portion of our revenues than before, and we cannot assure you that
reimbursement levels will not decrease in the future, which could adversely affect our resulis of operations and cash flow. Certain per person
annual limits on Medicare reimbursement for therapy services became effective in January 2006, subject to certain exceptions. These exceptions are
currently scheduled to expire on June 30, 2008. If these exceptions are modified or not extended beyond that date, there may be reductions in our
therapy services revenue and the profitability of those services. There continue to be various federal and state legislative and regulatory

proposals to implement cost containment measures that would limit payments to healthcare providers in the future. Changes in the reimbursement
policies of the Medicare program could have an adverse effect on our results of operations and cash flow.

We have a limited operating histery on a combined basis and we are therefore subject to the risks generally associated with the formation of
any new business and the combination of existing businesses.

In June 2005, we were formed for the purpose of combining two leading senior living operating companies, Brookdale Living Communities, Inc., or
BLC, and Alterra Healthcare Corporation, or Alterra, through a series of mergers that occurred in September 2005. Prior to this combination, we had
no operations or assets. We are therefore subject to the risks generally associated with the formation of any new business and the combination of
existing businesses, including the risk that we will not be able to realize expected efficiencies and economies of scale or implement our business
strategies. As such, we only have a brief combined and consolidated operating history upon which investors may evaluate our performance as an
integrated entity and assess our fulure prospects. In addition, from the date of our initial public offering in November 2005, we have purchased
over 220 additional communities, including 83 communities from ARC. There can be no assurance that we will be able to successfully integrate and
oversee the combined operations of BLC, Alterra and ARC and the additional communities purchased in these acquisitions. Accordingly, our
financial performance to date may not be indicative of our long-term future performance and may not necessarily reflect what our results of
operations, financial condition and cash flows would have been had we operated as a combined entity throughout the periods presented.

We have a history of losses and one of our eperating subsidiaries, Alterra, emerged from Chapter 11 bankrupicy reorganization in December
003, therefore, we may not be able to achieve profitability.

e have incurred net losses in every quarter since our formation in June 2005, In addition, Alterra emerged from Chapter 11 bankrupicy
organization in December 2003, approximately 11 months after filing a voluntary petition for bankruptcy reorganization, pursuant to which it
ought to facilitate and complete it ongoing restructuring initiatives. Prior to its reorganization, Alterra’s overall cash position had declined to a
evel that it believed to be insufficiznt to operate the company. This resulted in its failure to make certain scheduled debt service and lease
ayments, which caused it to be in default under several of its principal financing arrangements.
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The principal components of Alterra’ . restructuring plan were to dispose of selected under-)erforming and non-strategic assets and to restructure
its capital structure. Alterra emerged rom bankruptcy in December 2003 and in connection v-ith its reorganization, Alterra adopted fresh start
accounting as of December 4, 2003. Civen our history of losses and Alterra’s recent emerger ce from bankruptcy, there can be no assurance that
we will be able to achieve and/or mai 1tain profitability in the future. If we do not effectively manage our cash flow and combined business
operations going forward or otherwit e achieve profitability, our ability to pay dividends to ¢ ur stockholders and our stock price would be
adversely affected.

You may rot be able to compare ous historical financial information to our current financial information, which will make it more difficult to
evaluate an investment in our secur ties.

As a result of Alterra’s emergence fi am bankrupicy, we are operating a portion of our busir ess with a new capital structure and have adopted
fresh start accounting prescribed by zenerally accepted accounting principles. Accordingly unlike companies that have not previously filed for
bankruptcy protection, a portion of « ur financial condition and results of operations are not comparable to the financial condition and results of
operations reflected in Alterra’s hist-rical financial statements for periods prior ta Decembe; 4, 2003 contained in this report. Without historical
financial statements to compare to o 1r current performance, it may be more difficult for you to assess our future prospects when evaluating an
investment in our securities.

If we do not effectively manage ow growth and successfully integrate new or recently-acquired or initiated operations inte our existing
operations, our business and finan :ial results could be adversely affected.

Qur growth has and will continue tc place significant demands on our current management resources. Our ability to manage our growth effectively
and to successfully integrate new o recently-acquired or initiated operations {including e» pansions, developments, acquisitions and the
expansion of our ancillary services wogram) into our existing business will require us to ccntinue to expand our operational, financial and
management information systems # ad to continue to retain, attract, train, motivate and maniage key employees. There can be no assurance that we
will be successful in attracting qual fied individuals to the extent necessary, and manageme nt may expend significant time and energy attracting
the appropriate personnel to manag ¢ assels we purchase in the future and our expansion and development activities. Also, the additional
communities and expansion activiti :s will require us to maintain consistent quality control measures that aHow our management (0 effectively
identify deviations that result in de ivering care and services that are substandard, which may result in litigation and/or loss of licensure or
certification. If we are unable to m: nage our growth effectively, successfully integrate new or recently-acquired or initiated operations into our
existing business, or maintain con: istent quality control measures, our business, financial condition and results of operations could be adversely
affected.

Delays in obtaining regulatory ag orovals could hinder our plans to expand our ancillay services program, which could negatively impact
our anticipated revenues, results «f aperations and cash flows.

We plan to continue to expand our offering of ancillary services (including therapy and hc me health) to additional communities. In the current
environment, it is difficult to obtai 1 certain required regulatory approvals. Delays in obta ning required regulatory approvals could impede our
ability to expand to additional con munities in accordance with our plans, which could ne, ratively impact our anticipated revenues, results of
operations and cash flows.

If we are unable to expand our co mmunities in accordance with our plans, our anticip wed revenues and resulls of operations could be
adversely affected.

We are currently working on proji cts that will expand several of our existing senior living communities over the next several years. We are also
developing certain new senior liv ng communities. These projects are in various stages of development and are subject to a number of factors over
which we have little or no control. Such factors include the necessity of arranging separ: te leases, mortgage loans or other financings to provide
the capital required to complete tt ese projects; difficulties or delays in obtaining zoning, land use, building, occupancy, licensing, certificate of
need and other required governm :ntal permits and approvals: failure to complete constr iction of the projects on budget and on schedule; failure
of third-party contractors and sut zontractors to perform under their contracts; shortages of labor or materials that could delay projects or make
them more expensive; adverse wi ather conditions that could delay completion of projects; increased costs resulting from general economic
conditions or increases in the co: t of materials; and increased costs as a result of chang s in
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laws and regulations. We cannot assure you that we will elect to undertake or complete all of our proposed expansion and development projects,
or that we will not experience delays in completing those projects. In addition, we may incur substantial costs prior to achieving stabilized
occupancy for each such project and cannot assure you that these costs will not be greater than we have anticipated. We also cannot assure you
that any of our expansion or devezlopment projects will be economically successful. Our failure to achieve our expansion and development plans
could adversely impact our growth objectives, and our anticipated revenues and results of operations.

We may encounter difficulties in acquiring communities af attractive prices or integrating acquisitions with our operations, which may
adversely affect our operations and financial condition.

We will continue to selectively target strategic acquisitions as opportunities arise. The process of integrating acquired communities into our
existing operations may result in unforeseen operating difficulties, divert managerial attention or require significant financiat resources. These
acquisitions and other future acquisitions may require us to incur additional indebtedness and contingent liabilities, and may result in unforeseen
expenses or compliance issues, vvhich may limit our revenue growth, cash flows, and our ability to achieve profitability and pay dividends to our
stockholders. Moreover, any future acquisitions may not generate any additional income for us or provide any benefit to our business. In addition,
we cannot assure you that we will be able to locale and acquire communities at attractive prices in locations that are compatible with our strategy
or that competition for the acquisition of communities will not increase. Finally, when we are able to locate communities and enter into definitive
agreements to acquire or lease them, we cannot assure you that the transactions will be completed. Failure to complete transactions after we have
entered into definitive agreements may result in significant expenses to us.

Unforeseen costs associated witlh the acquisition of communities could reduce our future profitability.

ur growth strategy contemplates selected future acquisitions of existing senior living operating compantes and communities. Despite our
xtensive underwriting and due diligence procedures, communities that we have previously acquired or may acquire in the future may generate
nexpectedly low or no returns o may not meet a risk profile that our investors find acceptable. In addition, we might encounter unanticipated
ifficulties and expenditures relating (o any of the acquired communities, including contingent liabilities, or newly acquired communities might
equire significant management attention that would otherwise be devoted to our ongoing business. For example, a community may require capital
xpenditures in excess of budgeted amounts, or it may experience management turnover that is higher than we project. These costs may negatively
ffect our future profitability.

ompetition for the acquisition of strategic assets from buyers with lower costs of capital than us or that have lower return expectations than
¢ do could limit our ability to compete for strategic acquisitions and therefore to grow our business effectively.

everal real estate investment trusts, or REITs, have similar asset acquisition objectives as we do, along with greater financial resources and lower
osts of capita! than we are able to obtain. This may increase competition for acquisitions that would be suitable to us, making it more difficult for
s to compete and successfully implement our growth strategy. There is significant competition among potential acquirers in the senior living
dustry, including REITs, and there can be no assurance that we will be able to successfully implement our growth strategy or complete
cquisitions, which could limit our ability to grow our business effectively.

e may need additional capital 16 fund our operations and finance our growth, and we may not be able to obtain it on terms acceptable to us,
r at all, which may limit our ability to grow.

ontinued expansion of our business through the expansion of our existing communities, the development of new communities and the acquisition
existing senior living operating companies and communities will require additional capital, particularly if we were to accelerate our expansion and
quisition plans. Financing may 10t be available to us or may be available to us only on terms that are not favorable. In addition, certain of our
tstanding indebtedness and long-term leases restrict, among other things, our ability to incur additional debi. If we are unable to raise additional
nds or obtain them on terms acceptable to us, we may have to delay or abandon some or all of our growth strategies. Further, if additional funds
e raised through the issnance of
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additional equity securities, the perc :ntage ownership of our stockholders would be dilute¢. Any newly issued equity securities may have rights,
preferences or privileges senior to tt ose of our common stock.

We are susceptible to risks associat d with the lifecare benefits that we affer the resident of our lifecare enfrance fee communities.

As of December 31, 2007, we operat «d ten lifecare entrance fee communities that offer resid :nts a limited lifecare benefit, Residents of these
communities pay an upfront entranc : fee upon occupancy, of which a portion is generally re fundable, with an additional monthly service fee while
living in the community. This limite« lifecare benefit is typically (a)  certain number of free days in the community’s health center during the
resident’s lifetime, (b) a discounted -ate for such services, or (c) a combination of the two. " 'he lifecare benefit varies based upon the extent to
which the resident’s entrance fez is : efundable. The pricing of entrance fees, refundability | rovistons, monthly service fees, and lifecare benefits
are determined utilizing actuarial pr jections of the expected morbidity and mortality of the resident population. In the event the entrance fees and
monthly service payments establish :d for our communities are not sufficient to cover the cast of lifecare benefits granted to residents, the results
of operations and financial conditio 1 of these communities could be adversely affected.

Residents of these entrance fee com nunities are guaranteed a living unit and nursing care a, the community during their lifetime, even if the
resident exhausts his or her financi: | resources and becomes unable to satisfy his or her ob igations to the community. In addition, in the event a
resident requires nursing care and tl ere is insufficient capacity for the resident in the nursi1 g facility at the community where the resident lives,
the community must contract with : third party to provide such care. Although we screen >otential residents to ensure that they have adequate
assets, income, and reimbursements from government programs and third parties to pay the r obligations to our communities during their lifetime,
we cannot assure you that such asse 's, income, and reimbursements will be sufficient in all cases. If insufficient, we have rights of set-off against
the refundable portions of the resid :nts' deposits, and would also seek available reimbursement under Medicaid or other available programs. To
the extent that the financial resourc :s of some of the residents are not sufficient to pay for he cost of facilities and services provided to them, or in}
the event that our communities mu: L pay third parties to provide nursing care to residents of our communities, our results of operations and
financial condition wouid be adver: :ly affected.

The geographic concentration of « ur communities could leave us vulnerable to an economic downturn, regulatory changes or acts of nature
in those areas, resulting in a decre ise in our revenues or an increase in our costs, or otherwise negatively impacting our resulls of operations.

We have a high concentration of co nmunities in various geographic areas, including the suites of Florida, Texas, North Carolina, California,
Colorado, Ohio and Arizona. As a1esult of this concentration, the conditions of local economies and real estate markets, changes in governmental
rules and regulations, particularly 1vith respect to assisted living communities, acts of nature and other factors that may result in a decrease in
demand for senior living services i 1 these states could have an adverse effect on our reve ues, costs and results of operations. In addition, given
the location of our communities, w : are particularly susceptible to revenue loss, cost incre¢ ase or damage caused by other severz weather
conditions or natural disasters sucl . as hurricanes, carthquakes or tornados. Any significent loss due to a natural disaster may not be covered by
insurance and may lead to an incre ise in the cost of insurance.

Termination of our resident agree nents and vacancies in the living spaces we lease cou'd adversely affect our revenues, earnings and
occupancy levels.

State regulations governing assiste 1 living communities require written resident agreemen ts with each resident. Several of these regulations also
require that each resident have the right to terminate the resident agreement for any reaso 1 on reasonable notice. Consistent with these
regulations, many of our assisted | ving resident agreements allow residents to terminate taeir agreements upon 0 to 30 days’ notice. Unlike typic
apartment leasing or independent | ving arrangements that involve lease agreements with ipecified leasing periods of up 1o a year or longer, in
many instances we cannot contrac' with our assisted living residents to stay in those livin ; spaces for longer periods of time. Qur retirement
center resident agreements general ly provide for termination of the lease upon death or al ow a resident to terminate his or her lease upon the nee
for a higher level of care not provic ed at the community. If multiple residents terminate thzir resident agreements at or around the same time, our
revenues, earmings and occupancy levels could be adversely affected. In addition, becau: e of the
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‘ demographics of our typical residents, including age and health, resident turnover rates in our communities are difficult to predict. As a resuit, the
living spaces we lease may be unoccupied for a peried of time, which could adversely affect our revenues and earnings.

Increases in the cost and availability of labor, including increased competition for or a shortage of skilled personnel, would have an adverse
effect on our profitability and/or our ability to conduct our business operations.

Our success depends on our ability to retain and attract skilled management personnel who are responsible for the day-to-day operations of each
of our communities. Each community has an Executive Director responsible for the overall day-to-day operations of the community, including
quality of care, social services and financial performance. Depending upon the size of the community, each Executive Director is supported by a
community staff member who is directly responsible for day-to-day care of the residents and either community staff or regional support to oversee
the community's marketing and community outreach programs. Other key positions supporting each community may include individuals
responsible for food service, healthcare services, therapy services, activities, housekeeping and engineering. We compete with various health care
service providers, including other senior living providers, in retaining and attracting qualified and skilled personnel. Increased competition for or a
shortage of nurses, therapists or other trained personnel, or general inflationary pressures may require that we enhance our pay and benefits
package to compete effectively for such personnel. We may not be able to offset such added costs by increasing the rates we charge to our
residents or our service charges. Turnover rates and the magnitude of the shortage of nurses, therapists or other trained personnel varies
substantially from market to market. Although reliable industry-wide data on key employee retention does not exist, we believe that our employee
etention rates are consistent with those of other national senior housing operators, In addition, efforts by labor unions to unionize any of our
ommunity personnel could divett management attention, lead to increases in our labor costs and/or reduce our flexibility with respect to certain
orkplace rules. If there is an increase in our staffing and labor costs, our profitability would be negatively affected. In addition, if we fail 1o attract
nd retain qualified and skilled personnel, our ability to conduct our business operations effectively, our ability to implement our growth strategy,
nd our overall operating results could be harmed.

eparture of our key officers could harm our business.

ur future success depends, to a significant extent, upon the continued service of our senior management personnel, particularly: W.E. Sheriff, our
hief Executive Officer; Mark W. Ohlendorf, our Co-President and Chief Financial Officer; and John P. Rijos, our Co-President and Chief Operating
tficer. If we were to lose the services of any of these individuals, our business and financial resulis could be adversely affected,

nvironmental contamination at any of our communities could result in substantial liabilities to us, which may exceed the value of the
nderlying assets and which could materially and adversely effect our liguidity and earnings.

nder various federal, state and local environmental laws, a current or previous owner or operator of real property, such as us, may be held liable
certain circumstances for the costs of investigation, removal or remediation of, or related to the release of, certain hazardous or toxic substances,
at could be located on, in, at or under a property, regardless of how such materials came to be located there. The cost of any required
vestigation, remediation, removal, mitigation, comptiance, fines or personal or property damages and our liability therefore could exceed the
roperty’s value and/or our assets’ value. In addition, the presence of such substances, or the failure to properly dispose of or remediate the
amage caused by such substances, may adversely affect our ability to sell such property, to attract additional residents and retain existing
sidents, to borrow using such property as collateral or to develop or redevelop such property. In addition, such laws impose liability, which may
¢ joint and several, for investigation, remediation, removal and mitigation costs on persons who disposed of or arranged for the disposal of
azardous substances at third party sites. Such laws and regulations often impose liability without regard to whether the owner or operator knew
f, or was responsible for, the presence, release or disposal of such substances as well as without regard to whether such release or disposal was
compliance with law at the time it occurred. Although we do not believe that we have incurred such liabilities as would have a material adverse
fect on our business, financial condition and results of operations, we could be subject to substantial future liability for environmental
ntamination that we have no kncwledge about as of the date of this report and/or for which we may not be at fault.
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Failure to comply with existing eny ronmental laws could result in increased expenditur i, litigation and potential loss to our business and in
our asset value, which would have « n adverse effect on our earnings and financial condirion.

Our operations are subject to regulation under various federal, state and local environmental laws, including those relating to: the handling,
storage, iransportation, treatment an 1 disposal of medical waste products generated at our « ommunities; identification and warning of the
presence of asbestos-containing ma erials in buildings, as well as removal of such materials; the presence of other substances in the indoor
environment; and protection of the « nvironment and natural resources in connection with ¢ evelopment or construction of our properties.

Some of our communities generate iafectious or other hazardous medical waste due to the illness or physical condition of the residents. Each of
our communities has an agreement " 7ith a waste management company for the proper dispe sal of all infectious medical waste, but the use of such
waste management companies does 10t immunize us from alleged violations of such laws fiir operations for which we are responsible even if
carried out by such waste managenn nt companies, nor does it immunize us from third-party claims for the cost to cleanup disposal sites at which
such wastes have been disposed.

Federal regulations require building owners and those exercising control over a building’s ynanagement o identify and warn their employees and
certain other employers operating i't the building of potential hazards posed by workplace exposure to installed asbestos-containing materials and
potential asbestos-containing mate ials in their buildings. Significant fines can be assessec for violation of these regulations. Building owners and
those exercising control over a buil ling’s management may be subject to an increased risk of personal injury lawsuits. Federal, state and local laws
and regulations also govern ihe ren oval, encapsulation, disturbance, handling and/or disf osal of asbestos-containing materials and potential
asbestos-containing materials wher such materials are in poor condition or in the event of :onstruction, remodeling, renovation or demolition of a
building. Such laws may impose liaJility for improper handling or a release to the envirennient of asbestos-containing materials and potential
asbestos-containing materials and - nay provide for fines to, and for third parties to seek re« avery from, owners or operators of real properties for
personal injury or improper work e :posure associated with asbestos-containing materials nd potential asbestos-containing materials.

The presence of mold, lead-based f 1int, contaminants in drinking water, radon and/or otht r substances at any of the communities we own or may
. acquire may lead to the incurrence if costs for remediation, mitigation or the implementati »n of an operations and maintenance plan and may result
in third party litigation for personal injury or property damage. Furthermore, in some circu nstances, areas affected by mold may be unusable for
periods of time for repairs, and eve | after successful remediation, the known prior presenc : of extensive mold could adversely affect the ability of
community to retain or attract resic ents and could adversely affect a community's market -ralue.

Although we believe that we are cu Tently in material compliance with applicable environir ental laws, if we fail to comply with such laws in the
future, we would face increased ex renditures both in terms of fines and remediation of the underlying problem(s), potential litigation relating to
exposure to such materials, and pa ential decrease in value to our business and in the valve of our underlying assets. Therefore, our failure to
comply with existing environment | laws would have an adverse effect on our earnings, o ir financial condition and our ability to pursue our
growth strategy.

We are unable to predict the future course of federal, state and local environmental regulazion and legislation. Changes in the environmental
regulatory framework could have : material adverse effect on our business. In addition, bicause environmental laws vary from state to state,
expansion of our operations to sta’ es where we do not currently operate may subject us tc additional restrictions on the manner in which we
operate our communities.

We are subject to risks associate: with complying with Section 404 of the Sarbanes-Osley Act of 2002,
We are subject to various regulaic ry requirements, including the Sarbanes-Oxley Act of ; 002. Under Section 404 of the Sarbanes-Oxley Act of
2002, our management is required to include a report with each Annual Report on Form 1(-K regarding our internal control over financial reporting

We have implemented processes « ocumenting and evaluating our system of internal cont;ols. Complying with these requirements is expensive,
time consuming,
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and subject to changes in regulatory requirements. The existence of one or more material weaknesses, management’s conclusion that its internal
conirol over financial reporting is not effective, or the inability of our auditors to express an opinion that our internal control over financial
reporting is effective, could result in a loss of investor confidence in our financial reports, adversely affect cur stock price and/or subject vs to
sanctions or investigation by regulatory authorities.

Risks Related to Pending Litigation
Complaints filed against us could, if adversely determined, subject us to a material loss.

In connection with the sale of certain communities to Ventas Realty Limited Partnership (*Ventas™) in 2004, two legal actions have been filed. The
first action was filed on September 15, 2005, by current and former limited partners in 36 investing partnerships in the United States District Court
for the Eastern District of New York captioned David T. Atkins et al. v. Apolio Real Estate Advisors, L.P., et al. (the “Action™). On March 17, 2006,
a third amended complaint was filed in the Action. The third amended complaint is brought on behalf of current and former limited partners in 14
investing partnerships. It names as defendants, among others, the Company, BLC, one of our subsidiaries, GFB-AS Investors, LLC (“GFB-AS"),a
subsidiary of BLC, the general partners of the 14 investing partnerships, which are alleged to be subsidiaries of GFB-AS, Fortress Investment
Group (“Fortress™), an affiliate of our largest stockholder, and R. Stanley Young, our former Chief Financial Officer. The nine count third amended
complaint alleges, among other things, (i) that the defendants converted for their own use the property of the limited partners of 11 partnerships,
including through the failure to obtain consents the plaintiffs contend were required for the sale of communities indirectly owned by those
partnerships to Ventas; {ii) that the defendants fraundulently persuaded the limited partners of three partnerships to give up a valuable property
right based upon incomplete, false and misleading statements in connection with certain consent solicttations; (iii) that certain defendanus,
including GFB-AS, the general partners, and our former Chief Financial Officer, but not including the Company, BLC, or Fortress, committed mail
fraud in connection with the sale of communities indirectly owned by the 14 partnerships at issue in the Action to Ventas; (iv) that certain
defendants, including GFB-AS and our former Chief Financial Officer, but not including the Company, BLC, the general partners, or Fortress,
committed wire fraud in connection with certain communications with plaintiffs in the Action and another investor in a limited partnership; (v) that
the defendants, with the exception of the Company, committed substantive violations of the Racketeer Influenced and Corrupt Organizations Act
("RICO™); (vi) that the defendant; conspired to violate RICO; (vii) that GFB-AS and the general partners violated the parinership agreements of
the 14 investing partnerships; {viii) that GFB-AS, the general partners, and our former Chief Financial Officer breached fiduciary duties to the
plaintiffs; and (ix) that the defendants were unjustly enriched. The plaintiffs have asked for damages in excess of $100.0 million on each of the
counts described above, including treble damages for the RICO claims. On April 18, 2006, we filed a motion to dismiss the claims with prejudice,
which remains pending before the court, and plan to continue to vigorously defend this Action. A putative class action lawsuit was also filed on
March 22, 2006 by certain limited partners in four of the same partnerships involved in the Action in the Court of Chancery for the State of
Delaware captioned Edith Zimmerman et al. v. GFB-AS Investors, LLC and Brookdale Living Communities, Inc. (the “Second Action™}. On
November 21, 2006, an amended complaint was filed in the Second Action. The putative class in the Second Action consists only of those limited
partners in the four investing partnerships who are not plaintiffs in the Action. The Second Action names as defendants BLC and GFB-AS. The
complaint alleges a claim for breach of fiduciary duty arising out of the sale of communities indirectly owned by the investing partnerships to
entas and the subsequent lease of those communities by Ventas to subsidiaries of BLC. The plaintiffs seek, among other relief, an accounting,
amages in an unspecified amount, and disgorgement of unspecified amounts by which the defendants were allegedly unjustly enriched. On
ecember 12, 2006, we filed an answer denying the claim asserted in the amended complaint and providing affirmative defenses. On December 27,
006, the plaintiffs moved to cenify the Action as a class action. Both the plaintiffs and defendants have served document production requests
nd the Action is currently in the beginning stages of document discovery. We also intend to vigorously defend this Second Action. Because
hese actions are in an early stage, we cannot estimate the possible range of loss, if any.

n addition, we have been and are currently involved in other litigation and claims incidental to the conduct of our business which are comparable
o other companies in the senior living industry. Certain claims and lawsuits allege large damage amounis and may require significant legal costs to
efend and resolve. Similarly, the senior living industry is continuously subject to scrutiny by governmental regulators, which could result in
itigation related to regulatory compliance matters. As a result, we maintain insurance policies in amounts and with
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coverage and deductibles we believe ire adequate, based on the nature and risks of our busi 1ess, historical experience and indusiry standards.
Because our current policies provide f ir deductibles of $3.0 million for each claim, we are, in 1:ffect, self-insured for most claims. If we experience a
grealer number of losses than we anti :ipate under these policies, our results of operation an< financial condition could be adversely affected.

Risks Related to Our Industry

The cost and difficulty of complving with increasing and evolving regulation and enforceinent could have an adverse effect on our business
operations and profits.

The regulatory environment surroun ling the senior living industry continues to evolve and intensify in the amount and type of laws and
regulations affecting it, many of whi« h vary from state to state. In addition, many senior living communilies are subject to regulation and licensing
by state and local health and social s rvice agencies and other regulatory authorities. In sev.:ral of the states in which we operate or may operate,
we are prohibited from providing cer ain higher levels of senior care services without first ol taining the appropriate licenses. Also, in several of
the states in which we operate or inte 1d to operate, assisted living communities and/or skille } nursing facilities require a certificate of need before
the community can be opened or the ervices at an existing community can be expanded. Fuwithermore, federal, state and local officials are
increasingly focusing their efforts on enforcement of these laws, particularly with respect to large for-profit, multi-community providers like us.
These requirements, and the increasc d enforcement thereof, could affect our ability to expar d into new markets, to expand our services and
communities in existing markets and if any of our presently licensed communities were to ¢ perate outside of its licensing authority, may subject us
to penalties including closure of the :ommunity. Future regulatory developments as well as mandatory increases in the scope and severity of
deficiencies determined by survey o - inspection officials could cause our operations to suff >r. We are unable to predict the future course of
federal, state and local legislation or cegulation. If regulatory requirements increase, whethe: through enactment of new laws or regulations or
changes in the enforcement of existi 1g rules, our eamnings and operations could be adversely affected.

The intensified regulatory and enfor :ement environment impacts providers like us because of the increase in the number of inspections or surveys
by governmental authorities and cor sequent citations for failure to comply with regulatory requirements. We also expend considerable resources
to respond to federal and state inves igations or other enforcement action. From time to tim: in the ordinary course of business, we receive
deficiency reports from state and fe: .eral regulatory bodies resulting from such inspections or surveys. Although most inspection deficiencies are
resolved through an agreed-to plan »f corrective action, the reviewing agency typically hat the authority to take further action against a licensed
or certified facility, which could res it in the imposition of fines, imposition of a provisional or conditional license, suspension or revocation of a
license, suspension or denial of adm issions, loss of certification as a provider under federal health care programs or imposition of other sanctions,
including criminal penalties. Furthe: more, certain states may allow citations in one commur ity to impact other communities in the state. Revocation
of a license at a given community cu uld therefore impact our ability to obtain new licenses 11 to renew existing licenses at other communities,
which may also cause us to be in de fault under our leases, trigger cross-defaults, trigger de faults under certain of our credit agreements or
adversely affect our ability to opera e and/or obtain financing in the future. If a state were t> find that one community’s citation ‘would impact
another of our communities, this w wld also increase costs and result in increased surveill ance by the state survey agency. To date, none of the
deficiency reports received by us h s resulted in a suspension, fine or other disposition thit has had a material adverse effect on our revenues.
However, the failure 1o comply witl applicable legal and regulatory requirements in the fut ire could result in a material adverse effect to our
business as a whole.

There are various extremely comple x federal and state laws governing a wide array of refer al relationships and arrangements and prohibiting fraud
by health care providers, including those in the senior living industry, and governmental z gencies are devoting increasing attention and resources
to such anti-fraud initiatives. Some examples are the Health Insurance Portability and Accc untability Act of 1996, or HIPAA, the Balanced Budget
Act of 1997, and the False Claims / .ct, which gives private individuals the ability to bring tin action on behalf of the federat government. The
violation of any of these laws or re :ulations may result in the imposition of fines or other jenalties that could increase our costs and otherwise
jeopardize our business. Under the Jeficit Reduction Act of 2005, or DRA 2005, every enti:y that receives at least $5 million annually in Medicaid
payments must have established wiitten policies for all employees, contractors or agents, § roviding detailed information about false claims, false
statements and whistleblower prote ctions under certain federal laws, including the federal
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False Claims Act, and similar state laws. Failure to comply with this new compliance requirement may potentially give rise to potential liability.
DRA 2005 also creates an incentive for states to enact false claims laws that are comparable to the federal False Claims Act.

Additionally, we provide servic:s and operate communities that participate in federal and/or state health care reimbursement programs, which
makes us subject to federal and state laws that prohibit anyone from presenting, or causing to be presented, claims for reimbursement which are
false, fraudulent or are for items or services that were not provided as claimed. Similar state laws vary from state to state and we cannot be sure

that these laws will be interpreted consistently or in keeping with past practice. Violation of any of these laws can result in loss of licensure, civil or
criminal penalties and exclusion of health care providers or suppliers from furnishing covered items or services to beneficiaries of the applicable
federal and/or state health care reimbursement program. Loss of licensure may also cause us Lo default under our leases and/or trigger cross-
defaults,

We are also subject to certain federal and state laws that regulate financial arrangements by health care providers, such as the Federal Anti-
Kickback Law, the Stark laws and certain state referral laws. Authorities have interpreted the Federal Anti-Kickback Law very broadly to apply to
many practices and relationships between health care providers and sources of patient referral. This could result in criminal penalties and civil
sanctions, incleding fines and possible exclusion from government programs such as Medicare and Medicaid, which may also cause us to default
under our leases and/or trigger cross-defaults. Adverse consequences may also result if we violate federal Stark laws related to certain Medicare
artd Medicaid physician referrals, While we endeavor to comply with all laws that regulate the licensure and operation of our business, it is difficult
to predict how our revenues could be affected if we were subject to an action alleging such violations.

Compliance with the Americans with Disabilities Act, Fair Housing Act and fire, safety and other regulations may require us to make
unanticipated expenditures, which could increase our costs and therefore adversely affect our earnings, financial condition and our ability to
pay dividends to stockholders.

All of our communities are required to comply with the Americans with Disabilities Act, or ADA. The ADA has separate compliance requirements
for “public accommodations” and “commercial properties,” but generally requires that buildings be made accessible to people with disabilities.
Compliance with ADA requirements could require removal of access barriers and non-compliance could result in imposition of government fines or
an award of damages to private litigants.

We must also comply with the Fair Housing Act, which prohibits us from discriminating against individuals on certain bases in any of our

ractices if it would cause such individuals to face barriers in gaining residency in any of our communities. Additionally, the Fair Housing Act and
ther state laws require that we advertise our services in such a way that we promote diversity and not limit it. We may be required, among other
hings. to change our marketing Lechniques to comply with these requirements.

n addition, we are required to operate our communities in compliance with applicable fire and safety regulations, building codes and other land
se regulations and food licensing or certification requirements as they may be adopted by governmental agencies and bodies from time to time.
ike other health care facilities, senior living communities are subject to periodic survey or inspection by governmental authorities to assess and
ssure compliance with regulatory requirements. Surveys occur on a regular (often annual or bi-annual) schedule, and special surveys may result
rom a specific complaint {iled by a resident, a family member or one of our competitors, We may be required to make substantial capita)
xpenditures to comply with those requirements.

apital expenditures we have made to comply with any of the above to date have been immaterial, however, the increased costs and capital
xpenditures that we may incur in order to comply with any of the ahove would result in a negative effect on our earnings, financial condition and
ur ability to pay dividends to stockholders.

ignificant legal actions and liability claims against us in excess of insurance limits could subject us to increased operating costs and
bstantial uninsured liabilities, which may adversely affect our financial condition and operating results.

¢ senior living business entails an inherent risk of liability, particularly given the demographics of our residents, including age and health, and
e services we provide. In recent: years, we, as well as other participants in our industry, have been subject to an increasing number of claims and
wsnits alleging that our services have
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resulted in resident injury or other ac verse effects. Many of these lawsuits invelve large dariage claims and significant legal cosis. Many states
continue to consider tort reform and § ow it will apply to the senior living industry. We may ontinue to be faced with the threat of large jury
verdicts in jurisdictions that do not fi 1d favor with large senior living providers. We maintain liability insurance policies in amounts and with the
coverage and deductibles we believe are adequate based on the nature and risks of our busi 1ess, historical experience and industry standards. We
have formed a wholly-owned “captiv 2" insurance company for the purpose of insuring certzin portions of our risk retention under our general and
professional liability insurance progr, ms. For the year ended December 31, 2007, we did not have any claims that exceeded our policy limits.
However, there can be no guarantee * hat we will not have such claims in the future,

If a successful claim is made against us and it is not covered by our insurance or exceeds the policy limits, our financial condition and results of
operations could be materially and ac versely affected. In some states, state law may prohibit or limit insurance coverage for the risk of punitive
damages arising from professional iz bility and general liability claims and/or litigation. As a result, we may be liable for punitive damage awards in
these states that either are not covere d or are in excess of our insurance policy limits. Also, the above deductibles, or self-insured retention, are
accrued based on an actuarial project ion of future liabilities. If these projections are inaccur: te and if there are an unexpectedly large number of
successful claims that result in liabili ies in excess of our self-insured retention, our operating results could be negatively affected. Claims against
us, regardless of their merit or event: al outcome, also could have a material adverse effect ¢ n our ability to attract residents or expand our
business and could require our man: gement to devote time to matters unrelated to the day- o-day operation of our business, We also have to
renew our policies every year and nc gotiate acceptable terms for coverage, exposing us to tlie volatility of the insurance markets, including the
possibility of rate increases. There ¢ .n be no assurance that we will be able to obtain liability insurance in the futare or, if available, that such
coverage will be available on accept: ble terms,

Overbuilding and increased compe. ition may adversely affect our ability to generate and increase our revenues and profits and to pursue our
business strategy.

The senior living industry is highly c ompetitive, and we expect that it may become more conapetitive in the future. We compete with numerous
other companies that provide long-t :rm care alternatives such as home healthcare agencies, therapy services, life care at home, community-based
service programs, retirement comm nities, convalescent centers and other independent livi 1g, assisted living and skilled nursing providers,
including not-for-profit entities. In g zneral, regulatory and other barriers to competitive ent 'y in the independent living and assisted living
segments of the senior living indust' y are not substantial. We have experienced and expect to continue to experience increased competition in our
efforts to acquire and operate senior living communities. Consequently, we may encounter increased competition that could limit our ability to
attract new residents, raise resident ‘ees or expand our business, which could have a mater, al adverse effect on our revenues and earnings.

In addition, overbuilding in the late  990’s in the senior living industry reduced the occupancy rales of many newly constructed buildings and, in
some cases, reduced the monthly rat 2 that some newly built and previously existing comme nities were able to obtain for their services. This
resulted in lower revenues for certai 1 of our communities during that time, While we believ : that overbuilt markets have stabilized and should
continue to be stabilized for the imn ediate future, we cannot be certain that the effects of ttis period of overbuilding will not effizct our occupancy
and resident fee rate levels in the fu' ure, nor can we be certain that another period of overtniilding in the future will not have the same effects.
Moreover, while we believe that the new construction dynamics and the competitive environments in the states in which we operate are
substantially similar to the national narket, taken as a whole, if the dynamics or environment were to be significantly adverse in one or more of
those states, it would have a dispro ortionate effect on our revenues (due to the large portion of our revenues that are generated in those states).

Risks Related to Our Organizatior and Structure

If the ownership of our common st 1ck continues to be highly concentrated, it may prevent you and other stockholders from influencing
significant corporate decisions and'may result in conflicts of interest.

As of December 31, 2007, funds ma 1aged by affiliates of Fortress beneficially own 61,007,267 shares, or approximately 58.1% of our outstanding
common stock (including unvested restricted shares). In addition, two of
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our directors are associated with Fortress. As a result, funds managed by affiliates of Fortress are able to control fundamental and significant
corporate matters and transactions, including: the election of directors;, mergers, consolidations or acquisitions; the sale of all or substantially all
of our assets and other decisions affecting our capital structure; the amendment of our amended and restated certificate of incorporation and our
amended and restated by-laws; and the dissolution of the Company. Fortress’s interests, including its ownership of the North American
operations of Holiday Retirement Corp., one of our competitors, may conflict with your interests. Their control of the Company could delay, deter
or prevent acts that may be favored by our other stockholders such as hostile takeovers, changes in control of the Company and changes in
management. As a result of such actions, the market price of our common stock could decline or stockholders might not receive a premium for their
shares in connection with a change of control of the Company.

Anti-takeover provisions in our amended and restated certificate of incorporation and our amended and restated by-laws may discourage,
delay or prevent a merger or acquisition that you may consider favorable or prevent the removal of our current board of directors and
management,

Certain provisions of our amended and restated certificate of incorporation and our amended and restated by-laws may discourage, delay or
prevent a merger or acquisition that you may consider favorable or prevent the removal of our current board of directors and management. We
have a number of anti-takeover devices in place that will hinder takeover attempts, including:

a staggered board of directors consisting of three classes of directors, each of whom serve three-year terms;

removal of directors only for cause, and only with the affirmative vote of at least 80% of the voting interest of stockholders entitled to
vote;

blank-check preferred stock:
provistons in our amended and restated certificate of incorporation and amended and restated by-laws preventing stockholders from

calling special meetings (with the exception of Fortress and its affiliates, so long as they collectively beneficiallv own at least 50.1% of our
issued and outstanding common stock);

advance notice requirements for stockholders with respect to director nominations and actions to be taken at annual meetings; and

no provision in our amended and restated certificate of incorporation for cumutative voting in the election of directors, which means that
the holders of a majority of the outstanding shares of our common stock can elect all the directors standing for election.

dditionally, our amended and restated certificate of incorporation provides that Section 203 of the Delaware General Corporaticn Law, which
estricts certain business combinations with interested stockholders in certain situations, will not apply to us. This may make it easier for a third
arty Lo acquire an interest in some or all of us with Fortress’ approval, even though our other stockholders may not deem such an acquisition
eneficial to their interests.

e are a holding company with no operations and rely on our operating subsidiaries to provide us with funds necessary to meet our financial
bligations.

e are a holding company with no material direct operations. Our principal assets are the equity interests we directly or indirectly hold in our
perating subsidiaries. As a result, we are dependent on loans, dividends and other payments from our subsidiaries to generate the funds
ecessary to meet our financial obligations, including paying dividends. Our subsidiaries are legally distinct from us and have no obligation to
ake funds available to us.
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Risks Related to Our Common j5toc ¢

The market price and trading volun e of our common stock may be volatile, which could i esult in rapid and substantial losses for our
stockholders.

The market price of our common sto: k may be highly volatile and could be subject to wide f uctuations. In addition, the trading volume in our
common stock may fluctuate and cau se significant price variations to occur. If the market pr ce of our common stock declines significantly, you
may be unable to resell your shares a: or above your purchase price. We cannot assure you 1hal the market price of our common stock will not
fluctuate or decline significantly in tl e future. Some of the factors that could negatively affe :t our share price or result in fluctuations in the price
or trading volume of our common ste :k include:

- variations in our quarterly ¢ perating results;

+ changes in our dividend;

- changes in our earnings est mates;

+ the contents of published re search reports about us or the senior living industry or the failure of securities analysts to cover our common
stock;

- additions or departures of k :y management personnel;

- any increased indebtedness we may incur or lease obligations we may enter into in the future;
- actions by institutional stoc kholders;
- changes in market valuatior s of similar companies;

- announcements by us or ou * competitors of significant contracts, acquisitions, strz tegic partnerships, joint ventures or capital
comumitments;

- speculation or reports by th : press or investment community with respect to the Company or the senior living industry in general;
- increases in market interest rates that may lead purchasers of our shares to demand a higher yield;

- changes or proposed chang :s in laws or regulations affecting the senior living industry or enforcement of these laws and regulations, or
announcements relating to hese matters; and

- general market and econom c¢ conditions,
Future offerings of debt or equity s curities by us may adversely affect the market price o our common stock.

In the future, we may attempt to incr :ase our capital resources by offering debt or additional equity securities, including commercial paper,
medium-term notes, senior or subord nated notes, series of preferred shares or shares of our common stock. Upon liguidation, halders of our debt
securities and preferred stock, and le nders with respect to other borrowings, would receive 1 distribution of our available assets prior to the
holders of our commeon stock. Addit onal equity offerings may dilute the economic and voting rights of our existing stockholders or reduce the
market price of our common stock, o - both. Shares of our preferred stock, if issued, could hive a preference with respect to liquidating
distributions or a preference with re: pect to dividend payments that could limit our ability t s pay dividends to the holders of our commen stock.
Because our decision 1o issue securiies in any future offering will depend on market condilions and other factors beyond our control, we cannot
predict or estimate the amount, timir g or nature of our future offerings. Thus, holders of our common stock bear the risk of our future offerings
reducing the market price of our con mon stock and diluting their share holdings in us. Ve
Y05 -,
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We may issue all of the shares of our common stock that are authorized but unissued and not otherwise reserved for issuance under our stock
incentive plans without any action or approval by our stockholders. We intend to continue to pursue selected acquisitions of senior living
communities and may issue shares of common stock in connection with these acquisitions. Any shares issued in connection with our acquisitions
or otherwise would dilute the holdings of our current stockholders.

The market price of our common stock could be negatively affected by sales of substantial amounts of our commaon stock in the public
markets.

At February 22, 2008, 101,945,227 shares of our common stock were outstanding (excluding unvested restricted shares). All of the shares of our
common stock are freely transferable, except for any shares held by our “affiliates,” as that term is defined in Rule 144 under the Securities Act of
1933, as amended, or the Securities Act, or any shares otherwise subject to the limitations of Rule 144,

Pursuant to our Stockholders Agreement, Fortress and certain of its affiliates and permitted third-party transferees have the right, in certain
circumstances, to require us to register their shares of our common stock under the Securities Act for sale into the public markets. Upon the
effectiveness of such a registration statement, all shares covered by the registration statement will be freely transferable. In addition, following the
completion of our initial public offering, we filed a registration statement on Form S-8 under the Securities Act to register an aggregate of 2,000,000
shares of our common stock reserved for issuance under our stock incentive programs. In accordance with the terms of the Plan, the number of
shares available for issuance increased by 400,000 shares on each of January 1, 2006, January 1, 2007 and January 1, 2008. On June 14, 2006, in
connection with the initial 400,000 share increase and the shares we planned to issue to certain officers and employees of ARC in connection with
our acquisition of ARC, we filed an amendment to our registration statement on Form S-8 to register an additional 2,900,000 shares of our common
stock to be reserved for issuance under our stock incentive programs. Subject to any restrictions imposed on the shares and options granted
under our stock incentive programs, shares registered under the registration statement on Form §-8 and on the amendment to Form 5-8 will be
available for sale into the public markets.

The market price of our common stock could be negatively affected by sales of substantial amounts of our common stock if Fortress, our
largest stockholder, defaults under credit agreements secured by its holdings of shares of our common stock,

On December 28, 2007, FIT Holdings LLC (an affiliate of Fortress), as borrower, entered into a loan agreement with Goldman Sachs Bank USA, as
agent, Goldman, Sachs & Co., as collateral agent, and the lenders party thereto. Pursuant to the loan agreement, the borrower has received a loan
of approximately $250 million from the lenders, and this amount has been secured by, among other things, a pledge by the borrower and one or
more of its wholly-owned subsidiaries of a total of 33,228,000 shares of our common stock owned by the borrower and such subsidiaries. The
33,228,000 shares of common stock represented approximately 32.6% of our issued and outstanding common stock as of December 31, 2007.

he loan agreement contains customary default provisions and also requires cash collateralization of a portion of the borrowings by the borrower
n the event the trading price of our common stock decreases below certain specified levels. In the event of a default under the loan agreement by
he borrower, the collateral agent may foreclose upon any and all shares of common stock pledped 10 it and may seek Tecourse against the
orrower and ils subsidiary. The borrower has agreed in the loan agreement that if a shelf registration statement is not effective and usable for
esales of any portion of the pledged common stock by the lenders as of or any time after January 4, 2008, the borrower will prepay a related
ortion of the borrowings.

e are not a party to the loan agreement and have no obligations thereunder. Wesley R. Edens, the Chairman of our Board of Directors, owns an
nterest in Fortress.

luctuation of market interest rates may have an adverse effect on the value of your investment in our common stock.
ne of the factors that investors may consider in deciding whether to buy or sell our commeon stock is our dividend payment per share as a

ercentage of our share price relative to market interest rates. If market interest rates increase, prospective investors may desire a higher rate of
turn on our common stock and therefore may
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seek securities paying higher dividen s or interest or offering a higher rate of return than sh: res of our common stock. As a result, market interest
rate fluctuations and other capital ma ket conditions can affect the demand for and market vi lue of our common stock. For instance, if interest rates
rise, it is likely that the market price ¢ [ our common stock will decrease, because current stoc tholders and potential investors will likely require a
higher dividend yield and rate of retu 'n on our common stock as interest-bearing securities, iuch as bonds, offer more attractive rzlative returns.

Item 1B. Unresolved Staff Con ments.
Nore.

Item 2, Properties.

Facilities

At December 31, 2007, we operated ! 50 facilities across 35 states, with the capacity to serve over 52,000 residents. Of the facilities we operated at
December 31, 2007, we owned 171, v e leased 357 pursuant to operating and capital leases, a1d 22 were managed by us and fully or majority owned
by third parties.

The following table sets forth certain i formation regarding our facilities at December 31, 200"

QOccupancy _ Ownership Status
State Units/Beds Rate'” O vned Leased Managed Total
Alabama 1113 91.2% T2 5 — 7
Arizona 2,134 88.3% 3 11 2 16
California 3.057 92.5% 13 7 — 20
Colorado 2,907 86.3% 5 19 2 26
Connecticut 292 90.4% 1+ 2 — 2
Delaware 54 (00.0% 1 — — 1
Florida 8,876 89.3% ia 39 3 76
Georgia 568 84.3% 1 — 1 5
Idaho 228 100.0% |2 t — 3
Niinois 2,485 91.6% 2 10 — 12
Indiana 1,150 86.2% |4 10 — 14
lowa 139 93.5% 1 - — 1
Kansas 1322 89.6% iy 10 2 22
Kentucky 291 98.1% -- 1 — 1
Louisiana 84 81.0% I — — I
Massachusetis 282 92.2% -- 1 — 1
Michigan ' 2,545 91.5% 5 26 2 34
Minnesota 767 85.8% -- 16 1 17
Mississippi 54 44.4% 4t t — !
Missouri 948 89.6% ! ! —_ 3
Nevada 306 89.5% 44 3 — 3
New Jersey 536 19.1% ! 6 — 8
New Mexico ' 343 97.1% 4 2 — 2
New York 1,196 97.2% j 10 — 16
North Carolina 4,018 93.2% It 50 — 53
Chio 2,320 87.7% 1 19 — 33
Oklahoma 1,179 89.1% I 24 l 28
Oregon 823 93.8% b 8 — 12
Pennsylvania 958 88.9% I 3 1 8
South Carolina 562 87.0% i 7 — 11
Tennessee 1,403 79.8% i 7 1 22
Texas 6,112 90.7% 1 33 6 58
Virginia 1410 94.2% |} 3 — 5
Washington 1,198 90.4% 1. 9 - 13
Wisconsin 426 92.0% _Il: 13 —_— 15
Total 52,086 90.0% 17, 357 22 550

(1) Includes the impact of mana zed properties.
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A significant majority of our owned properties are subject to mortgages.

Corporate Offices

Our main corporate offices are all leased, including our 30,3 14 square foot corporate headquarters facility in Chicago, Illinois, our 51,988 square
foot facility in Nashville, Tennessee and our 84,234 square foot facility in Milwaukee, Wisconsin.

Item 3. Legal Proceedings.

In connection with the sale of certain facilities to Ventas Realty Limited Partnership (“Ventas™) in 2004, two legal actions have been filed. The first
action was filed on September 15, 2005, by current and former limited partners in 36 investing partnerships in the United States District Court for
the Eastern District of New York captioned David T. Atkins et al. v. Apollo Real Estate Advisors, L.P., et al. (the “Action™). On March 17, 2006, a
third amended complaint was filed in the Action. The third amended complaint is brought on behalf of current and former limited partners in 14
investing partnerships. It names as defendants, among others, the Company, BLC, one of our subsidiaries, GFB-AS Investors, LLC ("GFB-AS™), a
subsidiary of BLC, the general partners of the 14 investing partnerships, which are alleged to be subsidiaries of GFB-AS, Fortress Investment
Group (“Fortress™), an affiliate of our largest stockholder, and R. Stanley Young, our former Chief Financial Officer, The nine count third amended
complaint alleges, among other things, (i) that the defendants converted for their own use the property of the limited partners of 11 partnerships,
including through the failure to obtain consents the plaintiffs contend were required for the sale of facilities indirectly owned by those
partnerships to Ventas; (i) that the defendants fraudulently persuaded the limited partners of three partnerships to give up a valuable property
right based upon incomplete, false and misleading statements in connection with certain consent solicitations; (iii) that certain defendants,
including GFB-AS, the general partners, and our former Chief Financial Officer, but not including the Company, BLC, or Fortress, committed mail
fraud in connection with the sale of facilities indirectly owned by the 14 parinerships at isste in the Action to Ventas; (iv) that certain defendants,
including GFB-AS and our former Chief Financial Officer, but not including the Company, BLC, the general partners, or Fortress, committed wire
fraud in connection with certain communications with plaintiffs in the Action and another investor in a limited partnership; (v) that the defendants,
with the exception of the Company, committed substantive violations of the Racketeer Influenced and Corrupt Organizations Act (“RICO™); (vi)
that the defendants conspired to violate RICO; (vii) that GFB-AS and the general partners violated the partnership agreements of the 14 investing
partnerships: (viii) that GFB-AS, the general partners, and our former Chief Financial Officer breached fiduciary duties to the plaintiffs; and {ix} that
the defendants were unjustly enriched. The plaintiffs have asked for damages in excess of $100.0 million on each of the counts described above,
including treble damages for the RECO claims. On April 18, 2006, we filed a motion to dismiss the claims with prejudice, which remains pending
before the court, and plan to continue to vigorously defend this Action. A putative class action lawsuit was also filed on March 22, 2006 by certain
limited partners in four of the same partnerships involved in the Action in the Court of Chancery for the State of Delaware captioned Edirh
immerman et al, v. GFB-AS Investors, LLC and Brookdale Living Communities, Inc. (the “Second Action”), On November 21, 2006, an amended
omplaint was filed in the Second Action. The putative class in the Second Action consists only of those limited partners in the four investing
artnerships who are not plaintiffs in the Action. The Second Action names as defendants BLC and GFB-AS. The complaint alleges a claim for
reach of fiduciary duty arising out of the sale of facilities indirectly owned by the investing partnerships to Ventas and the subsequent lease of
hose facilities by Ventas to subsidiaries of BLC. The plaintiffs seek, among other relief, an accounting, damages in an unspecified amount, and
isgorgement of unspecified amounts by which the defendants were allegedly unjustly enriched. On December 12, 2006, we filed an answer
enying the claim asserted in the amended complaint and providing affirmative defenses. On December 27, 2006, the plaintiffs moved to certify the
ction as a class action. Both the plaintiffs and defendants have served document production requests and the Action is currently in the
eginning stages of document discovery. We also intend to vigorously defend this Second Action. Because these actions are in an early stage,

e cannot estimate the possible range of loss, if any.

n addition, we have been and are currently involved in other litigation and claims incidental to the conduct of our business which are comparable
0 other companies in the senior living industry. Certain claims and lawsuits allege large damage amounts and may require significant legal costs to
efend and resolve. Similarly, the senior living industry is continuously subject to scrutiny by governmental regulators, which could result in
itigation related to regulatory compliance matters. As a result, we maintain insurance policies in amounts and with
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coverage and deductibles we believe are adequate, based on the nature and risks of our business, historical experience and industry standards.
Because our current policies provide t or deductibles of $3.0 million for each claim, we are, in :ffect, self-insured for most claims.

Item 4, Submission of Matte: s to a Vote of Security Holders.

Not applicable.

Executive Officers of the Registrant

The following table sets forth certain nformation concerning our executive officers as of Feb uary 22, 2008:

Name Age Position

W .E. Sheriff 65 Chief Executive Officer Il

Mark W. Ohlendorf 47 Co-President and Chief Financial Of icer

John P. Rijos ‘ 55 Co-President and Chief Operating Qjficer

T. Andrew Smith 47 Executive Vice President, General Counsel and Secretary
Bryan D. Richardson ’ 49 Executive Vice President, Chief Adt jinistrative Officer and Chief Accounting Officer
Kristin A. Ferge 34 Executive Vice President and Treast rer

George T. Hicks 50 Executive Vice President - Finance||

H. Todd Kaestner 52 Executive Vice President — Corporal s Development
Mark A. Kultgen 49 Executive Vice President — Finance||

Gregory B. Richard 53 Executive Vice President - Field Op :rations

W.E. Sheriff has served as our Chief 3xecutive Officer since February 2008. He previously served as our Co-Chief Executive Officer from July 2006
until February 2008. Previously, Mr. sheriff served as Chairman and Chief Executive Officer of ARC and its predecessors since April 1984 and as its
President since November 2003. Fror1 1973 to 1984, Mr, Sheriff served in various capacities® 'or Ryder System, Inc., including as President and Chief
Executive Officer of its Truckstops o : America division. Mr. Sheriff also serves on the boarc s of various educational and charitable organizations
and in varying capacities with severa. trade organizations.

Mark W. Ohlendorf became our Co- *resident in August 2005 and our Chief Financial Officir in March 2007. Mr. Ohlendorf previously served as
Chief Executive Officer and Presiden! of Alterra from December 2003 until August 2005. Fror1 January 2003 through December 2003, Mr. Chlendorf
served as Chief Financial Officer and President of Alterra, and from 1999 through 2002 he se: ved as Senior Vice President and Chizf Financial
Officer of Alterra. Mr. Ohlendorf has over 23 years of experience in the health care and long-term care industries, having held leadership positions
with such companies as Sterling Hou e Corporation, Vitas Healthcare Corporation and Horizon/CMS Healthcare Corporation. He is a member of
the board of directors of the Assisted Living Federation of America.

John P. Rijos became our Co-Preside nt in August 2005 and our Chief Operating Officer in J: nuary 2008. Previously, Mr. Rijos served as President
and Chief Operating Officer and as a lirector of BLC since August 2000. Prior to joining BL{: in August 2000, Mr. Rijos spent 16 years with Lane
Hospitality Group, owners and opera ors of over 40 hotels and resorts, as its President and Cief Operating Officer. From 1981 to 1985 he served as|
President of High Country Corporati m, a Denver-based hotel development and management company. Prior to that time, Mr. Rijos was Vice
President of Operations and Develop nent of several large real estate trusts specializing in hutels. Mr. Rijos has over 25 years of experience in the
acquisition, development and operai on of hotels and resorts, He serves on many tourist-related operating boards and committees, as well as
advisory committees for Holiday Inn i, Sheraton Hotels and the City of Chicago and the Board of Trustees for Columbia College. Mr. Rijosisa
certified hospitality administrator.

T. Andrew Smith became our Execut ve Vice President, General Counsel and Secretary in Oc tober 2006. Previously, Mr. Smith was with Bass, Be

& Sims PLC in Nashville, Tennessee rom 1985 to 2006. Mr. Smith was a member of that firm's corporate and securities group, and served as the
chair of the firm’s healthcare group.
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Bryan D, Richardson became our Executive Vice President in July 2006, our Chief Accounting Officer in September 2006 and our Chief
Administrative Officer in January 2008. Previously, Mr. Richardson served as Executive Vice President — Finance and Chief Financial Officer of
ARC since April 2003 and previously served as its Senior Vice President — Finance since April 2000. Mr. Richardson was formerly with a national
graphic arts company from 1984 to 1999 serving in vartous capacities, including Senior Vice President of Finance of a digital prepress division from
May 1994 to October 1999, and Senior Vice President of Finance and Chief Financial Officer from 1989 to 1994, Mr. Richardson was previously with
the national public accounting firm PriceWaterhouseCoopers.

Kristin A. Ferge became our Executive Vice President and Treasurer in August 2005. Ms. Ferge also served as our Chief Administrative Officer
- from March 2007 through December 2007. She previously served as Vice President, Chief Financial Officer and Treasurer of Alierra from December
2003 until August 2005. From April 2000 through December 2003, Ms. Ferge served as Alterra’s Vice President of Finance and Treasurer. Prior to
joining Alterra, she worked in the audit division of KPMG LLP. Ms. Ferge is a certified public accountant.

George T. Hicks became our Executive Vice President — Finance in July 2006. Previously, Mr. Hicks served as Executive Vice President — Finance
and Internal Audit, Secretary and Treasurer of ARC since September 1993. Mr. Hicks had served in various capacities for ARC's predecessors
since 1985, including Chief Financial Officer from September 1993 to April 2003 and Vice President — Finance and Treasurer from November 1989 to
September 1993,

H. Todd Kaestner became our Executive Vice President — Corporate Development in July 2006. Previously, Mr. Kaestner served as Executive Vice
President — Corporate Developrnent of ARC since September 1993, Mr. Kaestner served in various capacities for ARC’s predecessors since 1985,
including Vice President — Development from 1988 to 1993 and Chief Financial Officer from 1985 to 1988.

Mark A. Kultgen became our Executive Vice President — Finance in September 2006. Previously, Mr. Kultgen was a partner with the national public
accounting firm KPMG LLP from 2001 to 2006. His practice focused on accounting, corporate governance, auditing and control compliance. Prior
to joining KPMG LLP, Mr. Kultgen was with Emst & Young LLP from 1981 to 2001, serving in a number of roles in the firm's audit and advisory
divisions. Mr. Kultgen is a certified public accountant.

Gregory B. Richard has served as our Executive Vice President — Field Operations since January 2008. He previously served as our Executive
Vice Prestdent — Operations from July 2006 through December 2007, Previously, Mr. Richard served as Executive Vice President and Chief
Operating Officer of ARC since January 2003 and previously served as its Executive Vice President-Community Operations since January 2000. Mr.
Richard was formerly with a pediatric practice management company from May 1997 to May 1999, serving as President and Chief Executive Officer
from October 1997 to May 1999. Prior to this, Mr. Richard was with Rehability Corporation, a publicly traded outpatient physical rehabilitation
service provider, from July 1986 to October 1996, serving as Senior Vice President of Operations and Chief Operating Officer from September 1992
to Qctober 1996.

PART 11
tem 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities.
arket Information

ur common stock is traded on the New York Stock Exchange, or the NYSE, under the symbol “BKD”, The following table sets forth the range of
igh and low sales prices of our common stock and dividend information for each quarter for the last two fiscal years.
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Fiscal 2007
Dividends
High Low Declared
First Quarter Jl $ 4970 $ 4313 § 0.45
Second Quarter $ 4836 $ 4174 % 0.50
Third Quarter , ]| $ 4580 § 3353 % 0.50
Fourth Quarter $ 4170 $ 2750 % 0.50
Fiscal 2006
Dividends
High Low Declared
First Quarter || $ 3965 § 2930 % 0.35
Second Quarter $ 5425 % 3629 § 0.35
Third Quarter f || s 4924 $ 3930 $ 0.40
Fourth Quarter $ 49.19 $ 4331 % (.45

The closing sale price of our comm m stock as reported on the NYSE on February 22, 2008 was $23.85 per share. As of that date, there were
approximately 631 holders of record « f cur common stock.

Dividend Policy

We intend to continue to pay regular juarterly dividends to the holders of our common stocl:. However, our ability to pay and maintain cash
dividends is based on many factors, i 1cluding our ability to execute our growth strategy, on: ability to negotiate favorable lease and other
contractual terms, anticipated operat ng expense levels, the level of demand for our units/beds, occupancy rates, entrance fee sales results, the
rates we charge, our liquidity positio | and actual results that may vary substantially from es imates. Some of the factors are beyond our control
and a change in any such factor couls affect our ability to pay or maintain dividends. We ca1 give no assurance as to our ability to pay or maintain
dividends. We also cannot assure yoi that the level of dividends will be maintained or incre.is¢ over time or that increases in demand for our
units/beds and monthly resident fees will increase our actual cash available for dividends to stockholders. We expect to pay dividends that exceed
our net income for the relevant period as calculated in accordance with GAAP. The failure t¢ pay or maintain dividends would adversely affect our
stock price.

Recent Sales of Unregistered Secur ties

None.

Purchases of Equity Securities by t} e Issuer and Affiliated Purchasers

None.

Item 6. Selected Financial D: ta.

The selected financial data should bt read in conjunction with the sections entitled “Manag :ment’s Discussion and Analysis of Financial
Condition and Results of Operations " “Business” and our historical consolidated and comtined financial statements and the related notes
included elsewhere herein. The cons lidated and combined financial data includes Brookdal 2 Living Communities, Inc. for all periods presented,
Alterra Healthcare Corporation, effec ive December 1, 2003, and the acquisition of ARC, effective July 25, 2006. Other acquisitions are discussed i

Note 4 in the notes to the consolidat d and combined financial statements. Our historical s atement of operations data and balance sheet data as
of and for each of the years in the fiv >-year period ended December 31, 2007 have been deri :ed from our audited financial statements.
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Fiscal Year ended December 31,
(in thousands, except per share data)
Total revenue
Facility operating expense
General and administrative expense
Facility lease expense
Depreciation and amortization
Total operating expense
(Loss) income from operations
Interest income
Interest expense
Debt
Amortization of deferred financing costs
Change in fair value of derivatives and amortization
(Loss) gain on extinguishment cf debt
Loss on sale of properties
Equity in {loss) earnings of unconsolidated ventures
Other non-operating income
Loss before taxes
Benefit (provision) for income taxes
Loss before minority interest
Minority interest
Loss before discontinued opzrations and cumulative
effect of a change in accounting principle
Loss on discontinued operations
Cumulative effect of a change in accounting principle, net
of income taxes of $8,095
et loss

asic and diluted loss per share'”’

oss before discontinued operations and cumulative
effect of a change in accourting principle

oss on discontinued operations

umulative effect of a change in accounting principle, net
of tax

et loss

eighted average shares of common stock used in
computing basic and diluted loss per share

ividends declared per share of common stock

ther Operating Data:
‘otal number of facilities (at end of period)
otal units/beds operau:dm

ccupancy rate at period end
verage monthly revenue per unitfbed®

For the Years Ended December 31,(”

2007 2006 2005 2004 2003
183296 $ 1309913 $ 790577 § 660872 § 222584
1,170,937 819,801 493 887 415.169 133.119
138,013 117.897 81.696 43.640 15.997
271,628 228,779 189,339 99,997 30,744
299,925 188,129 47,048 50,153 21.383
1,880,503 1,354,606 311,970 608,959 201,243
(@1,207) (94,693) (21,393) 51,013 21,341
7.519 6,310 3,788 637 14,037
(143.991) (97,694) (46.248) (63.634) (25,106)
(7,064) (5,061) (2,835) (2,154) (1,097)
(713.222) (38) 3,992 3,176 —
(2.683) (1,526) (3.996) 1,051 12,511
- _ _ _ (24,513)
(3.386) (3.,705) (838) @31 318
402 — — (114) —
(263.632) (145.907) (67,530) (10,056) (2.509)
101,260 38,491 97 (11,111) (139)
(162,372) (107.416) (67.433) Q21167 (2,648)
393 (671) 16,575 11,734 1,284
(161.979) (108,087) (50,858) (9.433) (1,364)
- — (128) (361) (322)
— — — — (7217
(1619790 §  (108087) § (50,986) § (9,794) § (8,963)
(1.60) $ (1.34) $ (135 § 049y § (0.12)
— - — 0.02) (0.03)
_ — — — (0.65)
(1.60) § (134) 3 (135) S (050) § (0.80)
101,511 30,842 37,636 19,185 11,142
195 § 155 § 0.50 — —
550 546 383 367 359
52,086 51,271 30,057 26,208 24,423
90.7% 91.1% 89.6% 89.4% 87.5%
3577 § 3247 § 2991 § 2827 § 2,660
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For thi Years Ended December 31,

2007 2006 2005 2004 2003
As of December 31, (in thousands):
Cash and cash equivalents ' $ 100504 % 68,03%[ $ 77682 § 86,858 3 56,468
Total assets 4,811,622 4,756,00( 1,697,811 746,625 1,656,582
Total debt ’ 2,335,224 1 ,874,93%[ 754,301 371,037 1,044,736
Total stockholders' equity 1,419,538 1,764,01% 630,403 40,091 237,744

(1) Prior to October 1, 2005, th: effective portion of the change in fair value of deriva:ives was recorded in other comprehensive income and
the ineffective portion wss included in the change in fair value of derivativss in the consolidated and combined statements of
operations. On October 1 2006, we elected to discontinue hedge accountin prospectively for the previously designated swap
instruments. Gains and lo ses accumulated in other comprehensive income at that date of $1.3 million related to the previously
designated swap instrumen s are being amortized to interest expense over the lifz of the underlying hedged debt payments. Although
hedge accounting was disc ntinued on October 1, 2006, the swap instruments r:main outstanding and are carried ar. fair value in the
consolidated balance sheet: and the change in fair value beginning October 1, 2006 has been included in the consolidated statements of
operations,

(2) Earnings per share for perit ds prior to our formation on September 30, 2005 hav:: been presented as if the common shares described in
note | to the consolidated and combined financial statements had been issued and were outstanding for the periods in which FIG
controlled BLC, Alterra, FIT REN LLC (“FIT REN') and Fortress CCRC Acquisiticn LLC (“Fortress CCRC™), Prior to September 30, 2005,
non-FIG shareholders have been presented as minority interests.

(3) Total units/beds operated r :present the total units/beds operated as of the end of the period.

(4) Average monthly revenue jer unit/bed represents the average of the total monttly revenues, excluding amortization of entrance fees,
divided by average occupic d units/beds.

Item 7. Management’s Di: cussion and Analysis of Financial Condition and Resu Its of Operations.

The following information should b, read in conjunction with our “Selected Financial Dc1a” and our consolidated and combined financial
statements and related notes, incluc ed elsewhere in this Annual Report on Form 10-K.  Inaddition to historical information, this discussion
and analysis may contain forward-1 oking statements that involve risks, uncertainties and assumptions, which could cause actual resulis to
differ materially from management’s expectations. Please see additional risks and uncertuinties described in “Sufe Harbor Statement Under
the Private Securities Litigation Rej »rm Act of 19957 for mare information. Factors that could cause such differences include ihose described in
“Risk Factors" which appears elsev here in this Annual Report on Form [0-K.

Executive Overview

Despite unfavorable conditions in th : housing, credit and financial markets and a weakening overall economy during 2007, we made substantial
progress in implementing our growtl strategy, integrating our previous acquisitions, and building a platform for future growth. The following is a
summary discussion of our progress luring the twelve months ended December 31, 2007.

As more fully described in “Item 1. I usiness — Growth Strategy”, our primary growth objec ives are to continue to grow our revenues, Adjusted
EBITDA, Cash From Facility Operat ons and Facility Operating Income primarily through a zombination of: (i} organic growth in our core business
including the realization of economis s of scale; (i} continued expansion of our ancillary ser /ices programs (including therapy and home health
services), and (iii) expansion of our e isting communities and development of new communi ies. Given the current market environment, we are
focusing on integrating previous act visitions and on the significant organic growth opportunities inherent in our growth strategy. We anticipate
reduced level of acquisition activity
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over the near term when compared with historical levels. Nevertheless, as opportunities arise, we may also grow through the selective acquisition
of additional operating companies and communities. In addition, we may continue to seek to acquire the fee interest in communities that we
currently operate through long term leases or management agreements.

The table below presents a summary of our operating results and certain other financial metrics for the years ended December 31, 2007 and 2006
and the amount and percentage of increase or decrease of each applicable item (dollars in millions, except dividends per share).

Years Ended Increase
December 31, (Decrease)
2007 2006 Amount Percent

Total revenues $ 1,8393 § L3099 §% 529.4 40.4%
Net loss b (1620} § (108.1) § 53.9 49.9%
Adjusted EBITDA $ 3064 § 2006 $ 105.8 52.1%
Cash From Facility Operations 3 1488 § 9209 § 579 63.7%
Facility Operating Income $ 6423 § 4763 $ 166.0 34.9%
Dividends declared per share of common stock 3 195 § 155 § 0.40 25.8%

Adjusted EBITDA and Facility Operating Income are non-GAAP financial measures we use in evaluating our operating performance. Cash From
Facility Operations is a non-GA AP financial measure we use in evaluating our liquidity. See “Non-GAAP Financial Measures™ below for an
explanation of how we define each of these measures, a detailed description of why we believe such measures are usefu] and the limitations of
each measure, a reconciliation of net loss to each of Adjusted EBITDA and Facility Operating Income and a reconciliation of net cash provided by
(used in) operating activities to Cash From Facility Operations.

During 2007, we increased our revenues, cash flows and dividends per share and achieved positive same-store results. Qur revenues for the year
ended December 31, 2007 increased to $1.8 billion, an increase of $529.4 million, or approximately 40.4%, over our revenues for the year ended
December 31, 2006. The increase in revenues was primarily a result of the number of acquisitions that we completed during the latter part of 2006,
as revenues from these acquisitions are partially or entirely excluded from the prior period results. In addition, our revenues increased as a result
of a $330 increase in the average revenue per unit/bed compared to the prior period, as our average occupancy rate remained relatively stable
across our portfolio.

During 2007, we increased our Cash From Facility Operations, Adjusted EBITDA and Facility Operating Income by 63.7%, 52.7% and 34.9%,
espectively, when compared to 2006. In addition, we increased our dividends declared per share by 25.8% over the prior year.

uring 2007, we increased our Facility Operating Income 7.5% at the 425 communities we operated during both periods including the historical
esults of the ARC communities. Cur same store Facility Operating Income included $7.0 million of charges to facility operating expenses in the
uarter ended December 31, 2007 (comprised of $5.9 million of estimated uncollectible accounts and $1.1 million of accounting conformity
djustments pertaining to inventory and certain accrual policies).

uring 2007, we continued to make progress in expanding our ancillary services offerings by completing the roll-out of our ancillary services
rogram to over 12,000 additional units. Although the roll-out of ancillary services was ahead of our original plan for the year, we have faced some
egulatory delays in expanding the home health portion of our business. At December 31, 2007, we had approximately 28,000 units served by our
herapy services programs and approximately 7,400 units served by home health programs.

n addition, we completed expansions at six communities during 2007 and had expansion projects underway at an additional 12 locations at
ecember 31, 2007. During 2007, we acquired a total of 15 communities increasing our community count by three and the number of communities
e manage by one. The number of communities owned or leased was unchanged by our acquisition of joint venture partner interests, our
cquisition of remaining portions of owned facilities and our acquisition of service businesses. As a result of our expansion and acquisition
ctivity during 2007, the number of units we operated as of December 31, 2007 increased to 52,086, an increase of 815 units, or 1.6%, over the
umber we operated as of December 31, 2006.
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We also continued to integrate variot s corporate functions and enhance our operating infras ructure during 2007. For example, we substantially
completed our rebranding initiative so that virtually all of our communities now utilize the Biookdale logo and name, which should result in
significant marketing synergies. Dur ng 2007, we integrated various systems for our acquiréd businesses and expanded our existing systems
platform, including standardizing var ous financial, operational and procurement systems. In addition, we implemented our One Source
procurement program actoss the entii = organization. which will allow us to achieve substant al cost savings and purchasing efficiencies. Effective
January 1, 2008, we also realigned ot r field operations organizational structure into seven ge »graphic divisions, which will allow us to streamline
our operations and sales managemen . structure.

Although we made significant progre 3s in 2007, our growth initiatives and operating results have been negatively impacted by unfavorable
conditions in the housing, credit and inancial markets. We believe that the deteriorating ho sing market and general economic uncertainty have
caused some potential customers (or heir adult children) to delay or reconsider moving into our facilities, thus hindering our ability to increase
occupancy above current levels. In a ldition, we experienced volatility in the entrance fee partion of our business. The timing of entrance fee
sales is subject to a number of differe u factors (including the ability of potential customers 12 sell their existing homes) and is also inherently
subject to variability (positively or mi gatively) when measured over the short-term. Over the longer term, we expect to increase occupancy and that
entrance fee sales will normalize.

Consolidated Results of Operations
Year Ended December 31, 2007 and 2006

The following table sets forth, for the periods indicated, statement of operations items and te amount and percentage of increase or decrease of
these items. The results of operations for any particular period are not necessarily indicative of results for any future period. The following data
should be read in conjunction with o r consolidated and combined financial statements and :he notes thereto, which are included herein. Our
resulis reflect the inclusion of acquis: tions that occurred during the respective reporting peri-xds. Refer 1o our Annual Report of Form 10-K for the
year ended December 31, 2006, filed viarch 16, 2007 and the notes to the consolidated and c« mbined financial statements included herein for
additional information regarding 200( acquisitions.

Certain prior period amounts have be :n reclassified to conform to the current year presentation,

Year;: Ended Increase
(in thousands) Decer tber 31, (Decrease)
2007 2006 Amount Percent
Statement of Operations Data:
Total revenue ”
Resident fees
Retirement Centers § 54759 5 446492 $ 101,102 22.6%
Assisted Living 795,294 615,226 180,068 29.3%
CCRCs 489.619]] 242,578 247,041 101.8%
Total resident fees 1,832,507 1,304,296 528,211 40.5%
Munagement fees 6,789” 5617 1,172 20.9%
Total revenue 1,839,296 1,309,913 529,383 40.4%
Expense I
Facility operating expense
Retirement Centers 311,506|| 254,696 56,810 223
Assisted Living 519,060 387,361 131,699 34.0%
CCRCs 340,371 177,744 162,627 91.5%
Total facility operating expense ‘ 1,170,937 819,801 351,136 42.8%
General and administrative expense 138,0131[ 117,897 20.116 17.1%
Facility lease expense 271,628 2287719 42,849 18.7%
Depreciation and amortization 299.925][ 188,129 111,796 59.49
Total operating expense 1,880,503 1,354,606 525,897 38.89
Loss from operations (41.2071[ (44,693) 3486 7.8
Interest income 1519 6.810 9 10.4
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Interest expense
Detn
Amortization of deferred financing costs
Change in fair value of derivatives and amortization
Loss on extinguishment of debi
Equity in loss of unconsolidated ventures
Other non-operating income
Loss before income taxes
Benefit for income taxes
Loss before minority interest
Minority interest
Net loss

Selected Operating and Other Data:
Total number of communities {at end of period)
Total units/beds operatedm
Owned/leased communities unitsfbeds
Owned/leased communities occupancy rate:
Period end
Weighted average
Average monthly revenue per unitvbed®
Selected Segment Operating and Other Datu
Retirement Centers
Number of communities (period end)
Total units/beds'”
Occupancy rate:
Period end
Weighted average

Average monthly revenue per univbed®
Assisted Living
Number of communities (pzriod end)
Total units/beds'”
Occupancy rate:
Period end
Weighted average

Average monthly revenue per unit/bed™
CCRCs
Number of communities (pzriod end)

Total units/beds'”
Occupancy rate:
Period end
Weighted average
Average menthly revenue per unit/bed®
Management Services
Number of communities (pzriod end)
Total units/beds'"’
Occupancy rate:
Period end
Weighted average

{143,991} (97,694} {46,297 (47.4%)

{7.064) (5,061) (2,003) (39.6%)
(73.222) (38) (73,184) NM

(2,683) (1.526) (1,157 (75.8%)
(3,386) (3,705) 319 8.6%

402 — 402 100%

{263,632) (145,907 {117,725) (80.7%)
101,260 38.491 62.769 163.1%

(162,372) (107.416) (54,956) (51.2%)

393 (671) 1,064 158.6%

$ (161,979 $ (10808 § (53,892) (49.9%)
550 546 4 0.7%

52,086 51,271 815 1.6%
47,670 46,723 947 2.0%

90.6% 91.1% {0.5%) {0.5%)

90.7% 90.4% 0.3% 03%

$ 3,577 § 3,247 330 10.2%
87 85 2 2.4%

15,990 15,741 249 1.6%

91.1% 92.4% (1.3%) (1.4%)

91.8% 92.4% (0.6%) 0.6%)

$ 3117 % 2918 S 199 6.8%
409 405 4 1.0%

21,087 20,762 325 1.6%
89.7% 89.7% —_ -

89.7% 89.7% — —_—

$ 3,507 % 3258 § 249 7.6%
kY] 32 — —

10,593 10,220 373 3.6%

91.7% 91.8% (0.19%) {0.19%)

90.9% 87.9% 3.0% 34%

$ 4498 % 4064 § 434 10.7%

22 24 (2) (8.3%)

4416 4,548 (132 (2.9%)

83.1% 92.6% (9.5%) (10.3%)

87.1% 923% (5.2%) {(5.6%)
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Selected Entrance Fee Data: 2007

Ql Q2 Q3 Q4 YTD
Non-refundable entrance fees sales $ 3916 % 4726| $ 5673 $ 5015 % 19,330
Refundable entrance fees sales™ 4,258 4,064 8,696 8,901 25919
Total entrance fee receipts §,174 8,79(1![ 14,369 13,916 45,249
Refunds (6,315) {4,089, (5.084) (4,069) (19,557}
Net entrance fees $ 1,859 § 470 9285 § 9847 S 25,692

I 2006

Q1 Q2 Q3 Q4 YTD
Non-refundable entrance fees safes $ 48§ 165 $ 3716 § 8467 § 12,79
Refundable entrance fees sales 1,621 1,135 4,144 7,860 14,760
Total entrance fee receipts 2,069 1,3OQ{ 7.860 16,327 21,556
Refunds (703) (308 (3,529) (4,648) (9,188)
Net entrance fees $ 1,366 § 992[ $ 433] 3% 11,679 § 18,368
n Total units/beds operated re resent the total units/beds operated as of the end of tl e peried.
(2) Average monthly revenue per unitvbed represents the average of the total monthly re*enues, excluding amortization of enirance fees,

divided by average occupied 1nits/beds.

3 Refundable entrance fee sales for the year ended December 31, 2007 include amounts received from residents participating in the MyChoice

program, which allows new a1 d existing residents the option to pay additional refundable entrance fee amounts in return for a reduced
monthly service fee. MyChoit 2 amounts received from existing residents totaled $0.2 1niflion, $3.6 million and $4.7 million in the second,
third and fourth quarters of 20 )7, respectively. We did not receive any MyChoice an ounts from existing residents during the first quarter
of 2007.

As of December 31, 2007, our total of :rations included 550 communities with a capacity to se ve 52,086 residents. During 2007, our total portfolio
grew by three communities and our re sident capacity increase by 815 units. During 2007, wi: focused substantial resources on furthering the
integration of the communities that wi acquired during 2006.

Our 2007 results were also affecied b our continuing implementation of our ancillary servic::s programs at a number of our locations as described
above.

Resident Fees

The increase in resident fees was driven by revenue growth across all business segments. R :sident fees increased over the prior-year primarily
due 10 the number of acquisitions that we completed during 2006 and 2007, as resident fees fiom these acquisitions are partially or entirely
excluded from the prior period results Including the effect of the historical results of the AR facilities only partiaily included in our results of
operations in 2006, resident fees incre 1sed by approximately $94.4 million, or 6.9%, at the 42! communities we operated during bath periods, driven
primarily by an increase of 6.9% in th : average monthly revenue per unit/bed. Average occupancy at these 425 communities was 90.9% in 2007
and 2006.

Retirement centers revenue increased :1101.1 million, or 22.6%, primarily due to the inclusion »f facilities acquired during 2006 and 2007, as resident
fees from these acquisitions are partia ly or entirely excluded from the prior period results. Revenue growth was also impacted by an increase in

the average monthly revenue per unit bed at the facilities we operated during both periods. Occupancy at these facilities remained fairly constant
period over period.
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Assisted living revenue increased $180.1 million, or 29.3%, primarily due to the 2006 and 2007 acquisitions. In addition, resident fees increased as a
result of an increase in the average monthly revenue per unit/bed, coupled with relatively constant occupancy as compared to the same period in
the prior-year.

CCRCs revenue increased $247.0 million, or 101.8%, primarily due to the acquisition of ARC in the third quarter of 2006.

Management Fees

The increase in management fezs over the prior-year is primarily due to the acquisition of management contracts in conjunction with the ARC
acquisition in July 2006. The increase is partially offset by the termination of ten management agreements during 2006.

Facility Operating Expense

Facility operating expense increased over the prior-year same period mainly due to the ARC acquisition as well as other 2006 and 2007
acquisitions. The increase was primarily due 1o additional salaries, wages and benefits resulting from these acquisitions. In addition, for the
quarter ended December 31, 2007, we recorded $7.0 million of charges to facility operating expenses comprised of $5.9 million of estimated
uncollectible accounts and $1.1 million of accounting conformity adjustments pertaining to inventory and certain accrual policies. Including the
effect of the historical results of the ARC facilities only partially incltuded in our results of operations in 2006, facility operating expense increased
by 6.5% at the 425 communities we operated in both periods.

Retirement centers operating expenses increased $56.8 million, or 22.3%, primarily due to increased salaries, wages and benefits primarily as a result
of the 2006 acquisitions and additional 2007 acquisitions.

Assisted living operating expenses increased $131.7 million, or 34.0%, primarily due 1o increased salaries, wages and benefits primarily as a result
of the 2006 acquisitions and additional 2007 acquisitions.

CCRCs operating expenses increased $162.6 milltion, or 91.5%, primarily due to the 2006 acquisition of ARC.,
General and Administrative Expense

General and administrative expenses increased $20.1 million, or 17.1%, primarily as a result of an increase in salaries, wages and benefits due to an
increase in the number of employees in connection with the 2006 acquisition of ARC. Additionally, general and administrative expense was
positively impacted during the year by a receivable related to a collateral recovery of $4.2 million from an insurance carrier recorded in the second
quarter which was largely offse’ by other insurance activity and a decrease of $6.5 million in non-cash compensation expense in connection with
previously expensed performance-based restricted stock grants. General and administrative expense as a percentage of total revenue, including
revenue generaled by the facilities we manage, was 5.0% and 5.4% for the year ended December 31, 2007 and 2006, calculated as follows (dollars in
thousands):

Year Ended
December 31,
2607 2006
Resident fee revenues $ 1832507 $ 1,304,296
esident fee revenues under mznagement 150,204 73,507
otal $ 1982711 0§ 1377803
eneral and administrative expenses (excluding merger and integration expenses and non-cash stock
compensation expense totaling $39.2 million and $43.4 million in 2007 and 2006, respectively) 3 98,858 § 74,449
eneral and administrative expenses as % of total revenues 5.0% 5.4%
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Facility Lease Expense

Lease expense increased by $42.8 mili ion, or 18.7%, primarily due to the ARC acquisition in J ily 2006 as well as other 2006 and 2007 acquisitions
and expense increases based on rent « scalators included in the lease agreements. The increzse in expense is partialty offset by a decrease in lease
expense resulting from the purchase « f previously leased assets in the fourth quarter of 2006 Lease expense includes straight-line rent expense of
$25.4 million and $24.7 million for the years ended December 31, 2007 and 2006, respectively, and is partially offset by $4.3 million of additional
deferred gain amortization for both pe riods.

Depreciation and Amortization

Total depreciation and amortization e; pense increased by $111.8 million, or 59.4%, primarily due to the acquisition of ARC as well as other 2006 and
2007 acquisitions. The increase was Hartially offset by a decrease in expense for resident in- slace lease intangibles which were fully depreciated at
the end of 2006.

Interest Income
Interest income increased $0.7 million or 10.4%, primarily due to the acquisition of ARC in July 2006.
Interest Expense

Interest expense increased $121.5 mil ion, or 118.2%, primarily due to additional debt incurred in connection with our acquisitions as well as the
change in fair value of our interest rat. swaps for the year ended December 31, 2007. During the year, we recognized approximately $73.2 million of
interest expense related to the change in fair value and amortization of our interest rate swap:, due to declines in the LIBOR yield curve which
resulted in a change in the fair value f the swaps. We have entered into certain interest rate protection and swap agreements to effectively cap or
convert floating rate debt to fixed rat .. Pursuant to certain of our hedge agreements, we are required to secure our obligation to the counterparty
by posting cash or other collateral if 1 e fair value liability exceeds specified thresholds. Tn periods of significant volatility in the credit markets,
the value of these swaps can change ¢ ignificantly. The effective portion of the change in fai * value of derivatives was excluded {rom interest
expense and was included in other co nprehensive loss for the nine months ended September 30, 2006. On October 1, 2006, we discontinued hedge
accounting and the changes in fair v lue of derivatives have been included in interest expense prospectively.

Income Taxes

The increase in the income tax benefi over the same prior year period is due to an increase i the effective tax rate from 26.4% in 2006 to 38.4% in
2007. This increase is primarily due o the ability of the Company to record a tax benefit on : ts entire 2007 loss, compared to benefiting the losses
in 2006 after the acquisition of ARC, vhich occurred in July 2006.

Year Ended December 31, 2006 anc 2005

The following table sets forth, for th periods indicated, statement of operations items and t 1e amount and percentage of increase or decrease of
these items. The results of operation: for any particular period are not necessarily indicative of results for any future period. The following data
should be read in conjunction with o ir consolidated and combined financial statements and the notes thereto, which are included herein. Our
results reflect the inclusion of our for nation transaction on September 30, 2005 and our acquisitions during 2006 and 2005. See ncte 4 to the
consolidated and combined financial staterents and our Annual Report on Form 10-K for th= year ended December 31, 2006, filed on March 16,
2007 for detailed information regardir g 2006 and 2005 acquisitions.

Certain prior period amounts have b en reclassified to conform to the current year presentat .on.
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(in thousands)

Statement of Operations Data.
Total revenue
Resident fees
Retirement Centers
Assisted Living
CCRCs
Total resident fees
Management fees
Total revenue
Expense
Facility operating expense
Retirement Centers
Assisted Living
CCRCs
Total facility operating expense
General and administrative expense
Facility lease expense
Depreciation and amortization
Total operating expense
Loss from operations
Interest income
Interest expense
Debt
Amontization of deferred firancing costs
Change in fair value of derivatives and amortization
Loss on extinguishment of debt
Equity in loss of unconsolidated ventures
Loss before income taxes
Benefit for income taxes
Loss before minority interest
Minority interest
Loss before discontinued operations
Loss on discontinued operations
Net loss

Selected Operating and Other Data:
Total number of communities (at end of period)
Total units/beds opcrated“)
Owned/leased communities. units/beds
Owned/leased communities occupancy rate:
Period end
Weighted average
Average monthly revenue per unit/bed®
Selected Segment Operating and Other Data:
Retirement Centers
Number of communities (period end)
Total units/beds'"”
Occapancy rate:
Period end
Weighted average

. 2
Average monthly rate per unit/bed”

Years Ended Increase
December 31, {(Decrease)}
2006 2005 Amount Percent
$ 446492 § 330,400 116,092 35.1%
615,226 405,183 210,043 51.8%
242,578 51,132 191,446 374.4%
1,304,296 786,715 517,581 65.8%
5,617 3.862 1,755 45.4%
1,309,913 790,577 519,336 65.7%
254,696 191,043 63,653 33.3%
387,361 261,230 126,131 48.3%
177,744 41,614 136,130 327.1%
819,801 493,887 325,914 66.0%
117,897 81,696 36,201 44.3%
228,779 189,339 39,440 20.8%
188,129 47,048 141,081 299.9%
1,354,606 811,970 542,636 66.8%
(44,693} (21,393 (23,300} (108.9%)
6,810 3,788 3,022 79.8%
(97.694) (46,248) (51,446) (111.2%)
(5,061} (2,835) (2.226) (78.5%)
38) 3,992 (4,030) (101.0%)
(1,526) (3,996) 2470 61.8%
(3,705) (838) (2.867) (342.1%)
(145,907) (67.530) (78.317) (116,15)
38,491 97 38,304 NM
(107,416} (67.433) (39,083} (59.3%)
671) 16,575 (17,246) (104.0%)
{108,087) (50,838) (57,229 (112.5%)
—_ {128) 128 100.0%
$ (108,087) $§ (50,986) $ (57,101) (112.0%)
546 383 163 42.6%
51,21 30,057 21,214 70.6%
46,723 26,807 19,916 74.3%
91.1% 80.6% 1.5% 1.7%
90.4% 88.9% 1.5% 1.7%
3 3247 % 2991 % 256 8.6%
85 67 18 26.9%
15,741 11,510 4,231 Jo.8%
92.4% 92.4% — —
92.4% 92.3% 0.1% 0.1%
$ 2918 % 2,745 & 173 6.3%
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Assisted Living

I

Number of communities {(period e !d) 405 294 111 37.8%
Total units/beds ™ 20762 || 12481 8,281 66.3%
Occupancy rate: .
Period end 89.79| 88.4% 1.3% 1.5%
Weighted average §9.7. 87.1% 2.6% 3.0%
Average monthly rate per unit/be !(2) $ 3,258 H $ 3153 0§ 105 33%
CCRCs
Number of communities (period e:d) 32 ]| 6 26 433.3%
Total units/beds'" 10,220 2816 7,404 262.9%
Occupancy rate:
Period end 91.8% 80.4% 11.4% 14.2%
Weighted average 87.99] 78.7% 9.2% 11.7%
Average monthly rate per unit/be: $ 4064 § 3613 % 451 12.5%
Management Services ||
Number of communities (period e1 d) 24 16 8 50.0%
Total units/beds'" 4548 || 3,250 1,298 39.9%
Occupancy rate: .
Period end 92.6%| 88.4% 4.2% 4.8%
Weighted average 92.3% 84.5% 1.8% 9.2%
Selected Entrance Fee Data: 2006
Ql Q2 Q3 Q4 YTD
Non-refundable entrance fees sales 448 165 ]i 3 3716 $ 8467 § 12,796
Refundable entrance fees sales 1,621 1,135 4,144 7,860 14,760
Total entrance fee receipts 2,06% 1,300 ][ 7,860 16,327 27.556
Refunds {703) (308) {3,529) (4,648) (9,188)
Net entrance fees 1366 § 992 H $ 4,331 % 11679 § 18,368
2005
Ql Q2 I Q3 i7] YTD
Non-refundable entrance fees sales — § 273§ 427 % 48 & 1,186
Refundable entrance fees sales — 986 ” 1,544 1,513 4,043
Total entrance fee receipts — 1,259 1,971 1,999 5,229
Refunds — (257)” {1,413) {1,065) (2,735)
Net entrance fees — § 1,002 § 558 % 934 % 2,494
n Total units/beds operated rep ‘esent the total units/beds operated as of the end of the period.
2) Average monthly revenue per unit/bed represents the average of the total monthly re renues, excluding amortization of entrance fees,

divided by average occupied 1nits/beds.

As of December 31, 2006, our total ope ations included 546 communities with a capacity to sere 51,271 residents. During 2006, our total portfolio
grew by 163 communities and our resic ent capacity increased by 21,214 as we completed a nu: nber of acquisitions, including the acquisition

of ARC.

Our 2006 results were also affected by »ur continuing implementation of our ancillary services programs at a number of our locations.
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Resident Fees

The increase in resident fee revenue was primarily due to the acquisition of ARC and additional acquisitions during 2006 and a full year of
operations for the 2005 acquisitions. Including the effect of the historical resulis of the ARC facilities only partially inctuded in our results of
operations it 2006, resident fees increased by approximately $79.2 million, or 7.19, at the 405 communities we operated during both

periods. Occupancy at these 405 communities increased by approximately 1.0%.

Retirement centers revenue increased $116.1 million, or 35.1%, primarily due to the acquisition of ARC and additional acquisitions during 2006 and
a full year of operations for the 2005 acquisitions. Revenues were also positively impacted by increases in occupancy and average rate for the
communities operated in the same period in the prior year.

Assisted living revenue increased $210.0 million, or 51.8%, primarily due to the acquisition of ARC and additional acquisitions during 2006, 2 3.0%
increase in average occupancy and a 3.3% increase in average monthly rent per unit/bed.

CCRCs revenue increased $191.4 million, or 374.4%, primarily due to the acquisition of ARC and additional acquisitions in 2006 and a full year of
operations of the Fortress CCRC Portfolio acquired in April 2005,

Management Fees

Management fee revenue increased over this period primarily due to the acquisition of ARC, partially offset by the termination of ten management
agreements during 2006, net of termination fees received of $0.6 million.

Facilities Operating Expense

The increase was primarily due to increases in salaries. wages and benefits, the inclusion of the operations of ARC and additional 2006
acquisitions and a full year of the operations of 2005 acquisitions, partially offset by cost savings from procurement arrangements. Including the
effect of the historical results of the ARC facilities only partially included in our results of operations in 2006, facility operating expense increased
by approximately $29.4 millicn, or 4.1%, at the 405 communities we operated during both periods.

Retirement centers operating expenses increased $63.7 million, or 33.3%, primarily due to the acquisition of ARC and additional 2006 acquisitions
and a full year of the operations of 2005 acquisitions. The balance was primarily due to increases in salaries, wages and benefits.

Assisted living operating ¢xpenses increased $126. 1 million, or 48.3%, primarily due to increased salaries, wages and benefits as a result of
increased occupancy and level of care provided to residents and partially offset by a non-cash benefit of $4.1 million and $4.7 million for the years
ended December 31, 2006 and 2005, respectively, related 1o the reversal of an accrual established in connection with Alterra’s emergence from
bankruptcy in December 2003.

CCRCs operating expenses increased $136.1 million, or 327.1%, primarily due to the acquisition of ARC and a full year of operations of the Fortress
CCRC Paortfolio acquired in April 2005.

General and Administrative Expense

General and administrative expenses increased $36.2 million, or 44.3%, primarily as a result of a $10.9 million increase of merger and integration
costs, $3.9 million increase of non-cash compensation expense in connection with resiricted stock grants, an increase in salaries, wages and
benefits, and an increase in the number of employees in connection with the acquisition of ARC. General and administrative expense as a
percentage of total revenue, including revenue generated by the communities we manage was 5.4% for each of the years ended December 31, 2006
and 20035, calculated as follows (doltars in thousands):
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Year Ended
December 31,
2006 2005

Resident fee revenues $  1,304296 § 786,715
Resident fee revenues under management 73,507 71,3715
Total $ 1377803 % 864,090
General and administrative expenses (excluding merger and integration expenses, non-cash stock compensation

expense totaling $43.4 million and $35.2 million in 2006 and 2005, respectively, with 2005 including bonuses

in connection with a restricted stock grant) $ 74,449 § 46,504
General and administrative expenses as % of total revenues 54% 5.4%

Facility Lease Expense

Lease expense increased $39.4 million, or 20.8%, primarily due to the addition of 55 operating leases in connection with acquisitions partially offset
by the November 30, 2006 purchase of 30 communities previously leased by us.

Depreciation and Amortization

Total depreciation and amortization expense increased by $141.1 million, or 299.9%, primarily due to the acquisition of ARC and additional
acquisitions in 2005 and 2006.

Interest Income
Interest income increased $3.0 million, or 79.8%, primarily due to the acquisition of ARC and an increase in invested cash and cash equivalents

resulting from our follow-on equity offering, and cash generated from operations, partially offset by a decrease in interest income from lease
security deposits and cash and investment restricted as a result of issuing letters of credit to secure our obligations.

Interest Expense

Interest expense increased $57.7 million, or 128.0%, primarily due to approximately $1.2 billion of new debt assumed or incurred in connection with
the acquisition of ARC and with our 2006 acquisitions and fees related to the issuance of additional lenters of credit.

Income Taxes

Benefit for income taxes increased $38.4 million primarily due to the ARC acquisition and additional acquisitions during 2006 and 2005 that allowed
us to reduce our valuation allowance.

Minority Interest

Minority interest decreased $17.2 million, or 104.0%, primarily due to the completion of the initial public offering, partially offset by minority
interest attributable to the limited partnerships consolidated pursuant to EITF 04-5. Prior to completion of the initial public offering, the non-
Fortress owners were classified as minority interest pursuant to EITF 02-5.

Critical Accounting Policies and Estimates

The preparation of our financial statements in conformity with accounting principles generally accepted in the United States, or GAAP, requires us
10 make estimates and judgments that affect our reported amounts of assets and liabilities, revenues and expenses. We consider an accounting

estimate to be critical if it requires assumptions to be made that were uncertain at the time the estimate was made and changes in the estimate, or
different estimates that could have been selected, could have a material impact on our combined results of operations or financial condition. We
have identified the following critical accounting policies that affect significant estimates and judgments.
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Revenue Recognition and Assumptions at Entrance Fee Communities

Our ten entrance fee communities provide housing and healthcare services through entrance fee agreements with residents. Under certain of these
agreements, residents pay an entrance fee upon entering into the contract and are contractually guaranteed certain limited lifecare benefits in the
form of healthcare discounts. The recognition of entrance fee income requires the use of various actuarial estimates. We recognize this revenue by
recording the nonrefundable portion of the residents’ entrance fees as deferred entrance fee income and amortizing it into revenue using the
straight-line method over the estimated remaining life expectancy of each resident or couple. In addition, certain entrance fee agreements entitle
the resident to a refund of the original entrance fee paid plus a percentage of the appreciation of the unit contingent upon resale. We estimate the
portion of such entrance fees that will be repaid to the resident from other contingently refundable entrance fees received or non-refundable
entrance fees received and record that portion as deferred revenue with the remainder classified as refundable entrance fees. The portion recorded
as deferred revenue is amortized over the life of the entrance fee building. We periodically assess the reasonableness of these mortality tables
and other actuarial assumptions, and measurement of future service obligations.

Obligation to Provide Future Services

Annually, we calculate the present value of the net cost of future services and the use of communities to be provided 1o current residents of
certain of our CCRCs and compare that amount with the balance of non-refundable deferred revenue from entrance fees received. If the present
value of the net cost of future services and the use of communities exceeds the non-refundable deferred revenue from entrance fees, a liability is
recorded (obligation to provide future services and use of communities) with a corresponding charge to income.

Self-Insurance Liability Accruals

We are subject to various legal proceedings and claims that arise in the ordinary course of our business. Although we maintain general liability
and professional liability insurance policies for our owned, leased and managed communities under a master insurarice program, our current policy
provides for deductibles of $3.0 million for each and every claim. The amount of liquid assets available to satisfy these deductible obligations is
$7.7 million (classified as cash and escrow deposits — restricted in the consolidated balance sheets). As a result, we are effectively self-insured for
most claims. In addition, we maintain & self-insured workers compensation program {with excess loss coverage above $0.5 million per individual
claim} and a self-insured employee medical program (with excess loss coverage above $0.3 million per individual claim). We are self-insured for
amounts below these excess loss coverage amounts. We review the adequacy of our accruals related to these liabilities on an ongoing basis, using
historical claims, actuarial valuations, third-party administrator estimates, consultants, advice from legal counsel and industry data, and adjust
accruals periodically. Estimated costs related to these self-insurance programs are accrued based on known claims and projected claims incurred
bul not yet reported. Subsequent changes in actual experience are monitored and estimates are updated as information is available.

Income Taxes

We account for income taxes under the provisions of Statement of Financial Accounting Standards (“SFAS™) No. 109, Accounting for Income
Taxes. Under this method, deferred tax assets and liabilities are determined based on the difference between the financial statement and tax bases
of assets and liabilities using tax rates in effect for the year in which the differences are expected to affect taxable income. Valuation allowances are
stablished when necessary to reduce deferred tax assets to the amounts that are expected to be realized. As of December 31, 2007 and 2006, we
ave a valuation allowance against deferred tax assets of approximately $6.4 million and $6.0 million, respectively. When we determine that it is

ore likely than not that we will be able to realize our deferred tax assets in the future in excess of our net recorded amount, an adjustment to the
eferred tax asset would be made and reflected in either income or as an adjustment to goodwill. This determination will be made by considering
arious factors, including our expected future results, that in our judgment will make it more likely than not that these deferred tax assets will be
ealized.

49




Table of Contents

Lease Accounting

We determine whether to account for our leases as either operating or capital leases depending on the underlying terms. As of December 31, 2007,
we operated 357 communities under long-term leases with operating, capitat and financing lease obligations. The determination of this
classification is complex and in certain situations requires a significant level of judgment. Qur classification criteria is based on estimates regarding
the fair value of the leased communities, minimum lease payments, effective cost of funds, the economic life of the community and certain other
terms in the lease agreements as stated in our consolidated financia! statements included elsewhere in this Annual Report on Form 10-K.
Communities under operating ieases are accounted for in our statement of operations as lease expenses for actual rent paid plus or minus straight-
line adjustments for fixed or estimated minimum lease escalators and amortization of deferred gains. For communities under capital lease and lease
financing obligation arrangements, a liability is established on our balance sheet and a corresponding long-term asset is recorded. Lease payments
are allocated between principal and interest on the remaining base lease obligations and the lease asset is depreciated over the shorter of its useful
life or the term of the lease. In addition, we amortize leasehold improvements purchased during the term of the lease over the shorter of their
economic life ot the lease term. Sale-leaseback transactions are recorded as lease financing obligations when the transactions include a form of
continuing involvement, such as purchase options.

One of our leases provides for various additional lease payments based on changes in the interest rates on the debt underlying the lease. All of
our leases contain fixed or formula based rent escalators. To the extent that the escalator increases are tied to a fixed index or rate, lease payments
are accounted for on a straight-line basis over the life of the lease. In addition, we recognize all rent-free or rent holiday periods in operating leases
on a straight-line basis over the lease term, including the rent holiday period.

Allowance for Doubtful Accounts

Accounts receivable are reported net of an allowance for doubtful accounts, and represent our estimate of the amount that ultimately will be
realized in cash. The allowance for doubtful accounts was $15.5 million, and $8.5 million as of December 31, 2007 and 2006, respectively. The
adequacy of our allowance for doubtful accounts is reviewed on an ongoing basis, using historical payment trends, write-off experience, analyses
of receivable portfolios by payor source and aging of receivables, as well as a review of specific accounts, and adjustments are made to the
allowance as necessary. Changes in legislation are not expected to have a material impact on collections; however, changes in economic
conditions could have an impact on the collection of existing receivable balances or future allowance considerations.

Approximately 89.0% and 11.0% of our resident and healthcare revenues for the year ended December 31, 2007 were derived from privaie pay
customers and services covered by various third-party payor programs, including Medicare and Medicaid, respectively. Billings for services
under third-party payor programs are recorded net of estimated retroactive adjustments, if any, under reimbursement programs. Retroactive
adjustments are accrued on an estimated basis in the period the related services are rendered and adjusted in future periods or as final settlements
are determined. We accrue contractual or cost related adjustments from Medicare or Medicaid when assessed (without regard to when the
assessment is paid or withheld), even if we have not agreed 1o or are appealing the assessment. Subsequent positive or negative adjustments to
these accrued amounis are recorded in net revenues when known.

Long-Lived Assets, Goodwill and Purchase Accounting

As of December 31, 2007 and 2006, our long-lived assets were comprised primarily of $3.8 billion and $3.7 billion, respectively, of property, plant
and equipment and leasehold interests. In accounting for our long-lived assets, other than goodwill, we apply the provisions of SFAS No. 141,
Business Combinations, and SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets (“SFAS 1447}, In connection with
our formation transactions, for financial reporting purposes we recorded the non-controlling stockholders’ interest at fair value. Acquisitions are
accounted for using the purchase method of accounting and the purchase prices are allocated Lo acquired assets and liabilities based on their
estimated fair values. Goodwill associated with our acquisition of ARC and our formation transactions was allocated to the reportable segment and
included in our application of the provisions of SFAS No. 142, Goodwill and Other Intangible Assets (“SFAS 142"). We account for goodwill
under the provisions of SFAS No, 142, As of December 31, 2007 and 2006, we had $328.9 million and $324.8 million of goodwill, respectively.
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The determination and measurement of an impairment loss under these accounting standards requires the significant use of judgment and
estimates. The determination of fair value of these assets utilizes cash flow projections, on a discounted basis under SFAS 142 and on an
undiscounted basis under SFAS 144, that assume certain future revenue and cost levels, assumed capitalization and discount rates based upon
current market conditions and other valuation factors, all of which involve the use of significant judgment and estimation. Future events may
indicate differences from management’s current judgments and estimates, which could, in turn, result in impairment. Future events that may result
in impairment charges include increases in interest rates, which would impact discount rates, differences in projected occupancy rates and changes
in the cost structure of existing communities.

Hedging

We periodically enter into certain interest rate swap agreements to effectively convert floating rate debt to a fixed rate basis or to hedge anticipated
future financings. Amounts paid or received under these agreements are recognized as an adjustment to interest expense when such amounts are
incurred or earned. For effective cash flow hedges, settlement amounts paid or received in connection with settled or unwound interest rate swap
agreements are deferred and recorded to accumulated other comprehensive income. For effective fair value hedges, changes in the fair value of the
derivative will be offset against the corresponding change in fair value of the hedged asset or liability through earnings or recognized in other
comprehensive income until the hedged item is recognized in earnings. The ineffective portion of a derivative’s change in fair value will be
recognized in earnings. All derivative instruments are recorded at fair value. Derivatives that do not qualify for hedge accounting are recorded at
fair value through earnings.

On October 1, 2006, we elected to discontinue hedge accounting prospectively for the previously designated swap instruments. Consequently, the
net gain accumulated in other comprehensive income at that date of approximately $1.3 million related to the previously designated swap
instruments is being reclassified to interest expense over the life of the underlying hedged debt. In the future, if the underlying hedged debt is
extinguished or refinanced, the remaining unamortized gain or loss in accumutated other comprehensive income will be recognized in net income.

Stock-Based Compensation

We adopted SFAS No. 123 (revised), Share-Based Payment (*SFAS No. 123R™), in connection with initial grants of restricted stock effective
August 2005 which were converted into shares of our restricted stock on September 30, 2005 in connection with our formation transaction. This
Statement requires measurement of the cost of employee services received in exchange for stock compensation based on the grant-date fair value
of the employee stock awards. Incremental compensation costs arising from subsequent modifications of awards after the grant date must be
recognized when incurred.

Certain of our employee stock awards vest only upon the achievement of performance targets. SFAS No. 123R requires recognition of
compensation cost only when achievement of performance conditions is considered probable. Consequently, our determination of the amount of
stock compensation expense requires a significant level of judgment in estimating the probability of achievement of these performance targets.
Additionally, we must make estimates regarding employee forfeitures in determining compensation expense. Subsequent changes in actual
experience are monitored and estimates are updated as information is available.

New Accounting Pronouncements

The information required by this Item is provided in note 2 of the notes to the consolidated and combined financial statements contained in Item 8.
Financial Statements and Supplementary Data.

Liquidity and Capital Resources
The following is a summary of cash flows from operating, investing and financing activities, as reflected in the Consolidated and Combined

Statements of Cash Flows (dollars in thousands):

51




O

Table of Contents

Year Ended
December 31,
2007 2006
Cash provided by operating activities 3 199,662 $ 85,912
Cash used in investing activities (358,419) (2,002,686)
Cash provided by financing activities 191,627 1,907,126
Net increase {decrease) in cash and cash equivalents 32,870 (9,648)
Cash and cash equivalents at beginning of period 68,034 77,682
Cash and cash equivalents at end of period 160,904 68,034

The increase in cash provided by operating activities was primarily attributable to the effect of acquisitions completed during 2006 (most notably,
the acquisition of ARC), as well as the overall improved performance of the communities we operated during both periods.

The decrease in cash used in investing activities was primarily attributable to a decrease in acquisition activity in the current year. This decrease
was partially offset by an increase in additions to property, plant, equipment and leasehold intangibles, as well as an increase in restricted cash for
our swap collateral deposilts in the current year. The increase in restricted cash in 2007 was partially offset by our substitution of letters of credit
for cash previously securing certain of our obligations in the prior year,

The decrease in cash provided by financing activities was primarily due to a decrease in cash received from the issuance of common stock and a
decrease in net proceeds from the issuance of debt, both of which primarily resulted from reduced acquisition activity in the current year. This
decrease was partially offset by an increase in dividends and reduced capital lease obligation payments resulting from our acquisition of the
Freedom Square Portfolio {(and the associated capital lease termination) in the current year.

Our principal sources of liquidity are expected to be from:

- cash balances on hand;

« cash flows from operations;

« proceeds from our credit facility;

« proceeds from mortgage financing or refinancing of various assets;

- proceeds from the selective disposition of underperforming assets;

- funds raised in the debt or equity markets; and

- funds generated through joint venture arrangements or sale-leaseback transactions.

Our liquidity requirements have historically arisen from, and we expect they will continue to arise from:

+ working capital;

- operating costs such as employee compensation and related benefits, general and administrative expense and supply costs;

- debt service and lease payments;

- acquisition consideration and transaction costs;

- cash collateral required to be posted in connection with our interest rate swaps and related financial instruments;

- capital expenditures and improvements, including the expansion of our current communities and the development of new communities;
- dividend payments; and

- other corporate initiatives (including integration and branding).

excluding our line of credit and capital lease obligations, at a weighted-average interest rate of 6.38%. At December 31, 2007, we had $2.1 billion of
total debt outstanding, excluding our line of credit, of which $18.0 million was due on or before December 31, 2008. We also have substantial
operating lease obligations and capital expenditure requirements. For the year ending December 31, 2008, we will be required to make

|
I
We are highly leveraged, and have significant debt and lease obligations. At December 31, 2007, we had $1.8 billion of debt outstanding,
‘ approximately $254.0 million of payments in connection with our existing operating leases.
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We had $100.9 million of cash and cash equivalents at December 31, 2007, excluding cash and escrow deposits-restricted and lease security
deposits of $118.0 million. Additionally, we had $81.6 million available under our corporate credit facility and $11.4 million of unused capacity
under our letter of credit facility.

At December 31, 2007, we had $257.9 million of negative working capital, which includes the classification of $205.8 million of refundable entrance
fees and $31.9 million in tenant deposits as current liabilities. Based upon our historical operating experience, we anticipate that only 9% to 12% of
those entrance fee liabilities will actually come due, and be required to be settled in cash, during the next 12 months. We expect that any entrance
fee liabilities due within the next 12 months will be fully offset by the proceeds generated by subsequent entrance fee sales. Entrance fee sales, net
of refunds paid, provided $25.7 million of cash for the year ended December 31, 2007.

For the year ending December 31, 2008, we anticipate that we will make investments of approximately $100 million to $115 million for capital
expenditures, comprised of approximately $25 million to $30 million of net recurring capital expenditures {including corporate capital expenditures),
approximately $35 million to $40 million of net capital expenditures in connection with our community expansion and development program, and
approximately $40 million to $45 million of expenditures relating to other major projects. Other major projects include unusual or non-recurring
capital projects, projects which create new or enhanced economics, such as major renovations or repositioning projects at our communities
(including deferred expenditures in connection with recently acquired communities), integration related expenditures, and expenditures supporting
the expansion of our ancillary services programs. We anticipate funding our expansion and development program primarily through debt and lease
financings for those projects. We expect that our other anticipated capital expenditures will be funded from cash on hand, cash flows from
operations, amounts drawn on our credit facility and proceeds from the refinancing of various assets. There can be no assurance that any such
financings or refinancings will be available to us or on terms that are acceptable to us,

Through 2007, we focused on growth primarily through acquisition, spending approximately $2.2 billion during 2007 and 2006 on acquiring
communities and companies, excluding fees, expenses and assumption of debt. Given the current market environment, we anticipate a reduced
level of acquisition activity over the near term, and consequently reduced acquisition spending, as we focus on integrating previous acquisitions
and the other components of our growth strategy.

In the normal course of business, we use a variety of financial instruments to mitigate interest rate risk. We have entered into certain interest rate
protection and swap agreements to effectively cap or convert floating rate debt to fixed rate. Pursuant to certain of our hedge agreements, we are
required to secure our obligation to the counterparty by posting cash or other collateral if the fair value liability exceeds specified thresholds. In
periods of significant volatility in the credit markets, the value of these swaps can change significantly and as a result, the amount of collateral we
are required to post can change significantly. For example, cash collateral posted as of December 31, 2007 and January 31, 2008 was approximately
$5.0 million and $40.3 million, respectively. During the month of January 2008, we posted up to $43.9 million in collateral. If we are required to post
additional collateral in connection with our interest rate swaps, our liquidity could be negatively impacted.

We expect to continue to fund our business through our principal sources of liquidity, Primarily, during 2008, we anticipate that our liquidity will
come from cash on hand, cash flows from operations, amounts drawn on our credit facility and proceeds from the refinancing of various assets.
We expect to continue to assess our financing alternatives periodically and access the capital markets opportunistically. If our existing resources
are insufficient to satisfy our liquidity requirements, or if we enter into an acquisition or strategic arrangement with another company, we may need
to sell additional equity or debt securities. Any such sale of additional equity securities will dilute the interests of our existing stockholders, and
we cannot be certain that additional public or private financing will be available in amounts or on terms acceptable to us, if at all. if we are unable to
obtain this additional financing, we may be required to delay, reduce the scope of, or eliminate one or more aspects of our business development
activities or to reduce our dividends, any of which could harm our business.

We currently estimate that our existing cash flows from operations, together with existing working capital, amounts drawn under our credit facility
and proceeds from anticipated refinancings of various assets, will be sufficient to fund our liquidity needs for at least the next 12 months.

Our actual liquidity and capital funding requirements depend on numerous factors, including our operating results, the actual level of capital

expenditures, our expansion, development and acquisition activity, general economic conditions and the cost of capital. Shortfalls in cash flows
from operating results or other principal
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sources of liquidity may have an adverse impact on our ability to execute our business and growth strategies. As a result, this may impact our
ability to grow our business, pay dividends, maintain capital spending levels, expand certain communities, or execute other aspects of our
business strategy. In order to continue some of these activities at historical or ptanned levels, we may incur additional indebtedness or lease
financing to provide additional funding. There can be no assurance that any such additienal financing will be available ot on terms that are
acceplable to us.

Credit Facility

As of December 31, 2007, we had available a secured line of credit of $320.0 million {$70.0 million letter of credit sublimit) and a separate letter of
credit facility of up to $80.0 million. The line of credit bears interest at the base rate plus 0.50% or LIBOR plus 1.50%, at our election. We must also
pay an annual fee equal to 1.50% of the amount of any outstanding letters of credit issued under the facilities. In connection with entering into the
credit facility agreement, we paid 2 commitment fee of 0.50% and are subject to a non-use fee of 0.25% on all unutilized amounts. On October 10,
2007, we amended our credit facility agreement to, among other things, revise certain financial covenants and to address certain administrative
matters. The amended agreement matures on November 15, 2008 subject to extension at our unilateral option for two three-month extension
periods and payment of a 0.1875% commitment fee with respect to each extension. As a result of our unilateral extension rights, amounts drawn
against the credit agreement at December 31, 2007 have been classified as long-term on our Consolidated Balance Sheets.

In connection with the credit agreement, we and certain of our subsidiaries, as guarantors, entered into a guarantee and pledge agreement in favor
of Lehman Commercial Paper Inc., as administrative agent for the banks and other financial institutions from time to lime parties to the credit
agreement, pursuant to which certain of the guarantors guarantee the prompt and complete payment and performance when due try us of our
obligations under the credit agreement and certain of the guarantors pledge certain assets for the benefit of the secured parties as collateral
security for the payment and performance of our obligations under the credit agreement and under the guarantee. The pledged assets include,
among other things, equity interests in certain of our subsidiaries, all related books and records and, to the extent not otherwise included, all
proceeds and products of any and all of the foregoing, all supporting obligations in respect of any of the foregoing and all collateral security and
guarantees given by any person with respect to any of the foregoing.

The credit agreement contains typical representations and covenants for loans of this type. A violation of any of these covenants could result in a
default under the credit agreement, which would result in termination of all commitments and loans under the credit agreement and all other
amounts owing under the credit agreement and certain other loan and lease agreements becoming immediately due and payable.

Contractual Commitments

The following table presents a summary of our material indebtedness, including the related interest payments, lease and other contractual
commitments, as of December 31, 2007.

Payments Due by Twelve Months Ending December 31,
Total 2008 2009 2010 2011 2012 Thereafter
(dollars in thousands)

Contractual Obligations:

Long-term debt obligations"* $2,595263 $ 120,135 § 643356 § 190,038 § 144401 $ 896352 § 600,981
Capital lease obligations' 491518 42,989 43171 45,653 46,857 46,161 266,081
Operating lease obligations™ 2914347 253952 259,005 261,664 264,663 265554 1,609,509
Purchase obligalionsm 1,155 1,155 — — _ — —
Refundable entrance fee obligations™’ 205,829 22,641 22,641 22,641 22,641 22,641 92,624
Total contractual obligations 6208112 430872 968,779 519996 478562 1,230,108 _ 2,569,195
Total commercial commitments $ 129087 $ 97184 § 31903 § — 3 — 3 — 3§ —

{1) Includes contractual interest for all fixed-rate obligations and assumes interest on variable rate instruments at the December 31, 2007 rate.
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(2} $47.0 million of principal has been classified beyond its initial maturity date due to the subsequent consummation of a refinancing which
extended the maturity date and $198.0 million has been classified beyond its initial maturity date due to our unilateral option 1o extend the
initial maturity date.

(3) Reflects future cash payments after giving effect to non-contingent lease escalators and assumes payments on variable rate instruments at
the December 31, 2007 rate.

(4) Represents minimum purchase commitments pursuant to contracts with suppliers.

(5) Future refunds of entrance fees are estimated based on historical payment trends. These refund obligations are generally offset by proceeds
received from resale of the vacated apartment units. Historically, proceeds from resales of entrance fee units each year generally offset
refunds paid and generate excess cash to us.

Company Indebtedness, Long-term Leases and Hedging Agreements

Indebtedness

As of December 31, 2007, 2006 and 2003, our outstanding property-level secured debt was $2.1 biltion, $1.7 billion and $754.3 million, respectively.
During 2007, we incurred $591.5 million of additional propeny-level debt primarily related 1o the financing of acquisitions, the expansion of certain
communities and the releveraging of certain assets. Approximately $256.4 million of the new debt was issued at a variable interest rate (subject to
hedge agreements that may effectively cap or convert the debt to a fixed rate) and the remaining $335.1 million was issued at a fixed interest

rate, Refer to the Notes to the Consolidated and Combined Financial Statements for a detailed discussion of the new debt and related terms.

We have secured our self-insured retention risk under our workers’ compensation and general Hability and professional liability programs and our

lease security deposits with cash and letters of credit aggregating $18.7 million and $57.0 million, and $26.2 million and $58.1 million as of December
31, 2007 and 2006, respectively.

As of December 31, 2007, we are in compliance with the financial covenants of our outstanding debt, including those covenants measuring facility
operating income to gauge debt coverage.

Long-Term Leases

As of December 31, 2007, we have 357 communities under long-term leases. The leases relating to these communities are generally fixed rate leases
with annual escalators that are either fixed or tied to changes in leased property revenue or the consumer price index.

Two portfolio leases have or had a floating-rate debt component built into the lease payments. We acquired one of the portfolios on December 30,
2005. Prior to the acquisition, the lease payment was a pass through of debt service, which includes $100.8 million of floating rate tax-exempt debt
that was credit enhanced by Fannie Mae. Through a series of financial instruments including interest rate caps and an interest rate swap, our
variable rate exposure under this lease is entirely hedged. The second lease includes $102.6 million of variable rate mortgages and/or tax exernpt
debt that is credit enhanced by Freddie Mac, Qur variable rate exposure under this second lease is hedged through an interest rate swap.

For the year ended December 31, 2007, our minimum annual cash lease payments for our capital/financing leases and operating leases were
approximately $43.0 million and $248.7 million, respectively.

As of December 31, 2007, we are in compliance with the financial covenants of our capital and operating leases, including those covenants
measuring facility operating income to gauge debt coverage.

Hedging

In the normal course of business, we use a variety of financial instruments to hedge interest rate risk. We have historically entered into certain
interest rate protection and swap agreements to effectively cap or convert floating rate debt 10 a fixed rate basis, as well as 10 hedge anticipated
future financing transactions.

All derivative instruments are recognized as either assets or liabilities in the Consolidated Balance Sheet at fair value.

The following table summarizes our swap instruments at December 31, 2007 (dollars in thousands):
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Current notional balance $ 1425441
Highest possible notional $ 1425441
Lowest interest rate 3.36%
Highest interest rate 3.00%
Average fixed rate 4.54%
Earliest maturity date 2008
Latest maturity date 2014
Weighted average original maturity 4.3 years
Estimated liability fair value (included in other liabilities at December 31, 2007) $ 12,691
Estimated asset fair value (included in other assets at December 31, 2007) $ 78

Impacts of Inflation

Resident fees from the communities we own or lease and management fees from communities we manage for third parties are our primary sources
of revenue. These revenues are affected by the amount of monthly resident fee rates and community occupancy rates. The rates charged are
highly dependent on local market conditions and the competitive environment in which our communities operate. Substantially all of our retirement
center, assisted living, and CCRC residency agreements allow for adjustments in the monthly fee payable thereunder not less frequently than
every 12 or 13 months thereby enabling us to seek increases in monthly fees due to inflation, increased levels of care or other factors. Any pricing
increase would be subject to market and competitive conditions and could result in a decrease in occupancy in the facilities, We believe, however,
that our ability to periodically adjust the monthly fee serves to reduce the adverse affect of inflation. In addition, employee compensation expense
is a principal cost element of facility operations and is also dependent upon local market conditions. There can be no assurance that resident fees
will increase or that costs will not increase due to inflation or other causes.

At December 31, 2007, approximately $1.2 billion of our indebtedness, excluding our line of credit, bears interest at floating rates. We have
mitigated our exposure to floating rates by using interest rate swaps and interest rate caps under our debt/lease arrangements. Inflation, and its
impact on floating interest raies, could affect the amount of interest payments due on our line of credit.
Off-Balance Sheet Arrangements
The equity method of accounting has been applied in the accompanying financial statements with respect to our investment in unconsolidated
ventures that are not considered VIEs as we do not possess a controlling financial interest. We do not believe these off-balance sheet
arrangements have or are reasonably likely to have a current or future effect on our financial condition, changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures or capital resources that is material 1o investors.
Non-GAAP Financial Measures
A non-GAAP financial measure is generally defined as one that purports to measure historical or future financial performance, financial position or
cash flows, but excludes or includes amounts that would not be so adjusted in the most comparable GAAP measure. In this report, we define and
use the non-GAAP financial measures Adjusted EBITDA, Cash From Facility Operations and Facility Operating Income, as set forth below.
Adjusted EBITDA

Definition of Adjusted EBITDA

We define Adjusted EBITDA as follows:

Net income before:
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- provision {benefit) for income taxes;

+ non-operating (income}) loss items;

- depreciation and amortization;

- amortization of deferred gain;

- straight-line rent expense (incomey;

- amortization of deferred entrance fees: and
- non-cash compensation expense;

and including:

- entrance fee receipts and refunds.

Management's Use of Adjusted ERITDA

We use Adjusted EBITDA to assess our overall financial and operating performance. We believe this non-GAAP measure, as we have defined it,
is helpful in identifying trends in our day-to-day performance because the items excluded have little or no significance on our day-to-day
operations. This measure provides an assessment of contrellable expenses and affords management the ability to make decisions which are
expected to facilitate meeting current financial goals as well as achieve optimal financial performance. It provides an indicator for management to
determine if adjustments to current spending decisions are needed.

Adjusted EBITDA provides us with a measure of financial performance, independent of items that are beyond the control of management in the
short-term, such as depreciation and amortization, straight-line rent expense (income), taxation and interest expense associated with our capital
structure. This metric measures our financial performance based on operational factors that managetment can impact in the short-term, namely the
cost structure or expenses of the organization. Adjusted EBITDA is one of the metrics used by senior management and the board of directors to
review the financial performance of the business on a monthly basis. Adjusted EBITDA is also used by research analysts and investors to
evaluate the performance of and value companies in our industry.

Limitations of Adjusted EBITDA

Adjusted EBITDA has limitations as an analytical tool, It should not be viewed in isolation or as a substitute for GAAP measures of eamings.
Material limitations in making the adjustments to our earnings to calculate Adjusted EBITDA, and using this non-GAAP financial measure as
compared to GAAP net income (loss), include:

- the cash portion of interest expense, income tax (benefit) provision and non-recurring charges related to gain (loss) on sale of
facilities and extinguishment of debt activities generaily represent charges (gains), which may significantly affect our financial
results; and

- depreciation and amortization, though net directly affecting our current cash position, represent the wear and tear and/or reductton in
value of our facilities, which affects the services we provide to our residents and may be indicative of future needs for capital
expenditures.

n investor or potential investor may find this item important in evaluating our performance, results of operations and financial position, We use
on-GAAP financial measures to supplement our GAAP results in order to provide a mote complete understanding of the factors and trends
ffecting our business.

djusted EBITDA is not an alternative to net income, income from operations or cash flows provided by or used in operations as calculated and
resented in accordance with GAAP. You should not rely on Adjusted EBITDA as a substitute for any such GAAP financial measure. We
trongly urge you to review the reconciliation of Adjusted EBITDA to GAAP net income (loss), along with our consolidated and combined
inancial statements included herein. We also strongly urge you to not rely on any single financial measure to
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evaluate our business. In addition, because Adjusted EBITDA is not a measure of financial performance under GAAP and is susceptible to
varying calculations, the Adjusted EBITDA measure, as presented in this report, may differ from and may not be comparable to similarly titled
measures used by other companies.

The table below shows the reconciliation of our net loss to Adjusted EBITDA for the years ended December 31, 2007, 2006 and 2005 (dollars in
thousands):

Years Ended December 31,

2007 2006 2005

Net loss $ (161,979) 5 (108.087) § (50,986)
Loss on discontinued operations — — 128
Benetit for income taxes {101,260) (38,491) (97)
Other non-operating income (402) — —_
Minority interest {393 671 (16,575)
Equity in loss of unconsolidated ventures 3386 3,705 838
Loss on extinguishment of debt 2,683 1,526 3,996
Interest expense
Debt 114,518 74,133 37.049

Capitalized lease obligation 29473 23,561 9,199

Amortization of deferred financing costs 7,064 5,061 2835

Change in fair value of derivatives and amortization 73222 38 (3.992)
Interest income (1.519) {6,810) (3,788)
Loss from operations {41,207) (44,693} (21,393
Depreciation and amortization 299,925 188,129 47,048
Straight-line lease expense 25,439 24,699 23,752
Amortization of deferred gain (4,342) (4,345) {7,938)
Amortization of entrance fees {19.241) (8.149) (33)
Non-cash compensation expense 20,113 26,612 22,680
Entrance fee receipts 45,249 27,556 5,229
Entrance fee disbursements (19,557) (9,188) (2,735)
Adjusted EBITDA $ 306,379 § 200,621 % 66,610
(1) The calculation of Adjusted EBITDA includes merger, integration, and certain other non-recurring expenses, as well as acquisition

transition costs, totaling $19.0 million, $16.8 million and $12.5 million (inctuding cash bonuses in connection with the restricted stock
grants) for the years ended December 31, 2007, 2006 and 20035, respectively.

(2) Adjusted EBITDA for the years ended December 31, 2007, 2006 and 2005 includes a non-cash benefit of $0.3 million, $4.1 million and $4.7
million, respectively. related to a reversal of an accrual established in connection with Alterra’s emergence from bankruptcy in December
2003.

(€)} Adjusted EBITDA for the year ended December 31, 2007 includes $7.0 miilion of charges to facility operating expenses in the quarter ended
December 31, 2007, which relates to our desire to conform our policies across all of our platforms including $5.9 million related to estimated

uncollectible accounts and $1.1 million of accounting conformity adjustments pertaining to inventory and certain accrual policies.

{4) Brookdale Senior Living completed its formation on September 30, 20035. Results prior to that date represent the combined operations of
the entities described in note 1 to the consolidated and combined financial statements.
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Cash From Facility Operations
Definition of Cask From Facility Operations
We define Cash From Facility Operations (CFFQ) as follows:
Net cash provided by (used in) operating activities adjusted for:
- changes in operating assets and liabilities;
-
- deferred interest and fees added to principal;
- refundable entrance fees received;
- entrance fee refunds disbursed;

- other; and

- recurring capital expenditures.

Recurring capital expenditures include expenditures capitalized in accordance with GAAP that are funded from CFFO. Amounts excluded from
recurring capital expenditures consist primarily of unusual or non-recurring capital items (including integration capital expenditures) and facility
purchases and/or major projects or renovations that are funded using financing proceeds and/or proceeds from the sale of facilities that are held
for sale. Through 2007, the portion of capital expenditures deemed to be recurring capital expenditures in any period has consisted only of actual
cash expenditures. Recent system enhancements will allow us, beginning in 2008, to report as recurring capital expenditures both amounts paid
and accrued in any period. Also beginning in 2008, our calculation of CFFQ will be modified to subtract principal amortization related 1o our capital
leases that do not contain a bargain purchase option.

Management's Use of Cash From Facility Operations

We use CFFO to assess our overall liquidity. This measure provides an assessment of controllable expenses and affords management the ability to
make decisions which are expected to facilitate meeting current financial and liquidity goals as well as to achieve optimal financial performance. It
provides an indicator for management to determine if adjustments to current spending decisions are needed.

This metric measures our liquidity based on operational factors that management can impact in the short-term, namely the cost structure or
expenses of the organization. CFFO is one of the metrics used by our senior management and board of directors (i} to review our ability 10 service
our outstanding indebtedness (including our credit facilities and long-term leases), (i) our ability to pay dividends to stockholders, (iii) our ability
to make regular recurring capital expenditures to maintain and improve our facilities on a period-to-period basis, (iv) for planning purposes,
including preparation of our annual budget and (v) in setting various covenants in our credit agreements. These agreements generally require us
to escrow or spend a minimum of between $250 and $450 per unit/bed per year. Historically, we have spent in excess of these per unit/bed
amounts; however, there is no assurance that we will have funds available to escrow or spend these per unit/bed amounts in the future. If we do
nat escrow or spend the required minimumn annual amounts, we would be in default of the applicable debt or lease agreement which could trigger
cross default provisions in our outstanding indebtedness and lease arrangements.

Limitations of Cash From Facility Operations
CFFO has limitations as an analytical tool. It should not be viewed in isolation or as a substitute for GAAP measures of cash flow from operations.
CFFO does not represent cash available’for dividends or discretionary expenditures, since we may have mandatory debt service requirements or

other non-discretionary expenditures.not reflecied in the measure. Material Himitations in making ihe adjustment 1o our cash flow from operations
to calculate CFFO, and using this non-GAAP financial measure as compared to GAAP operating cash flows, include:
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. the cash portion of interest expense, income tax (benefit) provision and non-recurring charges related to gain (loss) on sale of facilities
and extinguishment of debt activities generally represent charges (gains), which may significantly affect our financial results; and

. depreciation and amortization, though not directly affecting our current cash position, represent the wear and tear and/for reduction in
value of our facilities, which affects the services we provide to our residenis and may be indicative of future needs for capital
expenditures.

We believe CFFOQ is useful 1o investors because it assists their ability to meaningfully evaluate (1) our ability to service our outstanding
indebtedness, including our credit facilities and capital and financing leases, (2) our ability to pay dividends to stockholders and (3) our ability to
make regular recurring capital expenditures to maintain and improve our facilities.

CFFO is not an alternative to cash flows provided by or used in operations as calculated and presented in accordance with GAAP. You should not
rely on CFFO as a substitute for any such GAAP financial measure. We strongly urge you to review the reconciliation of CFFO to GAAP net cash
provided by (used in) operating activities, along with our consolidated and combined financial statements included herein. We atso strongly urge
you to not rely on any single financial measure to evaluate our business. In addition, because CFFO is not a measure of financial performance
under GAAP and is susceptible to varying calculations, the CFFO measure, as presented in this report, may differ from and may not be comparable
to similarly titled measures used by other companies.

The calculation of CFFQ includes combination expenses and acquisition transition costs of $19.0 and $16.8 million for the years ended December
31, 2007 and 2006, respectively. In addition, year end December 31, 2005 includes cash bonuses in connection with a restricted stock grant.

The table below shows the reconciliation of net cash provided by operating activities to CFFO for the years ended December 31, 2007, 2006 and
2005 (dollars in thousands):

Years Ended December 31,
2007 2006'" 2005

Net cash provided by operating activities $ 199,662 § 85912 § 16900
Changes in operating assets and liabilities (36,571) 17,936 5,942
Long-term deferred interest and fee added to principal — — —
Refundable entrance fees received 25919 14,760 4,043
Entrance fee refunds disbursed (19,557) (9.188) (2,735)
Reimbursement of operating expenses and other 4,430 5,000 —
Recurring capital expenditures (25,048) (23,518) (17,508)
Cash From Facility Operations $ 148,835 § 90902 % 6.642

(1) The calculation of CFFQ includes merger, integration, and certain other nen-recurring expenses, as well as acquisition transition costs,
totaling $19.0 million, $16.8 million and $12.5 millien (including cash bonuses in connection with the restricted stock grants} for the years
ended December 31, 2007, 2006 and 2005, respectively.

(2) CFFO for the year ended December 31, 2007 includes $7.0 million of charges to facility operating expenses in the quarter ended December
31, 2007, which relates to our desire to conform our policies across all of our platforms including $5.9 million of estimated uncollectible

accounts and $1.1 million of accounting conformity adjustments pertaining to inventery and certain accrual policies.

(3) Brookdale Senior Living completed its formation on September 30, 2005. Results prior to that date represent the combined operations of
the predecessor entities described in note | to the consolidated and combined financial statements.
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Facility Operating Income
Definition of Facility Operating Income
We define Facility Operating Income as follows:
Net income before:

- provision {benefit) for income taxes;

non-operating (income) loss items;
- depreciation and amonization;

facility lease expense;

general and administrative expense, including non-cash stock compensaticn expense;

amortization of deferred entrance fee revenue; and

management fees.

Management's Use of Facility Operating Income

We use Facility Operating Income to assess our facility operating performance. We believe this non-GAAP measure, as we have defined it, is
kelpful in identifying trends in our day-to-day facility performance because the items excluded have little or no significance on our day-to-day
facility operations. This measure provides an assessment of revenue generation and expense management and affords management the ability to

make decisions which are expected to facilitate meeting current financial goals as well as to achieve optimal facility financial performance. It
provides an indicator for management to determine if adjustments to current spending decisions are needed.

Facility Operating Income provides us with a measure of facility financial performance, independent of items that are beyond the control of
management in the short-term, such as depreciation and amertization, lease expense, taxation and interest expense associated with our capital
structure. This metric measures our facility financial performance based on eperational factors that management can impact in the short-term,
namely the cost structure or expenses of the organization. Facility Operating Income is one of the metrics used by our senior management and
board of directors to review the financial performance of the business on a monthly basis. Facility Operating [ncome is also used by research
analysts and investors to evaluate the performance of and value companies in our industry by investors, lenders and lessors. In addition, Facility
Operating Income is a common measure used in the industry to value the acquisition or sales price of facilities and is used as a measure of the
eturns expected to be generated by a facility.

number of our debt and lease agreements contain covenants measuring Facility Operating Income to gauge debt or lease coverages. The debt or
ease coverage covenants are generally calculated as facility net operating income (defined as total operating revenue less operating expenses, all
s determined on an accrual basis in accordance with GAAP). For purposes of the coverage calculation, the lender or lessor will further require a
ro forma adjustment to facility operating income to include a management fee {generally 4%-5% of operating revenue) and an annual capital
eserve (generally $250-$450 per unit/bed). An investor or potential investor may find this item important in evaluating our performance, results of
perations and financial position, particularly on a facility-by-facility basis.

Limitations of Facility Operating Income
acility Operating Income has limitations as an analytical tool. It sheuld not be viewed in isolation or as a substitute for GAAP measures of

arnings. Material limitations in making the adjustments to our earnings to
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calculate Facility Operating Income, and using this non-GAAP financial measure as compared to GAAP net income (loss), include;

- interest expense, income tax (benefit) provision and non-recurring charges related to gain (loss) on sale of facilities and extinguishment of
debt activities generally represent charges (gains}, which may significantly affect our financial results; and

- depreciation and amortization, though not directly affecting our current cash position, represent the wear and tear and/or reduction in
value of our facilities, which affects the services we provide to our residents and may be indicative of future needs for capital
expenditures.

An investor or potential investor may find this itermn important in evaluating our performance, results of operations and financial position on a
facility-by-facility basis. We use non-GAAP financial measures to supplement our GAAP results in order to provide a more complete
understanding of the factors and trends affecting our business. Facility Operating Income is not an alternative to net income, income from
operations or cash flows provided by or used in operations as calculated and presented in accordance with GAAP. You should not rely on Facility
Operating Income as a substitute for any such GAAP financial measure. We strongly urge you to review the reconciliation of Facility Operating
Income to GAAP net income (loss), along with our combined financial statements included herein. We also strongly urge you to not rely on any
single financial measure to evaluate our business. In addition, because Facility Operating Income is not a measure of financial performance under
GAAP and is susceptible to varying calculations, the Facility Operating Income measure, as presented in this report, may differ from and may not
be comparable to similarly titled measures used by other companies.

The table below shows the reconciliation of net loss to Facility Operating Income for the years ended December 31, 2007, 2006 and 2005 (dollars in
thousands):

Years Ended December 31, M

2007 2006 2005

Net loss $ (161,979) % (108,087) § (50,986)
Loss on discontinued operations — — 128
Benefit for income taxes (101,260} {38,491y 97
Other non-operating income (402) — —
Minority interest (393) 671 (16,575)
Equity in loss of unconsolidated ventures 3,386 3,705 838
Loss on extingnishment of debt 2,683 1,526 3,996
Interest expense

Debt 114,518 74,133 37,049

Capitalized lease obligation 29473 23,561 9,199

Amortization of deferred financing costs 7.064 5,061 2,835

Change in fair value of derivatives and amortization 73222 38 (3.992)
Interest income (1,519 (6810} (3.788)
Loss from operations {41,207 (44,693) (21,393)
Depreciation and amortization 299.925 188,129 47,048
Facility lease expense 271,628 228,719 189,339
General and administrative (including non-cash stock compensation expense) 138,013 117,897 81,696
Amonrtization of entrance fees {19,241) (8,149) [KX)]
Management fees (6,789) (5.617) (3.862)
Facility Operating Income 3 642,329 § 476,346 $ 292,795

(1) Facility Operating Income for the years ended December 31, 2007, 2006 and 2005 include a non-cash benefit of $0.3 million, $4.1 million
and $4.7 million, respectively, related to a reversal of an accrual established in connection with Alterra’s emergence from bankruptcy in
December 2003.

2y Facility operating income for the year ended December 31, 2007 includes $7.0 million of charges to facility operating expenses in the
quarter ended December 31, 2007, which relates to our desire to conform
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our policies across all of our platforms including $5.9 million of estimated uncollectible accounts and $1.1 million of accounting conformity
adjustments pertaining to inventory and certain accrual pelicies.

(3) Brookdale Senior Living completed its formation on September 30, 2005. Results prior to that date represent the combined operations of
the entities described in note 1 to the consolidated and combined financial statements.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

We are subject to market risks from changes in interest rates charged on our credit facilities, other floating-rate indebtedness and lease paymenis
subject to floating rates. The impact on earnings and the value of our long-term debt and lease payments are subject to change as a result of
movements i market rates and prices. As of December 31, 2007, excluding our line of credit, we had approximately $616.8 million of long-term fixed
rate debt, $1.2 billion of long-term variable rate debt and $299.2 million of capital and financing lease obligations. As of December 31, 2007, our total
fixed-rate debt and variabie-rate debt outstanding had weighted-average interest rates of 6.76%.

We do not expect changes in interest rates to have a material effect on cash flows from operating activities since approximately 100% of our debt
and lease payments, excluding our line of credit, either have fixed rates or variable rates that are subject to swap agreements with major financial
institutions to manage our risk. As of December 31, 2007, we had entered into interest rate swaps for all of our outstanding variable rate debt and
as a result, a change in short-term interest rates would not materially affect our cash flows from operating activities.

As noted above, we have entered into certain interest rate protection and swap agreements to effectively cap or convert floating rate debt to a
fixed rate basis, as well as to hedge anticipated future financing transactions. Pursuant to certain of our hedge agreements, we are required to
secure our obligation to the counterparty by posting cash or other collateral if the fair value liability exceeds a specified threshold.

In July 2007, we entered into a series of forward starting interest rate swaps in the aggregate notional amount of $553.1 million in anticipation of
planned future financing transactions as well as the replacement of certain existing hedges that would be expiring. Subsequent 1o this transaction,
we terminated swap agreements with aggregate notional amounts of approximately $403.9 million and recouponed, at a more favorable interest rate,
notional amounts of $1.1 billion. In conjunction with these transactions, $60.5 million was paid to the respective counterparties.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Brookdale Senior Living Inc.

We have audited the accompanying consolidated balance sheets of Brookdale Senior Living Inc. and subsidiaries (the “Company™) as of
December 31, 2007 and 2006, and the related consolidated and combined statements of operations, changes in equity and cash flows for each of
the three years in the period ended December 31, 2007. Qur audits also include the financial statement schedule listed in the accompanying index
~ lo the financial statements. These financial statements and schedule are the responsibility of the Company's management, Our responsibility is to
express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of the Company
at December 31, 2007 and 2006, and the consolidated and combined results of its operations and its cash flows for each of the three years in the
period ended December 31, 2007, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly, in all material respects, the
information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Company's
internal contro} over financial reporting as of December 31, 2007, based on criteria established in Internal Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 27, 2008 expressed an unqualified opinion
thereon.

/s/ Emst & Young LLP

Chicago, [llinois
February 27, 2008
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of Brookdale Senior Living Inc.

We have audited Brookdale Senior Living Inc.’s (the “*Company”} internal control over financial reporting as of December 31, 2007, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(the COSO criteria). The Company’s management is responsible for maintaining effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying Management’s Assessment of Internal
Control over Financial Reporting. Our tesponsibility is to express an opinion on the Company's internal control over financial reporting based on
our audit.

We conducted our audit in zccordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained irt all material respects. Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financiat statements for external purposes in accordance with generally accepted accounting principles. A
company’s internal control over financial reperting includes those policics and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance
that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors
of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of
the company's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31, 2007, based
on the COSO criteria.

We also have andited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
batance sheets of the Company as of December 31, 2007 and 2006 and the related consolidated and combined staterents of operations, equity, and

cash flows for each of the three years in the period ended December 31, 2007, and our report dated February 27, 2008 expressed an unqualified
apinion thereon.

/s/ Ernst & Young LLP

Chicago, lllinois
February 27, 2008
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Assets
Current assets
Cash and cash equivalents
Cash and escrow deposits — restricted
Accounts receivable, net
Deferred tax asset
Prepaid expenses and other current assets, net
Total current assets

Cash and escrow deposits - restricted
Investment in unconsolidated ventures
Goodwill
Other intangible assets, net
QOther assets, net

Total assets

Liabilities and Stockholders’ Equity
Current liabilities
Current portion of long-term debt
Trade accounts payable
Accrued expenses
Refundable entrance fees and deferred revenue
Tenant security deposits
Dividends payable
Total current liabilities
Long-term debt, less current portion
Line of credit
Deferred entrance fee revenue
Deferred liabilities
Deferred tax liability
Other liabilities
Total liabilities
Minority interests
Commitments and contingencies
Stockholders’ Equity

and outstanding

shares}), respectively
Additional paid-in-capital
Accumulated deficit
Accumulated other comprehensive loss
Total stockholders' equity
otal liabilities and stockholders’ equity

BROOKDALE SENIOR LIVING INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except stock amounts)

Property, plant and equipment and leasehold intangibles, net

Preferred stock, $.01 par value, 50,000,000 shares authorized at December 31, 2007 and 2006; no shares issued

Common stock, $.01 par value, 200,000,000 shares autherized at December 31, 2007 and 2006; 104,962,211 and
104,542,648 shares issued and outstanding (including 3,020,341 and 3,282,000 unvested restricted

See accompanying notes to conseolidated and combined financial statements.
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December 31,
2007 2006
100,904 § 68,034
76,962 61,116
66,807 58,987
13,040 40,019
34,122 42,076
291,835 270,232
3,760,453 3,672,333
17.989 22,083
41,520 60,653
328,852 324,750
257,135 292,448
113,838 113,501
4,811,622 § 4,756,000
18007 3 20,369
23,359 15,860
170,031 155,517
254,582 245,669
31,891 24,342
51,897 46,588
549,767 508,905
2,119,217 1,680,570
198,000 163,500
71477 70,479
119,726 98,673
266,583 399,134
61,314 56,126
3,392,084 2.987.387
— 4,601
1,050 1,045
1,752,581 1,934,571
(332.692) (170,713)
{1,401) (891)
1,419,538 1,764,012
4811622 5 4756000
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BROOKDALE SENIOR LIVING INC.
CONSOLIDATED AND COMBINED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

For the Years Ended
December 31,
2007 2006 2005
Revenue
Resident fees b 1,832,507 $ 1304296 % 786,715
Management fees 6,789 5.617 3,862
Total revenue 1,839,296 1,309,913 790,577
Expense
Facility operating expense (excluding depreciation and amortization of $271,466, $179,850
| and $42.408, respectively) 1,170,937 819,801 493,887
General and administrative expense (including non-cash stock-based compensation
expense of $20,113, $26.612 and $22.680, respectively) 138,013 117,897 81.6%
Facility lease expense 271,628 228,779 189,339
Depreciation and amortization 299,925 188,129 47,048
Total operating expense 1,880,503 1,354,606 811,970
Loss from operations (41,207} (44,693) (21,393)
Interest income 7.519 6,810 3,788
Interest expense
Debt (143,991) (97.694) {46,248)
Amortization of deferred financing costs (7,064) (5,061) (2,835)
Change in fair value of derivatives and amortization (73,222) (38) 3,992
Loss on extinguishment of debt (2,689) (1.526) (3.996)
Equity in loss of unconsolidated ventures (3,386) (3,705) (838)
Other non-operating income 402 — —
Loss before income taxes {263,632) (145,907) (67,530
Benefit for income taxes 101,260 38.491 97
Loss before minority interest (162,372} (107,416) (67,433)
Minority interest 39 {(671) 16,575
Loss before discontinued operations (161,979) (108,087) (50,858)
Loss on discontinued operations, net — —_ (128)
Net loss 5 (161,979) 3 (108,087) $ (50,586)
Basic and diluted loss per share
Loss before discontinued operations k) (1.60) % (134 § (1.35)
Loss on discontinued operations, net — —_ —
Net loss per share $ (1.60) § (1.34) § (1.35)
Weighted average shares used in computing basic and diluted loss per share 101,511 80,842 37,636
Dividends declared per share 5 195 § 1.55 § 0.50

See accompanying notes to consolidated and combined financial statements.
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CONSOLIDATED AND COMBINED STATEMENTS OF EQUITY

BROOKDALE SENIOR LIVING INC.

Years Ended December 31, 2007, 2006 and 2005

Balances at January 1, 2005

Dividends

Purchase of non controlling interest in Alterra

Combination of Fortress CCRC LLC and FIT REN LLC

Compensation expense related to restricted stock
grant

Allocation of minority interest in connection with
stock grant

Net loss

Unrealized loss on derivative

Subtotal at September 30, 2005

Reclassify predecessor equity and minority interest

Minority step-up in basis

Shares issued tn connection with the formation of
BSL

Balances at September 39, 2005

Dividends

Compensation expense related to restricted stock
grant

Reversal of tax effect of pre-fresh start accounting net

operating loss carryforward

[ssuance of common stock from initial public offering,

net

et loss

mortization of payments from settlement of forward

interest rate swaps

nrealized income on derivative

ompensation expense related to restricted stock
grants

ssuance of common stock from equity offering and
to executives, net

ssuance of common stock from vested restricted
stock grants

nvested restricted stock

et loss

eclassification of net gains on derivatives into
earnings

mortization of payments from settlement of forward
interest rate swaps

nrealized loss on derivative, net of tax

nrealized loss on investments

alances at December 31, 2006

ividends

(In thousands)
Common Stock
Accumulated
Additional Other
Paid-In- Accumulated Comprehensive

Shares  Amount Capital Deficit Loss Equity Total
$ 40091 § 40,091
— — _ — -— (34,355) (34,355)
— —_ —_— —_ — 50,000 50,000
— — — - — 199,423 199,423
— — — —_ —_— 6,399 6,399
— _ — — — .717) @717
— — _ — —_— (26,530) (26,530)
— — — — (666) — (666)
— — — — (666 232,311 231,645
— — 316,048 (63,045) (280) (232,311 20,412
— — 236,663 24,875 — —_ 261,538
56,446 564 (564) — _ — —
56,446 564 552,147 (38,170} {946) — 513,395
— — {16,548) — — — (16,548)
— — 11,534 -— — —_ 1,534
— - (932) — — —_ 932)
8,561 86 144,749 — - — 144,835
— — — (24,456) — — (24,456)
— — — — 94 — 94
— —_ — — 2,281 — 2,281
65,007 650 690,950 (62,626) 1,429 — 630.403
— — (134,224 — — — (134229
— — 26,612 — —_ — 26,612
36,026 360 1,351,268 — — — 1,351,628
228 3 3) — — —_ —
3,282 33 (33) —_ — — —
— — — (108,087 — —  (108,087)
— — — — (393) — {393)
— — —_ — 376 — 376
- - — (2,247 — (2.247)
_ _ _ — {56} (56)
104,543 3 1,045 $1934571 8 (170.713) $ (891) § — $1,764,012
— —  (202,136) —_ — —  {202,136)
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Compensation expense related to restricted stock

grants — — 20,113 — —_ 20,113
Net loss — — — (161,979 - (161,979)
Reclassification of net gains on derivatives into

earnings — — — — (1,680) (1,680)
Amortization of payments from settlement of forward

interest rate swaps — — - — 376 376
Unrealized loss on derivative, net of tax — — — — 125 125
Other 419 5 33 — 669 707
Balances at December 31, 2007 104962 § 1050 S$1752581 § (332692) § (1401) § $1,419,538

See accompanying notes to consolidated and combined financial statements.
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BROOKDALE SENIOR LIVING INC.
CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS
{In thousands)
For the Years Ended
December 31,
2007 2006 2005

Cash Flows from Operating Activities

Net loss $ (161,979) % (108,087) § (50,986)
Adjustments to reconcile net loss to net cash provided by

operating activities:

Loss on extinguishment of debt 2683 1,526 3.996
Depreciation and amorization 306,989 193,190 49,883
Minority interest (393) 671 (16,575)
(Gain) loss on sale of assets 457) 123 e
Equity in loss of unconselidated ventures 3,386 3,705 818
Distributions frem unconsolidated ventures from cumulative share of net earnings 1,521 336 —
Loss on discontinued operations — — 128
Amortization of deferred gain (4,342) (4,345) (7.938)
Amonization of entrance fees (19,241) (8,149) (33)
Proceeds from deferred entrance fee revenue 19,330 12,796 1,186
Deferred income tax benefit (103,180 (39,267} (97)
Change in deferred lease liability 25439 24,699 23,752
Change in fair value of derivatives and amortization 73,222 38 (3,992}
Stock-based compensation 20,113 26,612 22,680
Changes in operating assets and liabilities;

Accounts receivable, net (6,134) (23,022) (2,561)
Prepaid expenses and other assets, net 14,783 6,598 (3.122)
Accounts payable and accrued expenses 21,512 (4,156) {2,082)
Tenant refundable fees and security deposiis 6,410 2,644 1,823

Net cash provided by operating activities 199,662 85912 16,900

Cash Flows from Investing Activities
Decrease in lease security deposits and lease acquisition deposits, net 2,620 9,144 745
(Increase) decrease in cash and escrow deposits — restricted {15,002) 35,555 (1,537)
Net proceeds from sale of property, plant and equipment 6,700 — 15,446
Distributions received from unconsolidated ventures 2,038 1,240 —
Additions to property, plant and equipment, and leasehold intangibles, net of related
payables {169.556) (68,313) (23.842)

Acquisition of assets, net of related payables and cash received (172,101) (1,968,391) (571.215)
Issuance of notes receivable, net (11,133) (9,850) —
Investment in unconsolidated ventures (1,985) (2,071) —

Net cash used in investing activities (358,419) (2,002,686) (580,403)
ash Flows from Financing Activities
Proceeds from debt 591,524 743,190 522,756
Repayment of debt and capital lease obligation (115,253) (230,177} (260,017}
Buyout of capital lease obligation (51,114) - —
Proceeds from line of credit 671,500 378,500 —
Repayment of line of credit (637,000 {215,000) _
Payment of dividends (196,827) (104,183) (34,355)
Payment of financing costs, net of related payables (14,012) (22,404) (3,425)
Cash portion of loss on extingnishment of debt (2.040) —_ —
Other (1,010) — -
Refundable entrance fees:

Proceeds from refundable entrance fees 25919 14,760 4,043

Refunds of entrance fees (19,557) (9,188) 2,735}
Recouponing and payment of swap termination {60,503) — (14,065)
Proceeds from issuance of common stock, net — 1,354,063 151,769
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Costs incurred related to initial public and follow-on equity offerings —_ (2,435) (6.434)
Capital contributions from controlling shareholder — — 196,790
Net cash provided by financing activities 191,627 1,907,126 554,327

Net increase (decrease)} in cash and cash equivalents 32,870 (9,648) 9,176)
Cash and cash equivalents at beginning of year 68,034 77,682 86,858
Cash and cash equivalents at end of year $ 100,904 § 68.034 3 77,682

See accompanying notes to consolidated and combined financial statements.
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BROOKDALE SENIOR LIVING INC.
NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS

1. Description of Business and Organization

Brookdale Senior Living Inc. (“Brookdale”, “BSL” or the “Company”) is a leading owner and operator of senior living facilities throughout the
United States. The Company provides an exceptional living experience through properties that are designed, purpose-built and operated to
provide the highest quality service, care and living accommodations for residents. The Company owns and operates retirement centers, assisted
living and dementia-care facilities and continuing care retirement centers.

The Company was formed as a Delaware corporation on June 28, 2005. Under its Certificate of Incorporation, the Company was initially authorized
to issue up to 5,000,000 shares of common stock and 5,000,000 shares of preferred stock. On September 30, 2005, our Certificate of Incorporation
was amended and restated to authorize up to 200,000,000 shares of common stock and 50,000,000 shares of preferred stock.

On September 30, 2003, the holders of all equity shares or membership interests in Brookdale Living Communities, Inc. (“BLC"), Alterra Healthcare
Corporation (*Alterra”), FIT REN LLC (“FIT REN"} and Fortress CCRC Acquisition LLC (“Fortress CCRC™) contributed their ownership interests
to BSL for shares of common stock of BSL. Simultaneously with this formation transaction, Fortress Investment Trust II {(“FIT II”} contributed its
membership interest in FIT REN to FEBC-ALT Investors, LLC in exchange for shares of common stock of BSL.. A summary of the common shares,
inciuding unvested shares, issued by BSL for the respective interests is as follows:

BLC 20,000,000

Alterra 18,000,000

FIT REN 11,750,000 29,750,000

Fortress CCRC 8.250,000
58,000,000

On November 22, 2005, an initial public offering of 12,732,800 shares of common stock, par value $0.01 per share, was consummated consisting of
8,560,800 primary shares (including an additional 1,660,800 shares of common stock to cover over-allotments) and 4,172,000 shares sold by the
selling stockholders. The Company did not receive any proceeds from the shares sold by the selling stockholders. Net proceeds of approximately
$144.8 million, after deducting an aggregate of $16.9 million in underwriting discounts and commissions paid to the underwriters and an estimated
$6.4 million in other direct expenses incurred in connection with the offering was received by the Company.

Prior to the merger transaction described above, Fortress Investment Group (“FIG”) controlied BLC, Alterra, FIT REN and Fortress CCRC through
its ability to exercise voting, financial and investment contro! over each of the entities through contractual control relationships with and
investment advisory agreements over the various entities that own the majority of BLC, Alterra, FIT REN and Fortress CCRC.

Ownership interests in BLC and Alterra representing all interests in the formation transaction not controlled by FIG (“Non-FIG Shareholders™) were
adjusted for financial reporting purposes to their fair valtue as if their ownership interests were purchased by BSL as of September 30, 2005. This
resulted in partial step-up to fair value of the assets, liabilities and equity of BSL.

The following table summarizes the step-up in basis to reflect the fair value adjustments relating to the ownership interests of the Non-FIG
Shareholders (dollars in thousands):
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Fair Value

Adjustment
Property, plant and equipment, net § 176,013
Deferred costs (2,004)
Investment in unconsolidated ventures Q17
Goodwill 56,686
Total assets $ 230478
Deferred gains $ (60,262)
Deferred leases liability (12,487
Deferred tax liability 41,689
Total liabilities (31,060)
Stockholders’ equity 261,538
Total liabilities and stockholders’ equity $ 230478

The fair value adjustment to stockholders” equity was calculated as the difference between the historical carrying value of Non-FIG Shareholders
in BLC and Alterra and their estimated fair value as of September 30, 2005. The fair value was based upon the total number of shares issued by BSL
to the Non-FIG Shareholders and valued at the offering price of $19 per share and allocated to BLC and Alterra based upon the fair value of
underlying assets and liabilities. Current assets, certain long-term assets, current liabilities, long-term debt and certain long-term liabilities were
valued at their historical cost since fair value approximated their costs. Property, plant and equipment, deferred costs, goodwill, deferred gains and
deferred lease liability were valued based upon our accounting policies with regards to these asset and liability categories. Fair value for property.
plant and equipment was determined wtilizing discounted cash flows derived from the operations of the facilities owned or leased within each
company. The discount rates and cap rates used in the valuations are deemed by management to represent current market rates. Deferred costs,
deferred gains and deferred lease liability were deemed to have no fair value since there is no future benefit or costs associated with theses
accounts.

Total

Equity
(dollars in
thousands)
Contribution of ownership interests 3 231645
Reclass of minority interest to equity in connection with combination 20412
Minority step-up basis 261,538
Equity at September 30, 2005 § 513,595

In June 2005, prior to the formation of BSL, FIT 1l purchased 50% of the membership interests held by minority members for $50.0 million. In
connection with the purchase Alterra recorded a step-up in basis of assets and liabilities related to the purchase to reflect their fair values.

The combined financial statements include the accounts of Brookdale Living Communities, Inc., (“BLC") a wholly-owned subsidiary of Fortress
Brookdale Acquisition LLC, (“FBA™} and effective December !, 2003, Alterra Healthcare Corporation (**Alterra” or “Successor Alterra™), a wholly-
owned subsidiary of FEBC-ALT Investors, LLC (“FEBC”), effective April 5, 2005, Fortress CCRC Acquisition LLC (“Fortress CCRC”), a wholly-
owned subsidiary of FIT II and effective June 21, 2005, FIT REN LLC (“FIT REN"), a wholly-owned subsidiary of FIT II. All entities are indirectly
controlled by affiliates of F1G and as such are presented on a comnbined basis due to their common control. Combined financial statements are
presented for all dates and periods prior to September 30, 2005, the date of the merger transaction described above. Subsequent to the transaction,
the financial statements are presented on a consolidated basis.

For the historical periods prior to September 30, 2005, the financial statements are presented on a combined basis due 1o that fact that FIG
controlled each of BLC and Alterra through its voting, financial and investment control over Fortress Registered Investment Trust (*FRIT”) and
FIT 11. FIG exercises control over FRIT and FIT 11 through contractual control relationships with, and investment advisory controt over, each of
FRIT and FIT II. FRIT and FIT II are wholly-owned subsidiaries of Fortress Investment Fund (“FIF’) and Fortress Investment Fund II (“FIF I},
respectively. As FIG controlled more than 50 percent of the voting ownership interest of BLC
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and Alterra, pursuant 1o EITF Opinion No. 02-5, Definition of “Common Control™ in relation 1o FASB Statement No. 141, the Company is
presenting combined financial statements for periods prior to the formation transaction.

Acquisition of American Retirement Corporation

On July 25, 2006, the acquisition of American Retirement Corporation (*ARC™) was completed. Under the terms of the merger agreement, BSL

acquired all outstanding shares of ARC for an aggregate purchase price of approximately $1.2 billion, or $33.00 per share, in cash, plus the

assumption of $268.3 million of debt and capitalized lease obligations (the “ARC Merger”). In connection with the ARC Merger, RIC Coinvestment

Fund LP (the “Investor”}, a fund managed by an affiliate of FIG, committed to purchase up to $1.3 billion in the aggregate of our common stock at a
- price of $36.93 per share. Prior to closing the ARC Merger, the right to reduce the Investor’'s commitment to $650.0 million was exercised and on
July 25, 2006, we issued the Investor 17,600,867 shares of commen stock at $36.93 per share for aggregate net proceeds of $650.0 million. The
acquisition of ARC was recorded using the purchase method and the purchase price was allocated to ARC's assets and liabilities based on their
estimated fair values.

QOn July 25, 2006, 2 follow-on equity offering was completed, pursuant to which 17,721,519 primary shares were issued and sold, and an existing
stockholder, Health Partners, which is an affiliate of Capital Z Partners, sold 4,399,99% shares (including 2,885,415 shares pursuant to the option
granted by Health Partners to the underwriters to purchase up to an additional 2,885,415 shares of common stock to cover over-allotments). The
shares were issued at a price of $39.50 per share. The Company did not receive any proceeds from the shares sold by Health Partners. In addition,
in connection with the acquisition of ARC, certain executives of ARC purchased 475,681 shares of common stock at $38.07 per share. Additional
compensation expense of $0.7 million was recorded based on the difference between the $38.07 purchase price and the stock price of BSL on the
date of the purchase. In connection with the follow-on equity offering, net proceeds of approximately $672.8 million, after deducting an aggregate
of $24.5 million in underwriting discounts and commissions paid to the underwriters and $2.4 million in other direct expenses incurred in
connection with the offering was received by the Company. Funds managed by affiliates of FIG, which beneficially owned approximately 65% of
the Company’s common stock prior to the consummation of the offering, did not sell any shares in the offering and after completion of the offering
continued 1o own approximately 60% of the outstanding shares of the Company’s common stock.

2. Summary of Significant Accounting Policies

The consolidated and combined financial statements have been prepared on the accrual basis of accounting in accordance with U.S. generally
accepied accounting principles ("GAAP'"). The significant accounting policies are summarnized below:

Principles of Consolidation and Combination

The consolidated financial statements include BSL and its wholly-owned subsidiaries BLC, Alterra, Fortress CCRC and ARC. In December 2003,
the Financial Accounting Standards Board (“FASB™) issued a revised Interpretation No. 46, Consolidation of Variable Interest Entities, an
interpretation of ARB No. 51 (“FIN 46R"). FIN 46R addresses the consolidation by business enterprises of primary beneficiaries in variable interest
entities (“VIE"} as defined in the Interpretation. A company that holds variable interests in an entity will need to consolidate the entity if its
interest in the VIE is such that it will absorb a majority of the VIE's losses and/or receive a majority of expected residual refurns, if they occur. As
of December 31, 2007 and 2006, we had none and two facilities, respectively, considered VIEs which were consolidated pursuant to FIN

46R. Investments in affiliated companies that the Company does not control, but has the ability to exercise significant influence over governance
and operations, are accounted for by the equity method.

e combined financial statements are presented on a combined basis, in accordance with GAAP for the periods prior to September 30, 2005. For
inancial reporting purposes the non-controlling stockholders or members (ownership interests other than those controlled by FIG) have been
rescnted as minority interests. Upon consummation of the formation transaction, the minority interests were consolidated as stockholders of BSL
nd their interests reflected at fair value in accordance with Statement of Financial Accounting Standards (“SFAS") No. 141, “Business
ombinations” (“SFAS 1417).
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The results of facilities and companies acquired are included in the consolidated and combined financial statements from the effective date of the
respective acquisition. All significant intercompany balances and transactions have been eliminated.

Use of Estimates

The preparation of the financial statements and related disclosures in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reporied in the consolidated and combined financial statements and
accompanying notes. Estimates are used for, but not limited to, the evaluation of asset impairments, the accounting for future service obligations,
self-insurance reserves, performance-based compensation, the allowance for doubtful accounts, depreciation and amortization, income taxes and
any contingencies. Although these estimates are based on management’s best knowledge of current events and actions that the Company may
undertake in the future, actual results may be different from the estimates.

Revenue Recognition
Resident Fees

Resident fee revenue is recorded when services are rendered and consist of fees for basic housing, support services and fees associated with
additional services such as personalized health and assisted living care. Residency agreements are generally for a term of 30 days to one year, with
resident fees billed monthly in advance. Revenue for certain skilled nursing services and ancillary charges is recognized as services are provided
and is billed monthly in arrears.

Entrance Fees

Certain of the Company's communities have residency agreements which require the resident to pay an upfront fee prior lo occupying the facility.
Additionally, in connection with the Company’s MyChoice program, new and existing residents are allowed to pay additional entrance fee
amounts in return for a reduced monthly service fee. The non-refundable portion of the entrance fee is recorded as deferred revenue and amortized
over the estimated stay of the resident based upon an actuarial valuation. The refundable portion of a resident’s entrance fee is generally
refundable within a certain number of months or days following contract termination or upon the sale of the unit, or in certain agreements, upon
the resale of a comparable unit or 12 months after the resident vacates the unit.

in addition. certain entrance fee agreements entitle the resident to a refund of the original entrance fee paid plus a percentage of the appreciation of
the unit contingent upon resale. The Company estimates the portion of such entrance fees that will be repaid to the resident solely from
reaccupancy proceeds, either in the form of other contingently refundable entrance fees received or non-refundable entrance fees received and
records that portion as deferred revenue with the remainder classified as refundable entrance fees. The portion recorded as deferred revenue is
amortized over the life of the entrance fee building. These deferred amounts totaled $69.7 million and $70.2 million at December 31, 2007 and 2006,
respectively. All refundable amounts due to residents at any time in the future, including those recorded as deferred revenue, are classified as
cuerent liabilities.

The non-refundable portion of entrance fees expected to be earned and recognized in revenue in one year is recorded as a current liability. The
balance of the non-refundable portion is recorded as a long-term liability.

Community Fees

All community fees received are non-refundable and are recorded initially as deferred revenue. The deferred amounts, including both the deferred
revenue and the related direct resident lease origination costs, are amortized over the estimaled stay of the resident which is consistent with the
implied contractual terms of the resident lease.

Management Fees

Management fee revenue is recorded as services are provided to the owners of the communities. Revenues are determined by an agreed upon
percentage of gross revenues (as defined).
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Purchase Accounting

In determining the allocation of the purchase price of companies and communities to net tangible and identified intangible assets acquired and
liabilities assumed, the Company makes estimates of the fair value of the tangible and intangible assets acquired and liabilities assumed using
information obtained as a result of pre-acquisition due diligence, marketing, leasing activities and independent appraisals. The Company allocates
the purchase price of communities to net tangible and identified intangible assets acquired and liabilities assumed based on their fair values in
accordance with the provisions of SFAS 141, The determination of fair value involves the use of significant judgment and estimation. The
Company determines fair values as follows:

Current assets and current liabililies assumed are valued at carryover basis which approximates fair value,

Property, plant and equipment are valued utilizing discounted cash flow projections that assume certain future revenue and costs, and considers
capitalization and discount rates using current market conditions.

The Company allocates a portion of the purchase price to the value of resident leases acquired based on the difference between the communities
valued with existing in-place leases adjusted to market rental rates and the communities valued with current leases in place based on current
contractual terms. Factors management considers in its analysis include an estimate of carrying costs during the expected lease-up periods
considering current market conditions and costs to execute similar resident leases. In estimating carrying costs, management includes estimates of
lost rentals during the lease-up period and estimated costs to execute similar leases. The value of in-place leases is amontized to expense over the
remaining initial term of the respective leases,

Leasehold operating intangibles are valued wilizing discounted cash flow projections that assume certain future revenues and costs over the
remaining lease term. The value assigned to leasehold operating intangibles is amortized on a siraight-line basis over the lease term.

Community purchase options are valued at the estimated value of the underlying community less the cost of the option payment discounted at
current market rates, Management contracts and other acquired contracts are valued at a multiple of management fees and operating income and
amortized over the estimated term of the agreement.

Long-term debt assumed is recorded at fair market value based on the current market rates and collateral securing the indebtedness.

Capital lease obligations are valued based on the present value of the minimum lease payments zpplying a discount rate equal to the Company’s
estimated incremental borrowing rate at the date of acquisition.

Deferred entrance fee revenue is valued at the estimated cost of providing services to residents over the terms of the current contracts to provide
such services. Refundable entrance fees are valued at cost pursuant to the resident lease plus the resident’s share of any appreciation of the
community unit at the date of acquisition, if applicable.

A deferred tax liability is recognized at statutory rates for the difference between the book and tax bases of the acquired assets and liabilities.
The excess of the fair value of liabilities assumed and cash paid over the fair value of assets acquired is allocated to goodwill,

Deferred Costs

Deferred financing and lease costs are recorded in other assets and amortized on a straight-line basis, which approximates the level yield method,
over the term of the related debt or lease.

Income Taxes

Income taxes are accounted for under the asset and liability approach which requires recognition of deferred tax assets and liabilities for the
ifferences between the financial reporting and tax bases of assets and liabilities. A
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valuation allowance reduces deferred tax assets when it is more likely than not that some portion or all of the deferred tax assets will not be
realized. To the extent the Company’s valuation allowance is reduced or eliminated as a result of a business combination, the reduction in the
valuation allowance is recorded as part of the purchase price allocation.

For purposes of the period prior to September 30, 2005, Fortress CCRC and FIT REN are limited liability companies and, as such, the liability for
such taxes is that of their respective members, Accordingly, for purposes of the combined statements, no provision for federal and state income
taxes has been included for these entities.

Fair Value of Financial Instruments

Cash and cash equivalents, cash and escrow deposits-restricted and derivative financial instruments are reflected in the accompanying
consolidated balance sheets at amounts considered by management to reasonably approximate fair value, Management estimates the fair value of
its long-term debt using a discounted cash flow analysis based upon our current borrowing rate for debt with similar maturities and collateral
securing the indebtedness. As of December 31, 2007 and 2006, the fair value of long-term debt approximates its book value.

Cash and Cash Equivalents

The Company defines cash and cash equivalents as cash and investment with maturities of 90 days or less when purchased.

Cash and Eserow Deposits - Restricted

Cash and escrow deposits - restricted consist principally of deposits required by certain lenders and lessors pursuant to the applicable agreement
and consist of the following (dollars in thousands):

December 31,
2007 2006

Current:

Real estate taxes $ 35216 8§ 21311

Tenant security deposits 10,967 3,862

Replacement reserve and other 30,779 30,943

Subtotal 76,962 61,116
Long term:

Insurance reserves 8,025 4,210

Debt service and other deposits 9,964 17,873

Subtotal 17,989 22,083

Total $ 94951 § 83199

Nine communities located in Ilinois are required to make escrow deposits under the Illinois Life Care Facility Act. As of December 31, 2007 and
2006, required deposits were $15.5 million, all of which were made in the form of letters of credit.

Accounts Receivable

Accounts receivable are reported net of an allowance for doubtful accounts, to represent our estimate of the amount that ultimately will be realized
in cash. The allowance for doubtful accounts was $15.5 million and $8.5 million as of December 31, 2007 and 2006, respectively. The increase in the
allowance during the current year is primarily related to a change in estimate driven by consistently applying the methodology of providing for a
reserve 10 the ARC portfolio upon integration. The adequacy of our allowance for doubtful accounts is reviewed on an ongoing basis, using
historical payment trends, write-off experience, analyses of receivable portfolios by payor source and aging of receivables, as well as a review of
specific accounts, and adjustments are made to the allowance as necessary.
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Approximately 89.0% and 11.0% of our resident and healthcare revenues for the year ended December 31, 2007 were derived from privaie pay
customers and services covered by various third-party payor programs, including Medicare and Medicaid, respectively. Billings for services
under third-party payer programs are recorded net of estimated retroactive adjustments, if any, under reimbursement programs. Retroactive
adjustments are accrued on an estimated basis in the period the related services are rendered and adjusted in future periods or as final settlements
are determined. Contractual or cost related adjustments from Medicare or Medicaid are accrued when assessed (without regard to when the
agsessment is paid or withheld), even if the Company has not agreed to or is appealing the assessment. Subsequent positive or negative
adjustments to these accrued amounts are cecorded in net revenues when known,

Property, Plant and Equipment and Leasehold Intangibles

Property, plant and equipment and leasehold intangibles, which include amounts recorded under capital leases, are recorded at cost. Depreciation
and amontization is computed using the straight-line method over the estimated useful lives of the assets, which are as follows:

Estimated

Useful Life
Asset Category (in years)
Buildings and improvements 40
Leasehold improvements 1-18
Furniture and equipment 3-7
Resident lease intangibles -4
Leaschold operating intangibles 1-18

Expenditures for ordinary maintenance and repairs are expensed to operations as incurred. Renovations and improvements, which imptove and/or
extend the useful life of the asset, are capitalized and depreciated over their estimated useful life, or if the renovations or improvements are made
with respect to communities subject to an operating lease, over the shorter of the estimated useful life of the renovations or improvements, or the
term of the operating lease. Facility operating expense excludes depreciation and amortization directly attributable to the operation of the facility.

Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not
be recoverable. Recoverability of long-lived assets held for use are assessed by a comparison of the carrying amount of the asset to the estimated
future undiscounted net cash flows expected to be generated by the asset. If estimated future undiscounted net cash flows are less than the
carrying amount of the asset, the asset is considered impaired and expense is recorded in an amount required to reduce the carrying amount of the
asset to fair value,

Goodwill and Intangible Assets

Goodwill is not amortized but is reviewed for impairment annually or more frequently if indicators arise. The evaluation is based upon a
comparison of the estimated fair value of the reporting unit to which the goodwill has been assigned with the sum of the carrying value of the
assets and liabilities for that reporting unit. The fair values used in this evaluation are estimated based upon discounted future cash flow
projections for the reporting unit. These cash flow projections are based upon a number of estimates and assumptions. Intangible assets are
initially valued at fair market value using generally accepted valuation methods appropriate for the type of intangible asset. Intangible assets with
definite lives are amortized over their estimated useful lives and are reviewed for impairment if indicators of impairment arise. The evaluation of
impairment is based upon a comparison of the carrying amount of the estimated future undiscounted net cash flows expected to be generated by
the asset. If estimated future undiscounted net cash flows are less than the carrying amount of the asset, the asset is considered impaired. The
impairment expense is determined by comparing the estimated fair value of the intangible asset to its carrying value, with any shortfall from fair
value recognized as an expense in the current period,

mortization of the Company’s definite lived intangible assets are computed using the straight-line method over the estimated useful lives of the
ssets, which are as follows:
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Estimated

Useful Life
Asset Category (in years)
Facility purchase options 40
Management contracts and other 3-5

Stock-Based Compensation

The Company adopted SFAS No. 123 (revised), Share-Based Payment (“SFAS No. 123R™), in connection with initial grants of restricted stock
effective August 2005, which were converted into shares of our restricted stock on September 30, 2005 in connection with our formation
transaction. This Statement requires measurement of the cost of employee services received in exchange for stock compensation based on the
grant-date fair value of the employee stock awards. Incremental compensation costs arising from subsequent modifications of awards after the
grant date must be recognized when incurred.

Certain of our employee stock awards vest only upon the achievement of performance targets. SFAS No. 123R requires recognition of
compensation cost only when achievement of performance conditions is considered probable. Consequently, our determination of the amount of
stock compensation expense requires a significant level of judgment in estimating the probability of achievement of these performance targets.
Additionally, we must make estimates regarding employee forfeitures in determining compensation expense. Subsequent changes in actual
experience are monitored and estimates are updated as information is available.

Derivative Financial Instruments

In the normal course of business, a variety of financial instruments are used to manage or hedge interest rate risk. The Company entered into
certain interest rate protection and swap agreernents to effectively cap or convert floating rate debt 1o a fixed rate basis, as well as to hedge
anticipated future financing transactions. All derivative instruments are recognized as either assets or liabilities in the consolidated balance sheets
at fair value. The change in mark-to-market of the value of the derivative is recorded as an adjustment to income or other comprehensive income
(loss) depending upon whether it has been designated and qualifies as an accounting hedge.

Prior 16 October 1, 2006, the Company qualified for hedge accounting on designated swap instruments pursuant to SFAS No. 133, Accounting for
Derivative Instruments and Certain Hedging Activities, with the effective portion of the change in fair value of the derivative recorded in other
comprehensive income and the ineffective portion included in the change in fair value of derivatives in the statement of operations.

On October 1, 2006, the Company elected to discontinue hedge accounting prospectively for the previously designated swap instruments.
Consequently, the net gains and losses accumulated in other comprehensive income at that date of $1.3 million related to the previously
designated swap instruments are being amortized to interest expense over the life of the underlying hedged debt payments. In the future, if the
underlying hedged debt is extinguished or refinanced, the remaining unamortized gain or loss in accumulated other comprehensive income will be
recognized in net income. Although hedge accounting was discontinued on October 1, 2006, the swap instruments remain outstanding and are
carried at fair value in the consolidated balance sheet and the change in fair value beginning October 1, 2006 has been inciuded in the statements
of operations.

Derivative contracts are not entered into for trading or speculative purposes. Furthermore, the Company has a policy of anly entering into
contracts with major financial institations based upon their credit rating and other factors.

Obligation to Provide Future Services
Annually, we calculate the present value of the net cost of future services and the use of communities to be provided to current residents of

certain of our CCRCs and compare that amount with the balance of non-refundable deferred revenue from entrance fees received. If the present
value of the net cost of future services and
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the use of communities exceeds the non-refundable deferred revenue from entrance fees, a liability is recorded (obligation to provide future
services and use of communities) with a corresponding charge to income.

Self-Insurance Liability Accruals

The Company is subject to various legal proceedings and claims that arise in the ordinary course of its business, Although the Company
maintains general liability and professional liability insurance policies for its owned, leased and managed communities under a master insurance
program, the Company's current policies provide for deductibles of $3.0 million for each claim. As a result, the Company is, in effect, self-insured
for most claims. In addition, the Company maintains a self-insured workers compensation program and a self-insured employee medical program for
amounts below excess loss coverage amounts, as defined. The Company reviews the adequacy of its accruals related to these liabilities on an
ongoing basis, using historical claims, actuarial valuations, third party administrator estimates, consultants, advice from legal counsel and industry
data, and adjusts accruals periodically. Estimated costs related to these self-insurance programs are accrued based on known claims and projected
claims incurred but not yet reported. Subsequent changes in actual experience are monitored and estimates are updated as information is available.

Community Leases

The Company, as lessee, makes a determination with respect to cach of the community leases whether they should be accounted for as operating
leases or capital leases. The classification criteria is based on estimates regarding the fair value of the leased community, minimum lease payments,
effective cast of funds, the economic life of the community and certain other terms in the lease agreements. In a business combination, we assume
the lease classification previously determined by the prior lessee absent a modification, as determined by SFAS No. 13, Accounting for Leases, in
the assumed lease agreement. Payments made under operating leases are accounted for in our statement of operations as lease expense for actual
rent paid plus or minus a straight-line adjustment for estimated minimum lease escalators and amortization of deferred gains in situations where
sale-leaseback transactions have occurred, For communities under capital lease and lease financing obligation arrangements, a liability is
established on our balance sheet representing the present value of the future minimum lease payments and a corresponding long-term asset is
recorded in property, plant and equipment and leasehold intangibles in the consolidated balance shect. The asset is depreciated over the
remaining lease term unless there is a bargain purchase option in which case the asset is depreciated over the useful life. Leasehold improvements
purchased during the term of the lease are amortized over the shorter of their economic life or the lease term.

All of the Company’s leases contain fixed or formula based rent escalators. To the extent that the escalator increases are tied to a fixed index or
rale, lease payments are accounted for on a straight-line basis over the life of the lease. In addition, all rent-free or rent holiday periods are
recognized in operating leases on a straight-line basis over the leased term, including the rent holiday period.

Sale-leaseback accounting is applied to transactions in which an owned community is sold and leased back from the buyer. Under sale-leaseback
accounting, we remove the community and related liabilities from the balance sheet. Gain on the sale is deferred and recognized as a reduction of
rent expense for operating leases and a reduction of interest expense for capital leases.

Dividends

On December 14, 2007, the Company’s board of directors declared a quarterly cash dividend of $0.50 per share of common stock, or an aggregate
of $51.9 million, for the quarter ended December 31, 2007, The $0.50 per share dividend was paid on January 14, 2008 10 holders of record of the
Company's common stock on December 31, 2007.

New Accounting Pronouncemenis
In Jure 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (“FIN 487}, The interpretation clarifies the
accounting for uncertainty in income taxes recognized in a company’s financial statements in accordance with SFAS No. 109, Accounting for

ncome Taxes. Specifically, the pronouncement prescribes a recognition threshold and a measurement attribute for the financial statement
ecognition and measurement of a tax position taken or expected to be taken in a tax return. The interpretation
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also provides guidance on the related derecognition, classification, interest and penalties, accounting for interim periods, disclosure and transition
of uncertain tax positions. The interpretation is effective for fiscal years beginning after December 15, 2006. The Company adopted FIN 48 in
2007. See note 17 for a discussion of the impact of the adoption of FIN 48.

In September 2006, the FASB issued FASB Statement No. 157, Fair Value Measurement (“SFAS 157"). SFAS 157 provides guidance for using fair
value to measure assets and liabilities. The standard also responds to investors' requests for expanded information about the extent to which
companies measure assets and liabilities at fair value, the information used to measure fair value, and the effect of fair value measurements on
earnings. The standard applies whenever other standards require (or permit) assels or liabilities to be measured at fair value. The standard does

not expand the use of fair value in any new circumstances. The statement is effective for financial statements issued for fiscal years beginning after
November 15, 2007, and interim periods within those fiscal years. The Company is currently evaluating the impact of this new statement on its
consolidated financial statements.

In February 2007, the FASB issued FASB Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities—Including
an amendment of FASB Statement No. 115 (“SFAS 1597). This Statement permits entities to choose to measure many financial instruments and
certain other items at fair value that are not currently required to be measured at fair value. This Statement is effective as of the beginning of an
entity's first fiscal year that begins after November 15, 2007. The Company is currentiy evaluating the impact of this new statement on its
consolidated financial statements and does not expect it to have a material effect on its financial position, results of operations or cash flows.

In December 2007, the FASB issued FASB Statement No. 141 (revised 2007), Business Combinations (“SFAS 141R”). SFAS 141R was issued to
improve the relevance, representational faithfulness, and comparability of the information that a reporting entity provides in its financial reports
about a business combination and its effects. This Statement establishes principles and requirements for how the acquirer recognizes and
measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree,
recognizes and measures the goodwill acquired in the business combination or a gain from a bargain purchase and determines what information to
disclose to enable users of the financial statements to evaluate the nature and financial effects of the business combination. The statement is to
be applied prospectively to business combinations for which the acquisition date is on or after the beginning of the first annval reporting period
beginning on or after December 15, 2008.

In Decernber 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated Financial Statements - An Amendment of
ARB No. 51 (“SFAS 160™). SFAS 160 was issued to improve the relevance, comparability, and transparency of the financial information that a
reporting entity provides in its consolidated financial statements by establishing accounting and reporting standards for the noncontrolling
interest in a subsidiary and for the deconsolidation of a subsidiary. SFAS 160 is effective for fiscal years, and interim periods within those fiscal
years, beginning on or after December 13, 2008. The Company does not expect the adoption of SFAS 160 to have an impact on the consolidated
financial statements.

On June 27, 2007 the Emerging Issues Task Force (“EITF”) ratified EITF 06-11, Accounting for Income Tax Benefits of Dividends on Share-Based
Payment Awards. EITF 06-11 requires that a realized income tax benefit from dividends or dividend equivalents that are charged to retained
earnings and are paid to employees for equity classified nonvested equity shares, nonvested equity share units, and outstanding equity share
options should be recognized as an increase to additional paid-in-capital, The amount recognized in additional paid-in capital for the realized
income tax benefit from dividends on those awards should be included in the pool of excess tax benefits available to absorb tax deficiencies on
share-based payment awards. EITF 06-11 is effective for fiscal years after December 15, 2007.

Reclassifications

Certain prior period amounts have been reclassified to conform to the current financial statement presentation, with no effect on our consolidated
financial position or results of operations.
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3.  Earnings Per Share

Basic earnings per share (“EPS") is calculated by dividing net income by the weighted average number of shares of common stock

oumstanding. Diluted EPS includes the components of basic EPS and also gives effect to dilutive common stock eguivalents. For purposes of
calculating basic and diluted earnings per share, vested restricted stock awards are considered outstanding. Under the treasury stock method,
diluted EPS reflects the potential dilution that could occur if securities or other instruments that are convertible into common stock were exercised
or could result in the issuance of common stock. Potentially dilutive common stock equivalents include unvested restricted stock.

During fiscal 2007 and 2006, the Company reported a consolidated net loss. As a result of the net loss, unvested restricted stock awards were
~ antidilutive for the year and were not included in the computation of diluted weighted average shares. The weighted average restricted stock
grants excluded from the calculations of diluted net loss per share was 1.3 million for the year ended December 31, 2007.

The periods prior to our formation on September 30, 2005, have been presented as if the shares of common stock described in note 1 had been
issued and were outstanding for the periods in which FIG controlled BLC, Alterra, FIT REN and Fortress CCRC. Prior to the initial public offering,
Non-FIG Shareholders have been presented as minority interests,

4.  Acquisitions and Financings

Our financial results are impacted by the timing, size and number of acquisitions and leases the Company completes in a period, During the year
ended December 31, 2007 and 2006, the number of facilities owned or leased by the Company increased by three and 203, respectively. The
number of facilities owned or leased was unchanged by the Company’s acquisition of joint venture partner interests, its acquisition of remaining
portions of owned facilities and its acquisition of service businesses. The results of facilities and companies acquired are included in the
consolidated and combined financial statements from the effective date of the acquisition,

Purchase Price, Excluding Fees,
Expenses and Assumption of Debt
Seller Closing Date (in thousands) Segment
2007 Acquisitions
McClaren Medical Management, Inc. and FP Flint, LLC January 24, 2007 $3.900 Assisted Living
American Senior Living of Jacksonville-SNF, LLC February 1, 2007 6,800 CCRCs
CCRCs,
st Assisted Living and
1" Choice Home Health, Inc. February 15, 2007 3,000 Retirement Centers
Health Care Property Investors, Inc. February 28, 2007 9,500 Assisted Living
Chancetlor Health Care of California L.L.C. April 1, 2007 10,800 Retirement Centers
eminole Nursing Pavilion and Seminole Properties April 4, 2007 51,100 CCRCs
leveland Retirement Properties, LLC and Countryside ALF, LLC  April 18, 2007 102,000 CCRCs
aradise Retirement Center, L.P. May 31, 2007 15,300 Retirement Centers
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Darby Square Property. Ltd and Darby Square Services, LLC

Health Care REIT, Inc.
West Qak Associates, L.P.

Total 2007 Acquisitions

2006 Acquisitions
Orlando Madison Ivy, LLC

Wellington Group LLC

American Senior Living L.P.

Southern Assisted Living Inc.

AEW Capital Management
Southland Suites

AEW II Corporation

American Retirement Corp.

Nationwide Healthcare Properties, [nc.

Bayshore Associates, LLC

Total 2006 Acquisitions

2007 Acquisitions

July 1, 2007
August 31, 2007

October 12, 2007

7,500

9.800

3,900

CCRCs
Assisted Living

Retirement Centers

$223,600

February 28, 2006

March 28, 2006

March 31, 2006/
July 27, 2006

April 7, 2006

April 28, 2006 /
June 30, 2006/
August 31, 2006

May 1, 2006

June 30, 2006

July 25, 2006
November 30, 2006

November 30, 2006

$13.000

79,500

143,200

82,900

200.500
24,000

37,800

1,217,400
148,600

21,500

Assisted Living
Assisted Living

CCRCs,
Assisted Living and
Retirement Centers

Assisted Living

CCRCs,
Assisted Living and
Retirement Centers

Assisted Living
Assisted Living

CCRCs,
Assisted Living and
Retirement Centers

Assisted Living

Retirement Centers

$1.968,400

On January 24, 2007, the Company acquired the interests held by its joint venture partners in a facility located in Flint, Michigan for approximately
$3.9 million. This facility is referred to as the “Flint Facility". In connection with the acquisition, the Company cbtained $12.6 million of first
mortgage financing bearing interest at LIBOR plus 1.15% payable interest only through February 1, 2612 and also entered into interest rale swaps

to convert the loan from fleating to fixed (note 10).

On February 1, 2007, the Company acquired the skilled nursing portion of a CCRC facility located in Jacksonville, Florida for approximately $6.8
million. The assisted living and retirement centers portions of the facility were acquired in 2006 by the Company. This facility is referred to as the
“Atrium SNF". In connection with the acquisition, the Company assumed a first mortgage note secured by the property in the amount of $3.7

million. The note bears interest a1 6.10% with principal and interest payable until maturity on September 1, 2039.

On February 15, 2007, the Company acquired certain home health care assets for approximately $3.0 million. The purchase price was assigned
entirely to goodwill. These operations are referred to as the “Home Health Acquisition”.
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On February 28, 2007, the Company acquired a previously leased facility in Richmond Heights, Ohio for approximately $9.5 million. This facility is
referred to as the “Richmond Heights Facility”.

Effective as of April 1, 2007, the Company acquired the leaschold interests of three assisted living facilities located in California for approximately
$10.8 million. These facilities are referred to as the “Chancellor Portfolio™.

On April 4, 2007, the Company purchased the real property underlying an entrance fee continuing care retirement community located in Tampa,
Florida for an aggregate purchase price of approximately $51.1 million. The community consists of retirement centers retirement apartments, a
skilled nursing facility and an assisted living facility. We previously managed this community pursuant to a cash-flow management agreentent and
accounted for this community as a capital lease. These facilities are referred to as the “Freedom Square Portfolto™.

On April 18, 2007, the Company acquired two facilities located in Ohio and North Carolina for approximately $102.0 million. The facilities were
previously operated by the Company under long term operating lease agreements. These facilities are referred to as the “Saunders Portfolio”.

On May 31, 2007, the Company acquired a facility in Phoenix, Arizona in which we held partnership interests for approximately $15.3 million. This
facility is referred to as *Grand Court Phoenix”,

On July 1,2007, the Company acquired the skilled nursing portion of a CCRC facility located in Lexington, Kentucky for approximately $7.5 million.
The assisted living and retirement centers portions of the facility are operated pursuant to an operating lease previously entered into by the
Company. This facility is referred to as the “Darby Facility”,

On August 31, 2007, the Company acquired three facilities located in South Carolina and Oklzhoma for approximately $9.8 million. The facilities
were previously operated by the Company under long term operating lease agreements. These facilities are referred to as the “HCN Portfolio”.

On October 12, 2007, the Company acquired one facility located in Michigan in which we held partnership interests for approximately $3.9
million. This facility is referred to as “Grand Court Novi”,

The above acquisitions were accounted for using the purchase method of accounting and the purchase prices were allocated to the associated
assets and liabilities based on their estimated fair values. The Company has made preliminary purchase price allocations for these transactions
resulting in approximately $3.1 miilion of goodwill being recorded in the CCRCs segment and anticipates finalizing the purchase price allocations
within one year of each respective acquisition date.

2006 Acquisitions

On July 25, 2006, we acquired ARC. Under the terms of the merger agreement, we acquired all outstanding shares of ARC for an aggregate
purchase price of $1.2 billion, or $33.00 per share, in cash plus the assumption of $268.3 million of debt and capitalized lease obligations. The
following table provides additional information regarding the calculation of the cash portion of the purchase price in connection with the ARC
Merger (dollars in thousands):

Current assets $ 75440
Property, plant and equipment and leasehold intangibles 1,403,218
Other intangible assets 306,531
Goodwill 259,104
Other assets 308,345
Current liabilities (291,508)
Deferred 1ax liability (388,853)
Other liabilities including debt and capitalized lease obligations (492,862)
Total purchase price — net of cash acquired § 1179415

s ——
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The following unaudited pro forma condensed consolidated financial information sets forth the historical information for the years ended
December 31, 2006 and 2003 derived from the historical financial statements, as adjusted to give effect to:

- Pro forma adjustments to give effect to the acquisitions of the Fortress CCRC Portfolio, the Prudential Portfolio, the Chambret Portfolio,
the Merrill Gardens Portfolio, the Orlando, Florida facilities, the Wellington Portfolio, the Liberty Owned Portfolio, the SALI Portfolio, the
AEW Portfolio, the Southland Portfolio, the AEW-New Jersey Portfolio, ARC, the NHP Portfolio, the Tampa facility and the Liberty II
Portfolio on the statement of operations as if these transactions closed on January 1, 2005;

- Pro forma adjustments to give effect to the September 30, 2005 step-up in basis of non-controlling ownership (ownership interests not
controlled or owned by affiliates of FIG, “Minority Shareholders™) due to the exchanges of Brookdale Facility Group minority ownership
for Company ownership as if the transaction was completed on January 1, 2005; and

. Pro forma adjustments to give effect 1o the consolidation of three limited partnerships pursuant to EITF 04-5 on January 1, 2005.

The unaudited pro forma condensed consolidated financial information is presented for informational purposes only, and we do not expect that
this information wilt reflect our future results of operations. The unaudited pro forma adjustments are based on available information and upon
assumptions that we believe are reasonable. The unaudited pro forma financial information assumes that the transactions described above were
completed as of January 1, 2005 (dollars in thousands, except per share data):

For the Years Ended December 31,

2006 2005
Revenues $ 1,681,847 $ 1,565,476
Loss from operations (84,068) (114,105)
Loss before income taxes (218,948) (249,275)
Loss from continuing operations {134,491) {151,829)
Weighted average basic and diluted loss per share $ (133 3 (1.50)
Weighted average shares used in computing basic and diluted loss per
share 101,261 101,261

5. Investment in Unconsolidated Ventures

The Company had investments in unconsolidated joint ventures from 10% to 49% in seven and nine entities for the years ended December 31,
2007 and 2006, respectively. A 25% interest in one joint venture was held during the year ended December 31, 2005.

Combined summarized financial information of the unconsolidated joint ventures accounted for using the equity method as of December 31, are as
follows (dollars in thousands):
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Statement of Operations Data

Total revenue

Expense
Facility operating expense
Depreciation and amortization
Interest expense
Other expense

Total expense

Interest income

Net income {loss)

Balance Sheet Data
Cash and cash equivalents
Property, plant and equipment, net
Other

Total assets
Accounts payable and accrued expenses
Long-term debt
Members’ equity

Total liabilities and members’ equity
Members’ equity consists of:

Invested capital

Cumulative net loss

Cumulative distributions
Members’ equity

6.  Property, Plant and Equipment and Leasehold Intangibles, Net

2007 2006 2005

$ 133,103 § 88518 § 19391

88,641 60,384 13,877
21,557 13,307 2,480
22347 19,128 3,157
2,959 4,616 1,096
135,504 97,435 20,610
1,717 339 1

3 (684) §$ (8.578) § (1,218)

2007 2006

$ 7102 § 10,760
536,356 444,546
123,492 117,073

$ 666950 $ 572379

$ 86858 $ 90,689
304,688 310,394
275,404 171,296

$ 666950 § 5723719

$ 332874 § 198465
(10,719 (10,035}
{46,751) {17,134)

$ 275404 § 171,296

As of December 31, 2007 and 2006, net property, plant and equipment and leasehold intangibles, which include assets under capital leases,

consisted of the following:

Land

Buildings and improvements

Furniture and equipment

Resident and operating lease intangibles
Assets under capital and financing leases

Accumulated depreciation and amortization

Property, plant and equipment and leasehold intangibles, net

2007 2006
$ 259336 § 236,945
2682277 2307362
223,475 145.607
596,623 558,781
436,859 654,337
4248570  3903,002
(488,117 (230,699
$ 3,760,453 § 3,672,333
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Long-lived assets with definite useful lives are depreciated or amortized over their estimated useful lives and are tested for impairment whenever
indicators of impairment arise.

For the years ended December 31, 2007, 2006 and 2005, the Company recognized depreciation and amortization expense on its property, plant and
equipment and leasehold intangibles of $251.2 million, $155.1 million and $47.0 million, respectively.

Future amortization expense for resident and operating lease intangibles is estimated to be as follows (dollars in thousands):

Future
Year Ending December 31, Amortization
2008 $ 52,157
2009 44,002
2010 42,642
201 41,041
2012 40,153
Thereafter 181.092
Total $ 401,087

7. Assets Sold or Held for Sale

For the year ended December 31, 2007, we sold one land parcel but no communities. We did not sel! or dispose of any communities or land parcels
during the year ended December 31, 2006. For the year ended December 31, 2005, we sold or disposed of five communities and two land parcels. In

connection with these sales and dispositions, we repaid $0.8 million in debt during the year ended December 31, 2005. As of December 31, 2007 and
2006, we had no assets held for sale.

We have presented separately as discontinued operations in all periods, the results of operations for all consolidated assets disposed of or held
for sale.

The following table represents operating information included in the loss on discontinued operations in the conselidated and combined
statements of operations (dollars in thousands):

Year Ended
December
31,

2005 _
Revenues 3 4.676
Operating expenses 5,642
Operating loss (966)
Gain on sale or disposal of residences 1,321
Income on discontinued operations before
minority interest 355
Minority interest (483)
Loss on discontinued operations 3 (128)

8.  Goodwill and Other Intangible Assets, Net

Following is a summary of changes in the carrying amount of goodwill for the year ended December 31, 2007 presented on a operating segment
basis (dollars in thousands):

Retirement Assisted

Centers Living CCRCs Total
Balance at December 31, 2006 b3 8118 § 101,921 § 214711 § 324,750
Additions — _ 3,101 3,101
Adjustments (476) 891 586 1,001
Balance at December 31, 2007 $ 7642 § 102,812 § 218,398 § 328,852
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| The additions to goodwill related to an acquisition completed in the first quarter of 2007, The adjustments related to adjusting the allocation of the
purchase price for an acquisition which occurred in the third quarter of fiscal 2006 as well as the adoption of FIN 48 in 2007 and its impact cn
acquired entities.

Imangible assets with definite useful lives are amortized over their estimated lives and are tested for impairment whenever indicators of impairment
arise. The following is a summary of other intangible assets at December 31, 2007 and 2006 (dollars in thousands):

December 31, 2007 December 31, 2006

Gross Gross

Carrying Accumulated Carrying Accumulated

Amount  Amortization Net Amount  Amortization Net
Facility purchase options $ 147682 $ (2,773) 8 144509 3§ 147,682 § - 5§ 147632
Management contracts and

other 158,048 (45,822) 112,226 158,849 (14,083} 144,766

Total $ 305730 § (48595 % 257,135 8§ 306531 §  (14,083) § 292,448

Amortization expense related to definite-lived intangible assets for the twelve months ended December 31, 2007 and 2006 was $34.5 million and
$14.1 million, respectively.

Estimated amortization expense related to intangible assets with definite lives at December 31, 2007, for each of the years in the five-year period
ending December 31, 2012 and thereafter is as follows (dollars in thousands):

Future
Year Ending December 31, Amortization
2008 $ 35,610
2009 35610
2010 35610
2011 20,083 ‘
2012 3,600
Thereafter 126,532
Total $ 257,135
9. Other Assets
Other assets consist of the following components as of December 31, (dollars in thousands):
2007 2006
Notes receivable $ 59528 § 47354
Lease security deposits 23,042 25,482
Deferred costs 22,478 16,327
Other 8,790 24,338
Total $§ 113838 § 113,501
10.  Debt
ng-term Debt, Capital Leases and Financing Obligations
ong-term debt, capital leases and financing obligations consist of the following (dollars in thousands):
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December 31,
2007 2006
Mortgage notes payable due 2009 through 2039; weighted average interest at rates of 6.59% in 2007 (weighted
average interest rate 6.98% in 2006) 3 856,073 § 490,997
Mortgages payable, due from 2009 through 2038; weighted average interest rate of 7.01% in 2007 (weighted
average interest rate of 6.57% in 2006) 74,54% 74,571

$150,000 Series A notes payable, secured by five facilities, bearing interest at LIBOR plus 0.88% effective

August 2006 (3.05% prior to that date), payable in monthly installments of interest only until August 2011

and payable in monthly installments of principal and interest through maturity in August 2013, and

secured by a $7.0 million guaranty by BLC and a $3.0 million letter of credit 150,000 150,000
Mortgages payable due 2012, weighted average interest rate of 5.64% (weighted average interest rate of 5.37%

in 2006), payable interest only through July 2010 and payable in monthly installments of principal and

interest through maturity in July 2012 secured by the FIT REN portfolio 212,407 171,000
Mortgages payable due 2010, bearing interest at LIBOR plus 2.25% effective May 1, 2006 (3.0% prior to that

date), payable in monthly installments of interest only until April 2009 and payable in monthly installments

of principal and interest through maturity in April 2010, secured by the Fortress CCRC Portfolio 105,756 105,756
Variable rate tax-exempt bonds credit-enhanced by Fannie Mae (weighted average interest rates of 5.03% and

4.91% at December 31, 2007 and 2006, respectively), due 2032 secured by the Chambrel portfolio, payable

interest only until maturity 100,841 100,841
Capital and financing lease obligations payable through 2020; weighted average interest rate of 8.97% in 2007

(weighted average interest rate of 8.91% in 2006} 209,228 371,346
Mortgage note, bearing interest at a variable rate of LIBOR plus 0.70%, payable interest only through maturity

in August 2012. The note is secured by 15 of our facilitics and a $11.5 million guaranty by the Company 325,631 225,000
Mezzanine loan payable to Brockdale Senior Housing, LLC joint venture with respect to The Heritage at Gaines

Ranch facility, payable to the extent of all available cash flow (as defined} 12,739 12,739
Mortgages payable due 2010, interest rate of 7.20%, secured by the limited partnerships consolidated pursuant

to EITF 04-5 (weighted average interest rate of 6.81% in 2006) - 9,189
Total debt 2,137,224 1,711,439
Less current portion 18,007 20,869
Total long-term debt $ 2119217 § 1,690,570
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The annual aggregate scheduled maturities of long-term debt obligations outstanding as of December 31, 2007 include $47.0 million classified
beyond its initial maturity date due to the subsequent consummation of a refinancing which extended the maturity date. Amounts so determined
are as follows (dollars in thousands):

Capital Lease
and Lease

Long-term Financing
Year Ending December 31, Debt Obligations Total Debt
2008 $ 1,602 % 42989 § 44,591
2009 347,646 43,7177 391,423
2010 110,648 45,653 156,301
2011 71,849 46,857 118,706
2012 847,646 46,161 893,807
Thereafter 458,605 266,081 724,686
Total obligations 1,837,996 491,518 2,329,514
Less amount representing interest (8.97%) — (192,250) (192,290)
Total 3 1,837.996 § 299228 3 2,137,224

As of December 31, 2007, the Company had an available secured line of credit of $320.0 million ($70.0 million letter of credit sublimit) and a tetter of
credit facility of up to $80.0 million. The line of credit bears interest at a base rate plus 0.50% or LIBOR plus 1.50%, at the Company's election. The
Company must alse pay a fee equat to 1.50% of the amount of any outstanding letters of credit issued under the facilities. In connection with
entering into the credit facility agreement, the Company paid a commitment fee of 0.50% and is subject to a non-use fee of 0.25% on all unutilized
amounts. On QOctober 10, 2007, the Company amended the credit facility agreement to, among other things, revise certain financial covenants and
to address certain administrative matters. The amended agreement matures on November 15, 2008 subject to extension at the Company’s unilateral
option for two three-month extension periods and payment of a 0.1875% commitment fee with respect to each extension. Accordingly, amounts
drawn against the line of credit at December 31, 2007 have been classified as long-term on our consolidated balance sheets. As of December 31,
2007, $198.0 million was drawn on the revolving loan facility and $109.1 million of letters of credit had been issued under the agreements. The
agreements are secured by a pledge of the Company’s tier one subsidiaries and, subject to centain limitations, subsidiaries formed to consummate
future acquisitions.

On January 16, 2007 and January 24, 2007, the Company financed a previous acquisition and the Flint Facility with $130.0 million of first mortgage
financing bearing interest at LIBOR plus 1.15% payable interest only through February 1, 2012. The Company also entered into interest rate swaps
o convert the loan from floating to fixed. The loan is secured by 27 previously acquired facilities and the Flint Facility and is partially secured by a
7.4 million letter of credit that will be released upon achievement of certain debt service coverage ratios.

n April 18, 2007, the Company financed a previously acquired facility as well as the Saunders Portfolio with $108.5 million of first mortgage
inancing bearing interest at LIBOR plus 0.70% payable interest only through August 1, 2012. The Company has entered into interest rate swaps to
onvert the loan from floating to fixed.

e financings entered into on January 16, 2007, January 24, 2007 and April 18, 2007 are all part of the same master loan agreement whereby the
mounts are secured by all properties under the master agreement.

n July 27, 2007, the Company financed one of its facilities with $30.0 million of first mortgage financing. The note payable bears interest at 5.65%
ayable interest only through August 5, 2012 and is secured by the underlying property. In conjunction with the refinancing, the Company repaid
16.1 million of existing debt.

n August 15, 2007, the Company financed the Freedom Square Portfolio with a $70.0 million note payable. The note bears interest at 5.77%
ayable interest only through September 5, 2012 and is secured by the underlying property.

n September 25, 2007, the Company entered into a $41.4 million note payable. The note bears interest at 6.69% payabte interest only through July
010, matures in July 2012 and is secured by six facilities.

n October 31, 2007, the Company obtained $140.0 million of first mortgage financing bearing interest at 5.84%. The debt matures on November 1,
014, subject to extension at the Company’s option. The loan is secured by 21
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of the Company's facilities. In conjunction with the financing, the Company repaid $49.0 million of existing debt. The net proceeds from the
transaction were used to pay down amounts drawn against the Company’s revolving credit facility.

On November 5, 2007, the Company obtained $80.3 million of first morigage financing bearing interest at 6.32%. Approximately $53.6 million of the
proceeds were disbursed at closing, with the remaining $26.7 million to be disbursed in connection with the construction of two new skilled
nursing facilities and the renovation of an existing skilled nursing facility. The debt matures on August 5, 2012. The loan is secured by five of the
Company's existing facilities and the two facilities under construction. The net proceeds disbursed at closing were used to pay down amounts
drawn against the Company’s revolving credit facility.

As of December 31, 2007, we are in compliance with the financial covenants of our outstanding debt.

In the normal course of business, a variety of financial instruments are used to manage or hedge interes rate risk. Interest rate protection and swap
agreements were entered into to effectively cap or convert floating rate debt to a fixed rate basis, as well as to hedge anticipated future financing
transactions. Pursuant to the hedge agreements, the Company is required to secure its obligation to the counterparty if the fair value liability
exceeds a specified threshold, Cash collateral pledged to the Company’s counterparty was $5.0 million and $10.1 million as of December 31, 2007
and 2006, respectively.

All derivative instruments are recognized as either assets or liabilities in the consolidated and combined balance sheet at fair value. The change in
mark-to-market of the value of the derivative is recorded as an adjustment to income ot other comprehensive loss depending upon whether it has
been designated and qualifies as an accounting hedge.

Derivative contracts are not entered into for trading or speculative purposes. Furthermore, the Company has a policy of only entering into
contracts with major financial institutions based upon their credit rating and other factors. Under certain circumstances. the Company may be
required to replace a counterparty in the event that the counterparty does not maintain a specified credit rating.

The following table summarizes our swap instruments at December 31, 2007 (dellars in thousands):

Current notional balance $ 1425441
Highest possible notional 3 1425441
Lowest interest rate 3.36%
Highest interest rate 5.00%
Average fixed rate 4.54%
Earliest maturity date 2008
Latest maturity date 2014
Weighted average original maturity 4.3 years
Estimated liability fair value (included in other liabilities at December 31, 2007) $ 12,691
Estimated asset fair value (included in other assets at December 31, 2007) 3 78

Prior to October 1, 2006, the Company qualified for hedge accounting on designated swap instruments pursuant to SFAS No. 133, Accounting for
Derivative Instruments and Certain Hedging Activities, with the effective portion of the change in fair value of the derivative recorded in other
comprehensive income and the ineffective portion included in the change in fair value of derivatives in the statement of operations.

On October 1, 2006, the Company elected to discontinue hedge accounting prospectively for the previously designated swap instruments.
Consequently, the net gains and losses accumulated in other comprehensive income at that date of $1.3 million related to the previously
designated swap instruments are being amortized to interest expense over the life of the underlying hedged debt payments. In the future, if the
underlying hedged debt is extinguished or refinanced, the remaining unamortized gain or loss in accumulated other comprehensive income will be
recognized in net income. Although hedge accounting was discontinued on October 1, 2006, the swap instruments remain outstanding and are
carried at fair value in the consolidated balance sheet and the change in fair value beginning QOctober 1, 2006 has been included in the statements
of operations.
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In April 2007, the Company entered into two separate treasury rate locks for notional amounts of $70.0 million and $50.0 million in anticipation of
the Company's planned future issuance of $120.0 million of fixed-rate debt. Both rate locks expired in May 2007 and resulted in a cash receipt to
the Company of approximately $0.4 million which has been included in the results from operations.

Ir: July 2007, the Company entered into a series of forward starting interest rate swaps in the aggregate notional amount of $553.1 million in
anticipation of planned future financing transactions as well as the replacement of certain existing hedges that would be expiring. Subsequent 1o
this transaction, the Company terminated swap agreements with aggregate notional amounts of approximately $403.9 million and recouponed, at a
more favorable interest rate, notional amounts of $1.1 billion. In conjunction with these transactiens, $60.5 million was paid 1o the respective
counterparties.

11.  Accrued Expenses

Accrued expenses consist of the following components as of December 31, (dollars in thousands):

2007 2006

Salaries and wages § 36506 § 41452
Real estate taxes 25,661 24,268
Insurance reserves ’ 24138 25,658
Vacation 18,737 12221
Lease payable 7913 8,845
Interest 6,881 6,343
Professional fees 172 1554
Income taxes 2 4,398
Other 50,021 30,838

Total $ 170,031 $ 155,577

12.  Facility Operating Leases

The Company has entered into sale leaseback and lease agreements with certain real estate investment trusts (REITs). Under these agreements
facilities are either sold to the REIT or a long-term lease agreement is entered into for such facilities. The lease terms vary from 10 to 20 years and
include renewal options ranging from 5 to 30 years. The Company is responsible for all operating costs, including repairs, property taxes and
insurance. The substantial majority of the Company's lease arrangements are structured as master leases. Under a master lease, numerous facilities
are leased through an indivisible lease. The Company typically guarantees its performance and the lease payments under the master lease are
subject to net worth, minimum capital expenditure requirements per facility per annum and minimum lease coverage ratios. Failure to comply with
these covenants could result in an event of default. Certain leases contain cure provisions generally requiring the posting of an additional lease
security deposit if the required covenant is not met.

As of December 31, 2007 and 2006, we operated 357 and 361 facilities, respectively, under long-term leases (298 operating leases and 59 capital and
financing leases at December 31, 2007). The remaining base lease terms vary from 2.3 to 66 years and generally provide for renewal, extension and
purchase options. The Company expects to renew, extend or exercise purchase options in the normal course of business; however, there can be no
assurance that these rights will be exercised in the future.

One lease requires us to deposit 50% of excess cash flow uniil the security deposit is $10.0 million. Upon achieving certain ease coverage ratios,
he security deposit is to be returned. During September 2006 the lease coverage test was met and the lease security deposit was refurned.

ne lease required posting of a lease security deposit in an interest bearing account at closing. The lease security deposit will be released upon
chieving certain lease coverage ratios. The Company agreed to spend a minimum of $450 per unit per year on capital improvements of which the
essor will reduce the security deposit by the same amount up to $600 per unit, or $2.7 million per year. For the years ended December 31, 20607 and
006, a release of $2.4 miltion and $2.7 million, respectively, was received from the lease security deposit.
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A summary of facility lease expense and the impact of straight-line adjustment and amortization of deferred gains are as follows {dollars in
thousands):

For the Years Ended
December 31,
2007 2006 2005
Cash basis payment $ 250,531 % 208425 % 173,525
Straight-line expense 25,439 24,699 23,152
Amortization of deferred gain (4,342) {4,345) (7,938)
Facility lease expense $ 271,628 % 228779 8 189,339

13. Self-Insurance

We obtain various insurance coverages from commercial carriers at stated amounts as defined in the applicable policy. Losses related to
deductible amounts are accrued based on the Company's estimate of expected losses plus incurred but not reported claims. As of December 31,
2007 and 2006, we have accrued $56.3 million and $53.4 million, for our self-insured programs of which $32.2 million and $27.8 million is classified as
long-term, respectively. During 2007, the Company received a $4.2 million collateral recovery from an insurance carrier relating to an adjustment of
an Alterra preconfirmation contingency.

We have secured our self-insured retention risk under our workers' compensation and general liability and professional liability programs with
cash and letters of credit aggregating $7.7 million and $36.4 million, and $0.4 million and $32.8 million as of December 31, 2007 and 2006,
respectively.

14. Retirement Plans

We maintain 401(k) Retirement Savings Plans for all employees that meet minimum employment criteria. The plan provides that the participants may
defer cligible compensation on a pre-tax basis subject to certain Internal Revenue Code maximum amounts. We make matching contributions in
amounts equal to 50% of the employee’s contribution to the plan, up to a maximum of 4.0% of contributed compensation. Employees are always
100% vested in their own contributions and vest in our contributions over five years. We made contributions to such plans in the amount of $3.6
million, $1.7 million and $1.0 million for the years ended December 31, 2007, 2006 and 2003, respectively. Such amounts are included in facility
operating expense and general and administrative expense in the accompanying consolidated and combined statements of operations.

15. Related Party Loan

Pursuant to the terms of his employment agreement, BLC loaned approximately $2.0 million to Mark J. Schulte, the Company's former Co-Chief
Executive Officer and a current member of the Company's Board of Directors. In exchange, BLC received a ten-year, secured, non-recourse
promissory note, which note bears interest at a rate of 6.09% per annum, of which 2.0% is payable in cash and of which the remainder accrues and
is due at maturity on October 2, 2010. The note is secured by a portion of Mr. Schulte’s stock. There has been no modification to the terms of the
loan since the date of enactment of the Sarbanes-Oxley Act of 2002.

16. Stock-Based Compensation

In December 2004, the FASB issued SFAS No. 123 (revised), Share-Based Payment (“SFAS No. 123R™), which addresses the accounting for
transactions in which an entity exchanges its equity instruments for goods or services, with a primary focus on transactions in which an entity
obtains employee services in share-based payment transactions. SFAS No. 123R is a revision to SFAS No. 123 and supersedes Accounting
Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees, and its related implementation guidance. This Statement
requires measurement of the cost of employee services received in exchange for stock compensation based on the grani-date fair value of the
employee stock awards. Incremental compensation costs arising from subsequent modifications of awards after the grant date must be recognized
when incurred. We adopted SFAS 123R in connection with our initial grants of restricted stock effective August 2005, which were converted into
BSL restricted stock on September 30, 2005.
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On August 5, 2005, BLC and Alterra adopted employee restricted stock plans to attract, motivate, and retain key employees. The plans provide for
the grant of restricted securities to those participants selected by our board of directors. At September 30, 2005, as a result of the formation
transactions described in note 1, these restricted shares were converted into a total of 2.6 million shares of restricted stock in BSL at 2 value of
$19.00 per share (“Initial Equity Awards™). Pursuant to the plans, 25% to 50% of each individual's award vested upon completion of the initial
public offering on November 22, 2005. The remaining awards vest over a period of three to five years.

On October 14, 2003, we adopted a new equity incentive plan for our employees, the Brookdale Senior Living Inc, Omnibus Stock Incentive Plan
(“Incentive Plan™), which was approved by our stockholders on October {4, 2005. A total of 2,000,000 shares of our common stock were initially
reserved for issuance under the Incentive Plan: provided, however, that commencing on the first day of our fiscal year beginning in calendar year
2006, the number of shares reserved and available for issuance was increased by an amount equal to the lesser of (1) 400,000 shares or (2) 2% of
the number of outstanding shares of our common stock on the last day of the immediately preceding fiscal year. The maximum aggregate number
of shares subject to stock options or stock appreciation rights that may be granted to any individual during any fiscal year may not exceed 400,000,
and the maximum aggregate number of shares that will be subject to awards of restricted stock, deferred shares, unrestricted shares or other stock-
based awards that may be granted to any individual during any fiscal year will be 400,000,

In connection with the ARC Merger, our board of directors approved an amendment to the Incentive Plan (the “Plan Amendment”) to reserve an
additional 2,500,000 shares of common stock for issuance thereunder to satisfy (i) obligations to provide for centain purchases of common stock by
ARC officers and employees and (i) obligations to make corresponding grants of restricted shares of common stock under the Incentive Plan to
those ARC officers and employees who purchased such shares of common stock pursuant to employment agreements and optionee agreements
entered into in connection with the ARC Merger, and for such other grants that may be made from time to time pursuant to the Incentive Plan,
Upon completion of the ARC Merger, we issued 475,681 shares of common stock to certain officers of ARC at $38.07 per share for aggregate
proceeds of $18.1 million and granted the officers 475,681 shares of restricted stock at $48.00 per share, On May 12, 2006, funds managed by
affiliates of FIG, which then held approximately 65% of our common stock, executed a written consent approving the Plan Amendment effective
upon consummation of the ARC Merger. This consent constituted the consent of a majority of the total number of shares of our outstanding
common stock and was sufficient to approve the Plan Amendment.

On June 135, 2006, we registered 2,900,000 shares of common stock (2,500,000 shares of common stock in connection with the ARC Merger and
400,000 shares of common stock resulting from the avtomatic annual increase for fiscal year 2006), under the Incentive Plan. Pursuant to the
automatic annual increase provisions of the Incentive Plan, an additional 400,000 shares of common stock became available for issuance on each of
January 1, 2007 and January 1, 2008.

As aresult of the formation transactions described in note 1, the employee restricted stock plans described above were merged into the Incentive
Plan. Certain participants receive dividends on unvested shares. Where participants do not receive dividends on unvested shares during the
vesting period, the grant-date per share fair value has been reduced for the present value of the expected dividend stream during the vesting
period. The shares are subject to certain transfer restrictions and may be forfeited upon termination of a participant’s employment for any reason,
absent a change in control of the Company.

On September 5, 2006, we entered into Separation and General Release Agreements (“Agreements”) with two officers that accelerated the vesting
provision of a portion of their restricted stock grants upon satisfying certain conditions. As a result of the modification, the previous
compensalion expense related to these grants was reversed and a charge based on the fair value of the stock at the modification date will be
recorded over the modified vesting period. The net impact of the adjustment was $4.1 million and $5.6 million of additional expense for the years
ended December 31, 2007 and 2006, respectively.

For all awards with graded vesting other than awards with performance-based vesting conditions, the Company records compensation expense for
the entire award on a straight-line basis over the requisite service period. For graded-vesting awards with performance-based vesting conditions,
total compensation expense is recognized over the requisite service period for each separately vesting tranche of the award as if the award is, in
substance, multiple awards once the performance target is decemed probable of achievement. Performance goals are
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evaluated quarterly. If such goals are not ultimately met or it is not probable the goals wilt be achieved, no compensation expense is recognized
and any previously recognized compensation expense is reversed. During the year the Company reversed approximately $7.1 million of previously
recognized compensation expense related Lo performance-based awards.

The following table sets forth information about our restricted stock awards:

Number of Shares
2007 2006 2005
Outstanding on January 1, 3,282,000 2,168,000 —
Granted 662,000 1,548,000 3,142,000
Vested (680,000) (226,000 {574,000
Cancelled/forfeited (244,000) (208,000} —
Quistanding on December 31, 3,020,000 3,282,000 2,168,000

As of December 31, 2007, there was approximately $58.8 million of total unrecognized compensation cost related to nonvested share-based
compensation arrangements granted. That cost is expected to be recognized over a weighted average period of 2.5 years.

Additional grants of restricted shares other than the Initial Equity Awards described above were as follows (dotlars in thousands except for per
share amounts):

Total

Grants Value Per Share Value
As of December 31, 2006 2,102,000 $ 19.00-4855 § 83,289
First Quarter 53,000 45.02 2,399
Second Quarter 544,000 45.02 - 46.06 25,023
Third Quarter 32,000 389 1,250
Fourth Quarter 33,000 3492 1,207

Compensation expense of $20.1 million and $26.6 million in connection with the grants of restricted stock was recorded for the years ended
December 31, 2007 and 2006, respectively. For the year ended December 31, 2006, compensation expense was calculated net of forfeitures
estimated at 5% of the shares granted.

17. Income Taxes
The (provision) benefit for income taxes is comprised of the following (dollars in thousands}:

For the Years Ended December 31,

2007 2006 20058

Federal

Current $ (339) % — § 540

Deferred 103,180 39,267 —

$ 102,841 39,267 540

State:

Current ) (1,581) 776 (443)

Deferred (included in Federal above) — —_ —

(1,581) (776) (443}

Total $ 101,260 § 38491 $ 97

A reconciliation of the (provision) benefit for income taxes to the amount computed at the U.S. Federal statutory rate of 35.0% is as follows (dollars
in thousands}):
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For the Years Ended December 31,

2007 2006 2005
Tax benefit at U.S. Statutory Rate $ 92271 $ 51068 $ 23,586
State taxes, net of federal income tax 9,521 5,666 1,752
Valuation allowance — {17.510) (19.027)
Variable interest entities (VIEs) — -_— (2,454)
Qther, net ‘ (532 (733) (3,760)
Total $ 101,260 § 38491 § 97

The Company adopted FIN 46R as of December 31, 2003 and consolidated the VIEs for financial reporting purposes. For federal and state income
tax purposes, the Company is not the legal owner of the entities and are not entitled to receive tax benefits generated from the losses associated

with these VIEs. By December 31, 2007, all of these entities had been acquired by the Company.
Significant components of our deferred tax assets and liabilities at December 31 are as follows (dollars in thousands):
2007 2006

Deferred income 1ax assets:
Capital lease obligations $ 11295 $ 118,156
Operating loss carryforwards 112,207 75425
Prepaid revenue 47,849 45,405
Accrued expenses 44,411 37,446
Deferred lease liability 28,063 18,341
Deferred gain on sale leaseback 17,199 18,411
Fair value of interest rate swaps 7,198 1,778
Tax credits 4,256 33
Other 6,195 7.005
Total gross deferred income tax asset 380,334 325,680
Valuation allowance (6.407) (6,000)
Net deferred income tax assets 373,927 319,680

Deferred income tax liabilities:
Property, plant and equipment (625.585) (671,500
Investment in Brookdale Senior Housing, LLC 238 (5.118)
Other (2,123) Q177
Total gross deferred income tax liability (627.470) (678,795)

Net deferred tax liability $ {253,543) $ (359,115)

reconciltation of the net deferred tax liability 1o the consolidated balance sheets at December 31 is as follows (dollars in thousands):

2007 2006
Deferred tax asset — current $ 13040 § 40019
Deferred tax liability — noncurrent {266,583) {399,134}
Net deferred tax liability $ (253,543} § (358,115)

connection with Alterra’s emergence from bankruptcy in December 2003, its assets and liabilities were recorded at their respective fair market
alues, Deferred tax assets and liabilities were recognized for the tax effects of the difference between the fair values and the tax bases of Alterra’s
sets and liabilities. In addition, deferred tax assets were recognized for the future use of net operating losses. The valuation allowance

tablished to reduce deferred tax assets as of December 31, 2004 was $28.4 million. The reduction in this valuation allowance relating 1o net
ferred tax items existing at the Effective Date will increase additional paid in capital.

97




Table of Contents

At December 31, 2004, Alterra increased additional paid-in capital by $4.8 million as a result of a reduction in valuation allowance related to net
deferred tax assets not benefited under fresh-start accounting, but realized in the year ended December 31, 2004, During 2005, Alterra reduced
additional paid-in capital by $0.9 million due to a reversal of the valuation allowance, related to net deferred tax asset.

As described in note 1, BSL was formed on September 30, 2005, by the exchange of common shares or membership interests in entities controlled
by FIG that were recorded on a carryover basis. The non-FIG stockholder interests were recorded at their respective fair values for financial
reporting purposes. On April 7, 2006, BSL acquired the stock of Southern Assisted Living, Inc. (“SALI") and on July 25, 2006 acquired the stock of
ARC. In connection with these acquisition transactions, the assets and liabilities were recorded at their respective fair value for financial reporting
purposes. The assels and liabilities were recorded at carryover basis for Federal income tax purposes. The difference between the basis recorded
for financial reporting purposes and the basis recorded for Federal income tax purposes with respect 1o the formation transaction and SALI and
ARC acquisitions is reflected as a deferred tax liability. As a result of these transactions, we have determined that it is more likely than not that we
will recognize certain deferred tax assets and have adjusted our valuation allowance to $6.4 million primarily related to state operating loss
carryforwards not expected to be realized. The valuation allowance is $6.4 million and $6.0 million at December 31, 2007 and 2006, respectively.

As of December 31, 2007 and 2006, we had net operating loss carryforwards of approximately $285.6 million and $178.5 million, respectively, which
are available to offset future taxable income through 2025, Included in this net operating loss carryforward is $10.3 million of losses refating to
restricted stock grants. Under SFAS 123R, this loss will be recorded in additional paid-in capital in the period in which the loss is effectively used
to reduce taxes payable. The impact in the Income Tax Expense relating to the dividends on the unvested shares for the period ended December
31, 2007 is $1.3 mitlion.

The formation of BSL, reorganization of Alterra, and the acquisitions of ARC and SALI constitute ownership changes under Section 382 of the
Internal Revenue Code, as amended. As a result, BSL's ability to utilize the net operating loss carryforward to offset future taxable income is
subject to certain limitations and restrictions.

As disclosed in note 2, we adopted the provision of FIN 48 as of January 1, 2007. At December 31, 2007, we had gross tax affected unrecognized
tax benefits of $4.5 million, of which the majority of the benefit, if recognized, would be recorded against goodwill. Interest and penalties related to
these tax positions are classified as tax expense in the Company’s financial statements. Total interest and penalties reserved is $1.3 million at
December 31, 2007. Tax returns for all wholly owned subsidiaries for years 2002 and 2006 are subject to future examination by tax authorities, with
the exception of ARC which has been audited by the federal tax authorities through 2004. In addition, for Alterra, tax returns are open from 1999 1o
2001 to the extent of the net operating losses generated during those periods. The Company does not expect that unrecognized tax benefits for tax
positions taken with respect to 2007 and prior years will significantly change in 2008.

A reconciliation of the unrecognized 1ax benefits for the year 2007 is as follows:

Balance at January 1, 2007 $ 3,244
Additions for tax positions related to the current year —
Additions for tax positions related to prior years 1,475
Reductions for tax positions related Lo prior years (160)
Setilements (106)
Balance at December 31, 2007 $ 4,453
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18.  Supplemental Disclosure of Cash Flow Information

(in thousands)

Supplemental Disclosure of Cash Flow Information:
Interest paid

Income taxes paid
Write-off of fully amortized intangible asset

Supplemental Schedule of Noncash Operating, Investing and Financing Activities:
Consolidation of three limited partnerships pursuant to EITF 04-5 on January 1, 2006 and

subsequent sale and termination of one limited partnership:
Property, plant and equipment, net
Accounts receivable
Cash and escrow deposits - restricted
Prepaid and other
Accrued expenses
Tenant security deposits
Debt
Minority interest
Net

Acquisitions of assets, net of related payables and cash received, net:
Cash and escrow deposits-restricted
Account receivable, net
Property, plant and equipment and leasehold intangibles
Investment in unconsolidated ventures
Goodwillt
Other intangible assets, net
Other assets, net
Other liabilities
Long-term debt and capital and financing lease obligations
Deferred tax liability
Mirnority interest
Net

9.  Commitments and Contingencies

e have three operating lease agreements for 30,314, 51,988 and 84,234

For the Years Ended
December 31,
2007 2006 2005

$ 143930 § 95429 § 45,792
$ 1415 3 490 $ 2,636
— 3 — § 8218

$ — 3 14,745  § —
—_ 40 —_

— 38 —_

— 381 —_

_ (2,()()9') _

— (82) _

— (9.269) —

— (3.894) —

$ — 3 — % —
3 387 § 57253 % 10,799
64 25,302 _

172,074 2,375,304 689,185

(1,342)

3,395 259,104 —

(668) 306,531 —

(173) — —
{3,201} (225,159) (8,954)
{2.786) {433,354 (119,775)

— (396,590) —

4,351 _— —

3 172,101  § 1968391 § 571,215

square feet of corporate office space that extend through 2010, 2010 and

014, respectively. The leases require the payment of base rent which escalates annually, plus operating expenses (as defined). We incurred rent
xpense of $4.5 milkion, $2.6 million and $1.6 million for the years ended December 31, 2007, 2006 and 2005, respectively, under the corporate office

ases.

¢ aggregate amounts of all future minimum operating lease payments, including community and office leases, as of December 31, 2007, are as

llows (dollars in thousands):
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Operating
Year Ending December 31, Leases
2008 § 253952
2009 259,005
2010 261,664
2011 264,663
2012 265,554
Thereafter 1,609,509
Total § 2914347

We have employment agreements with certain officers of the Company that grant these employees the right to receive their base salary and
continuation of certain benefits, for a defined period of time, in the event of certain terminations of the officers’ employment, as described in those
agreements.

20.  Litigation

In connection with the sale of certain facilities o Ventas Realty Limited Partnership (“‘Ventas™) in 2004, two legal actions have been filed. The first
action was filed on September 15, 2005, by current and former limited partners in 36 investing partnerships in the United States District Court for
the Eastern District of New York captioned David T. Atkins et al. v. Apollo Real Estate Advisors, L.P., et al. (the “Action™). On March 17, 2006, a
third amended complaint was filed in the Action. The third amended complaint is brought on behalf of current and former limited partners in 14
investing partnerships. It names as defendants, among others, the Company, Brookdale Living Communities, Inc. (“BLC™), a subsidiary of the
Company, GFB-AS Investors, LLC (“GFB-AS"), a subsidiary of BLC, the general partners of the 14 investing partnerships, which are alleged to be
subsidiaries of GFB-AS, Fortress Investment Group LLC (“Fortress™), an affiliate of the Company’s largest stockholder, and R. Stanley Young, the
Company's former Chief Financial Officer. The nine count third amended complaint alleges, among other things, (i) that the defendants converted
for their own use the property of the limited partners of 11 partnerships, including through the failure to obtain consents the plaintiffs contend
were required for the sale of facilities indirectly owned by those partnerships to Ventas; {ii) that the defendants fraudulently persuaded the limited
partners of three partnerships to give up a valuable property right based upon incomplete, false and misleading statements in connection with
certain consent solicitations: (iii) that certain defendants, including GFB-AS, the general partners, and the Company's former Chief Financial
Officer, but not including the Company, BLC, ot Fortress, committed mail fraud in connection with the sale of facilities indirectly owned by the 14
partnerships at issue in the Action to Ventas; (iv) that certain defendants, including GFB-AS and the Company's former Chicf Financial Officer,
but not including the Company, BL.C, the general partners, or Fortress, committed wire fraud in connection with certain communications with
plaintiffs in the Action and another investor in a limited partnership; (v) that the defendants, with the exception of the Company, committed
substantive violations of the Racketeer Influenced and Corrupt Organizations Act (“RICO™); (vi} that the defendants conspired to violate RICO;
(vii} that GFB-AS and the general partners violated the partnership agreements of the 14 investing partnerships; (viii) that GFB-AS, the general
partners, and the Company’s former Chief Financial Officer breached fiduciary duties to the plaintiffs; and (ix) that the defendants were unjustly
enriched. The plaintiffs have asked for damages in excess of $100.0 million on each of the counts described above, including treble damages for th
RICO claims. On April 18, 2006, the Company filed a motion to dismiss the claims with prejudice, which remains pending before the court, and plan
to continte to vigorously defend this Action. A putative class action lawsuit was also filed on March 22, 2006, by certain limited partners in four o
the same partnerships involved in the Action in the Court of Chancery for the State of Delaware captioned Edith Zimmerman et al. v. GFB-AS
Investors, LLC and Brookdale Living Communities, Inc. (the “Second Action”}, On November 21, 2006, an amended complaint was filed in the
Second Action. The putative class in the Second Action consists only of those limited pariners in the four investing partnerships who are not
plaintiffs in the Action. The Second Action names as defendants BL.C and GFB-AS. The complaint alleges a claim for breach of fiduciary duty
arising out of the sale of facilities indirectly owned by the investing partnerships to Ventas and the subsequent lease of those facilities by Ventas
to subsidiaries of BLC. The plaintiffs seek, among other relief, an accounting, damages in an unspecified amount, and disgorgement of unspecifie
amounts by which the defendants were allegedly unjustly enriched. On December 12, 2006, the Company filed an answer denying the claim
asserted in the amended complaint and providing affirmative defenses. On December 27, 2006, the plaintiffs moved to certify the Action as a class
action. Both the plaintiffs and defendants have served document production requests and the Action is currently in the beginning stages of
document discovery. The
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Company also intends to vigorously defend this Second Action. Because these actions are in an early stage, the Company cannot estimate the
possible range of loss, if any.

In addition, the Company has been and is currently involved in other litigation and claims incidental to the conduct of its business which are
comparable to other companies in the senior living industry. Certain claims and lawsuits allege large damage amounts and may require significant
legal costs to defend and resolve. Similarly, the senior living industry is continuzously subject to scrutiny by governmental regulators, which could
result in litigation related to regulatory compliance matters. As a result, the Company maintains insurance policies in amounts and with coverage
and deductibles the Company believes are adequate, based on the nature and risks of its business, historical experience and industry

standards. Because the Company’s current policies provide for deductibles of $3.0 million for each claim, the Company is, in effect, self-insured for
most claims.

21.  Segment Information

We currently have four reportable segments: retirement centers; assisted living; CCRCs; and management services. These segments were
determined based on the way that our chief operating decision makers organize the Company’s business activities for making operating decisions
and assessing performance.

During the fourth quarter of 2007, the Company completed an internal reorganization which was intended to further improve the segment financial
results and to more accurately reflect the underlying product offering of each segment. The reorganization did not change the Company's
reportable segments, but it did impact the revenues and costs reported within each segment. The change included the movement of communities
between the Retirement Centers, Assisted Living and CCRCs segments resulting in a net increase of 16 communities to the Retirement Centers
segment and a net decrease of 16 communities to the CCRCs segment. These changes are reflected in the Company’s resulis for the year ended
December 31, 2007. The Company has restated the fiscal 2006 and fiscal 2005 results for comparative purposes. In connection with this
eorganization, the Company renamed its reportable segments. The reportable segment formerly known as Independent Living is now known as
etirement Centers and the segment formerly known as Retirement Centers/CCRCs is now known as CCRCs.

etirement Centers. Our relirement center communities are primarily designed for middle to upper income senior citizens age 70 and older who
esire an upscale residential environment providing the highest quality of service. The majority of our retirement center communities consist of
oth independent living and assisted living units in a single community, which allows residents to “age-in-place” by providing them with a
ontinuum of senior independent and assisted living services.

ssisted Living.  Our assisted living communities offer housing and 24-hour assistance with activities of daily life to mid-acuity frail and elderly
esidents. Our assisted living communities include both freestanding, multi-story communities and freestanding single story communities. We also
perate memory care communities, which are freestanding assisted living communities specially designed for residents with Alzheimer’s disease
nd other dementias.

CRCs.  Our CCRCs are large communities that offer a variety of living arrangements and services to accommaodate all levels of physical ability
nd health. Most of our CCRCs have retirement centers, assisted living and skilled nursing available on one campus, and some also include
emory care and Alzheimer’s units.

anagement Services, Our management services segment includes communities owned by others and operated by us pursuant 1o management
greements. Under our management agreements for these communities, we receive management fees as well as reimbursed expenses, which
present the reimbursement of certain expenses we incur on behalf of the owners. The accounting policies of our reporting segments are the same
those described in the summary of significant accounting policies. The following table sets forth certain segment financial and operating data
ollars in thousands):
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Revenuc(l):

Retirement Centers
Assisted Living
CCRCs

Management Services

Segment Operating Income™:

Retirement Centers
Assisted Living
CCRCs

Management Services

Genera! and administrative (including non-cash stock compensation expensc)m

Facility lease expense

Depreciation and amortization

Loss from operations

Total Assets:

Retirement Centers

Assisted Living

CCRCs

Corporate and Management Services

(1) All revenue is earned from external third parties in the United States.

For the Years Ended December 31,

2007 2006 2005
547,594 § 445492 330,400
795,294 615,226 405,183
489,619 242,578 51,132

6,789 5617 3,862
1,839,296 § 1,309,913 790,577
236,088 191,796 139,357
276,234 227,865 143,953
149,248 64,834 9,518
4,752 3,932 2,703
666,322 § 488427 295,531
138013 § 117,897 81,696
271,628 228,779 189,339
299,925 188,129 47048
41,207 $ (44,693) (21,353)
1,390,697 % 1428706 827,849
1,398,578 1,395,477 425,168
1,661,830 1,597.415 335,987
360,517 334,402 108,807
4811622 § 4,756,000 1,697,811

(2) Segment operating income is defined as segment revenues less segment operating expenses (excluding depreciation and amortization).

Alterra emerged from bankruptcy on December 4, 2003, and had accrued an estimated liability for certain insurance claims related to periods
prior to the emergence from Chapter 11 proceedings. For the years ended December 31, 2007, 2006, and 2003, we recorded a non-cash benefit
of approximately $0.3 million, $4.1 million, and $4.7 million, respectively, related to the reversal of an accrual established in connection with

Alterra’s emergence from bankruptcy in December 2003.

(3) Net of general and administrative costs allocated to management services reporting segment.

22.  Quarterly Results of Operations (Unaudited)

The following is & summary of quarterly results of operations for each of the fiscal quarters in 2007 and 2006 (dollars in thousands, except per shar

amounts):
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For the Quarters Ended
March 31, June 30, September 30, December 31,
2007 2007 2007 2607
Revenues '$ 446,834 $ 458410 §$ 464,594 § 469,458
Loss from operations'" (16,093) (12,861) (12,079) (174)
Loss before income taxes (55,57 (32,032) (94.047) (81.976)
Net loss (35,1400 {18,675) (58,927 (49,237
Weighted average basic and diluted loss per share™” $ (0.35) § (0.18) § (0.58) $ (0.49)
Weighted average shares wsed in computing basic and diluted loss per
share 101,302 101,520 101,564 101,656
Cash dividends declared per share $ 045 § 050 % 050 § 0.50
For the Quarters Ended
March 31, June 30, September 30, December 31,
2006 2006 2006 2006
Revenues 3 222183 % 268,427 § 387043 § 432,260
(Loss) income from operationsm (3,880) 6,451 (11,903) (35,361)
Loss before income taxes (18,824) (19,753) (45,202) (62,128}
Net loss (19,326} (20,259} (31,145} (37.357)
(Weighted average basic and diluted loss per share™” $ (0.30) $ 031) § 034) § 0.37)
[Weighted average shares used in computing basic and diluted loss per
share 65,007 65,007 91,640 101,205
Cash dividends declared per share $ 035 § 035 $ 040 3 0.45
For the quarters ended December 31, 2007 and 2006, we recorded a non-cash benefit of $0.3 million and $4.1 million, respectively, related
to the reversal of an accrual established in connection with Alterra’s emergence from bankruptcy in December 2003.

The loss per share has been presented as if the shares of common stock described in note 1 had been issued and were outstanding for
the periods in which FIG controlled BLC, Alterra, FIT REN and Foriress CCRC.

Subsequent Events
February 2008, the Company terminated swap agreemenis with aggregate notional amounts of approximately $45.4 million and recouponed, at a
ore favorable interest rate, swap agreements with aggregate notional amounts of $726.5 million. In conjunction with these transactions, $23.9
illion was paid to the respective counterparties.
n February 11, 2008, the Company announced that Mark J. Schulte, the Company’s Co-CEQ, was elected to the Company's Board of Directors

fective February 7, 2008. In connection with his election as a director, Mr. Schulte resigned his position as Co-CEO, and will no longer serve as
officer of the Company or its affiliates. W.E. Sheriff, the Company's Co-CEOQ, will remain as the sole Chief Executive Officer of the Company.
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SCHEDULE IT
VALUATION AND QUALIFYING ACCOUNTS
December 31, 2007
(In thousands)
Additions
Balance at Charged to Charged Balance at
Beginning of costs and To other End of
Description Period expenses Accounts Acquisitions Deductions Period
Deferred Tax Valuation Account:
Year ended December 31, 2005 $ 89,282 § — s — s — 3 amn" s 47,511
Year ended December 31, 2006 $ 47511 § - 8 — 5 @si? s — s 6,000
Year ended December 31, 2007 $ 6000 § — 8 407 § — s — 3 6,407
N Change in valuation allowance due to minority step-up in basis.
(2) Change in valuation allowance due to generation of deferred tax liabilities in connection with ARC and SALI acquisitions.
(3} Adjustment to valuation allowance based on final returns.

See accompanying report of independent registered public accounting firm.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
None.

Item 9A. Controls and Procedures.
Management’s Assessment of Internal Control over Financial Reporting

Qur management is responsible for establishing and maintaining adequate internal control over financial reporting, as defined in Exchange Act
Rule 13a-15(f). Management conducted an evaluation of the effectiveness of our internal control over financial reporting based on the framework
in Internal Control—Integrated Framework issued by the Commiittee of Sponsoring Organizations of the Treadway Commission. Based on this
evaluation, management concluded that our internal control over financial reporting was effective as of December 31, 2007. Management reviewed
the results of their assessment with our Audit Committee. The effectiveness of our internal control over financial reporting as of December 31, 2007
has been audited by Ernst & Young LLP, the independent registered public accounting firm that audited our consolidated and combined financial
statements included in this Annual Report on Form 10-K, as stated in their report which is included in Item 8 of this Annual Report on Form 10-K.

Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure
controls and procedures {as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act) as of the end of the period covered by
this report. Based on such evaluation, our Chief Executive Officer and Chief Financial Officer each concluded that, as of December 31, 2007, our
disclosure controls and procedures were effective,

Internal Control Over Financial Reporting

here has not been any change in our internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-15(f) under the
Exchange Act) during the fiscal quarter ended December 31, 2007 that has materially affected, or is reasonably likely to materially affect, our
internal control over financial reporting.

tem 9B. Other Information.

PART I
tem 10. Directors, Executive Officers and Corporate Governance.

he information required by this item is incorporated by reference from the discussions under the headings “Proposal Number One - Election of
irectors” and “Section 16(a) Beneficial Ownership Reporting Compliance™ in our Definitive Proxy Statement for the 2008 Annual Meeting of
tockholders. Pursuant to General Instruction G(3), certain information concerning our executive officers is contained in the discussion entitled
Executive Officers of the Registrant” under Item 4 of Pant I of this report.

e have adopted a Code of Business Conduct and Ethics that applies to all employees, directors and officers, including our principal executive
fficer, our principal financial officer, our principal accounting officer or controller, or persons performing similar functions, as well as a Code of
thics for Chief Executive and Senior Financial Officers, which applies to our Chief Executive Officer, Co-Presidents, Chief Financial Officer,
xecutive Vice Presidents of Finance and Controller, both of which are available on our website at www.brookdaleliving.com. Any amendment to,

r waiver from, a provision of such codes of ethics granted to a principal executive officer, principal financial officer, principal accounting officer or
ntroller, or person performing similar functions, will be posted on our website.
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Item 11. Executive Compensation.

The information required by this item is incotporated by reference from the discussions under the headings “Compensation of Directors™ and
“Compensation of Executive Officers” in our Definitive Proxy Statement for the 2008 Annual Meeting of Stockholders.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

The information required by this item regarding security ownership of certain beneficial owners and management is incorporated by reference from
the discussion under the heading “Security Ownership of Certain Beneficial Owners and Management” in our Definitive Proxy Statement for the
2008 Annual Meeting of Stockholders.

The following table provides certain information as of December 31, 2007 with respect to our equity compensation plans:

Equity Compensation Plan Information

. Number of securities
Numiber of securities Weighted-average remaining available for
to be issued upon exercise price of future issuance under
exercise of outstanding outstanding equity compensation plans
options, warrants and oplions, warrants and (excluding securities
rights rights reflected in column (a))
Plan category (@ (b) (c)
Equity compensation plans approved by security
holders™ — — 1,972,593
Equity compensation plans not approved by security
holders - - o7
Total _ — 1,972,593
1] In addition to options, warrants, and rights, our Omnibus Stock Incentive Plan allows awards to be made in the form of shares of

restricted stock or other forms of equity-based compensation. As of December 31, 2007, 1,909,557 shares of unvested restricted stock,
issued under our Omnibus Stock Incentive Plan were outstanding. In addition, as of such date, 1,110,784 shares of unvested restricted
stock issued under the plans of our predecessor cntities were outstanding. Such shares are not reflected in the table above.

2) Under the terms of our Omnibus Stock Incentive Plan, the number of shares reserved and available for issuance will increase annually
each January 1 by an amount equal to the lesser of (1) 400,000 shares or (2) 2% of the number of outstanding shares of our common stoc
on the last day of the immediately preceding fiscal year.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this item is incorporated by reference from the discussions under the headings “Certain Relationships and Related
Transactions” and “Director Independence” in our Definitive Proxy Statement for the 2008 Annual Meeting of Stockholders.

Item 14. Principal Accounting Fees and Services.
The information required by this item is incorporated by reference from the discussion under the heading “Proposal Number Two - Approval of

Appointment of Emst & Young LLP as Independent Registered Public Accounting Firm” in our Definitive Proxy Statement for the 2008 Annual
Meeting of Stockholders.
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PART IV
Item 15. Exhibits and Financial Statement Schedules.

| The following documents are filed as part of this report:

13 Our Audited Consolidated and Combined Financial Statements
Balance Sheets as of December 31, 2007 and 2006
Statements of Operations for the Years Ended December 31, 2007, 2006 and 2005
Statements of Stockholders’ Equity for the Years Ended December 31, 2007, 2006 and 2005
Statements of Cash Flows for the Years Ended December 31, 2007, 2006 and 2005
Notes to Consolidated and Combined Financial Statements
Schedule IT — Valuation and Qualifying Accounts

2)  Exhibits — See Exhibit Index immediately following the signature page hereto, which Exhibit Index is incorporated by reference as if fully
set forth herein.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

BROOKDALE SENIOR LIVING INC.

By: fs/ W .E. Sheriff

Name:  W.E. Sheriff

Title: Chief Executive Officer
Date: February 29, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following persons on behalf
of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ Wesley R. Edens Chairman of the Board February 29, 2008
Wesley R. Edens
/s/ W_E. Sheriff Chief Executive Officer February 29, 2008
W.E. Sheriff
/s/ Mark W. Ohlendorf Co-President and Chief Financial Officer February 29, 2008
Mark W. Ohlendorf
/s/ Bryan D. Richardson Executive Vice President, Chief Administrative February 29, 2008
Bryan D. Richardson Officer and Chief Accounting Officer
| /s William B, Doniger Director February 29, 2008

William B. Doniger

‘ /s/Frank M. Bumstead Director February 29, 2008
Frank M. Bumstead

' /s/ Jackie M. Clegg Director February 29, 2008
‘ Jackie M. Clegg

/s/ Jefirey G. Edwards Director February 29, 2008
Jeffrey G. Edwards

/s/ Jeffrey R. Leeds Director February 29, 2008
Jeffrey R. Leeds

/s Mark J. Schulte Director February 29, 2008
Mark J. Schulte

/s! Samuel Waxman Director February 29, 2008
Samuel Waxman
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Exhibit No.

EXHIBIT INDEX

Description

2.1

22

Membership Interest Purchase Agreement, dated June 29, 2005, by and among NW Select LLC, Emeritus Corporation, FIT-
ALT Investor LLC and Brookdale Senior Living Inc. (incorporated by reference to Exhibit 2.11 to the Company’s Registration
Statement on Form S-1 (No. 333-127372) filed on August 9, 2005).

Conveyance Agreement, dated as of September 30, 2005, by and among Brookdale Senior Living Inc., Brookdale Living
Communities, Inc., BSL Brookdale Merger Inc., BSL CCRC Merger Inc., BSL FEBC Merger Inc., Emeritus Corporation, FEBC-
ALT Iavestors LLC, FIT-ALT Investor LLC, Fortress CCRC Acquisition LLC, Fortress Investment Trust 11, Fortress
Registered Investment Trust, Fortress Brookdale Acquisition LLC, Health Partners and NW Select LLC (incorporated by
reference to Exhibit 2.12 to the Company's Registration Statement on Form S-1 {Amendment No. 2) (No. 333-127372) filed on
October 11, 2005).

Amended and Restated Agreement and Plan of Merger, dated March 30, 2006, by and between BLC Acquisitions, Inc., SALI
Merger Sub Inc., and Southern Assisted Living, Inc. (incorporated by reference to Exhibit 2.10 to the Company’s Annual
Report on Form 10-K filed on March 31, 2006).

Stock Purchase Agreement, dated December 30, 2005, by and between Brookdale Living Communities, Inc. and Capstead
Mortgage Corporation (incorporated by reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed on
December 30, 2005).

Assel Purchase Agreement, dated January 11, 2006, by and between BLC Acquisitions, Inc., as buyer, and Heahh Care
Properties I, LLC; Health Care Properties IV, LLC; Health Care Properties VI, LLC; Health Care Properties VII, LLC; Health Care
Properties VIII, LLC; Health Care Properties [X, LLC; Health Care Properties X, LLC; Health Care Properties X1, LLC; Health
Care Properties XII, LLC; Health Care Properties XIII, LLC; Health Care Properties XV, Ltd.; Health Care Properties XV1, LLC:
Health Care Properties XVII, Ltd.; Health Care Propenties XVIII, LLC; Health Care Properties XX, LLC; Health Care Properties
XXIIi, LLC; Health Care Properties XXV, LLC; Health Care Properties XXV, LLC; Health Care Properties XX VII, LLC;
Cleveland Health Care Investors, LLC; and Wellington SPE, LLC, as sellers (incorporated by reference to Exhibit 2.12 to the
Company’s Annual Report on Form 10-K filed on March 31, 2006).

Asset Purchase Agreement, dated January 12, 2006, by and between AHC Acquisitions, Inc., as buyer, and American Senior
Living Limited Partnership; American Senior Living of Fort Walton Beach, FL, LLC; American Senior Living of Jacksonville,
LLC; American Senior Living of Jacksonville-SNF, LLC; American Senior Living of Titusville, FL, LLC; ASL Senior Housing,
LLC; American Senior Living of Destin, FL, LLC; and American Senior Living of New Port Richey, FL, LLC, as sellers
(incorporated by reference (o Exhibit 2.13 to the Company’s Annual Repott on Form 10-K filed on March 31, 2006).

Purchase and Sale Agreement, dated February 7, 2006, among PG Santa Monica Senior Housing, LP; PC Tarzana Senior
Housing, L.P; PG Chino Senior Lousing, LP; The Fairways Senior Housing, LLC; AEW/Careage — Federal Way, LLC;
AEW/Careage — Bakersfield, LLC; and AEW/Careage — Bakersfield SNF, LLC, as sellers, and BLC Acquisitions, Inc,, as
buyer (incorporated by reference to Exhibit 2,14 to the Company’s Annual Report on Form 10-K filed on March 31, 2006).
Agreement and Plan of Merger, dated as of May 12, 2006, by and among Brookdale Senior Living, Inc., Beta Merger Sub
Corporation, and American Retirement Corporation (incorporated by reference to Exhibit 2.1 10 the Company's Current Report
on Form 8-K filed on May 12, 2006).

Amended and Restated Centificate of Incorporation of the Company (incorporated by reference to Exhibit 3.1 to the
Company's Quarterly Report on Form 10-Q filed on August 14, 2006}.

Amended and Restated Bytaws of the Company (incorporated by reference to Exhibit 3.1 to the Company's Current Report on
Form 8-K filed on December 20, 2007).

Form of Certificate for common stock (incorporated by reference to Exhibit 4.1 to the Company’s Registration Statement on
Form §-1 (Amendment No. 3) (No. 333-127372) filed on November 7, 2005).
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4.2

43

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.3

10.9

10.10

10.11

Stockholders Agreement, dated as of November 28, 2005, by and among Brockdale Senior Living Inc., FIT-ALT Investor LLC,
Fortress Brookdale Acquisition LLC, Fortress Investment Trust [T and Health Partners (incorporated by reference to Exhibit 4.2
to the Company's Annual Report on Form 10-K filed on March 31, 2006).

Amendment No. 1 to Stockholders Agreement, dated as of July 25, 2006, by and among Brookdale Senior Living Inc., FTIT-ALT
Investor LLC, Fortress Registered Investment Trust, Fortress Brookdale Investment Fund LLC, FRIT Holdings LLC, and FIT
Holdings LLC (incorporated by reference to Exhibit 4.3 to the Company’s Quarterly Report on Form 10-Q filed on August 14,
2006).

Employment Agreement dated August 9, 2005, by and between Brookdale Senior Living Inc., Brookdale Living Communities,
Tnc. and Mark J. Schulte (incorporated by reference to Exhibit 10.69 to the Company’s Registration Statement on Form §-1
{Amendment No. 1} (No. 333-127372} filed on September 21, 2005).*

Employment Agreement dated September 8, 2005, by and between Brookdale Senior Living Inc., Alterra Healthcare
Corporation and Mark W. Ohlendorf {incorporated by reference to Exhibit 10.70 to the Company’s Registration Statement on
Form S-1 (Amendment No. 1) (No. 333-127372) filed on September 21, 2005).*

Employment Agreement dated August 9, 2005, by and between Brookdale Senior Living Inc., Brookdale Living Communities,
Inc. and John P. Rijos (incorporated by reference to Exhibit 10.71 to the Company’s Registration Statement on Form §-1
(Amendment No. 1) (No. 333-127372) filed on September 21, 2005).*

Employment Agreement dated September 8, 2005, by and between Brookdale Senior Living Inc., a Delaware corporation,
Alterra Healthcare Corporation and Kristin A. Ferge (incorporated by reference 1o Exhibit 10.73 to the Company's Registration
Statement on Form S-1 (Amendment No. 1) (No. 333-127372) filed on September 21, 2005).*

Brookdale Living Communities, Inc. Employee Restricted Stock Plan (incorporated by reference to Exhibit 10.75 to the
Company’s Registration Statement on Form §-1 (Amendment No. 1) (No. 333-127372) filed on September 21, 2005).*

Award Agreement dated August 9, 2005, by and between Brookdale Living Communities, Inc. and Mark J. Schulte
(incorporated by reference to Exhibit 10.76 to the Company's Registration Statement on Form S-1 (Amendment No. 1) (No. 333
127372) filed on September 21, 2005).*

Award Agreement dated August 9, 2005, by and between Brookdale Living Communities, Inc. and John P. Rijos (incorporated
by reference to Exhibit 10.77 1o the Company's Registration Statement on Form S-1 (Amendment No. 1) (No. 333-127372) filed
on September 21, 2005).*

FEBC-ALT Investors LLC Employee Restricted Securities Plan (incorporated by reference to Exhibit 10.80 to the Company’s
Registration Statement on Form S-1 (Amendment No. 1) (No. 333-127372) filed on September 21, 2005).*

Award Agreement dated August 5, 2005, by and between FEBC-ALT Investors LLC and Mark W. Qhtendorf (incorporated by
reference to Exhibit 10.81 to the Company's Registration Statemnent on Form S-1 (Amendment No. 1) (No. 333-127372) filed on
September 21, 2005).*

Award Agreement dated August 5, 2005, by and between FEBC-ALT Investors LLC and Kristin A. Ferge (incorporated by
reference to Exhibit 10.82 to the Company's Registration Statement on Form S-1 {Amendment No, 1) (No. 333-127372) filed on
September 21, 2005).*

Exchange and Stockholder Agreement, dated September 30, 2005, by and among Brookdale Senior Living Inc., Fortress
Brookdale Acquisition LL.C and Mark J. Schulte (incorporated by reference to Exhibit 10.86 1o the Company’s Registration
Statement on Form S-1 (Amendment No. 2) (No. 333-127372) filed on October 11, 2005).*

110




Table of Contents

10.12

Consent to Change of Control and Third Amendment to Master Lease, dated April 1, 2006, by and between Health Care
Property Investors, Inc., Texas HCP Holding, L.P., ARC Richmond Place Real Estate Holdings, LLC, ARC Holland Real Estate
Holdings, LLC, ARC Sun City Center Real Estate Holdings, LL.C, and ARC LaBarc Real Estate Holdings, LLC, on the one hand,
and Fort Austin Limited Partnership, ARC Santa Catalina, Inc., ARC Richmond Place, Inc., Freedom Village of Holland,
Michigan, Freedom Village of Sun City Center, Ltd., LaBarc, L.P. and Park Place Investments, LLC, on the other hand, and
ARCPI Holdings, Inc. and American Retirement Corporatien (incorporated by reference to Exhibit 10.7 to the Company’s
Quarterly Report on Form 10-Q filed on August 14, 2006).

Second Amended and Restated Master Lease Agreement, dated as of April 7, 2006, among Health Care REIT, Inc., HCRI North
Carolina Properties III, Limited Partnership, HCRI Tennessee Properties, Inc., HCRI Indiana Properties, LLC, HCRI Wisconsin
Properties, LLC, and HCRI Texas Properties, Ltd., and Alterra Healthcare Corporation (incorporated by reference to Exhibit
10.32 1o the Company's Registration Statement on Form S-1 (No. 333-135030) filed on June 14, 2006).

Investment Agreement, dated as of May 12, 2006, by and among Brookdale Senior Living Inc. and RIC Coinvestment Fund LP
(incorporated by reference to Exhibit 10.1 to the Company's Current Report on Form 8-K filed on May 12, 2006).

Form of Option Agreement, by and among Brookdale Senior Living Inc. and RIC Coinvestment Fund LP (incorporated by
reference to Exhibit 10.2 to the Company's Current Report on Form 8-K filed on May 12, 20086).

Employment Agreement, dated May 12, 2006, by and between Brookdzle Senior Living Inc. and W.E, Sheriff (incorporated by
reference to Exhibit 10.3 to the Company’s Current Report on Form 8-K filed on May 12, 2006).*

Form of Employment Agreement for Gregory B. Richard, George T. Hicks, Bryan D Richardson and H. Todd Kaestner
(incorporated by reference to Exhibit 10.4 to the Company's Current Report on Form 8-K filed on May 12, 2006).*

Separation Agreement and General Release, dated September 15, 2006, between Brookdale Senior Living Inc. and R. Stanley
Young (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed on September 18, 2006).*
Separation Agreement and General Release dated September 15, 2006 between Brookdale Senior Living Inc. and Deborah C.
Paskin (incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K filed on September 18, 2006).*
Employment Agreement, dated September 23, 2006, by and between Brookdale Senior Living Inc. and T. Andrew Smith
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed on September 26, 2006).*
Amended and Restated Credit Agreement, dated as of November 15, 2006, among Brookdale Sentor Living Inc., as Borrower,
the several lenders from time to time parties thereto, Lehman Brothers Inc. and Citigroup Global Markets Inc., as joint lead
arrangers and joint bookrunners, Goldman Sachs Credit Partners L.P., LaSalle Bank National Association and Banc of America
Securities LLC, as co-arrangers, LaSalle Bank National Association and Bank of America, N.A., as co-syndication agents,
Goldman Sachs Credit Partners L.P. and Citicorp North America, Inc., as co-documentation agents, and Lehman Commercial
Paper Inc., as administrative agent (incorporated by reference to Exhibit 10.1 to the Company's Current Report on Form 8-K
filed on November 17, 2006).

Amended and Restated Guarantee and Pledge Agreement, dated as of November 15, 2006, made by Brookdale Senior Living
Inc. and certain of its Subsidiaries in favor of Lehman Commercial Paper Inc., as administrative agent (incorporated by
reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K filed on November 17, 2006).
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First Amendment, Consent and Waiver, dated as of October 10, 2007, to the Amended and Restated Credit Agreement, dated
as of November 15, 2006, among Brookdale Senior Living Inc., the several lenders from time to time parties thereto, Lehman
Brothers Inc. and Citigroup Global Markets Inc., as joint lead arrangers and joint bookrunners, Goldman Sachs Credit Partners
L.P., LaSalle Bank National Association and Banc of America Securities LLC, as co-arrangers, LaSalle Bank National
Association and Bank of America, N.A., as co-syndication agents, Goldman Sachs Credit Partners L.P. and Citicorp North
America, Inc., as co-documentation agents, and Lehman Commercial Paper Inc., as administrative agent (incorporated by
reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed on October 16, 2007).

Brookdale Senior Living Inc. Omnibus Stock [ncentive Plan, as amended and restated effective June 12, 2007 (incorporated by
reference 1o Exhibit 10.1 to the Company’s Quarterly Report on Form 10-Q filed on August 8, 2007).*

Form of Restricted Share Agreement under the Brookdale Senior Living Inc. Omnibus Stock Incentive Plan (Three Year Time-
Vesting; No Dividends) (incorporated by reference to Exhibit 10.2 to the Company’s Quarterly Report on Form 10-Q filed on
August 8, 2007).*

Form of Restricted Share Agreement under the Brookdale Senior Living Inc. Omnibus Stock Incentive Plan (Five Year Time-
Vesting; With Dividends) (incorporated by reference to Exhibit 10.3 to the Company's Quarterly Report on Form 10-Q filed on
August 8, 2007).*

Form of Restricted Share Agreement under the Brookdale Senior Living Inc. Omnibus Stock Incentive Plan (Four Year
Performance/Time-Vesting; With Dividends) (incorporated by reference to Exhibit 10.4 to the Company’s Quarterly Report on
Form 10-Q filed on August 8, 2007).*

Form of Restricted Share Agreement under the Brookdale Senior Living Inc. Omnibus Stock Incentive Plan (Four Year
Performance/Time-Vesting; No Dividends) (incorporated by reference to Exhibit 10.5 to the Company’s Quarterly Report on
Form 10-Q filed on August 8, 2007).*

Separation Agreement and General Release, dated February 7, 2008, between Brookdale Senior Living Inc. and Mark J. Schulte
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed on February 11, 2008).*
Separation Agreement and General Release and Consulting Agreement, dated February 11, 2008, between Brookdale Senior
Living Ine. and Paul A. Froning (incorporated by reference 1o Exhibit 10.2 to the Company’s Current Report on Form 8-K filed
on February 11, 2008).*

Subsidiaries of the Registrant.

Consent of Emst & Young LLP.

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.5.C. Section 1350, as adopted pursuant 1o
Section 906 of the Sarbanes-Oxley Act of 2002.

Management Contract or Compensatory Plan
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2042

I, W.E. Sheriff, certify that:

I. T have reviewed this Annual Report on Form 10-K of Brookdale Senior Living Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered
by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15
(f) and 15d-15(f}) for the registrant and have:

(a} Designed such disclosure controls and procedures, or caused such disclosure controls and procedures 1o be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

{(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant's auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b} Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

ate: February 29, 2008 /s/ W.E. Shenff

W.E, Sheriff
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TOQ SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Mark W, Ohlendorf, certify that:
1. 1 have reviewed this Annual Report on Form 10-K of Brookdale Senior Living Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered

by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report. fairly present in ali material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officer(s) and I are responsible for estabiishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rutes 13a-15(e) and 15d-15(e)) and internal conirol over financial reporting (as defined in Exchange Act Rules 13a-15
(f) and 15d-15() for the registrant and have:

(2) Designed such disclosure controls and procedures, or caused such disclosure contrels and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

(b} Designed such internal control over financial reporting, or caused such internal controt over financial reporting to be designed under ou
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements fo
external purposes in accordance with generally accepted accounting principles;

{c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about th
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; an

(d) Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant’s mos
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonabl
likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of intermal control over financi
reporting, to the registrant’s auditors and the audit committee of the registrant's board of directors (or persons performing the equivale
functions):

ta) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which ar
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s intern
control over financial reporting.

Date: February 29, 2008 /s/ Mark W. Ohlendorf
Mark W. Ohlendorf
Chief Financial Officer




EXHIBIT 32

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL
OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Brookdale Senior Living Inc. (the “Company™) for the fiscal year ended December 31, 2007,
as filed with the Securities and Exchange Commission on the date hereof (the “Report™), W.E. Sheriff, as Chief Executive Officer of the Company,
and Mark W. Ohlendorf, as Chief Financial Officer of the Company, each hereby certifies, pursuant to 18 U.8.C. § 1350, as adopted pursuant 10 §
906 of the Sarbanes-Oxley Act of 2002, that:

{1) The Report fully complies with the requirements of Section 13{a) or 15(d) of the Securities Exchange Act of 1934; and

{2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

s/ W.E. Sheriff
ame:  W.E. Shenff
itle: Chief Executive Officer
ate: February 29, 2008

/ Mark W, Ohlendorf

ame: Mark W, Ohlendorf
itle: Chief Financial Officer
ate: February 29, 2008
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For more information visit our website:
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Brookdale Senior Living Resident Programs:

L J
s .. J 4
@ 8)/7@. e INNO\ZI’IVE |NN0\2r|VE
OPTIMUM LIFE* eLesr erbecirtd SENIOR CARE SENIOR CARE
by BRoaoxDaALE

by BRvokbake

o6 BROLDALE SENLus LivING

4y BrooabaL:

Home Care

Optimum Life®; Registered in the U.S. Patent and Trademark Qffice.
Innovative Senior Care®™ is a Service Mark of Brookdale Senior Living, Chicago, IL, USA.

All rights reserved.

Brookdale Senior Living « 2007 Annual Report




OUR MISSION

Enriching the lives of those we serve
with compassion, respect, excellence and integrity.

OUR CORNERSTONES

Take ownership and pride in everything we do.

Recognize that gOOd people make the diflference and are the key to our success.

Work together as one team.

-

Provide meaningful rewards for residents, associates and shareholders.

Respect others through honesty, understanding and Ltrust.

Put the resident first and the “bottom line” will take care of itsell.

Have fun and celebrate life every day.




