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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders of 
Assisted Living Concepts, Inc.

We have audited the accompanying consolidated balance sheets of Assisted Living Concepts, Inc. and 
subsidiaries, collectively the “Company”, as of December 31, 2007 and 2006, and the related consolidated 
statements of income, stockholders’ equity, and cash flows for the years then ended. These financial statements 
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these 
financial statements 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 consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of Assisted Living Concepts, Inc. and subsidiaries as of December 31, 2007 and 2006, and the 
results of its operations and its cash flows for the years then ended in conformity with accounting principles 
generally accepted in the United States of America. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the effectiveness of Assisted Living Concepts, Inc.’s 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 (COSO) and our report dated March 11, 
2008 expressed an unqualified opinion on the effectiveness of internal control over financial reporting. 

GRANT THORNTON LLP 
Milwaukee, Wisconsin 
March 11, 2008 
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Report of Independent Registered Public Accounting Firm

The Board of Directors 
Assisted Living Concepts, Inc.: 

We have audited the accompanying combined statements of income, parent’s investment, and cash flows of 
Assisted Living Concepts, Inc. (“the Company”) (a combination of certain assisted living businesses in the United 
States owned by subsidiaries of Extendicare Inc. as defined in Note 1) for the year ended December 31, 2005. 
These financial statements are the responsibility of the Company’s management. Our responsibility is to express 
an opinion on these combined financial statements based on our audit. 

We conducted our audit 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 combined financial statements are free of material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in the combined financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall combined financial statement presentation. We believe that our audit provides a reasonable 
basis for our opinion. 

In our opinion, the combined financial statements referred to above present fairly, in all material respects, the 
results of operations and cash flows for the year ended December 31, 2005 of Assisted Living Concepts, Inc. in 
conformity with U.S. generally accepted accounting principles. 

KPMG LLP 
Milwaukee, Wisconsin 
June 5, 2006 
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CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

 December 31, 
 2007  2006 

ASSETS
Current Assets:    

Cash and cash equivalents   $ 14,066   $ 19,951 
Investments  4,596   5,332 
Accounts receivable, less allowances of $992 and $1,086, respectively  3,746  5,395
Supplies, prepaid expenses and other current assets  6,733  8,178
Income tax receivable  —  90
Deferred income taxes  4,080   1,552

Total current assets  33,221  40,498
Property and equipment, net  395,141  374,612
Goodwill and other intangible assets, net  20,736  18,102
Restricted cash  8,943  10,947
Cash designated for acquisition  14,864  —
Other assets  3,336   3,181

Total Assets $ 476,241  $ 447,340
LIABILITIES AND STOCKHOLDERS’ EQUITY    

Current Liabilities: 
Accounts payable $ 7,800  $ 5,134
Accrued liabilities  17,951  18,314
Deferred revenue  6,346  1,266
Accrued income taxes  198  —
Current maturities of long-term debt  26,543  2,732
Current portion of self-insured liabilities  300   300

Total current liabilities  59,138  27,746
Accrual for self-insured liabilities  941  1,171
Long-term debt  103,176  87,904
Deferred income taxes  9,008  5,146
Other long-term liabilities  9,444  8,535
Commitments and contingencies 

Total Liabilities  181,707   130,502
Preferred stock, par value $0.01 per share, 25,000,000 shares authorized, no shares issued and 

outstanding, respectively  —  —
Class A Common Stock, par value $0.01 per share, 400,000,000 authorized, 56,131,873 and 

59,501,918 issued and outstanding, respectively  595  595
Class B Common Stock, par value $0.01 per share, 75,000,000 authorized, 8,727,458 and 

9,956,337 issued and outstanding, respectively  100  100
Additional paid-in capital  313,548  313,474
Accumulated other comprehensive income  103  530
Retained earnings  19,318  2,139
Treasury stock at cost, 4,691,060 and 0 shares, respectively  (39,130)   —

Total Stockholders’ Equity  294,534   316,838
Total Liabilities and Stockholders’ Equity $ 476,241  $ 447,340

The accompanying notes are an integral part of these consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF INCOME
(In thousands, except per share data)

 Year Ended December 31, 
 2007   2006  2005 

Revenues $ 229,347 $ 231,148 $ 204,949
Expenses:       

Residence operations (exclusive of depreciation and amortization and residence 
lease expense shown below)  151,684  153,347  138,126 

General and administrative  13,073  10,857  6,789 
Residence lease expense  14,310  14,291  12,852 
Depreciation and amortization  17,642  16,699  14,750 
Transaction costs  56  4,415  — 
Impairment of long-lived asset  —  3,080  —

Total operating expenses  196,765  202,689  172,517
Income from operations  32,582  28,459  32,432 
Other expense: 

Interest expense, net  (5,091)  (9,197)  (11,603)
Income from continuing operations before income taxes  27,491  19,262  20,829 
Income tax expense  (10,312)  (8,727)  (8,119)
Net income from continuing operations  17,179  10,535  12,710 
Loss from discontinued operations, net of taxes  —  (1,526)  (368)
Net income $ 17,179 $ 9,009 $ 12,342
Weighted average common shares:       

Basic  68,172  69,326  69,322 
Diluted  68,863  70,205  70,205 

Per share data: 
Basic earnings per common share:       

Income from continuing operations $ 0.25 $ 0.15 $ 0.18 
Loss from discontinued operations  —  (0.02)  —
Net income $ 0.25 $ 0.13 $ 0.18

Diluted earnings per common share:       
Income from continuing operations $ 0.25 $ 0.15 $ 0.18 
Loss from discontinued operations  —  (0.02)  —
Net income $ 0.25 $ 0.13 $ 0.18

The accompanying notes are an integral part of these consolidated financial statements. 



 F-6 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND PARENT’S INVESTMENT
(In thousands)

Common Stock Additional 
Accumulated 

Other
Total 

Stockholders’ 
Equity or

Shares 
Issued Amount

Paid-In 
Capital

Parent’s Net 
Investment

Comprehensive
Income

 Retained 
 Earnings 

 Treasury 
 Stock 

Parent’s 
Investment

Comprehensive
       Income

          
Balance, December 31, 2004 —  $         —  $          — $    79,372  $              —  $        —  $         — $   79,372   $       —

Net income  — —              — 12,342  —  — —      12,342  —
Cash contribution from parent for 
acquisition of ALC — —      — 101,648 — — —    101,648  —

Net cash activity with parent — —           —  9,521  —  —  —        9,521   —
Non-cash activity with parent — —          —  560  — — —           560          —
Comprehensive income        —             —            —   —   —         —   —            —  $12,342

Balance, December 31, 2005     —        —          —   203,443   —  —  —    203,443  $       —
Net change in Class A Common Stock 59,502  595         —  —  —  —  —           595  —
Net change in Class B Common Stock  9,956   100      —   —   —  —   —           100   —
Conversion of Class B Common Stock to 
Class A Common Stock      —        —                 (2)   —   —  —   —             (2)   —

Unrealized gains on available for sale 
securities, net of tax       — —   —   —   530  —   —           530   530

Net income     —        —    —  6,870  —  2,139   —        9,009   9,009
Net cash activity with parent     —     —   —   36,808   —  —   —      36,808   —
Non-cash activity with parent —     —     —   66,355   —  —   —      66,355   —
Parent investment —    —  313,476   (313,476)   —  —   —             —              —
Comprehensive income        —             —                 —   —   —         —   —             —  $  9,539

Balance, December 31, 2006 69,458  695   313,474   —   530  2,139   —    316,838 
Conversion of Class B Common Stock to 
Class A Common Stock 92   —              —   —   —  —   —             —  $       —

Unrealized losses on available for sale 
securities, net of tax —     —           —   —   (427)  —   —          (427)   (427)

Capital contribution —       —        74   —   —  —   —             74   —
Purchase of Treasury stock —      —        —   —   —       — (39,130)     (39,130)   —
Net income —       —       —   —   —  17,179   —      17,179 17,179
Comprehensive income        —             —                 —   —   —        — —    —  $16,752

Balance, December 31, 2007 69,550  $       695 $ 313,548  $ —  $            103  $ 19,318  $(39,130) $ 294,534

The accompanying notes are an integral part of these consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

 Year Ended December 31, 
 2007   2006   2005

OPERATING ACTIVITIES:      
Net income $ 17,179 $ 9,009 $    12,342 
Adjustments to reconcile net income to net cash provided by operating activities:      

Depreciation and amortization  17,642  16,699       14,920 
Amortization of purchase accounting adjustments for:      

Leases and debt  (1,076)  (527)           (663)
Below market resident leases  (39)  (1,187)        (2,488)

Provision for bad debts  94  214            458 
Provision for self-insured liabilities  78  415            748 
Payments of self-insured liabilities  (308)  (271)           (324)
Loss on impairment of long-lived assets, including impairments in discontinued 

operations  —  5,018              — 
Deferred income taxes  1,334  335         3,347 

Changes in assets and liabilities:      
Accounts receivable  1,555  (1,258)        (1,079)
Supplies, prepaid expenses and other current assets  1,445  (3,274)           (647)
Accounts payable  2,666  107            764 
Accrued liabilities  (363)  (1,167)         2,224 
Deferred revenue  5,080  480            786 
Income taxes payable/ receivable  597  (999)         1,845 
Changes in other non-current assets  1,849  (7,264)              — 
Other long-term liabilities  1,379  2,649              — 
Current due to Extendicare  —  76        (3,471)

Cash provided by operating activities  49,112  19,055       28,762
INVESTING ACTIVITIES: 

Payment for acquisitions  (24,444)  (4,619)    (144,578)
Cash designated for acquisition  (14,864)  — —
Cash balances in acquisitions  —  —         6,522 
Payments for new construction projects  (3,904)  (3,338)      (15,198)
Payments for purchases of property and equipment  (12,457)  (12,832)        (5,822)
Proceeds from sales of property and equipment  —  79              — 
Changes in other non-current assets  —  —            110

Cash used in investing activities  (55,669)  (20,710)    (158,966)
FINANCING ACTIVITIES:      

Capital contributions from Extendicare  74  43,678     111,169 
Purchase of treasury stock  (39,130)  —               —
Proceeds from debt to finance ALC acquisition  —  —       60,000 
Proceeds on borrowings on revolving credit facility  42,000  —               —
Interest bearing advances from Extendicare to payoff debt  —  —       51,016 
Repayment of interest bearing advances to Extendicare  —  (25,200)        (3,798)
Repayment of mortgage debt  (6,573)  (2,312)      (84,388)
Proceeds from mortgage debt  4,301               —               —
Payment of deferred financing fees  —  (999)               —
Other long-term liabilities  —  —         2,525

Cash provided by financing activities  672  15,167     136,524
(Decrease) Increase in cash and cash equivalents  (5,885)  13,512         6,320 
Cash and cash equivalents, beginning of year  19,951  6,439            119
Cash and cash equivalents, end of year $ 14,066 $ 19,951 $      6,439

The accompanying notes are an integral part of these consolidated financial statements. 
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 Year Ended December 31, 
 2007   2006  2005 
   

Supplemental schedule of cash flow information:      
Cash paid during the period for:      

Interest $     7,422 $  10,039 $   12,116 
Income tax payments, net of refunds  8,226  6,477        5,949 

Supplemental schedule of non-cash investing and financing activities: 
Extendicare made the following non-cash contributions in connection with the 

Separation transaction:      
Investments $          — $ 4,463 $           — 
Forgiveness of debt and intercompany balances  —  60,177              — 
Deferred tax  —  2,512              — 
Other             —         (797)              —

Total $          — $ 66,355 $           —
Extendicare acquired all of the capital stock of Assisted Living Concepts, Inc. in 

connection with the Acquisition, liabilities were assumed as follows:      
Fair value of assets acquired $          — $ — $  315,200 
Cash paid             —  —    (144,578)
Liabilities assumed $          — $ — $  170,622
Capital lease obligations incurred to purchase properties $          — $ — $    12,848

The accompanying notes are an integral part of these consolidated financial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION

Assisted Living Concepts, Inc. and its subsidiaries (“ALC” or the “Company”) operate 208 assisted living 
residences in 17 states in the United States totaling 8,535 units as of December 31, 2007. ALC’s residences 
average approximately 40 to 60 units and offer residents a supportive, home-like setting and assistance with the 
activities of daily living. 

ALC became an independent, publicly traded company listed on the New York Stock Exchange on November 
10, 2006, (the “Separation Date”) when ALC Class A and Class B Common Stock was distributed to Extendicare 
Inc., now known as Extendicare Real Estate Investment Trust (“Extendicare”), stockholders (the “Separation”). 

Effective upon the Separation, the ownership structure of the entities changed and as such became 
consolidated. All references to ALC financial statements, both pre- and post-Separation Date, are referred to as 
“consolidated” versus “combined.” 

The consolidated financial statements of ALC represent, prior to the Separation Date, the consolidated 
financial position and results of operations of the assisted living operations of Extendicare in the United States. 
After the Separation Date, the consolidated financial statements represent 178 assisted living residences operated 
by ALC (177 of which comprised ALC when it was acquired by Extendicare Health Services, Inc. (“EHSI”) (the 
“Acquisition”) in January of 2005), 29 residences purchased from EHSI, a subsidiary of Extendicare, shortly 
before the Separation, and one residence acquired by ALC on July 20, 2007. 

On June 19, 2006, ALC formed Pearson Insurance Company, LTD (“Pearson”), a wholly owned Bermuda 
based captive insurance company, to self-insure general and professional liability risks. 

For periods prior to the Separation Date, the historical consolidated financial and other data in this report have 
been prepared to include all of Extendicare’s assisted living business in the United States, consisting of: 

� the assisted living residences operated by EHSI through the Separation Date, which ranged from 29 to 
36 residences between January 1, 2003, and the date of the Acquisition and consisted of 32 residences 
operated by EHSI at December 31, 2005, 

� 177 assisted living residences operated by ALC since the Acquisition,  

� three assisted living residences that were constructed and owned by EHSI (two of which were operated 
by ALC) during 2005, 

� an Escanaba, Michigan residence since its acquisition on November 1, 2006, and 

� Pearson since its formation on June 19, 2006.  

Prior to the Separation, operations were terminated at four of the EHSI residences and are presented as 
discontinued operations. At the Separation Date, the historical financial statements consisted of 209 residences 
(two of which remained with EHSI). 

The historical consolidated financial and other operating data prior to the Separation Date do not contain data 
related to certain assets and operations that were transferred to ALC such as share investments in Omnicare, Inc. 
(“Omnicare”), Bam Investments Corporation (“BAM”), and MedX Health Corporation (“MedX”), or cash and 
other investments in Pearson, and do include certain assets and operations that were not transferred to ALC in 
connection with the Separation such as certain EHSI properties as they did not fit the targeted portfolio profile or 
were not readily separable from EHSI’s operations. The differences between the historical consolidated financial 
data and financial data for the assets and the operations transferred in the Separation are immaterial. 
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ALC operates in a single business segment with all revenues generated from those properties located within 
the United States. 

2. ALC SEPARATION

(a) Extendicare Strategic Initiatives

In February 2006, the Board of Directors of Extendicare announced the appointment of a committee of 
independent directors to review and consider various structures and options that would provide value to its 
stockholders. The Board of Extendicare believed that the Extendicare share price had not been reflective of its 
underlying operational performance and historical results. Among the alternatives explored was the sale or 
reorganization of all, or part, of Extendicare. 

On November 7, 2006, the Board of Directors of Extendicare announced its intention to complete a plan of 
arrangement which, among other things unrelated to ALC, entailed the Separation and the conversion of the 
remaining business of Extendicare into an unincorporated open ended real estate investment trust (“REIT”) 
(together with the Separation, the “Plan of Arrangement”). On November 10, 2006, the Plan of Arrangement was 
completed. 

(b) ALC Separation

On May 31, 2006, the Board of Directors of Extendicare approved the Plan of Arrangement. On October 16, 
2006, and October 24, 2006, respectively the holders of Extendicare’s Subordinate and Multiple Voting Shares 
and the Ontario Superior Court of Justice (Commercial List) approved the Plan of Arrangement which was 
expected to occur on November 1, 2006. On October 31, 2006, the Canadian Ministry of Finance announced a 
significant change in the Canadian tax laws as it pertained to the REIT structure proposed for Extendicare. In 
response to the Minister of Finance’s announcement, the Extendicare Board of Directors met on October 31, 
2006, and decided to delay the implementation of the Plan of Arrangement until the Board had the opportunity to 
give further consideration to the potential consequences of the tax proposal on the Plan of Arrangement. On 
November 7, 2006, the Board of Directors of Extendicare announced its intention to complete its Plan of 
Arrangement including the Separation. The Separation was effective November 10, 2006, when ALC became a 
separately traded public company. 

In connection with the Separation, holders of Extendicare Subordinate Voting Shares received the following: 

� one Extendicare Common Share;  

� one share of Class A Common Stock of ALC.  

Holders of Extendicare Multiple Voting Shares received the following:

� 1.075 Extendicare Common Shares;  

� one share of Class B Common Stock of ALC.  

Each Extendicare Common Share received in the transactions described above was immediately exchanged for 
units of Extendicare REIT on a 1:1 basis, or, at the election of holders that are Canadian residents, for units of 
Extendicare Holding Partnership on a 1:1 basis. The Separation is accounted for at historical cost due to the pro 
rata nature of the distribution. 

The authorized capital stock of ALC consists of 400,000,000 shares of Class A Common Stock, par value of 
$0.01 per share, 75,000,000 shares of Class B Common Stock, par value $0.01 per share and 25,000,000 shares of 
preferred stock, par value $0.01 per share. Subject to certain voting rights of the holders of Class B Common 
Stock, ALC’s Board of Directors is authorized to provide for the issuance of preferred stock in one or more class 
and to fix the designations, preferences, powers, participation rights, qualifications and limitations and  
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restrictions, including the dividend rate, conversion rights, voting rights, redemption price and liquidation 
preferences of such preferred stock. At the Separation Date, ALC had approximately 57.5 million shares of Class 
A Common Stock outstanding, 11.8 million shares of Class B Common Stock outstanding, and no preferred stock 
outstanding. Each share of Class B Common Stock is convertible at any time, and from time to time at the option 
of the holder thereof into 1.075 shares of Class A Common Stock. Shares of Class A Common Stock are not 
convertible into shares of Class B Common Stock. As of December 31, 2007 and 2006, approximately 3.0 million 
and 1.8 million, respectively, shares of Class B Common Stock were converted into approximately 3.3 million 
and 2.0 million shares, respectively, of Class A Common Stock. 

Following the Separation, ALC and Extendicare operate independently. Neither ALC nor Extendicare has any 
stock ownership, or, beneficial interest, in the other. 

Certain employees of ALC participated in Extendicare’s stock option plan and purchased Extendicare stock 
prior to the Separation. For 2006 and 2005, compensation expense related to this plan was $0.4 million and $0.1 
million, respectively. In conjunction with the Separation, ALC put in place a stock incentive plan. As of 
December 31, 2007 and 2006, 380,000 and 0 shares or options to purchase the Class A Common Stock, 
respectively, have been granted under ALC’s incentive compensation plan. 

(c) Transactions and Agreements in Connection with Separation

In preparation for, and immediately prior to the completion of the Separation, EHSI and ALC entered into a 
Separation Agreement, a Tax Allocation Agreement, Transitional Service Agreements and certain other 
agreements related to the Separation. These agreements govern the allocation of assets and liabilities between 
Extendicare and ALC as well as certain aspects of the ongoing relationship between Extendicare and ALC after 
the Separation. In addition, ALC and Extendicare have executed certain deeds, bills of sale, stock powers, 
certificates of title, assignments and other instruments of sale, contribution, conveyance, assignment, transfer and 
delivery required to consummate the Separation. 

Separation Agreement

The Separation Agreement sets forth the agreements with Extendicare related to the transfer of assets and the 
assumption of liabilities necessary to separate ALC from Extendicare. It also sets forth ALC’s and Extendicare’s 
indemnification obligations following the Separation. 

In addition, ALC agreed to perform, discharge and fulfill:  

� all liabilities primarily related to, arising out of or resulting from the operation or conduct of ALC’s 
business, except for any pre-transfer liabilities related to the 29 assisted living residences transferred to 
ALC from EHSI, and including any liabilities to the extent relating to, arising out of or resulting from 
any other asset transferred to ALC from Extendicare, whether before, on or after the completion of the 
Separation;

� all liabilities recorded or reflected in the financial statements of ALC; 

� all liabilities relating to certain specified lawsuits that primarily relate to ALC; and 

� liabilities of Extendicare under any agreement between Extendicare and any of ALC’s directors or 
director nominees, entered prior to the completion of the Separation that indemnifies such directors or 
director nominees for actions taken in their capacity as directors or director nominees of ALC. 

Tax Allocation Agreement

The Tax Allocation Agreement governs both ALC’s and Extendicare’s rights and obligations after the 
separation with respect to taxes for both pre- and post-separation periods. Under the Tax Allocation Agreement, 
ALC is generally required to indemnify Extendicare for any taxes attributable to its operations (excluding the 
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assisted living residences transferred to ALC from EHSI as part of the separation) for all pre-Separation Date 
periods and Extendicare generally is expected to be required to indemnify ALC for any taxes attributable to its 
operations (including the assisted living residences transferred to ALC from EHSI as part of the separation) for all 
pre-Separation Date periods. In addition, Extendicare is liable, and indemnifies ALC, for any taxes incurred in 
connection with the Separation. 

Under U.S. Federal income tax law, ALC and Extendicare will be jointly and severally liable for any taxes 
imposed on Extendicare for the periods during which ALC was a member of Extendicare’s consolidated group, 
including any taxes imposed with respect to the disposition of ALC common stock. There is no assurance, 
however, that Extendicare will have sufficient assets to satisfy any such liability or that ALC will successfully 
recover from Extendicare any amounts for which ALC is held liable. As of December 31, 2007, the estimated 
amount due to Extendicare related to consolidated pre-Separation return filings is $0.1 million. 

Transitional Services Agreements

ALC and Extendicare entered into a number of Transitional Services Agreements, pursuant to which 
Extendicare and its affiliates will perform certain services for ALC for a limited period of time following the 
Separation including; 

� payroll and benefits processing for all ALC employees at pre-defined monthly rates based upon the 
number of residences and units being processed, 

� information technology and hosting services for certain of our software applications, and 

� purchasing services, through EHSI’s purchasing group, United Health Facilities, Inc. 

ALC expects to pay Extendicare for the services it provides based upon rates established with Extendicare that 
reflect fair market rates for the applicable service. 

The payroll and benefits processing and technology services arrangements are terminable upon 90 days’ prior 
notice. ALC has a consulting arrangement with Extendicare for Medicaid cost reporting relating to the state of 
Texas. The arrangement is based on the fair value of the service and is renewable at the discretion of ALC. 

On August 31, 2007, we terminated the contract with VCPI for information technology services and now 
provide these services in-house. 

Transfer of EHSI Assisted Living Operations and Properties to ALC

As of December 31, 2005, EHSI owned 33 assisted living residences and leased one assisted living residence, 
and operated 32 of the 34 assisted living residences, with two assisted living residences owned by EHSI being 
operated by ALC. In the first quarter of 2006, EHSI closed an assisted living residence (60 units) in Texas, closed 
an assisted living residence in Oregon (45 units), and the term of the leased assisted living residence (63 units) in 
Washington ended and EHSI decided to terminate the operations due to poor financial performance. As of the 
Separation Date, EHSI owned 31 and operated 29 assisted living residences, with two assisted living residences 
owned by EHSI being operated by ALC. ALC has completed the transfer of all residences from EHSI to ALC. 
The aggregate purchase price for the residences was approximately $68.7 million (exclusive of amounts 
previously paid in respect of the operations and personal property related to EHSI’s assisted living residences). 
This transfer was a taxable event for EHSI resulting in a step-up in the tax basis of these residences, which is not 
recognized for book purposes. 

Transfer of Cash, Share Investments and Notes Prior to ALC Separation

In addition, prior to the Separation, Extendicare and EHSI made certain capital contributions to ALC: 

� $10.0 million in cash contributed into ALC to establish Pearson;  



 F-13 

� $4.1 million in cash contributed by EHSI to ALC to fund transaction costs related to the Separation; 

� $5.0 million in cash contributed by EHSI into ALC to fund ALC’s purchase of an office building in 
August 2006; 

� a capital contribution of approximately $22.0 million by EHSI as settlement of the outstanding debt 
owed by ALC to EHSI; 

� the contribution to ALC of Canadian Share investments in BAM with a fair value of $2.0 million, 
MedX which had a carrying value of $0.3 million, and Omnicare shares with a fair value of $2.1 
million; and 

� an $18.0 million cash contribution to equity.  

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Principles of Presentation and Consolidation

Prior to November 10, 2006, the consolidated financial statements include a combination of historical financial 
assets and operations of the assisted living operations of Extendicare described in Note 1. For periods after the 
Separation Date the consolidated financial statements include the 178 assisted living residences operated by ALC, 
the 29 residences purchased from Extendicare and the residence acquired in Dubuque, Iowa since its acquisition 
on July 20, 2007. The accompanying consolidated financial statements include the financial statements of ALC 
and all its majority owned subsidiaries. All significant intercompany accounts and transactions with subsidiaries 
have been eliminated from the consolidated financial statements. 

ALC’s consolidated financial statements have been prepared in accordance with accounting principles 
generally accepted in the United States of America. The preparation of financial statements in conformity with 
generally accepted accounting principles requires management to make estimates and assumptions that affect the 
reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting period. 
Management’s most significant estimates include revenue recognition and valuation of accounts receivable, 
measurement of acquired assets and liabilities in business combinations, valuation of assets and determination of 
asset impairment, self-insured liabilities for general and professional liability, workers’ compensation and health 
and dental claims, valuation of conditional asset retirement obligations, and valuation of deferred tax assets. 
Actual results could differ from those estimates. 

(b) Cash and Cash Equivalents

ALC considers highly liquid investments that have a maturity of 90 days or less to be cash equivalents. ALC 
has a centralized approach to cash management. ALC has deposits in banks that exceed Federal Deposit Insurance 
Corporation limits. Management believes the credit risk related to these deposits is minimal. 

(c) Investments

Investments in marketable securities are stated at fair value. Investments with no readily determinable fair 
value are carried at cost. Fair value is determined using quoted market prices at the end of the reporting period 
and, when appropriate, exchange rates at that date. Unrealized gains and losses on marketable securities classified 
as available-for-sale are recorded in accumulated other comprehensive income, net of tax. ALC regularly reviews 
its investments to determine whether a decline in fair value below the cost basis is other than temporary. If the 
decline in fair value is judged to be other than temporary, the cost basis of the security is written down to fair 
value and the amount of the write-down is included in the consolidated statements of income. 
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(d) Accounts Receivable

Accounts receivable are recorded at the net realizable value expected to be received from individual residents 
or their responsible parties (“private payers”) and government assistance programs such as Medicaid. 

At December 31, 2007 and 2006, the Company had approximately 60% and 43%, respectively, of its accounts 
receivable derived from private payer sources, with the balance owing under various state Medicaid programs. 
Although management believes there are no credit risks associated with government agencies other than possible 
funding delays, claims filed under the Medicaid program can be denied if not properly filed prior to a statute of 
limitations. 

The Company periodically evaluates the adequacy of its allowance for doubtful accounts by conducting a 
specific account review of amounts in excess of predefined target amounts and aging thresholds, which vary by 
payer type. Allowances for uncollectibility are considered based upon the evaluation of the circumstances for each 
of these specific accounts. In addition, the Company has developed internally-determined percentages for 
establishing an allowance for doubtful accounts, which are based upon historical collection trends for each payer 
type and age of the receivables. Accounts receivable that the Company specifically estimates to be uncollectible, 
based upon the above process, are fully reserved in the allowance for doubtful accounts until they are written off 
or collected. The Company wrote off accounts receivable of $0.8 million and $0.4 million in 2007 and 2006, 
respectively. Bad debt expense was $0.7 million for both 2007 and 2006. 

(e) Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and amortization. Provisions for 
depreciation and amortization are computed using the straight-line method for financial reporting purposes at rates 
based upon the following estimated useful lives: 

Buildings 30 to 40 years 
Building improvements 5 to 20 years 
Furniture and equipment 3 to 10 years 
Leasehold improvements The shorter of the useful life of the assets or a term that includes 

required lease periods and renewals that are deemed to be 
reasonably assured at the date the leasehold improvements are 
purchased.

Construction in progress includes pre-acquisition costs and other direct costs related to acquisition, 
development and construction of properties, including interest, which are capitalized until the residence is opened. 
Depreciation of the residence, including interest capitalized, is commenced the month after the residence is 
opened and is based upon the useful life of the asset, as outlined above. ALC capitalized interest expense of $0.1 
million, $0.2 million and $0.5 million in 2007, 2006 and 2005, respectively. 

Maintenance and repairs are charged to expense as incurred. When property or equipment is retired or 
disposed, the cost and related accumulated depreciation and amortization are removed from the accounts and the 
resulting gain or loss is included in the results of operations. 

Depreciation expense for 2007 and 2006 was $15.4 million and $14.6 million, respectively. 

(f) Leases

Leases that substantially transfer all of the benefits and risks of ownership of property to ALC, or otherwise 
meet the criteria for capitalizing a lease under accounting principles generally accepted in the United States of 
America, are accounted for as capital leases. An asset is recorded at the time a capital lease is entered into 
together with its related long-term obligation to reflect its purchase and financing. Property and equipment 
recorded under capital leases are depreciated on the same basis as previously described. Rental payments under 
operating leases are expensed as incurred. 
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Leases that are operating leases with defined scheduled rent increases are accounted for in accordance with 
FASB Technical Bulletin 85-3. The scheduled rent increases are recognized on a straight-line basis over the lease 
term. 

(g) Goodwill and Other Intangible Assets

Goodwill represents the cost of acquired net assets in excess of their fair market values. Goodwill and 
intangible assets with indefinite useful lives are not amortized but are tested for impairment at least annually in 
accordance with the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill 
and Other Intangible Assets.” Intangible assets with estimable useful lives are amortized over their respective 
estimated useful lives and also reviewed at least annually for impairment. ALC performed its annual assessment 
in the fourth quarter and did not record an impairment of goodwill in 2007, 2006 or 2005. If circumstances arise 
which would indicate a potential impairment, an assessment would be performed at that time. 

Resident relationships intangible assets are stated at the amount determined upon acquisition, net of 
accumulated amortization. Resident relationships intangible assets are amortized on a straight-line basis, based 
upon a review of the time period to achieve optimal occupancy. The amortization period is subject to evaluation 
upon each acquisition and range from 36 to 48 months. Amortization of the resident relationships asset is included 
within amortization expense in the consolidated statements of income. 

(h) Long-lived Assets

ALC assesses annually the recoverability of long-lived assets, including property and equipment, in 
accordance with the provisions of SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived 
Assets”. This statement requires that all long-lived assets be reviewed for impairment whenever events or changes 
in circumstances indicate the carrying amount of an asset may not be recoverable. Recoverability of assets to be 
held and used is measured by comparison of the carrying value of an asset to the undiscounted future cash flows 
expected to be generated by the asset. If the carrying value of an asset exceeds its estimated undiscounted future 
cash flows, an impairment provision is recognized to the extent the book value of the asset exceeds estimated fair 
value. ALC incurred an impairment of long-lived asset charge in continuing operations of $3.1 million on one 
property in 2006 and $1.9 million of impairment charges on two properties held in discontinued operations. There 
were no impairment charges in either 2007 or 2005. Assets to be disposed of are reported at the lower of the 
carrying amount or the fair value of the asset, less all associated costs of disposition. In addition, SFAS No. 144 
requires separate reporting of discontinued operations to the component of an entity that either has been disposed 
of (by sale, abandonment, or in a distribution to owners) or is classified as held for sale. Management considers 
such factors as current results, trends and future prospects, current market value, and other economic and 
regulatory factors, in performing these analyses. 

(i) Self-insured Liabilities

ALC maintains business insurance programs with significant self-insured retentions, which cover workers’ 
compensation, business automobile, and general and professional liability claims. ALC accrues estimated losses 
using actuarial calculations, models and assumptions based on historical loss experience. ALC maintains a self-
insured health benefits plan which provides medical benefits to employees electing coverage under the plan. ALC 
maintains a reserve for incurred but not reported medical claims based on historical experience and other 
assumptions. ALC uses independent actuarial firms to assist in determining the adequacy of general, professional 
and workers’ compensation liability reserves. 

(j) Stockholders’ Equity and Parent’s Investment

Until the Separation Date, ALC’s Parent’s Investment represented Extendicare’s historical investment of 
capital into ALC, accumulated net earnings after taxes, offset by the inter-company transactions that result from 
the net withdrawals of cash from earnings of ALC. Prior to the Separation Date, it was not possible to segregate 
the component of Parent’s Investment into equity and retained earnings. 
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EHSI managed cash on a centralized basis, and prior to the Acquisition did not retain any significant cash 
balances at assisted living residences. As a result, cash advances or withdrawals prior to and after the Acquisition 
were recorded in the Parent’s Investment account. 

After the Acquisition and before the Separation Date, EHSI maintained ALC’s bank account, and until EHSI 
amended its senior secured credit facility (the “EHSI Revolving Credit Facility”), did not transfer cash between 
EHSI and ALC. However, after EHSI amended the EHSI Revolving Credit Facility in August 2005, EHSI 
converted back to its centralized approach to cash management and therefore periodically transferred all excess 
funds of ALC to EHSI’s main cash deposit account. Transfers of cash to (from) EHSI reduced (increased) ALC’s 
advance to EHSI. 

In connection with the Separation, ALC authorized 400,000,000 shares of Class A Common Stock and issued 
57,543,165 of such shares, $0.01 par value, and also authorized 75,000,000 shares of Class B Common Stock and 
issued 11,778,433 of such shares, $0.01 par value. 

ALC has also authorized 25,000,000 shares of Preferred Stock, none of which has been issued as of December 
31, 2007 and 2006. 

Through December 31, 2006, 1,822,096 shares of ALC’s Class B Common Stock were converted into 
1,958,753 Class A Common Stock. During 2007, an additional 1,228,879 of ALC’s Class B Common Stock were 
converted into 1,321,015 shares of Class A Common Stock. At December 31, 2007 and 2006, ALC had 
56,131,873 and 59,501,918 shares of Class A Common Stock and 8,727,458 and 9,956,337 shares of Class B 
Common Stock outstanding, respectively. 

On December 14, 2006, our Board of Directors authorized a share repurchase program of up to $20 million of 
our Class A Common Stock. On August 20, 2007 and December 18, 2007, the Board of Directors expanded the 
repurchase program by an additional $20 million and $25 million, respectively, bringing the total authorized share 
repurchase to $65 million through December 18, 2008. Shares may be repurchased in the open market or in 
privately negotiated transactions from time to time in accordance with appropriate SEC guidelines and regulations 
and subject to market conditions, applicable legal requirements, and other factors. As of December 31, 2006, no 
shares had been repurchased under the share repurchase program. As of December 31, 2007, 4,691,060 shares had 
been repurchased for a total cost of $39.1 million at an average cost of $8.34 per share. The stock repurchases 
were financed through existing funds and borrowings under our existing $100 million credit facility. Treasury 
stock has been accounted for using the cost method. 

(k) Revenue Recognition

For 2007, 2006 and 2005 approximately 85%, 79% and 78%, respectively, of revenues were derived from 
private payers. The remainder of ALC’s revenue was derived from state-funded Medicaid reimbursement 
programs. Revenues are recorded in the period in which services and products are provided at established rates. 
Revenues collected in advance are recorded as deferred revenue upon receipt and recorded to revenue in the 
period the revenues are earned. 

From time to time, ALC collects new residency fees from private pay residents. These fees are non-refundable 
and generally used to prepare a residents room for occupancy. ALC defers these revenues and amortizes over the 
expected stay of private pay residents, which is approximately 14 months. 

(l) Advertising Expense

Advertising costs are expensed as incurred. Advertising expense incurred for 2007, 2006 and 2005 totaled $1.7 
million, $1.2 million and $1.6 million, respectively. 

(m) Transaction Costs

ALC expensed transaction costs related to the Separation as incurred. During 2007 and 2006 ALC incurred  
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$0.1 million and $4.4 million of transaction costs related to the Separation. Extendicare partially funded the 2006 
costs with a $4.1 million cash capital contribution. Transactions costs incurred in 2007 and 2006 related to the 
Dubuque, Iowa and Escanaba, Michigan acquisitions are included in the total purchase price of the respective 
acquisition and allocated as part of the purchase accounting. Transaction costs related to the HUD Loan 
refinancings are capitalized and amortized over the life of the associated debt. 

(n) Interest

For periods prior to the Acquisition, interest expense was allocated to the EHSI assisted living residences 
based upon the assisted living residences’ historic cost and the average borrowing rates for those periods. For 
periods after the Acquisition and prior to the Separation, interest charges are allocated based upon: 

� any specific residence-based debt instruments in place prior to the Acquisition and before the Separation 
Date with the applicable interest charges; 

� interest incurred by EHSI on the replacement of pre-acquisition date debt incurred prior to the 
Acquisition;

� for the residences owned by EHSI, based upon the assisted living residences’ historic cost and average 
borrowing rates for those periods; and 

� for the EHSI line of credit debt incurred on the Acquisition, the interest incurred based upon the average 
balance of the line of credit and EHSI’s average interest rate on the line of credit. 

For periods after the Separation Date interest is based on the specific debt instruments in place, and the 
amortization of deferred financing fees. Interest expense is reported net of interest income of $1.7 million, $0.9 
million and $0.4 million in 2007, 2006 and 2005, respectively. 

(o) Deferred Financing Costs

Costs associated with obtaining financing are capitalized and amortized over the term of the related debt. In 
2006, the Company incurred $1.0 million of deferred financing costs in connection with its $100 million credit 
facility. These costs are being amortized over the life of the revolving credit facility agreement and amounted to 
$0.2 million in 2007 and $33,000 in 2006. 

(p) Comprehensive Income

Comprehensive income consists of net income and other gains and losses affecting stockholders’ equity which 
under GAAP are excluded from results of operations. In 2007 and 2006, this consists of unrealized (losses) gains 
on available for sale investment securities, net of any related tax effect. 

  2007     2006         2005 
(In thousands) 

Net income $ 17,179 $ 9,009 $  12,342
Net unrealized (losses) gains  (427)  530            —
Total comprehensive income $ 16,752 $ 9,539 $  12,342

(q) Income Taxes

Prior to the Separation Date, ALC’s results of operations are included in the consolidated federal tax return of 
ALC’s most senior U.S. parent company, Extendicare Holdings, Inc. (“EHI”). Federal current and deferred 
income taxes payable (or receivable), are determined as if ALC had filed its own income tax returns. As of the 
Separation Date, ALC is responsible for filing its own income tax returns. In all periods presented, income taxes 
are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the 
expected future tax consequences attributable to differences between the financial statement carrying amounts of 
existing assets and liabilities and their respective tax bases and operating loss and tax credit carryforwards. 
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Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the 
years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax 
assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment 
date.

In June 2006, the FASB issued Interpretation No. 48 (FIN 48), “Accounting for Uncertainty in Income Taxes 
— an Interpretation of SFAS No. 109.” FIN 48 clarifies the accounting for uncertainty in income taxes recognized 
in an enterprise’s financial statements in accordance with SFAS No. 109, “Accounting for Income Taxes.” FIN 48 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. Additionally, FIN 48 provides 
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and 
transition. FIN 48 is effective for ALC on January 1, 2007. The adoption of FIN 48 did not have any impact on 
the Company’s consolidated financial position. 

The Company had $0.6 million of gross unrecognized tax benefits as of January 1, 2007. The total amount of 
net unrecognized tax benefits that, if recognized, would affect the effective tax rate was $0.3 million as of January 
1, 2007. We accrue interest and penalties related to unrecognized tax benefits in our provision for income taxes. 
As of January 1, 2007, we had accrued interest and penalties related to unrecognized tax benefits of $0.1 million. 
See Note 18 to the consolidated financial statements for additional disclosures related to FIN 48. 

(r) Accounting for Acquisitions

ALC accounts for acquisitions in accordance with SFAS No. 141, “Business Combinations”. In October 2002, 
the Emerging Issues Task Force (“EITF”), issued EITF 02-17, “Recognition of Customer Relationship Intangible 
Assets Acquired in a Business Combination”, which provides implementation guidance in accounting for 
intangible assets in accordance with FASB No. 141. ALC identifies and accounts for acquired customer and 
resident relationships pursuant to the provisions of EITF 02-17. 

ALC assesses the fair value of acquired assets which include land, building, furniture and equipment, licenses, 
resident relationships and other intangible assets, and acquired leases and liabilities. In respect to the valuation of 
the real estate acquired, ALC calculates the fair value of the land and buildings, or properties, using an “as if 
vacant” approach. The fair value of furniture and equipment is determined on a depreciated replacement cost 
basis. The value of resident relationships and below (or above) market resident contracts are determined based 
upon the valuation methodology outlined below. ALC allocates the purchase price of the acquisition based upon 
these assessments with, if applicable, the residual value purchase price being recorded as goodwill. These 
estimates were based upon historical, financial and market information. Goodwill acquired on acquisition is not 
deductible for tax purposes. 

Resident relationships represent the assets acquired by virtue of acquiring a facility with existing residents and 
thus avoiding the cost of obtaining new residents, plus the value of lost net resident revenue over the estimated 
lease-up period of the property. In order to effect such purchase price allocation, management is required to make 
estimates of the average residence lease-up period, the average lease-up costs and the deficiency in operating 
profits relative to the residence’s performance when fully occupied. Resident relationships are amortized on a 
straight-line basis over the estimated average resident stay at the residence and the expense is reflected in the 
depreciation and amortization line on the statement of operations. 

Below (or above) market resident contracts represent the value of the difference between amounts to be paid 
pursuant to the in-place resident contracts and management’s estimate of the fair market value rate, measured over 
a period of either the average resident stay in the residence, or the period under which ALC can change the 
current contract rates to market. ALC uses the effective interest method to calculate amortization. The 
amortization period related to the in-place resident contracts for the Acquisition was 24 months and ended in 
January 2007. Amortization of below (or above) market resident contracts are included in revenues in the 
consolidated statements of income. 
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(s) New Accounting Pronouncements

On September 15, 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS No. 157”). 
SFAS No. 157 addresses how companies should measure fair value when they are required to use a fair value 
measure for recognition and disclosure purposes under generally accepted accounting principles. SFAS No. 157 
will require the fair value of an asset or liability to be based on a market based measure which will reflect the 
credit risk of the company. SFAS No. 157 will also require expanded disclosures including the methods and 
assumptions used to measure fair value and the effect of fair value measures on earnings. SFAS No. 157 will be 
applied prospectively and will be effective for fiscal years beginning after November 15, 2007, and to interim 
periods within those fiscal years. The Company adopted SFAS No. 157 on January 1, 2008 and it has not had a 
material impact on our 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 159”). 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 currently 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 annual reporting period 
beginning on or after December 15, 2008. 

(t) Reclassifications

Certain reclassifications have been made in the prior years’ financial statements to conform to the current 
year’s presentation. These reclassifications include the reporting of discontinued operations based upon actions 
implemented in 2006. Such reclassifications had no effect on previously reported net income or stockholders’ 
equity. 

4. ACQUISITIONS

On January 31, 2005, EHSI completed the Acquisition for a total purchase consideration of approximately 
$285 million, including the assumption of existing debt with a book value of approximately $141 million. The 
Acquisition was completed immediately subsequent to, and pursuant to, stockholder approval of the merger and 
acquisition agreement entered into on November 4, 2004, that provided for the acquisition of all of the 
outstanding shares and stock options of ALC for $18.50 per share. EHSI financed the acquisition by using 
approximately $29 million of cash on hand, a $55 million 6% Term Note due 2010 from EHI, and drawing $60 
million from the EHSI Revolving Credit Facility. The $55 million Term Note and $60 million loan incurred from 
the EHSI Revolving Credit Facility have been accounted for as equity contributions for purposes of ALC’s 
financial statements. On January 31, 2005, ALC had a portfolio of 177 assisted living facilities, comprised of 122 
owned properties and 55 leased facilities representing 6,838 units, located in 14 states. 

The financial position and results of operation of ALC are included in the consolidated balance sheets, 
statements of income and the consolidated statements of cash flows beginning February 1, 2005. 
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Below is pro forma income statement information of ALC prepared assuming the acquisition of ALC had 
occurred as of January 1, 2005. This pro forma information includes purchase accounting adjustments but does 
not include estimated cost savings. 

 2005
(In thousands) 

Total revenues  $ 220,051 
Income from continuing operations before income taxes  $ 20,560 
Net income  $ 12,174 

On November 1, 2006, the Company completed the acquisition of an assisted living residence in Escanaba, 
Michigan for $4.6 million which was paid in cash. The residence consists of 40 units and at the time of the 
acquisition was 100% occupied. The impact of total assets, revenue and earnings was not material. The 
Company’s allocation of fair value resulted in $3.6 million, $0.4 million, $0.4 million and $0.2 million being 
allocated to building, furniture and equipment, goodwill and land, respectively. 

On July 20, 2007, the Company completed the acquisition of a newly constructed 185 unit 
assisted/independent living residence in Dubuque, Iowa. At the time of the purchase, the residence was 
approximately 47% occupied. All are private pay residents. The purchase price including all fees and expenses 
was approximately $24.4 million and was paid in cash. The Company has included the results of operations of 
this residence since the date of acquisition. The Company’s initial allocation of fair value resulted in $18.0 
million, $4.1 million, $1.0 million and $0.6 million allocated to building, goodwill, land and furniture and 
equipment, respectively. In addition, the Company recorded a resident relationship intangible asset of $0.7 million 
related to the 85 existing residents at the time of the purchase. The resident relationship intangible will be 
amortized over the expected stay of these residents which is estimated to be 4 years. 

5. INVESTMENTS

Investments, all of which are classified as available-for-sale, are stated at fair value based on market quotes, 
when available. Unrealized gains and losses, net of deferred taxes, are recorded as a component of other 
comprehensive income. No gains or losses were realized in 2007 or 2006, respectively. Investments consisted of 
the following at December 31: 

   2007   2006 

 Cost 

 Fair 
 Market 
 Value 

 Unrealized 
 Gain/(Loss)  Cost 

 Fair 
 Market 
 Value 

 Unrealized 
 Gain/(Loss) 

(In thousands) 
Investments with unrealized gains $ 2,321 $ 3,450  $ 1,129 $ 1,988 $ 3,067  $ 1,079 
Investments with unrealized losses  2,147  1,146   (1,001)  2,475  2,265   (210)
Total investments $ 4,468 $ 4,596  $ 128 $ 4,463 $ 5,332  $ 869

6. SUPPLIES, PREPAID EXPENSES AND OTHER CURRENT ASSETS

Supplies, prepaid expenses and other current assets consisted of the following at December 31: 

 2007   2006 
(In thousands) 

Deposits $ 2,482 $ 2,420 
Prepaid expenses  3,303  4,810 
Supplies  948  948

$ 6,733 $ 8,178

7. PROPERTY AND EQUIPMENT

Property and equipment and related accumulated depreciation and amortization consisted of the following at 
December 31: 
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 2007  2006 
(In thousands) 

Land and land improvements $ 26,619 $ 25,552 
Buildings and improvements  402,644  369,857 
Furniture and equipment  22,760  18,891 
Leasehold improvements  2,012  508 
Construction in progress  945  4,253

 454,980  419,061 
Less accumulated depreciation and amortization  (59,839)  (44,449)

$ 395,141 $ 374,612

In 2007 and 2006, buildings and improvements included $12.8 million for assets recorded under capital leases. 
Accumulated depreciation included $1.1 million and $0.8 million for assets recorded under capital leases in 2007 
and 2006, respectively. 

During both 2007 and 2006, ALC completed two construction projects for a total cost of approximately $5.8 
million and $3.4 million, respectively, that resulted in increased operational capacity of 48 and 38 units, 
respectively. 

8. GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill and other intangible assets consisted of the following at December 31: 

   2007   2006 
(In thousands) 

Resident relationship intangible, net $ 827 $ 2,338 
Goodwill  19,909  15,764

$ 20,736 $ 18,102

Accumulated amortization for resident relationships intangible as of December 31, 2007 and 2006 was $6.3 
million and $4.0 million, respectively. Amortization of the resident relationship intangible was $2.3 million, $2.1 
million and $1.9 million for 2007, 2006 and 2005, respectively. In 2007, additional goodwill of $4.1 million was 
recorded in connection with the acquisition of a residence in Dubuque, Iowa. In 2006, additional goodwill of $0.4 
million was recorded in connection with the acquisition of a residence in Escanaba, Michigan and goodwill was 
reduced by $0.1 million for purchase accounting tax adjustments. 

Future amortization expense for resident relationship intangibles is estimated to be as follows (in thousands): 

 2008 $ 364 
 2009  188 
 2010  175 
 2011  97 
 2012  1 
 After 2012  2

$ 827

9. RESTRICTED CASH

As of December 31, 2007, restricted cash consists of $5.7 million of cash deposits securing letters of credit, 
$3.1 million of cash deposits as security for Oregon Trust Deed Notes, and $0.1 million of cash deposits as 
security for HUD Insured Mortgages due 2036. 

10. OTHER ASSETS

Other assets consisted of the following at December 31:  
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    2007       2006 
(In thousands) 

Property tax, insurance and capital expenditure trust funds $ 1,546 $ 1,290 
Deferred financing costs, net  925  999 
Funds held under deferred compensation plan (Note 14)  656  430 
Security deposits and other  209  462

$ 3,336 $ 3,181

In connection with the $100 million credit facility in 2006 (Note 11), ALC incurred financing costs of 
approximately $1.0 million. In 2007 and 2006, ALC amortized $0.2 million and $33,000 of these fees through 
interest expense. The remainder will be amortized over the life of the $100 million credit facility through interest 
expense on a straight line basis. 

11. LONG-TERM DEBT

Long-term debt consisted of the following at December 31:  

 Interest 
 Rate (1)  2007  2006
                                (In thousands) 

6.24% Red Mortgage Capital Note, due 2014  6.51%  $ 35,128 $ 35,853
DMG Mortgage notes payable, interest rates ranging from 7.58% to 8.65%, due 2008  6.01%  24,878  26,107
Capital lease obligations, interest rates ranging from 2.84% to 13.54%, maturing through 

2009  7.32%  11,386  11,832
Oregon Trust Deed Notes, interest rates ranging from 0% to 9.25%, maturing from 2021 

through 2026  6.72%  8,995  9,247
HUD Insured Mortgages, interest rates ranging from 5.66% to 5.85%, due 2032  5.73%  4,282  —
HUD Insured Mortgages, bearing interest at 7.40%, due 2036  6.89%  —  4,514
HUD Insured Mortgage, bearing interest at 7.55%, due 2036  6.88%  3,050  3,083
$100 million credit facility bearing interest at LIBOR plus 150 basis points  6.42%   42,000  —
Long-term debt before current maturities  129,719  90,636
Less current maturities     26,543  2,732
Total long-term debt  $ 103,176 $ 87,904
____________ 

(1) Interest rate is effective interest rate as of December 31, 2007.  

6.24% Red Mortgage Capital Note due 2014

The Red Mortgage Capital Note has a fixed interest rate of 6.24%, with a 25-year principal amortization, and 
is secured by 24 assisted living residences with a carrying value of $55.1 million. 

DMG Mortgage Notes Payable due 2008

DMG Mortgage Notes Payable (“DMG Notes”) includes three fixed rate notes that are secured by 13 assisted 
living facilities located in Texas, Oregon and New Jersey with a combined carrying value of $30.6 million. The 
DMG Notes were entered into by subsidiaries of ALC and are subject to a limited guaranty by ALC. These notes 
collectively require monthly principal and interest payments of $0.2 million with balloon payments of $11.8 
million, $5.3 million and $7.2 million due at maturity in May, August and December 2008, respectively. These 
loans bear interest at fixed rates ranging from 7.58% to 8.65%. 

Capital Lease Obligations

In March 2005, ALC amended lease agreements, relating to five assisted living residences located in Oregon. 
The amended lease agreements provide ALC with an option to purchase the residences in 2009 at a fixed price. 
The option to purchase was determined to be a bargain purchase price, requiring that the classification of these 
leases be changed from operating to capital. As a result, a capital lease obligation of $12.8 million was recorded, 
which represents the estimated market value of the properties as of the lease amendment date and also 
approximates the present value of future payments due under the lease agreements, including the purchase option 
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payment. The option to purchase must be exercised prior to July 1, 2009, with closing on or about December 31, 
2009. 

Oregon Trust Deed Notes

The Oregon Trust Deed Notes (“Oregon Revenue Bonds”) are secured by buildings, land, furniture and 
fixtures of six Oregon ALC assisted living residences with a combined carrying value of $9.3 million. The notes 
are payable in monthly installments including interest at effective rates ranging from 0% to 9.25%. 

Under debt agreements relating to the Oregon Revenue Bonds, ALC is required to comply with the terms of 
certain regulatory agreements until the scheduled maturity dates of the Oregon Revenue Bonds. Refer to Note 17 
for details of the regulatory agreements. 

HUD Insured Mortgages

The HUD insured mortgages (the “HUD Loans”) include three separate loan agreements entered into in 2001 
between subsidiaries of ALC and the lenders. The mortgages are each secured by a separate assisted living 
residence located in Texas with combined carrying value of $9.5 million. 

During the third quarter of 2007, ALC completed the refinancing of two of the three HUD Loans. Prior to 
refinancing, the remaining combined principal amount due under the refinanced mortgages was $4.3 million at an 
average rate of 7.40% and an average maturity of 29 years. After refinancing the aggregate principal amount 
remained unchanged while the average rate decreased to 5.75% and the average maturity decreased to 25 years. 
Other terms on the refinanced HUD loans and our other HUD Loan remained substantially unchanged. As a 
result, $4.3 million of HUD Loans mature in September 2032 and $3.0 million matures in August 2036. After 
refinancing, the HUD loans bear interest ranging from 5.66% to 7.55% and average 6.35%. After the refinancing, 
we are required to make principal and interest payments of $47,357 per month. We do not have the option to 
prepay principal on the refinanced loans in the first two years. Prepayments may be made any time after the first 
two years, subject to a prepayment penalty of 8%, declining by 1% each year until expiration of the loans in July 
2036. 

$100 Million Credit Facility

On November 10, 2006, ALC entered into a five year, $100 million credit facility with General Electric 
Capital Corporation and other lenders. The facility is guaranteed by certain ALC subsidiaries that own 
approximately 64 of the residences in our portfolio and secured by a lien against substantially all of the assets of 
ACL and such subsidiaries. Interest rates applicable to funds borrowed under the facility are based, at ALC’s 
option, on either a base rate essentially equal to the prime rate or LIBOR plus an amount that varies according to a 
pricing grid based on a consolidated leverage test; at December 31, 2007, this amount was 150 basis points. Under 
certain conditions, ALC may request a $50 million increase in the facility. 

In general, borrowings under the facility are limited to five times ALC’s consolidated EBITDA, which is 
generally defined as consolidated net income plus in each case, to the extent included in the calculation of 
consolidated net income, customary add-backs in respect of provisions for taxes, consolidated interest expense, 
amortization and depreciation, losses from extraordinary items, and other non-cash expenditures (including non-
recurring expenses incurred by ALC in connection with the separation of ALC and Extendicare) minus in each 
case, to the extent included in the calculation of consolidated net income, customary deductions in respect of 
credits for taxes, interest income, gains from extraordinary items, and other non-recurring gains. ALC is subject to 
certain restrictions and financial covenants under the facility including maintenance of minimum consolidated 
leverage and minimum consolidated fixed charge coverage ratios. Payments for capital expenditures, acquisitions, 
dividends and stock repurchases may be restricted if ALC fails to maintain consolidated leverage ratio levels 
specified in the facility. In addition, upon the occurrence of certain transactions including but not limited to sales 
of property mortgaged to General Electric Capital Corporation and the other lenders, equity and debt issuances 
and certain asset sales, ALC may be required to make mandatory prepayments. ALC is also subject to other 
customary covenants and conditions. Outstanding borrowings under the line were $42.0 million as of December  
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31, 2007. We did not have any borrowings under the facility in 2006 and as of December 31, 2007 and 2006, 
ALC was in full compliance with all covenants and available borrowings under the facility were $58 million and 
$100 million, respectively. Commitment fees paid in 2007 and 2006 under the facility were $0.4 million and $0.1 
million and were based upon a .375% unused commitment fee. 

Unfavorable Market Value of Debt Adjustment

ALC debt in existence at the date of the Acquisition was evaluated and determined, based upon prevailing 
market interest rates, to be under valued. The unfavorable market value adjustment upon acquisition was $3.2 
million. The market value adjustment is amortized on an effective interest basis, as an offset to interest expense, 
over the term of the debt agreements. The amount of amortization of the unfavorable market value adjustment for 
2007, 2006 and 2005 was $0.7 million, $0.4 million and $0.6 million, respectively. 

Principal Repayment Schedule

Principal payments on long-term debt due within the next five years and thereafter, as of December 31, 2007, 
are as follows (in thousands): 

2008  $ 26,295
2009  12,156
2010  1,358
2011  43,448
2012  1,545
After 2012   44,482

 129,284
Plus: Unamortized market value adjustment   435
Total debt  $ 129,719

Letters of credit

As of December 31, 2007, we had $8.6 million in outstanding letters of credit, the majority of which are 
secured by cash. Pearson maintains a $5.0 million letter of credit in favor of a third party professional liability 
insurer which is secured by cash. Approximately $2.2 million of the letters of credit provide security for workers’ 
compensation insurance and the remaining $1.4 million of letters of credit are security for landlords of leased 
properties. All the letters of credit are renewed annually and have maturity dates ranging from January 2008 to 
November 2008. The $2.2 million and $1.4 million letters of credit are secured by 2 residences and $0.3 million 
in cash. 

12. ACCRUED LIABILITIES

Accrued liabilities consisted of the following at December 31:  

 2007  2006 
(In thousands) 

Property taxes, utilities and other taxes $ 7,214 $ 6,554 
Salaries and wages, fringe benefits and payroll taxes  5,657  5,304 
Workers’ compensation  3,435  3,709 
Accrued operating expenses  927  2,550 
Other  718  197

$ 17,951 $ 18,314

ALC self insures for health and dental claims. In addition, ALC self insures for workers’ compensation in all 
states, with the exception of Washington and Ohio where ALC participates in a state plan and Texas where ALC 
is insured with a third-party insurer. 

13. ACCRUAL FOR SELF-INSURED GENERAL AND PROFESSIONAL LIABILITIES

Prior to the Separation, ALC insured general and professional liability risks with Laurier Indemnity Company  
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Ltd. (“Laurier”), an affiliated insurance subsidiary of Extendicare and other third-party insurers. ALC insured 
through Laurier on a claims made basis above specified self-insured retention levels. Laurier insured above 
ALC’s self-insured retention levels and had re-insured for significant or catastrophic risks up to a specified level 
through a third party insurer. The insurance policies covered comprehensive general and professional liability 
(including malpractice insurance) for ALC’s health providers, assistants and other staff as it related to their 
respective duties performed on ALC’s behalf and employers’ liability in amounts and with such coverage and 
deductibles as determined by ALC, based on the nature and risk of its businesses, historical experiences, 
availability and industry standards. Self-insured liabilities with respect to general and professional liability claims 
are included within the accrual for self-insured liabilities. Self-insured liabilities prior to the Acquisition were 
insignificant. Subsequent to the Separation ALC insured through Pearson under substantially the same terms as 
with Laurier. 

Management regularly evaluated the appropriateness of the premiums paid to Laurier and continues to 
evaluate the premiums paid to Pearson through independent third party insurers and of the self-insured liability 
through an independent actuarial review. Management believes that the methods for pricing and evaluating the 
Laurier insurance coverage and the Pearson coverage are reasonable and that the historical cost of similar 
coverage would not have been materially different if ALC had obtained such coverage from third parties. General 
and professional liability claims are the most volatile and significant of the risks for which ALC self insures. 
Management’s estimate of the accrual for general and professional liability costs is significantly influenced by 
assumptions, which are limited by the uncertainty of predicting future events, and assessments regarding 
expectations of several factors. Such factors include, but are not limited to: the frequency and severity of claims, 
which can differ materially by jurisdiction; coverage limits of third-party reinsurance; the effectiveness of the 
claims management process; and the outcome of litigation. In addition, ALC estimates the amount of general and 
professional liability claims it will pay in the subsequent year and classifies this amount as a current liability. 

Following is a summary of activity in the accrual for self-insured general and professional liabilities: 

 2007   2006 
(In thousands) 

Balances at beginning of year $ 1,471 $ 1,327 
Cash payments  (308)  (271)
Provisions  78  415
Balances at end of year $ 1,241 $ 1,471
Current portion $ 300 $ 300 
Long-term portion  941  1,171
Balances at end of year $ 1,241 $ 1,471

14. OTHER LONG-TERM LIABILITIES

Other long-term liabilities consisted of the following at December 31:  

 2007   2006 
(In thousands) 

Unfavorable lease adjustment as lessee $ 2,970 $ 3,401 
Future lease commitments  3,682  3,114 
Deferred compensation  2,559  1,801 
Asset retirement obligation  233  219

$ 9,444 $ 8,535

Unfavorable Lease Adjustment as Lessee

ALC evaluated the leases in existence at the date of the Acquisition and determined, based upon future 
discounted lease payments over the remaining terms of the leases, an excess was to be paid, as compared to the 
market, based upon the operating cash flows of the leased facilities. The unfavorable lease liability upon 
acquisition was $4.0 million. The unfavorable lease liability is amortized on a straight-line basis, as an offset to 
lease expense, over the term of the lease agreements. The amount of unfavorable lease amortization for 2007, 
2006 and 2005 was $0.4 million, $0.1 million and $0.1 million, respectively. 
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Future Lease Commitments

Future lease commitments represent the cumulative excess of lease expense computed on a straight-line basis 
for the lease term over actual lease payments. Under FASB Technical Bulletin 85-3, the effects of scheduled rent 
increases, which are included in minimum lease payments under SFAS No. 13, Accounting for Leases, are 
recognized on a straight-line basis over the lease term. 

Deferred Compensation

ALC implemented an unfunded deferred compensation plan in 2005 which is offered to all company 
employees defined as highly compensated by the Internal Revenue Code in which participants may defer up to 
10% of their base salary. ALC matches up to 50% of the amount deferred. Expenses incurred by ALC under the 
deferred compensation plan were $142,179, $149,000 and $43,000 in 2007, 2006 and 2005, respectively. 

ALC implemented a non-qualified deferred compensation plan in 2005 covering certain executive employees. 
Expenses incurred from ALC contributions under the plan were $226,205, $63,000 and $26,000 in 2007, 2006 
and 2005, respectively. Assets related to the plan are recorded as other non-current assets on the Consolidated 
Balance Sheet and were $0.7 million and $0.4 million as of December 31, 2007 and 2006, respectively. 

Other Employee Pension Arrangements

ALC maintains defined contribution retirement 401(k) savings plans, which are made available to substantially 
all employees. Effective January 1, 2006 for ALC, and previously for EHSI, ALC paid a matching contribution of 
25% of every qualifying dollar contributed by plan participants, net of any forfeiture. Expenses incurred by ALC 
related to the 401(k) savings plans were $185,829, $211,000 and $26,000 in 2007, 2006 and 2005, respectively. 

Asset retirement obligation

The Company determined that a conditional asset retirement obligation exists for asbestos remediation in 1 of 
its residences. Although not a current health hazard in its assisted living residence, upon renovation, the Company 
may be required to take the appropriate remediation procedures in compliance with state law to remove the 
asbestos. The removal of asbestos-containing materials includes primarily floor and ceiling tiles. The fair value of 
the conditional asset retirement obligation was determined as the present value of the estimated future cost of 
remediation based on an estimated expected date of remediation. This computation is based on a number of 
assumptions which may change in the future based on the availability of new information, technology changes, 
changes in costs of remediation, and other factors. 

15. TRANSACTIONS WITH EXTENDICARE AND AFFILIATES

Extendicare and its affiliates were no longer an affiliate of ALC effective with the Separation Date. The 
following is a summary of ALC’s transactions with Extendicare and its affiliates in 2006 and 2005: 

Insurance

Prior to the Separation Date, ALC insured certain risks with Laurier and third party insurers. The consolidated 
statements of income for 2006 and 2005 include intercompany insurance premium expenses of $0.9 million and 
$0.7 million, respectively. 

Computer, Accounting and Administrative Services

ALC was provided with computer hardware and software support services from Virtual Care Provider, Inc., a 
wholly owned subsidiary of Extendicare. The cost of services was based upon rates that are estimated to be 
equivalent to those from unaffiliated sources and was $1.7 million and $1.0 million for 2006 and 2005, 
respectively. On August 31, 2007, we terminated our contract with VCPI for information technology services and 
now provide these services in-house. In addition, ALC was provided payroll and benefits, financial management  
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and reporting, tax, legal, human resources and reimbursement services from EHSI. The cost was based upon 
actual incremental costs of the services provided and was $0.9 million and $0.7 million for 2006 and 2005, 
respectively. 

16. LEASE COMMITMENTS

As of December 31, 2007, as a lessee, ALC was committed under non-cancelable leases requiring future 
minimum rentals as follows: 

 Capital 
 Lease 

 Operating
 Leases  Total 
(In thousands) 

2008 $ 1,215  $ 14,448  $ 15,663
2009  11,557  14,717  26,274
2010  —  14,946  14,946
2011  —  14,301  14,301
2012  —  12,067  12,067
After 2012  —   24,551   24,551
Total minimum lease payments $ 12,772  $ 95,030  $ 107,802
Less amounts representing interest (at rates from 2.8% to 13.5%)  1,385   
Present value of net minimum capital lease payments  11,387 
Less current maturities of capital lease obligations  505   
Capital lease obligations, excluding current maturities $ 10,882

Lease agreement with LTC Properties, Inc.

Effective January 1, 2005, ALC entered into two new master lease agreements with LTC Properties, Inc. 
(“LTC”) relating to 37 residences leased to ALC by LTC. Under the terms of the master lease agreements, ALC 
agreed to increase the annual rent paid to LTC by $250,000 per annum for each of the successive four years, 
commencing on January 1, 2005, and amended the terms relating to inflationary increases. Formerly, the 37 leases 
had expiration dates ranging from 2007 through 2015. Under the terms of the master lease agreements, the initial 
10 year lease term commenced on January 1, 2005, and there are three successive 10-year lease renewal terms, to 
be exercised at the option of ALC. There are no significant economic penalties to ALC if it decides not to exercise 
the renewal options. The aggregate minimum rent payments for the LTC leases for the calendar years 2007 
through 2009 are $10.2 million, $10.7 million and $10.9 million, respectively. The minimum rent will increase by 
2% over the prior year’s minimum rent for each of the calendar years 2009 through 2014. Annual minimum rent 
during any renewal term will increase a minimum of 2% over the minimum rent of the immediately preceding 
year. In accordance with FASB Technical Bulletin 85-3, ALC accounts for the effect of scheduled rent increases 
on a straight-line basis over the lease term. 

LTC obtained financing for five of the leased properties in the State of Washington through the sale of revenue 
bonds that contain certain terms and conditions within the debt agreements. ALC must comply with these terms 
and conditions and failure to adhere to those terms and conditions may result in an event of default to the lessor 
and termination of the lease. Refer to Note 17 for further details. 

Lease agreement with Assisted Living Facilities, Inc. (“ALF”)

ALC has leases for five properties in the State of Oregon with ALF that contain options to purchase the 
properties in July 2009. The options were determined to be at bargain purchase prices, requiring that the 
classification of these leases as capital leases (see Note 11). ALF obtained financing for these properties through 
the sale of revenue bonds that contain certain terms and conditions within the debt agreements. ALC must comply 
with these terms and conditions and failure to adhere to those terms and conditions may result in an event of 
default to the lessor and termination of the lease. In addition, upon exercise of the option to purchase, ALC would 
be required to assume the underlying revenue bonds. See Note 17 for further details. In addition, a capital 
replacement escrow account is required to be maintained for the ALF leases to cover future expected capital 
expenditures.
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17. COMMITMENTS AND CONTINGENCIES

Revenue Bonds

ALC owns six assisted living facilities in Oregon, financed by Oregon Revenue Bonds that mature between 
2021 through 2026. Under the terms and conditions of the debt agreements, ALC is required to comply with the 
terms of the regulatory agreement until the original scheduled maturity dates for the revenue bonds outlined 
below.

In addition, ALC formerly financed 15 assisted living facilities located in the States of Washington, Idaho and 
Ohio by revenue bonds that were prepaid in full in December 2005. The aggregate amount of the revenue bonds 
upon repayment was $21.1 million. However, despite the prepayment of the revenue bonds, under the terms and 
conditions of the debt agreements, ALC is required to continue to comply with the terms of the regulatory 
agreement until the original scheduled maturity dates for the revenue bonds. The original scheduled maturity 
dates were 2018 for the Washington Revenue Bonds, 2017 for the Idaho Revenue Bonds, and 2018 for the Ohio 
Revenue Bonds. 

Under the terms of the debt agreements relating to the revenue bonds, ALC is required, among other things, to 
lease at least 20% of the units of the projects to low or moderate income persons as defined in Section 142(d) of 
the Internal Revenue Code. This condition is required in order to preserve the federal income tax exempt status of 
the revenue bonds during the term they are held by the bondholders. There are additional requirements as to the 
age and physical condition of the residents that ALC must also comply. ALC must also comply with the terms 
and conditions of the underlying trust deed relating to the debt agreement and report on a periodic basis to the 
State of Oregon, Housing and Community Services Department, for the Oregon Revenue Bonds, the Washington 
State Housing Finance Commission for the former Washington Revenue Bonds, the Ohio Housing Finance 
Commission for the former Ohio Revenue Bonds, and Idaho Housing and Community Services for the former 
Idaho Revenue Bonds. Non-compliance with these restrictions may result in an event of default and cause fines 
and other financial costs. 

In addition, ALC leases five properties from ALF in Oregon and five properties from LTC in Washington that 
were financed through the sale of revenue bonds and contain certain terms and conditions within the debt 
agreements. ALC must comply with these terms and conditions and failure to adhere to those terms and 
conditions may result in an event of default to the lessor and termination of the lease for ALC. The leases require, 
among other things, that in order to preserve the federal income tax exempt status of the bonds, ALC is required 
to lease at least 20% of the units of the projects to low or moderate income persons as defined in Section 142(d) 
of the Internal Revenue Code. There are additional requirements as to the age and physical condition of the 
residents with which the Company must also comply. Pursuant to the lease agreements with ALF and LTC, ALC 
must comply with the terms and conditions of the underlying trust deed relating to the debt agreement. 

Expansion Plans

On February 27, 2007, we announced plans to add a total of 400 units onto our existing owned residences. As 
of December 31, 2007, we had finished the design phase on most expansion units and were receiving construction 
bids on the additions. To date, bids have been consistent with our original estimated cost of $125,000 per unit. 
Construction is expected to be completed during the second half of 2008. Following construction of the additions, 
we expect to take an additional 12 months to stabilize occupancy (as well as cash flow at the expanded 
residences). 

Insurance and Self-insured Liabilities

ALC insured certain risks with affiliated insurance subsidiaries and third-party insurers prior to the Separation 
and insures these risks with a wholly owned subsidiary and third-party insurers subsequent to the Separation. The 
insurance policies cover comprehensive general and professional liability (including malpractice insurance) for 
ALC’s health providers, assistants and other staff as it relates to their respective duties performed on ALC’s 
behalf, workers’ compensation and employers’ liability in amounts and with such coverage and deductibles as 
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determined by ALC, based on the nature and risk of its businesses, historical experiences, availability and 
industry standards. ALC also self insures for health and dental claims, in certain states for workers’ compensation 
and employer’s liability and for general and professional liability claims up to a certain amount per incident. Self-
insured liabilities with respect to general and professional liability claims are included within the accrual for self-
insured liabilities. 

Litigation

ALC is subject to claims and lawsuits in the ordinary course of business. The largest category of these relates 
to workers’ compensation. ALC records reserves for claims and lawsuits when they are probable and reasonably 
estimable. For matters where the likelihood or extent of a loss is not probable or cannot be reasonably estimated, 
ALC has not recognized in the accompanying consolidated financial statements all potential liabilities that may 
result. While it is not possible to estimate the final outcome of the various proceedings at this time, such actions 
generally are resolved within amounts provided. If adversely determined, the outcome of some of these matters 
could have material adverse effect on ALC’s business, liquidity, financial position or results of operations. 

18. INCOME TAXES

ALC’s results of operations are included in a consolidated federal tax return.  

The income tax expense (benefit) consists of the following for the years ended December 31: 
 2007   2006   2005 

(In thousands) 
Federal:       

Current $ 7,951 $ 6,529 $ 4,286 
Deferred  234  1,042  2,612

Total Federal  8,185  7,571  6,898 
State:       

Current  1,902  609  448 
Deferred  225  547  773

Total State  2,127  1,156  1,221
Total income tax expense $ 10,312 $ 8,727 $ 8,119

The differences between the effective tax rates on income before income taxes and the United States federal 
income tax rate are as follows: 

 2007   2006  2005 
Statutory federal income tax rate  35.0%   35.0%  35.0% 
Increase (reduction) in tax rate resulting from:       
Non-deductible stock issuance cost  —  5.9  — 
State income taxes, net of federal income tax benefit  4.7  3.9  3.8 
Work opportunity credit  (0.0)  (0.1)  (0.1) 
Deductible goodwill amortization  (1.6)  (0.4)  — 
Other, net   (0.6)   1.0   0.3
Effective tax rate   37.5%   45.3%   39.0%

ALC made payments to Extendicare of $0 million, $6.1 million and $5.2 million in 2007, 2006 and 2005, 
respectively, for federal income taxes. 

Unrecognized tax benefits — FIN 48

On January 1, 2007, the Company adopted FASB Interpretation No. 48 (FIN 48), “Accounting for Uncertainty 
in Income Taxes — an Interpretation of SFAS No. 109.” FIN 48 clarifies the accounting for uncertainty in income 
taxes recognized in an enterprise’s financial statements in accordance with SFAS No. 109, “Accounting for 
Income Taxes.” FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to be taken in a tax return. Additionally, FIN 48 
provides guidance on derecognition, classification, interest and penalties, accounting in interim periods, 
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disclosure, and transition. The adoption of FIN 48 did not have any impact on the Company’s consolidated 
financial position. 

The Company had $0.6 million of gross unrecognized tax benefits as of January 1, 2007. The total amount of 
net unrecognized tax benefits that, if recognized, would affect the effective tax rate was $0.3 million as of January 
1, 2007. We accrue interest and penalties related to unrecognized tax benefits in our provision for income taxes. 
As of January 1, 2007, we had accrued interest and penalties related to unrecognized tax benefits of $0.1 million. 

A reconciliation of the beginning and ending balances of the total amounts of gross unrecognized tax benefits 
is as follows (in thousands): 

Gross unrecognized tax benefits at January 1, 2007 $ 570 
Increases in tax positions for prior years  60
Gross unrecognized tax benefits at December 31, 2007 $ 630

Included in the balance of unrecognized tax benefits at December 31, 2007 and January 1, 2007 are tax 
positions related to past state income tax filings which will not reoccur in the future. There are no unrecognized 
tax benefits related to federal income tax issues. 

The total amount of net unrecognized tax benefits that, if recognized, would affect the effective tax rate was 
$0.3 million at December 31, 2007. We accrue interest and penalties related to unrecognized tax benefits in our 
provision for income taxes. At December 31, 2007, we had accrued interest and penalties related to unrecognized 
tax benefits of $0.2 million. 

ALC and its subsidiaries file income tax returns in the U.S. and in various state and local jurisdictions. At 
December 31, 2007, ALC is under examination by the Internal Revenue Service (IRS) for calendar year 2004. 
Tax returns for all years after 2003 are open for examination by tax authorities. See Note 24 for further 
developments on the resolution of the 2004 audit. Our gross unrecognized tax benefits balance will not change 
upon completion of the exam. 

The components of the net deferred tax assets and liabilities as of December 31 are as follows: 

 2007  2006 
(In thousands) 

Deferred tax assets:     
Employee benefit accruals $ 3,464 $ 3,041 
Accrued liabilities  326  726 
Accounts receivable reserves  391  508 
Deferred Revenue  387  — 
Operating loss carryforwards (net of valuation allowance)  12,732  14,755 
Goodwill/Intangibles  908  121 
Fair value adjustment for leases  1,340  1,520 
Fair value adjustment for debt  171  422 
Deferred financing fee  481  661 
Alternative minimum tax carry forward  870  898 
Other assets  2,651  2,576

Total deferred tax assets  23,721  25,228 
Deferred tax liabilities: 

Depreciation  27,502  27,136 
Miscellaneous  1,147  1,686

Total deferred tax liabilities  28,649  28,822
Net deferred tax assets (liabilities) $ (4,928) $ (3,594)

 2007   2006 
(In thousands) 

Deferred tax assets (liabilities) as presented on the Consolidated Balance Sheet:     
Current deferred tax assets $ 4,080 $ 1,552 
Long-term deferred tax (liabilities)  (9,008)  (5,146)
Net deferred tax liabilities $ (4,928) $ (3,594)
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ALC paid state income taxes of $1.9 million, $0.6 million and $0.8 million in 2007, 2006 and 2005, 
respectively. 

ALC has $52.6 million (before an $18.4 million valuation allowance) of net operating losses available for 
federal income tax purposes, which will expire between 2009 and 2025. These net operating losses were partially 
generated prior to and after ALC’s emergence from bankruptcy on January 1, 2002. The emergence from 
bankruptcy created an ownership change as defined by the IRS. Section 382 of the Internal Revenue Code 
imposes limitations on the utilization of the loss carryforwards and built-in losses after certain ownership changes 
of a loss company. ALC was deemed to be a loss company for these purposes. Under these provisions, ALC’s 
ability to utilize the pre-acquisition loss carryforwards generated prior to ALC’s emergence from bankruptcy and 
built-in losses in the future will generally be subject to an annual limitation of approximately $1.6 million. Any 
unused amount is added to and increases the limitation in the succeeding year. ALC’s net unrealized built-in 
losses were $42.8 million as of December 31, 2007, and $42.5 million as of December 31, 2006. The deferred tax 
assets include loss carryforwards and built-in losses and their related tax benefit available to ALC to reduce future 
taxable income within the allowable IRS carryover period. 

The Acquisition also created an ownership change as defined under Section 382 of the Internal Revenue Code. 
ALC’s loss carryforwards generated subsequent to its emergence from bankruptcy are available to ALC subject to 
an annual limitation of approximately $5.5 million. Any unused amount is added to and increases the limitation in 
the succeeding year. 

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not 
that some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax 
assets is dependent upon the generation of future taxable income during the periods in which those temporary 
differences become deductible. Management considers the scheduled reversal of deferred tax liabilities, projected 
future taxable income, and tax planning strategies in making this assessment. Management believes it is more 
likely than not ALC will realize the benefits of these deductible differences, net of the valuation allowances. 

19. EARNINGS PER SHARE

ALC computes earnings per share in accordance with SFAS No. 128, Earnings Per Share. SFAS No. 128 
requires companies to compute earnings per share under two different methods, basic and diluted, and present per 
share data for all periods in which statements of operations are presented. For all periods prior to December 31, 
2006, basic and diluted earnings per share are computed using our shares outstanding as of the Separation Date. 
Basic earnings per share are computed by dividing net income by the weighted average number of shares of 
common stock outstanding. Diluted earnings per share are computed by dividing net income by the weighted 
average number of common stock and common stock equivalents outstanding. Common stock equivalents consist 
of incremental shares available upon conversion of Class B Common Stock. 
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The following table provides a reconciliation of the numerators and denominators used in calculating basic and 
diluted earnings per share for 2007, 2006 and 2005: 

 2007  2006  2005
(In thousands, except per share data) 

Basic earnings per share calculation:       
Income from continuing operations  $ 17,179  $ 10,535  $ 12,710 
Loss from discontinued operations, net of tax   —   (1,526)   (368)
Net income to common stockholders  $ 17,179  $ 9,009  $ 12,342
Weighted average of common shares outstanding   68,172   69,326   69,322
Income from continuing operations  $ 0.25  $ 0.15  $ 0.18 
Loss from discontinued operations, net of tax   —   (0.02)   —
Basic net income per share  $ 0.25  $ 0.13  $ 0.18
Diluted earnings per share calculation:       
Income from continuing operations  $ 17,179  $ 10,535  $ 12,710 
Loss from discontinued operations, net of tax   —   (1,526)   (368)
Net income to common stockholders  $ 17,179  $ 9,009  $ 12,342
Weighted average of common shares outstanding  68,172  69,326  69,322 
Assumed conversion of Class B shares   691   879   883
Diluted weighted average of common shares outstanding   68,863   70,205   70,205
Income from continuing operations  $ 0.25  $ 0.15  $ 0.18 
Loss from discontinued operations, net of tax   —   (0.02)   —
Diluted net income per share  $ 0.25  $ 0.13  $ 0.18

20. DISCLOSURES ABOUT FAIR VALUES OF FINANCIAL INSTRUMENTS

The estimated fair values of ALC’s financial instruments at December 31 are as follows: 

 2007  2006 
 Carrying 
 Value

Estimated 
Fair Value

 Carrying 
 Value 

 Estimated 
 Fair Value 

(In thousands) 
ASSETS:    
Cash and cash equivalents  $  14,066  $  14,066 $ 19,951  $ 19,951 
Investments       4,596       4,596  5,332  5,332 
Supplies, prepaid expenses and other current assets: 

Deposits       2,482       2,482  2,420  2,420 
Other assets (long-term): 

Restricted cash       8,943       8,943  10,947  10,947 
Cash designated for acquisition     14,864     14,864  —  — 
Property tax, insurance and capital expenditure trust funds       1,546       1,546  1,290  1,290 
Fund held under deferred compensation plan          656          656  430  430 
Security deposits          151          151  462  462 

LIABILITIES:
Long-term debt, including current maturities  $129,719  $131,896 $ 90,636  $ 90,862 

Trade receivables and payables have an estimated market value equal to their carrying value. The fair value of 
long-term debt is estimated based on approximate borrowing rates currently available to ALC for debt equal to the 
existing debt maturities. 
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21. DISCONTINUED OPERATIONS

There were no discontinued operations during 2007. The following is a summary of the results of operations 
for residences that were disposed of in 2006 and 2005. 

 2006  2005 
(In thousands) 

Revenues $ 541 $ 2,900
Residence operations (exclusive of depreciation and amortization and residence lease expense shown 

below)  863  3,021 
Residence lease expense  118  399 
Depreciation and amortization  60  171 
Loss on impairment of long-lived assets  1,938  —

Loss from discontinued operations  (2,438)  (691)
Interest (expense) income  (7)  (1)
Loss from discontinued operations before income taxes  (2,445)  (692)
Income tax benefit  919  324
Net loss from discontinued operations $ (1,526) $ (368)

The above summary of discontinued operations includes the following:  

(a) Closure and Disposition of Assisted Living Residence in Texas

In the first quarter of 2006, due to future capital needs of the residence and poor financial performance, ALC 
decided to close an assisted living residence (60 units) located in San Antonio, Texas and actively pursue the 
disposition of the property on the market. In the first quarter of 2006 certain required structural costs were 
identified which resulted in the decision to close the residence. As a result, ALC has reclassified the financial 
results of this residence to discontinued operations and recorded an impairment charge of $1.7 million. 

(b) Closure of Assisted Living Residences in Washington

In the first quarter of 2006, the lease term ended for an assisted living residence (63 units) in Edmonds, 
Washington, and ALC decided to terminate its operations due to poor financial performance. ALC concluded its 
relationship with the landlord on April 30, 2006. As a result, ALC has reclassified the financial results of this 
residence to discontinued operations. There was no gain or loss on disposition of the operations and leasehold 
interest.

(c) Closure of Assisted Living Residence in Oregon

In the first quarter of 2006, due to poor financial performance, ALC decided to close an assisted living 
residence (45 units) located in Klamath Falls, Oregon. The remaining assets were written off and resulted in an 
impairment charge of $0.2 million. 

(d) Conversion of Assisted Living Units

In addition, a 12-unit facility in Washington was discontinued in 2005. These units were within a larger skilled 
nursing facility and were converted to skilled nursing units. 
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22. QUARTERLY RESULTS OF OPERATIONS (unaudited)

The following is a summary of our unaudited quarterly results of operations for 2007 and 2006. 

 Quarter    
 First  Second  Third   Fourth  Total 

(In thousands, except per share data) 
2007       
Revenues $ 57,521 $ 57,426 $ 57,898 $ 56,502  $ 229,347
Income from continuing operations before taxes  7,625  6,728  6,819  6,319  27,491
Net income  4,727  4,172  4,225  4,055  17,179
Basic earnings per common share:       
Income from continuing operations $ 0.07 $ 0.06 $ 0.06 $ 0.06  $ 0.25 
Loss from discontinued operations, net of tax  0.00  0.00  0.00  0.00   0.00
Basic net income per share $ 0.07 $ 0.06 $ 0.06 $ 0.06  $ 0.25
Diluted earnings per common share:       
Income from continuing operations $ 0.07 $ 0.06 $ 0.06 $ 0.06  $ 0.25 
Loss from discontinued operations, net of tax  0.00  0.00  0.00  0.00   0.00
Diluted net income per share $ 0.07 $ 0.06 $ 0.06 $ 0.06  $ 0.25

 Quarter 
 First   Second  Third  Fourth  Total

(In thousands, except per share data) 
2006        
Revenues $ 56,776 $ 56,998 $ 58,820 $ 58,554 $ 231,148 
Income from continuing operations before taxes  5,667  4,379  1,698  7,518  19,262 
Loss from discontinued operations, net of tax  (1,168)  (105)  (225)  (28)  (1,526)
Net income  2,310  1,832  296  4,571  9,009 
Basic earnings per common share: 
Income from continuing operations $ 0.05 $ 0.03 $ 0.01 $ 0.07 $ 0.15 
Loss from discontinued operations, net of tax  (0.02)  0.00  0.00  0.00  (0.02)
Basic net income per share $ 0.03 $ 0.03 $ 0.01 $ 0.07 $ 0.13
Diluted earnings per common share: 
Income from continuing operations $ 0.05 $ 0.03 $ 0.01 $ 0.07 $ 0.15 
Loss from discontinued operations, net of tax  (0.02)  0.00  0.00  0.00  (0.02)
Diluted net income per share $ 0.03 $ 0.03 $ 0.01 $ 0.07 $ 0.13

23. LONG-TERM EQUITY-BASED COMPENSATION PROGRAM

Effective October 31, 2006, the Board of Directors approved and adopted and our sole stockholder approved 
the Assisted Living Concepts, Inc. 2006 Omnibus Incentive Compensation Plan (the “2006 Omnibus Plan”). The 
2006 Omnibus Plan is administered by the Compensation/Nomination/Governance Committee of the Board of 
Directors (the “Committee”) and provides for grants of a variety of incentive compensation awards, including 
stock options, stock appreciation rights, restricted stock awards, restricted stock units, cash incentive awards and 
other equity-based or equity-related awards (performance awards). 

A total of 4,000,000 shares of our Class A Common Stock are reserved for issuance under the 2006 Omnibus 
Plan. Awards with respect to a maximum of 200,000 shares may be granted to any one participant in any fiscal 
year (subject to adjustment for stock distributions or stock splits). The maximum aggregate amount of cash and 
other property other than shares that may be paid or delivered pursuant to awards to any one participant in any 
fiscal year is $2 million. 

On March 30, 2007, the Committee approved the 2007 Long-Term Equity-Based Compensation Program and 
granted awards of tandem non-qualified stock options and stock appreciation rights (“Options/SARs”) to certain 
key employees (including executive officers) under the terms of the 2006 Omnibus Plan. The aggregate maximum 
number of Options/SARs granted to all participants was 380,000. The Options/SARs had both time vesting and 
performance vesting features. If the established performance goals (related to reductions in Medicaid occupancy 
and maintenance of overall occupancy) were achieved in fiscal 2007, the Options/SARs would become 
exercisable in one third increments on the first, second and third anniversaries of the grant date. Once exercisable, 
awards could be exercised either by purchasing shares of Class A Common Stock at the exercise price or 
exercising the stock appreciation right. The Committee has sole discretion to determine whether stock 
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appreciation rights are settled in shares of Class A Common Stock, cash or a combination of shares of Class A 
Common Stock and cash. The Options/SARs had an exercise price of $11.80, the closing price of the Class A 
Common Stock on the New York Stock Exchange on the grant date, and expire five years from the grant date. On 
February 26, 2008, the Committee determined that the performance goals were not achieved and Options/SARs 
expired without becoming exercisable. 

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 Opinion No. 25, Accounting for Stock Issued to Employees, and its related implementation guidance. SFAS 
No. 123R 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. ALC adopted SFAS 
123R in connection with its initial grants of Options/SARs effective March 30, 2007. A summary of 
Options/SARs activity for 2007 is presented below. 

 # 
 Options 
 / SARs 

 Weighted
 Average 
 Exercise 
 Price 

 Aggregate 
 Intrinsic 
 Value 
 (In thousands)

Outstanding on January 1, 2007  —  —
Granted  380,000 $ 11.80
Exercised  —  —
Cancelled/Forfeited  60,000  —
Outstanding on December 31, 2007  320,000 $ — $ —
Options Exercisable on December 31, 2007  — $ — $ —
Weighted average fair value of options $ —
Weighted average contractual term  —

ALC uses the Black-Scholes option value model to estimate the fair value of stock options and similar 
instruments. Stock option valuation models require various assumptions, including the expected stock price 
volatility, risk-free interest rate, dividend yield, and forfeiture rate. In estimating the fair value of the 
Options/SARs granted on March 30, 2007, ALC used a risk free rate equal to the five year U.S. Treasury yield in 
effect on the grant date. The expected life of the Options/SARs (five years) was estimated using expected exercise 
behavior of option holders. Expected volatility was based on an average of a peer group’s historical volatility for a 
period equal to the Options/SARs’ expected life, ending on the date of grant. Forfeitures are estimated at the time 
of valuation and reduce expense ratably over the vesting period. Because of a lack of history, the forfeiture rate 
was estimated at 0 percent of the Options/SARs awarded. The Options/SARs have characteristics that are 
significantly different from those of traded options and changes in the various input assumptions can materially 
affect the fair value estimates. The fair value of the Options/SARs was estimated at the date of grant using the 
following weighted average assumptions. 

 2007 
Expected life from grant date (in years)  5 
Risk-free interest rate  5.45%
Volatility  53.1%
Dividend yield  — 
Weighted average fair value (per share) $ 6.01 

The grant of the Options/SAR’s had no impact on the diluted number of shares in 2007. It was determined that 
the performance goals (related to reductions in Medicaid occupancy and maintenance of overall occupancy) were 
not achieved at the end of the year. As a result, no compensation expense was recorded in 2007. Unrecognized 
compensation cost at December 31, 2007, is $0. 

24. SUBSEQUENT EVENTS

On January 1, 2008, we acquired the operations of eight assisted living residences consisting of a total of 541 
leased units for a purchase price including fees and expenses of $14.9 million. The lease has an initial term 
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expiring in March 2015 with three five-year renewal options. We financed this transaction with borrowings under 
our $100 million credit facility. In connection with the lease, the Company guarantees certain quarterly minimum 
occupancy levels and are subject to net worth, minimum capital expenditure requirements per residence, per 
annum and minimum fixed charge coverage ratios. Failure to comply with these covenants could result in an 
event of default on the lease. 

As was disclosed in Note 18 “Income Taxes,” ALC was under examination by the IRS for calendar year 2004. 
In March 2008, the Company entered into a settlement agreement with the IRS. As a result of this settlement the 
Company will reverse $2.4 million of valuation allowance recorded at December 31, 2007, against goodwill in the 
first quarter of 2008, as this is the period in which management has determined that its tax position would be 
sustained upon examination. See Note 18.
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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, on March 12, 2008. 

ASSISTED LIVING CONCEPTS, INC. 

By: /s/ Laurie A. Bebo   
 Laurie A. Bebo 
 President and Chief Executive Officer

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 
Principal Executive Officer:   
   
/s/ Laurie A. Bebo March 12, 2008 
Laurie A. Bebo 

Principal Chief Executive Officer and 
Director  

   
Principal Financial Officer and Principal 
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/s/ John Buono 
John Buono 

Senior Vice President, Chief Financial 
Officer and Treasurer 

March 12, 2008 

   
(1) 
Alan Bell Director  
   
(1) 
Jesse C. Brotz Director  
   
(1) 
Derek H.L. Buntain Director  
   
(1) 
David J. Hennigar Director  
   
(1) 
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(1) 
Melvin A. Rhinelander Director  
   
(1) 
Charles H. Roadman II, MD Director  
   
/s/ Michael J. Spector  March 12, 2008 
Michael J. Spector Director  
____________ 
(1) Michael J. Spector, by signing his name hereto, does hereby sign and execute this report on behalf of each of the above 

named directors of Assisted Living Concepts, Inc. pursuant to powers of attorney executed by each such director and 
filed with the Securities and Exchange Commission as an exhibit to this report. 

By:  /s/ Michael J. Spector                                            March 12, 2008 
Michael J. Spector, Attorney in Fact
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EXHIBIT INDEX TO 2007 ANNUAL REPORT ON FORM 10-K

  Exhibit 
 Number   Description  
2.1 Arrangement Agreement (incorporated by reference to Exhibit 2.1 to current report of Assisted Living Concepts, 

Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) 

2.2 Separation Agreement (incorporated by reference to Exhibit 2.2 to current report of Assisted Living Concepts, 
Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) 

2.2.1 Tax Allocation Agreement (incorporated by reference to Exhibit 10.2 to current report of Assisted Living 
Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) 

2.2.2 Agreement for Payroll and Benefit Services (incorporated by reference to Exhibit 2.2.2 to Assisted Living 
Concepts, Inc. on Form 10-K filed on March 28, 2007, File No. 001-13498) 

2.2.3 Agreement for Reimbursement Services (incorporated by reference to Exhibit 10.3 to current report of Assisted 
Living Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) 

3.1 Amended and Restated Articles of Incorporation 

3.2 Amended and Restated Bylaws (incorporated by reference to Exhibit 3.2 to current report of Assisted Living 
Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) 

4.1 Article V of the Amended and Restated Articles of Incorporation, Article II of the Amended and Restated 
Bylaws, and other relevant portions of Exhibits 3.1 and 3.2 above defining the rights of security holders 

4.2 Credit Agreement dated as of November 10, 2006 (incorporated by reference to Exhibit 10.7 to current report of 
Assisted Living Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) Pursuant to Item 
601(b)(4)(iii)(A) of Regulation S-K, the registrant has omitted certain agreements with respect to long-term debt 
not exceeding 10% of consolidated total assets. The registrant agrees to furnish a copy of any such agreements to 
the Securities and Exchange Commission upon request 

10.1 Separation Agreement (incorporated by reference to Exhibit 10.1 to current report of Assisted Living Concepts, 
Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) 

10.2 2006 Omnibus Incentive Compensation Plan (incorporated by reference to Exhibit 10.4 to current report of 
Assisted Living Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498)* 

10.3 Employment Agreement — Laurie A. Bebo (incorporated by reference to Exhibit 10.8 to Amendment No. 2 to 
Assisted Living Concepts, Inc.’s Form 10 Registration Statement filed on August 25, 2006, File No. 001-13498)*

10.4 Employment Agreement — John Buono (incorporated by reference to Exhibit 10.5 to current report of Assisted 
Living Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498)* 

10.5 Employment Agreement — Eric B. Fonstad (incorporated by reference to Exhibit 10.6 to current report of 
Assisted Living Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498)* 

10.6 Employment Agreement — Walter A. Levonowich (incorporated by reference to Exhibit 10.10 to Amendment 
No. 2 to Assisted Living Concepts, Inc.’s Form 10 Registration Statement filed on August 25, 2006, File No. 001-
13498)* 

10.7 Credit Agreement dated as of November 10, 2006 (incorporated by reference to Exhibit 10.7 to current report of 
Assisted Living Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 001-13498) (Also included as 
Exhibit 4.2 above) 

10.8 Summary of Director Compensation (incorporated by reference to Exhibit 10.8 to Assisted Living Concepts, 
Inc.’s Form 10-K filed on March 28, 2007, File No. 001-13498)* 

10.9 Form of Purchase and Sale Agreement pertaining to EHSI assisted living facilities (incorporated by reference to 
Exhibit 10.12 to Amendment No. 1 to Assisted Living Concepts, Inc.’s Form 10 Registration filed on July 21, 
2006, File No. 001-13498) 
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10.10 Master Lease Agreement (I) between LTC Properties, Inc. and Texas-LTC Limited Partnership, as Lessor, and 
Assisted Living Concepts, Inc. and Extendicare Health Services, Inc., as Lessee, dated January 31, 2005 
(incorporated by reference to Exhibit 10.5 to Assisted Living Concepts, Inc.’s Form 10 Registration Statement 
filed on June 7, 2006, File No. 001-13498) 

10.11 Master Lease Agreement (II) between LTC Properties, Inc. as Lessor, and Assisted Living Concepts, Inc., 
Carriage House Assisted Living, Inc. and Extendicare Health Services, Inc., as Lessee, dated January 31, 2005 
(incorporated by reference to Exhibit 10.6 to Assisted Living Concepts, Inc.’s Form 10 Registration Statement 
filed on June 7, 2006, File No. 001-13498) 

10.12 Amended and Restated Master Lease Agreement, dated as of January 1, 2008, between subsidiaries of Assisted 
Living Concepts, Inc. and Ventas Realty, Limited Partnership (incorporated by reference to Exhibit 10.1 to 
current report of Assisted Living Concepts, Inc. on Form 8-K dated December 31, 2008, File No. 001-13498) 

10.13 Guaranty of Lease dated as of January 1, 2008, by Assisted Living Concepts, Inc. for the benefit of Ventas 
Realty, Limited Partnership (incorporated by reference to Exhibit 10.2 to current report of Assisted Living 
Concepts, Inc. on Form 8-K dated December 31, 2007, File No. 001-13498) 

10.14 Form of 2008 Cash Incentive Compensation Award Agreement as approved February 26, 2008* 

21.1 Subsidiaries of Assisted Living Concepts, Inc. 

24.1 Powers of Attorney 

31.1 Certification of Chief Executive Officer pursuant to Exchange Act Rule 13a-14(a) or Rule 15d- 14(a) as adopted 
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

31.2 Certification of Chief Financial Officer pursuant to Exchange Act Rule 13a-14(a) or Rule 15d- 14(a) as adopted 
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 

32.1 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 

99.1 Information Statement of Assisted Living Concepts, Inc. dated November 10, 2006 (incorporated by reference to 
Exhibit 99.1 to current report of Assisted Living Concepts, Inc. on Form 8-K dated November 10, 2006, File No. 
001-13498) 

____________ 
* Denotes management contract or executive compensation plan or arrangement required to be filed pursuant to Item 15 of 

Form  
10-K. 
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Corporate Headquarters 
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Assisted Living Concepts, Inc. is scheduled to 
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Time at W140 N8981 Lilly Road, Menomonee 
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Shareholder Inquiries 
John Buono 
Senior Vice President, Chief Financial 
Officer and Treasurer 
Tel: 262-257-8999 
email: jbuono@alcco.com 
 
Exchange Listing 
Assisted Living Concepts, Inc. Class A 
common stock is listed on the New York 
Stock Exchange and trades under the 
symbol: ALC.  

Corporate Information 
The Assisted Living Concepts, Inc. annual 
report is available for viewing or printing at 
www.alcco.com.  This web site also contains 
news releases, quarterly reports and other 
filings made with the Securities and Exchange 
Commission.  Printed copies of the Annual 
Report are available upon request to: Corporate 
Secretary, Assisted Living Concepts, Inc., 
W140 N8981 Lilly Road, Menomonee Falls, 
WI 53051. 
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or write to: 

Computershare Shareholder Services 
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Computershare Shareholder Services 
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The Chief Executive Officer and Chief 
Financial Officer certifications required under 
Section 302 of the Sarbanes-Oxley Act have 
been filed as Exhibits 31.1 and 31.2 to the 
enclosed Assisted Living Concepts, Inc. 
Annual Report on Form 10-K. 
 
Additionally, on December 3, 2007, Assisted 
Living Concepts, Inc.’s Chief Executive 
Officer filed with the New York Stock 
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Financial Highlights 
(In thousands, except per share data) 
 
  2007  2006 
Revenues $ 229,347 $ 231,148
Income from operations $ 32,582 $ 28,459
Income from continuing operations before non-recurring charges noted 
below $ 17,214 $ 16,400
Non-recurring charges:   
Transaction costs (net of tax benefits)  35 3,942
Impairment of long-lived assets (net of tax benefits)  — 1,923
Loss from discontinued operations (net of tax benefits)  — 1,526
Net Income $ 17,179 $ 9,009
Diluted earnings per share before non-recurring charges $ 0.25 $ 0.23
Non-recurring charges per diluted share  — (0.10)
Diluted earnings per share $ 0.25 $ 0.13
Adjusted EBITDA* $ 50,280 $ 53,021
Adjusted EBITDAR* $ 64,590 $ 67,312
Weighted average diluted shares outstanding  68,863 70,205
Balance Sheet Data:   
Cash and cash equivalents $ 14,066 $ 19,951
Total assets $ 476,241 $ 447,340
Total debt $ 129,719 $ 90,636
Shareholders’ equity  $ 294,534 $ 316,838

Census Highlights 
(All continuing residences**) 
 

    

Average Occupied Units by Payer Source:   
Private  5,297 5,058
Medicaid  1,357 1,991
Total  6,654 7,049
Percent of Occupancy by Payer Source:   
Private      79.6%     71.8%
Medicaid      20.4%     28.2%
Percent of Revenue by Payer Source:  
Private      85.0%     78.8%
Medicaid      15.0%     21.2%
Average Revenue by Occupied Unit Day by Payer Source:   
Private $ 100.61 $ 96.01
Medicaid $ 69.11 $ 65.77
Combined $ 94.19 $ 87.47
Occupancy Percentage      79.1%   85.2%

 
*      See reconciliation of non-GAAP measures in the attached Annual Report on Form 10-K 
**    Continuing residences in 2006 include all residences except (i) two freestanding residences and an         
       additional 129 assisted living units contained in skilled nursing facilities that were retained by Extendicare Inc. 
       and (ii) residences classified in the financial statements as discontinued operations.  
 






