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Caiifornia Department of Social Services
Continuing Care Contracts Branch

744 P Street, MS 10-90

Sacramento, CA 95814

ATTN: Allison Nakatomi

Dear Ms. Nakatomi:

" This letter will serve as a certification on behalf of Sunrise Stratford LP to the California
Department of Social Services for the following matters regarding the enclosed annual report for
2013 that Sunrise Stratford LP is submitting as the holder of a certificate of authority for The
Stratford:

1. The annual report and any amendments to it are correct to the best of my knowledge.

2. Each continuing care contract form in use or offered to new residents at The Stratford
has been approved by the Department.

3. Sunrise Stratford LP does not maintain cash or cash equivalents. Sunrise Senior Living,
Inc., in its role as co-holder of the certificate of authority at The Stratford, is responsible
for meeting the liquid reserve requirements in the California continuing care statute on
behalf of Sunrise Stratford LP. Therefore, Form 5-5 lists under “Operating Reserve” the
amount of cash and cash equivalents maintained by Sunrise Senior Living Inc., as set
forth in Sunrise Senior Living, Inc.’s audited financial statement for 2013, A copy of the
relevant portions of that statement is included with Form 5-5. See Form 5-5 and
footnotes 1 and 5 to the 2013 audited financial statement of Sunrise Stratford LP
regarding the assumption by Sunrise Senior Living, LLC in 2014 of Sunrise Senior
Living, Inc.’s responsibilities as co-holder of the certificate of authority at The Stratford.

Please feel free to contact us if you have any questions about our submissions.

Slncerely,

Chris Winkle
Chief Executive Officer, Sunrise Senior Living,' LLC

Community Supp@rfr Ofﬁce

7900 Westpark Drive, Suite T-200

www.sungiseseniorliving. com
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ACORD CERTIFICATE OF LIABILITY INSURANCE ;.05 | 5200122 —

THIS CERTIFICATE IS ISSUED AS A MATTER OF INFORMATION ONLY AND CONFERS NO RIGHTS UPON THE| CERTIRICATE HOLDER.TH
CERTIFICATE DOES NOT AFFIRMATIVELY OR NEGATIVELY AMEND, EXTEND OR ALTER THE COVERAGE.AFFORDED BY THE POLICIE
BELOW. THIS CERTIFICATE OF INSURANCE DOES NOT CONSTITUTE A CONTRACT BETWEEN THE ISS

IN§ (ﬁ, f«%ﬁRIZE
REPRESENTATIVE OR PRODUCER, AND THE CERTIFICATE HOLDER. 1 .

IMPORTANT: If the certificate holder is an ADDITIONAL INSURED, the policy(ies) must be endorsed. If SUBROGATION IS WAIVED, subject to
the terms and conditions of the policy, certain policies may require an endorsement. A statement on this certificate do&%?%ﬁ@ﬁﬁp\ 8 the

certificate holder in lieu of such endorsement(s). CONTRACTS Bl
PRODUCER [ ockton Companies, LLC Denver ﬁgr)fl?:\m
8110 E Union Avenue PHONE &%, Noy:
Suite 700 E-MAIL
Denver CO 80237 e
(303) 414-6000 INSURER(S) AFFORDING COVERAGE NAIC #
INSURER A : National Union Fire Ins Co Pittsburgh PA 19445
INSURED : ; - INSURERB:
1322828 Sunrise Senior L1V}ng, LLC P—
7900 Westpark Drive INSURERC :
T-900 INSURER D :
McLean, VA 22102 INSURER E :
INSURER F :
COVERAGES SUNSE(2 CERTIFICATE NUMBER: 10809309 REVISION NUMBER: XXXXXXX

THIS IS TO CERTIFY THAT THE POLICIES OF INSURANCE LISTED BELOW HAVE BEEN ISSUED TO THE INSURED NAMED ABOVE FOR THE POLICY PERIOD
INDICATED. NOTWITHSTANDING ANY REQUIREMENT, TERM OR CONDITION OF ANY CONTRACT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS
CERTIFICATE MAY BE ISSUED OR MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN IS SUBJECT TO ALL THE TERMS,

EXCLUSIONS AND CONDITIONS OF SUCH POLICIES. LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS.

ADDL[SUBR C E;(-
hiy TYPE OF INSURANCE INSR] _&vn POLICY NUMBER RO TYY _(ﬁ}'én\;vw’\") LIMITS
e ERAL LUBLTY NOTAEELICASLE [E)AM;:«GE TO RENTED & XXXXXAX
COMMERCIAL GENE! ABILITY PREMISES (Ea accurrence) | § XX XX XXX
1 CLAIMS-MADE OCCUR MED EXP (Any one person) | $ XXXXXXX
m PERSONAL & ADV INJURY | 8 XXX XXX
GENERAL AGGREGATE 5 XXXXXXX
GEN'L AGGREGATE LIMIT APPLIES PER: PRODUCTS - coMP/OP AGG | 8 XXX XX
_| POLICY RO Loc $
AUTOMOBILE LIABILITY NOT APPLICABLE Dy TNCLE LTI S XX
ANY AUTO BODILY INJURY (Per person) | $ XX XXXXX
ALL OWNED SCHEDULED "
i e BODILY INJURY {Per accident)] § XX XX XXX
i NON-OWNED PROPERTY DAMAGE 5 XXXXXXX
HIRED AUTOS AUTOS Hiaracalan]
5§ XXXXXXX
[ |umBRELLALIAB | | 5ocur NOT APPLICABLE EACH OCCURRENCE § XXXXXXX
EXCESS LIAB CLAIMS-MADE AGGREGATE $ XXXXXXX
DED RETENTION § § XXXXXXX
WORKERS COMPENSATION WC STATU- OTH-
AND EMPLOYERS' LIABILITY YIN NOT APPLICABLE lTORY '-"V"TS] I ER
ANY PROPRIETOR/PARTNER/EXECUTIVE E.L. EACH ACCIDENT
OFFICER/MEMEER EXCLUDED? N/A S XXXXXXX
(Mandatory in NH) E.L. DISEASE - EA EMPLOYEE| § XX XXXXX
If yes, describe under
DESCRIPTION OF OPERATIONS below ] E.L. DISEASE - POLICY LIMIT | $ XX XX XXX
A | Commercial Crimp“ N N | 018244240 4/30/2012 4/30/2013 Ll:mit $5,000,000
A | Empl. Practices Liab. 018251549 4/30/2012 | 4/30/2013 | Limit $10,000,000

DESCRIPTION OF OPERATIONS / LOCATIONS / VEHICLES (Attach ACORD 101, Additional Remarks Scheduls, if more space is required)
*For non-owned locations; client property has a sublimit of $500,000 with a $25,000 deductible. RE: The Carlisle; 1450 Post Street; San Francisco, CA 94109;
The Stratford; 601 Laurel Avenue; San Mateo, CA 94401; Fountains at Carlotta; 41-505 Carlotta Drive; Palm Desert, CA 92211

CERTIFICATE HOLDER CANCELLATION

SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE
THE EXPIRATION DATE THEREOF, NOTICE WILL BE DELIVERED IN
ACCORDANCE WITH THE POLICY PROVISIONS:

AUTHORIZED REPRESENTATIVE

10809309

State of California
Dept. of Social Services
CA

W,

The ACORD name and logo are registered marks of ACORD 1988-2010 ACORD CORP TION. All rights reserved

ACORD 25 (2070/05)
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CERTIFICATE OF PROPERTY INSUR@("?E(CJ

=RVEER

DATE (MM/DD/VWW )
04/29(2014

THIS CERTIFICATE IS ISSUED AS A MATTER OF INFORMATION ONLY AND CONFERS NO RIGHTS UPON

E| CER TEJHOLBER. TH

CERTIFICATE DOES NOT AFFIRMATIVELY OR NEGATIVELY AMEND, EXTEND OR ALTER THE COVERAGE AFFORDED BY THE POLICIES ELOW.
THIS CERTIFICATE OF INSURANCE DOES NOT CONSTITUTE A CONTRACT BETWEEN THE ISSUING INSURER(S), AUTWJWBE?@ TATIVE
" OR PRODUCER, AND THE CERTIFICATE HOLDER. TRACTS BRANC
If this certificate is being prepared for a party who has an insurable interest in the property, do not use this form. Use ACORD 27 or ACORD 28.
PRODUCER ﬁAomT,}cr
Aoh Risk Services Central, Inc. ;’H_E'-ONE 3669 283-7122 FAX 363
phi 'lac_i§1 phia ll’A office é“’ﬁ“_“"' £ (866) (ve. Noy (800) 36370105
One Liberty Place p .
1650 Mmarket Street T
suite 1000 CUSTOMER o #; 570000060194
Philadelphia PA 19103 USA INSURER(S) AFFORDING COVERAGE NAIC #
INSURED INSURERA: National Union Fire Ins Co of Pittshurgh 19445
sunrise Senicr Living, LLC INSURER B:
7900 westpark drive INSURER C:
McLean VA 22102-4217 USA -INSURER D:
INSURER E:
INSURER F:
COVERAGES CERTIFICATE NUMBER: 570053603413 REVISION NUMBER:

| LOCATION OF PREMISES! DESCRIPTION OF PROPERTY {Attach ACORD 101, Addltional Remarks Schedule, if more space Is required)

Re: The carlisle; 1450 Post Street, San Francisco, %194109; The stratford; 601 Laurel Avenue, San Mateo, CA 94401; Fountains at

carlotta; 41-505 carlotta Drive; Palm Desert, CA 92

e
THIS IS TO CERTIFY THAT THE POLICIES OF INSURANCE LISTED BELOW HAVE BEEN ISSUED TO THE INSURED NAMED ABOVE FOR THE POLICY PERIOD

INDICATED, NOTWITHSTANDING ANY REQUIREMENT, TERM OR CONDITION OF ANY CONTRACT OR OTHER DOCUMENT WITH RESPECT TO WHICH THIS

CERTIFICATE MAY BE ISSUED OR MAY PERTAIN, THE INSURANCE AFFORDED BY THE POLICIES DESCRIBED HEREIN IS SUBJECT TO ALL THE TERMS,
EXCLUSIONS AND CONDITIONS OF SUCH POLICIES. LIMITS SHOWN MAY HAVE BEEN REDUCED BY PAID CLAIMS.
INSR POLICY EFFECTIVE |POLICY EXPIRATION
LTR TYPE OF INSURANCE POLICY NUMBER DATE (MM/IDDIYYYY) [DATE (MM/DDIYYYY) COVERED PROPERTY LIMITS
|PROPERTY BUILDING
CAUSES OF LOSS | DEDUCTIBLES PERSONAL PROPERTY
BASIC BUILDING B&IJEIE)E!?ESE")?EGOH’SJE
BROAD EXTRA EXPENSE
e RENTAL VALUE
SPECIAL
BLANKET BUILDING
EARTHQUAKE
BLANKET PERS PROP
WIND
BLANKET BLDG & PP
FLOOD |
TYPE OF POLICY
|| INLAND MARINE [ |
CAUSES OF LOSS
— POLICY NUMBER
NAMED PERILS —
A [x | crme 0213456663 0473072013 0473072014 X |Employes Dishonesty 5,000,000
TYPE OF POLICY X |Peductible $100,000
Crime - Primary |
BOILER & MACHINERY /
EQUIPMENT BREAKDOWN —

SPECIAL CONDITIONS / OTHER COVERAGES (Attach ACORD 101, Additional Remarks Schedule, if more space is required)

CERTIFICATE HOLDER

CANCELLATION

state of california

Dept. of Social services
6167 Bristol Pkwy, Suite 400
Culver City CA 90230 USA

SHOULD ANY OF THE ABOVE DESCRIBED POLICIES BE CANCELLED BEFORE THE EXPIRATION
DATE THEREOF, NOTICE WILL BE DELIVERED IN ACCORDANCE WITH THE POLICY
PROVISIONS.

AUTHORIZED REPRESENTATIVE

Holder Identifier

570053603413

CERTIFICATE NUMBER:

ACORD 24 (2009/09)

© 1995-2009 ACORD CORPORATION. All rights reserved.

The ACORD name and logo are registered marks of ACORD
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FORM 1-1

RESIDENT POPULATION
Line Continuing Care Residents TOTAL
[1]  Number at beginning of fiscal year 74
[2]  Number at end of fiscal year 78
3] Total Lines 1 and 2 152
[4] Multiply line 3 by ".50" and enter result on line 5 0.5
[5] Mean number of continuing care residents 76
All Residents
[6] Number at beginning of fiscal year 80
[71 Number at end of fiscal year 83
[8] Total Lines 6 and 7 | 163
[91  Multiply line 8 by ".50" and enter result on line 10 0.5
[10] Mean number of all residents 81.5
[11]  Divide the mean number of continuing care residents (Line 5) by the .
mean number of all residents (Line 10) and enter the result (round to 0.93
two decimal places).
FORM 1-2
ANNUAL PROVIDER FEE
Line TOTAL
[1] Total Operating Expenses (including depreciation and debt service - interest or_$ 5,409,481
[a] Depreciation $ 10,895
[b]  Debt Service (Interest only) $ -
[2] Subtotal (add Line 1a and 1b) 10,895
[3] Subtract Line 2 from Line 1 and enter result 5,398,586
[4] Percentage allocated to continuing care residents (Form 1-1, Line 11) 0.93
[5] Total Operating Expense for Continuing Care Residents
(multiply Line 3 by Line 4) $ 5,034,264
_ x.001
[6] Total Amount Due $ 5,034.26

PROVIDER: Sunrise Stratford LP

COMMUNITY:_The Stratford




CONSOLIDATED FINANCIAL STATEMENTS

Red Fox Holding Corporation and its Wholly Owned Subsidiary

Sunrise Senior Living, LLC

As of December 31, 2013 and for the Period January 9, 2013 (inception) to
December 31, 2013

With Report of Independent Auditors

Ernist & Youtg LLP
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Building a better
working world
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Repori of Independent Auditors
Management of Red Fox Holding Corporation and Sunrise Senior Living, LL.C

We have audited the accompanying consolidated financial statements of Red Fox Holding Corporation and its
wholly owned subsidiary Sunrise Senior Living, LLC, which comprise the consolidated balance sheet as of
December 31, 2013, and the related consolidated statements of operations, comprehensive income, changes in
members' equity and cash flows for the period from January 9, 2013 (inception) to December 31, 2013, and the
related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in conformity
with U.S, generally accepted accounting principles; this includes the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of financial statements that are free of material
misstatement, whether due to fraud or etror.

Auditor’s Responsibility

Qur responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal contro! relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also. includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Red Fox Holding Corporation and its whoily owned subsidiary Sunrise Senior Living, LL.C at
December 31, 2013, and the consolidated results of their operations and their cash flows for the period from
January 9, 2013 (inception) to December 31, 2013 in conformity with U.S. generally accepted accounting principles.

"MRAY 17
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SUNRISE SENIOR LIVING, LLC
CONSOLIDATED BALANCE SHEET

(In thousands)

ASSETS

Current Assets;
Cash and cash equivalents
Accounts receivable, net
Notes receivable
Due from affiliates (sce Note 14)
Deferred income taxes, net
Restricted cash
Prepaid insurance
Prepaid expenses and other current assets

Total current assets

Property and equipment, net

Notes receivable

Intangible assets, net

Restricted cash

Restricted investments in marketable securities

Due from affiliates (see Note 14)
Other assets, net
Total assets

LIABILITIES AND EQUITY
Current Liabilities:
Accounts payable and accrued expenses
Due to affiliates (see Note 14)
Deferred revenue
Entrance fees
Self-insurance liabilities
Total cusrent liabilities
Self-insurance liabilities
Deferred income tax liabilities
Other long-term liabilities, net
Total liabilities
Equity:
Members' equity
Accumulated other comprehensive loss
Total members' equity
Noncontrolling interests
Total equity
Total liabilities and equity

See accompanying notes

RED FOX HOLDING CORPORATION AND ITS WHOLLY OWNED SUBSIDIARY

December 31,
2013

$ 34,703
33,893

553

13,440

10,537

46,307

2,476

9,669

151,578
97,437
4,247
101,703
76,741
3,347
17,906
10,937

$ 463,896

$ 105,012
836

YAV

12,856

44,540

170,415
42,212
12,602
63,618

288,847

167,228
(404)

166,824

8,225

175,049

3 463,896




RED FOX HOLDING CORPORATION AND ITS WHOLLY OWNED SUBSIDIARY

SUNRISE SENIOR LIVING, LLC

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

(In thousands)

Mot income
Other comprehensive income {losg)
Foreign currency iranslation adjustments
Unrealized gain on investments
Comprehensive income
Less: Comprehensive loss attributable to noncontrolling interests
Comprehensive income attributable io members

See accompanying notes

For the Period
Janvary 9, 2013
{inception) to
December 31,
2013

&

180,709

{943)
539

180,305
642

$ 180,947




RED 10X HOLDING CORPORATION AND ITS WHOLLY OWNED SUBSIDIARY
SUNRISE SENIOR LIVING, LLC
CONSOLIDATED STATEMENT OF CASH FLOW

For the Feriod
January 9,2013
(incepiion} to
Decomber 31,
{In thousands) 2013
Operating activitics
Net income $ 18¢.709
{ess: aet Loss from discontinued operations 8,462
Adjustments (o reconeile net income io net cash provided by uperating activities:
Rargain purchase gain {18321
Interest income on release of restricted cash (17,972
Dicprecfation and amortization 19,127
Provision for doubtfui accouts 1,087
Loss from deferred income taxcs (187
Amortization of deferred financing costs 408
Amortization of leases, includitig abovi and below market lease asset and Hability 5,703
Stock-based compensation 2,577
Ciianges in operating assets and liabilities:
(Increase) decrease in:
Accounts receivable 8,485
Due from/due to affiliate 2,863
Prepaid cxpenses and other cunent asseis 1,867
Captive insurance rositicted cash 4,512
Other assuis 414)
Increase {decrease) in
Accouris payeble, accrued expenses and other liabitities (4,811}
Entranty foes 4,517
Sclf-msurance liabilities 2.101
Deterrud revenue 3,187
Nt cash provided by discontinued operations e 320
Net cash provided by operating activitics 30308
Investing actividice
Acquisition of Sunrise Sentor Living, LLC, net of cash acquirsd 146,503)
Capital expenditures (13,206)
Change in resiricted cash 91,391
Payments from notes recsivable 367
Nt cash provided by discominued operations — 12T
Net cash provided by invesiing acitvities 44,566
‘inancing activities
Borrowings on credit facility 5,000
Repevinents of credit facility {3,000}
fssuance of membersiip vais 75,694
Distributions to members (92.933)
Distzibutions to noncontrolling interests (559)
Financing costs paid (1,978)

Nt ¢ash used in discontinucd operations

Net cash wsod in finsacing activities

Nei increase in cash and cash equivalents
Cash and cash equivalents ar beginning of period
Cash and cash equivalents at eud of period

Supplemental Disclosure of Noncash Information:
Acerued capital expenditures $ . 1208

See accompanying notes



In 2011, Marrioit consented io the extension of the term of four leases for a five-year term commencing Januazy !, 2014 and
ending December 31, 2018,  In return for its consent io the lease exiersion and its mainienance of a guarantee, Sunrise Inc.
provided Marriott with a letier of credit (the “Letter of Credit™) issued by KeyBank, NA (*KeyBank”) with a face amount of
$85.0 million to secure Marriott’s exposure under the guarantees, During the lease term, we, as successor entity, will be
required to pay Mairiott an annual payment in respect of the cash flow of the leased facilities, subject to a $1 million annual
minimum.  Marriott may draw on the Letter of Credit in order to pay suy obligations if not paid by us when due. Marriott has
agreed to reduce the face amount of the 1etter of Credii proportionaliy on a quarterly basis duriig the lease term as we pay our
rental obligations,

Sunrise Inc, provided KeyBank with cash collateral of $85.0 million as security for its Letter of Credit obligations. In
January 2013 in association with the acquisition, we recorded the balance of the $85.0 million restricted cash collateral at & fair
value of $67.0 million (see Note 3). In May 2013 as a part of the KeyBank revolver (See Note 9), $75.0 million of the $85.0
million in restricted cash relating to the Letter of Credit became unrestricted. Accordingly, income of approximately $18.0
million was recorded and reflected in the consolidated siatement of operations as interest income, including income on release
of restricied cash,

The details of ouy restricted cash as of December 31, 2013 are as follows (in millions):

e

SoH insurance resivicted cash 3 88.0
Cash collateral for letiers of credit 10.0
Cash held by contiolled entities 14.0
Other restricicd cash ) 119
$ 123.90

Allowance for Doubtful Accounts

We provide an allowance for doubtful accounts on our outsianding receivabies based on an analysis of’ collectability,
including our colfection history and generally do not require collateral to support outstanding balances.

Due from aid Due to Affilictes

Due from affifiates represents amounts due from HCN and the communities we manage for them for management foes,
payroll, insurance and other operating costs that are reimbursed to us, generally within 30 days. Due to affiliates is primarily
net tax vefunds due to HCN under an indemnification agreed to as purt of Red Fox’s purchase of Sunrise LLC from HCN (as
disoussed in Note 3). Amounis due from affiliates, long term, represents an indemnification recsivable from HON related to
our uncertain tax positions {as discussed in Note 3).

Notes Recelvable

The collectability of the notes is moniiored based on the credit worthiness of the issuer. 1f circumstances were 10 suggest
that any amounis with respect to these notes would be uncolleciible, we would establish a reserve to record the noies at their
net realizable value,

Property and Fquipmeit

At acquisition, property and equipment was recorded at fair value as required by purchase accounting. Thereafter, property
and equipment is recorded at cost. Depreciation is computed using the streighi-line method over the lesser of the estimated
useful lives of the rolated assets or the remaining lease tevm. Repairs and maintenance zre charged fo expense as incurred.

We review the carrying amounis of long-lived assets for impairment when indicators of impairment are ideniificd. If the
carrying amount of the long-lived asset exceeds the undiscounted expected cash flows thai are directly associated with the use
and evenival disposition of the asset, we record an impairment charge to the extent the carrying amouni of the asset exceeds the
fair vslue of the asset. We deiermine the fair value of long-lived assets based upon valuation iechniques that include prices for
similar assets,
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We believe that the allowance for outstanding losses and expenses is apptopriate to cover ihe ultimate cost of losses incurred
at December 31, 2013 based on our best estimate at that date. The allowance may uliimately be setiled for a preater or lesser
amouni, Any subsequent changes in estimates are recorded in the period in which they are determined and will be shared with
the communities participating in the Insurance Programs based on the proportionate share of any changes.

Ewmplayee Health, Dental and Shoit Term Disability Benefits

We offer cmployees an option to pacticipate in our seif-insured health, dental and short term disabilify plans. The cost of our
etnployee health and dental benefits, net of employee contributions, is shaved betweer us and the communities based on the
respective number of participants working either at our community suppott office or at the communities. Funds collceted are
used to pay the actual program costs including estimated annual claims, third-pariy administrative fees, network provider fees,
communication cosis, and other related administiative cosis incurred by vs, Claime arc paid as they are submitied to the plan
administrator. We also record a liability for outstanding claims and claims that have been incurred but not yet reported. This
liability is based on the historical claim reporting lag and payment trends of health insurance claims. We believe that the
liability for outstanding losses and expenses is adequats fo cover the uitimate cost of losses incurred at December 31, 2013, but
actual claims may differ. Any subsequent changes in estimates are recorded in the period in which they are determined and will
be shared with the communities participating in the program based on their proportionate share of any changes. The self-
insuted short term disability plan only incivdes ¢ligible community suppori office team members,

Continuing Care Agreements and Future Service Obligation

We lease communitics under operating leases and own communities that provide life care services under various types of
entrance fee agreemenis with residents (“Entrance Fee Communities” or “Continuing Care Retirement Communities”).
Residents of Entrance Fee Communitics are required to sign a continuing care agreement with us. The care agreement
stipulates, among other things, the amount of all entrance end monthly fees, the type of residential unit being provided, and our
obligation to provide both health care and non-health care services. In addition, the care agreement provides us with the right to
increase future monthly fees. The care agreement is terminated upon the receipt of a wrifien termination notice from the
resident or the death of the resident. Refundable entrance fees are returnad to the resideni or the resident’s esiaie depending on
the form of the agreement either upon re-occupancy or termination of the care agreement.

When the present value of estimated costs to be incurred under care agreements exceeds the present value of estimated
revenues, the present value of such excess costs is accrued. The calculation is performed annually and assumes a future
increase in the montlily revenue commensurate with the monthly costs, The calculation currenily results in an expected
positive net present value cash flow and. as such, no Hability has been recorded as of Deceraber 31, 2013,

Refundable entrance foes are primarily non-interesi bearing and, depending on the type of plan. can range from between
30% te 100% of the fotai entrance fee less any additional occupant entrance foes. As these obligations are considered security
deposits, interest is not imputed on these obligations. Deferred entrance fees were $12.9 million at December 31, 2013,

Non-refundable nortions of entrance fees ate deferred and recognized #s revenue using the siright-line method over the
aciuarially determined expected term of each resident’s contract.

Asset Retirenient Obligations

In accordance with ASC Asset Retirement and Environmental Obligations Topic, we record a liability for a conditional asset
reiirement obligation if the fair value of the obligsiion can be reasonably estimated.

Certain of our operating real estate assets coniain asbestos. The asbestos is appropriately contained, in accordance with
curcent environmentzl regulations, and we have no curvent plans {o remove the asbesios. When, and if] these properties are
demolished, ceriain envirommental regulations are in plage that specify the manner in which the ashesios musi be handled and
disposed of. Because the obligation to remove the asbestos has an indeterminable scttlement date, we are not able to reasonably
estimate the fhir value of this asset retivemeni obligation,

In addition, one of our long-term ground leases includes a clause that may require us to dispose of the Jeasehold
improvemenis consiructed on the premises at ihe end of the lease term. These costs, however, are not estimable due to the
range of potential settlement dates and variability among propertics, Furiher, we believe the present value of any such costs
would be insignificant as the remaining term of the lease is more than forty years.
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We considered the indicators in ASC Revenue Recognition Topic, in making our determination that revenues should be
reported gross versus net. Specifically, we are the primary obligor for ceriain expenses incurred at the communities, including
payroll costs, insurance and items such as food and medical supplies purchased under national contracts entered into by us.
We, as managet, are responsible for setting prices paid for the items underlying the reimbursed expenses, including setting pay-
seales for our employees. We select the supplier of goods and services to the communities for the national contracts that we
enter into on behalf of the communities. We are responsible for the scope, quality and extent of the items for which we are
reimbursed. Based on these indicators, we have determined that it is appropriate to record revenues gross versus net.

We generated management fees and reimbursed costs incurred on behalf of managed communities from the following
significant owners for the period from January 9, 2013 to December 31, 2013;

Percent of
total revenues
HCN 2%
Venias 26%
HCFP 15%

Stock-Based Compensation

We record compensation expense for our employee stock options in accordance with ASC Equity Topic. This Topic
requires that all share-based payments to employees be recognized in the consolidated statements of operations based on their
grant date fair values with the expense being recognized over the requisite service period. We use the Black-Scholes model to
- determine the fair value of our awards at the time of grant.

Foreign Currency Translation

Our reporting currency is the U.S. dollar. Certain of our subsidiaries’ functional currencies are the local currency of their
respective country. In accordance with ASC Foreign Currency Matters Topic, balance sheets prepared in their functional
currencies are translated to the reporting currency at exchange rates in effect at the end of the accounting petiod except for
stockholders® equity accounts and intercompany accounts with consolidated subsidiaries thal are considered to be of a long-
term nature, which are translated at rates in effect when these balances were originally recorded. Revenue and expense
accounts are translated at a weighted average of exchange rates during the period. The cumulative effect of the translation is
included in “Accumulated other comprehensive loss” in the consolidated balance sheet. Monetary assets and liabilities
denominated in foreign currencies are retranslated at the functional currency rate of exchange at the balance sheet date. These
differences are recorded as “Other expense” in the consolidated statement of operations. In 2013, we recorded $0.7 million in
net foreign exchange gains related to the British pound.

Advertising Costs

We expense advertising costs as incurred. Total advertising expense for the period from January 9, 2013 to December 31,
2013 was $0.7 million.
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3. Acquisition

Or January 9, 2013, we acquired Sunrise [nc.’s management business from HCN for $129.5 million plus transaction costs ef
$8.3 million. Adjustments to the purchase price included $49.4 million for the assumption of net negative working capital and a
$16.+ million discount on management contracts resulting in a cash payment of $54.8 million, aei of $17.5 million cash
acquired. The purchase price allecations for the acquisition were final as of December 31, 2013,

The following table summarizes the recording, at fair value, of the assets and liabilities at acquisition (in thousands):

Amounts
Heeognized as of
Acgnisition Daic
Cash $ 17450
Real estate assets 77,128
Personal property asseis 39.907

Intungiblos
Below market lease intangible

Restovted cash
Other assets
Debt {13,001)
Above morket lease liahility {11,500)
Entranco foes (24,967
Seif-insurance liabilities (84,903
Other Habilities {171.824)
Nen-controllmg nicrasts (9,172)
‘Net uasets acquired 247,164
Bargain purchase gain {183.211)
Total consideration twunsferred, excluding transaction cosis 43,952
‘Transaciion costs 8,324
Toial consideration trans forred 3 72277
Toial consideration, excluding transaction costs $ 63,933
Cask acquired {17,430)
Total consideration tzansterred, net of cash S 46,503

The estimated fair value of the real estate assets at acquisition was approximately 577.1 million. The fair value of the real
estate was calculated by estimating the current replacement cost for those assets based on cost estimates from a construction
cost estimating service,

The fair value of personal property assets of $40.0 miliion was deiermnined primarily using the cost approach.

Intangibles acquired consist of management contracts of $67.9 million, leaseholds of $17.7 million and a trademark
intangible of $5.6 million. The estimated fair value of the intangibles was based on contract terms. The fair value of the
manzgement contracts was based on the revenue and expense projeciions related to each management contract. The
projections were then present valued using an adjusied discount rate io celculate fair value. Lease contracts weve reviewed for
payment torms and remaiaing lease torms. The inherent vaiue, the right to manage the leased communities, of the leases was
recognized at fair value and recorded as leasehold intangibles. Our company trade name or trademark is used by the senior
living communities that we manage. Therefore the communities earn additional profits from increased sales and have the
ability to charge higher prices due to our brand recognition in the marketplace. The fair value of our trademark was based on 2

9% royaity rate applied io revenue projections and an indefinite remaining economic life.

Additionally, the leas¢ contracts above were reviewed for payment terms and remaining lease terms and compared to
prevailing market terms. To the extent that each lease contract was favorable or unfavorable relative to market terms, a below
market lease intangible or above market lease Hability was recognized at fair value.

»

The estimated fair value of restricted cash approximated book value with the exception of the $85 miilion of restricied cash
pledged as collateral as security for our Letter of Credii obligations (See Notes 2 and 13). We estimated the fair value of this
cash collateral to be $67 million based un the present value of the expecied cash flows.

The fair value of other assets acquired consisting of accounts reccivable, duc from affiliates, prepaid insurance, prepaid
expenses and other assets approximated bock valve. Also included in other assets are notes receivable (See note 6) with a fair
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4. Fair Value Measurements

Puiv value is based on the price that would be received to sell an ssset or paid to transfer a Hability in an orderly transaction
between market p'zmupams at the measurement date. The ASC Fair Value Measurements Topic csteblished a fair value
hierarchy that prioritizes observable and unobservable inputs used to measure fair value into three broad levels. These levels,
in order of highest priority to lowest priority, are described below:

Level 1: Quoted prices (unadjusted) in active markets that arc accessible at the measurement date for assets or liabilities.

Level 2: Observable prices ihat are based on inputs not quoted on active markeis, but corioborated by marke: data.

Level 3: Unobservable inputs that are used when little or no market data is available,

Restricted Investments in Marketable Securiiies

The following table details the resiricted investments in marketable securities measured et fair value as of December 31,
2013 (in thousands):
Fair Valus Measurements at Reporting Date Using

Quoted Prices Significant Other Sipnificant
Active Markets for Observable Unobservable
December 31, Identical Assots Inputs Taputs
2013 {Level 1) _ (Level 2) (Lovel 3)
Restricted investments in marketable
seeuritics $ 3,347 ¥ 3,347 § - $

The restricted investrents in marketable securities relates to a consolidated entity in which we have control but no
ownzeship interest.

Other Fair Value Information

Cash equivalents, accounts receivable, accounts payable and accrued expenses and other current assets and liabilities are
carricd at amouats which reasonably approximate their fair values.

%, Allewance for Doubtful Accounts

Allowance for donbiful accounts consisis of the following (in thousands):

Accounts
_’_l_.i:ceiwabie e
Balance at January 9, 2013 {incepuon) 13 749
Provision for doubt{ul accounts (1) ' 1,194

Wriie-olls
Baisnce st December 31,2015

2
T

(13 Includes provision associgied with discontinued operations

0. Notes Receivable

We have two noies receivable related o the sale of certain subsidiary companies {(“Companies™) in 2009. The first note is a
$6.0 million note bearing interest at 10% per annum for the first five years and 12% per anaum thercafier, due fo mature on
March 18, 2016, secured by » security interest in the Companics. The second noie is & S2.5 million earn-out, non-inferest
bearing note due to maturs on March 31, 2029, The combined estimated fair value of the notes af Januaiy 9, 2013 wes
approximately $5.3 million. In 2013, we received payments of $0.6 million and $0.4 million in prinvipal and interest,
respectively, on the £6.0 million note. The notes have a remaining balance of $4.8 million at December 31, 2013, including -
accrued interest of $4.1 miflion.
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9. Intangible Assefs

Iniangible assets consist of the following (in thousands):

Estimated Decermber 31,
Useful Life 2012
Management contracts less accurulated
amoriization of §2,837 15 - 30 years $ 64,017
Leasehoids fess accumulated
wmoitization of 32,549 5« 21 years 15,151
Bulow market lease intangible less accumulated
smogiization of §3,385 8- 6 yus 16,915
Tezdemas? indefinite 5.600

sy e

S 10170

Above masket lease liability less acoumulated

amoriieation of $1,636 (see Note 15) § - 53 years $ 9,804
BT I Y T

We recognized $6.4 million of amortization expense related to our acquired management coniracts and leaseholds and $1.7
million related to our above and befow market lease asset and liability (and recorded as lease expense) for the period from
January 9, 2013 to December 31, 2013,

Eslimated aggregate amortization expense for next five years is as follows (in thousands):

Management Betow Market Lease
Contracts Leasenolds Intangiblec Above Market Leasc
Amontization Amoriization Amortization Liuhlity Amortization
20i4 $ 3,442 & 2849 % 3,385 $ 1,435
2015 3,027 2,549 3,385 1,636
2006 2,788 2.549 3,385 1,036
2017 2,733 2,540 3,385 1,636
2018 2,733 2,247 3,375 73
Thereafier 49,314 2,708 - 2,545
3 64037 % 15150 % 16915 § 9,864

10. Debt
Credit Facility

On May 20, 2013 we entered into a $115.0 million Credit Facility with KeyBank consisting of a $30.0 millioa revolver
{“Revolver™), of which $15.0 million is available for letters of credit and an $85.0 million senior standby letter of credit
extension (“LOC”). The Credit Facility has an initial term of 36 imonths from closing and has one 12-month extension option
subiact to: (i) no defaults or evenis of defauit; (ii) compliance with all covenants; (ifi} writien notice of not more than 240 days
but not fess than 60 days prior to the extension; end (iv) payment of & 35 basis point extension fee. The Revolver has an
interest rate, at our option, of LIBOR plus 4.25% or Rase Rate (Prime Rate) plus 3.25%. The unused fee is 0.45% il usage is
less than 50% and 0.35% if usage is greater than or equal to 50%, paid quarterly in arrears. Interest only payments on the
Revolver are duc monihly with all principal due at maiurity. The Revolver may be prepaid at any tinie with the provision to
make whole resuliing from breskage of LIBOR coniracts, The LOC commitment reduces on a quacterly basis beginning in
2014 based doilar for dollar un the quarterly lease payments made o HRPT (see Note 2).
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The rmajor components of the provision for income taxes aitributable to continuing operations are as follows (in thousands):

Year Ended
Diecember 31,
2013
Curreni:
Federal $ {1.767)
State 40
Forcign . .
Total current expense (L.727)
Deferrod:
Federal -
Statc -
Forcign RS Y21)
Total deferred benefit LT
Provizion for (benefit fror) income taxes $ {1,899)

There was no income tax henefit allocated to discontinued operaiiens for 2013. No income taxes were paid in 2013,

The differences between the amount that would have resulted from applying the domestic federal statutory tax rate (35%) to
pre-tax income from continuing operations and the reported income tax expense from continving operations recorded include
state income taxes; change in the valuation allowance; tax contingencies; foreign rate differeniials; iax exempt ¢ntities; and
purchsse accounting adjusiments.

Inciuded in the balance of unrccognized tax benefits at December 31, 2013 was approximately $10.2 million of tax positions
that, if recognized, would décrease our effective tax rate.

We reflect interest and penalties, if any, on unrecognized tax benefits in the consolidated statements of operations as income
tax expense. ‘The amcunt of interest recognized in the consolidated statements of operations for 2013 related to unrecognized
tax benefits was a pre-tax expense of $0.6 million. The amount of penalties recognized in the consolidated staiements of
operations for 2013 related to unrecognized tax benefits was a pre-tax expense of $0.5 million.

The total amount of accrued liabilities for interest recognized in the consolidated balance sheets related to unrecognized tax
benefits as of December 31, 2013 was $5.8 million. The total amount of accrued liabilities for penalties revognized in the
consolidated balance sheets related to unrecognized tax henefits as of Deceraber 31, 2013 was $2.0 million, To the extent that
uncertain matters are settled favorably, this amount could reverse and decrease our effective tax,

Within the next twelve months, it is reasenably possible that approximately $6.8 million of uncertain tax positions muy be
released into income due to the expiration of state statute of limitations,

Taxing Jurisdictions Audits

There are no income fax reterns under audit by the U,S. internal Revenue Service with the years afier 2010 remaining opsn
and subject to audit. There are no income tax returns under audit by the Canadian Governmeni with the years after 2010
remaining open and subject to audit. There are no income tax returns undeér audit by the UK. government with the years after
2010 remaining open and subjeci to audit. The German government is currenily performing a desk audit of the 2011 income
tax return. Upon completion of the audii the government will allow for the dissolution of the German management company.
At this time, we do not expect the results from any income tax audit fo have a material impact on our financial statements. We
do not believe that it is reasonably possible that the amount of unrecognized tax benefits will significanily change in 2014,

i2. Stock Based Compensation
Siack Options

We account for stock opiions issued to employees using a fair value-based method under which we measure the cost of
employee services received in exchange for an award of equity instruments, including stock options, based on the grant-date
faic velue of the award, The resulting cost is recognized for the awards expected to vest over the period during which an
employec is required to provide service in exchange for the award, usually the vesting period.
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We provided KeyBank with cash collateral of $85.0 million as security for our Letier of Credit obligations. In May 2013 as
a part of the KeyBank revolver (refer to Note 9), $75.0 million of the $85.0 milliou in restricted cash relating to the Marriott
letter of credit became unrestricted.

In December 2013, Marriott consenied to a second exiension of the term of the four leases for un additional five.-year term
cormencing January 1, 2019 and ending December 31, 2023. In retum for its consent fo the lease extension and its
maintenance of a guarantee, we will need to provide Marriott with a letier of credit (the “Letter of € “redit™) with a face amount
of $87.6 million prior to December 1, 2016 to secure Marriott's exposure under the guarantees. We will be required to pay
Marriott an annual payment in respect of the cash flow of the leased facilities, subject to a $1 million annual minimum similar
{0 the terms of the first extension.

Reni expense for communities subject 1o operating Jeases was $71.8 million, for the period from January 9, 2013 to
December 31, 2013, including contingent rent expense of $4.6 million based on the net cash flow of certain of the leased
properties.

Leases for Gffice Spsce

Reat expense for office space for 2013 was $3.3 million. We lease our community support office and regional offices under
various leases which expire September 2014, In December 2013, we signed a new lease for our community support office.
The iease is expected to commence in April 2014 once the consiruction of the space is completed. The lease is for
approximately seven years and four menths and includes annuai rent increases and the option to renew the lease for cither five
Or Seven vears.

Future minimum lease payments under office, ground and other operating leases at December 31, 2013 are as follows (in
thousands):

2014 £ 58497
2015 60,99
2016 45,181
2017 45,419
2018 42,865
Thercaficr i 84.953

$ 337,907

Lernters of Credit

At December 31, 2013, we had $5.1 miilion in letiers of credit relating to operations, $86.1 million relating to our insurance
programs aad $85.0 million velated to the Marriott leasc guaraniee discussed above. The insurance program Tetters of eredit are
fully cash collateralized and the operaiions and Marrioti letters of credit are collateralized by the KeyBank Revolver and §10.0
million cash collateral.

Legal Proceedings

Subpocna Froin the 7.5, Attoraey’s Office

The U.S. Attorney’s Office for the Fastern District of Pennsylvania has issued a subpocna to us for certain documents
relating to resident care ai one of our Peansylvania communities. This community had experienced significant publicity due to
an incident occurring in the spring of 2011, We cooperated with the U.S. Atiormey’s Office and produced the requested

docurents. There has been no claiin made against Sunrise and Sunrise has not heard from the U.S, Aitorney’s Office in this
matter since August 2012,
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Shareholder Litigation

On September 6, 2012, a complaint, captioned Perricone Family Trust, on behalf of itself and all others similarly situated
vs. Sunrise Senior Living, Inc.. Health Care REIT, Inc., Paul J, Klaassen, Glyn F. Aeppel, Thomas J. Donohue, Stephen D,
Harlan, Lynn Krominga, William G. Little and Mark S. Ordan, Case No. 7837, was filed in the Court of Chancery for the State
of Delaware, challenging the proposed Merger of Sunrise with Health Care REIT, The complaint challenges the proposed
Merger on behalf of a putative class of Sunrise public stockholders, and names as defendants Sunrise, its directors and HCN.
The complaint generally alleges that the individual defendants breached their fiduciary duties in connection with the proposed
Merger and that the entity defendants aided and abetted that breach. The complaint seeks, among other things, injunctive relief
agaiast the Merger and an award of plaintiffs’ expenses.

In addition, on October 15, 2012, a complaint captioned John Price vs. Mark Ordan, Glyn Aeppel, Thomas Donohue,
Stephen Harlan, Paul Klaasen, Lynn Krominga, William Little, Sunrise Senior Living, Inc., Health Care REIT, Inc,, Brewet
Holdco, Inc. and Red Fox Inc., Case No. 1-12ev 1150 LO/JFA, was filed in the United States District Court for the Eastern
District of Virginia, also challenging the proposed Merger of Sunrise with Health Care REIT. The complaint challenges the
proposed Merger on behalf of a putative class of Sunrise public stockholders, and names as defendants Sunrise, its directors,
HCN and their respective subsidiaries party to the proposed Merger. The complaint generally alleges that the individual
defendants breached their fiduciary duties in connection with the proposed Merger and violated Section 14(a) of the Exchange
Act and Rule 14a-9 promulgated thereunder by omitting material facts from Sunrise’s proxy statement and that the entity
defendants aided and abetted such breaches. The complaint seeks, among other things, injunctive relief against the merger and
an award of plaintiffs' expenses.

On December 5, 2012, the parties to these lawsuits entered into a Memorandum of Understanding settling the claims in
principle. Following additional confirmatory discovery, the parties entered into a Stipulation of Settlement on October 24,
2013, which the parties presented to the court for preliminary approval on November 1, 2013. On January 24, 2014, the Court
held 2 faimess hearing and entered the Order and Final Judgment, finding, inter alia, the seftlement to be fair and reasonable
and dismissing the action with prejudice.

Claim of Event of Default By Ventas, Inc.

On January 13, 2014, Ventas sent a letter to Sunrise in which it asseried that HON’s investment in Sunrise violated Section
2.3 of the Master Agreement between the parties and thus an Event of Default had occurred that gave Ventas the right to
terminate any or all of the 79 management agreements between Sunrise and Ventas. In that letter, Ventas also asseried that it
had the right to terminate the management agreement for the Sunrise of Pacific Palisades facility pursuant to an economic
performance test set forth in the Master Agreement. On January 15, 2014, Sunrise responded in writing to Ventas and denied
that there had been an Event of Default that gave Ventas the right to terminate the management agreements between the parties.
Sunrise belicves that Ventas’ claim has no merit and intends to defend itself vigorously if a claim is asserted. ‘

Chio AG Investigation

On January 10, 2014, Sunrise received a letter from the Office of the Attorney General for the State of Ohio, Antitrust
Section, indicating its intent to file a complaint against Sunrise in federal district court on or after January 24, 2014, seeking
civil forfeitures, injunctive and other equitable relief and treble damages related to alleged antitrust violations in the State of
Ohio. The Ohio AG Antitrust Section had issued three Civil Investigative Demands to Sunrise seeking information in
connection with its investigation of potential antitrust violations in the provision of assisted living and related services to Ohio
senior citizens. The Ohio AG has indicated its willingness to discuss a possible resolution prior to the commencement of
litigation. Sunrise believes the allegations are not meritorious and is in communication with the Ohio AG’s office to discuss
the matter,

In addition to the matters described above, we are involved in various lawsuits and claims and regulatory and other
governmental audits and investigations arising in the normal course of business. In the opinion of management, although the
outcomes of these other suits and claims are unceriain, in the aggregate they are not expected to have a material adverse effect
on our business, financial condition, and results of operations.
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16. 461X Pian

We have a 401(k) Plan (“the Plan”) covering all eligible employees. Under the Plan, cligiblc employees may make pre-tax
contributions up to 100% of the IRS Iimits. The Plan provides an employer match dependent upon compensation levels and
years of service. The Plan does not provide for discretionary matching contributions. Maiching contributiors were $1.7 million

in 2013,
17. Dvscontinued Operations

Discontinued operations consisi of a VIE entity sold in November 2013 (se2 Nute 7). The following amounts related to the
entify have been segregated {rom continuing operations and reported as discontinued operations (in thousands):

Yz Haded
Decembar 31,

013 -

Revenue $ 11,628
Operating expenaes (11,406}
i.os4 on Financiat puaranice (7.309)
Cther expense (9713)
Income taxes 8
Lows from discontiued opurations $ (8,062)

13, Sepplemental Consolidating Financial Information

The following financial information sets forth cur consolidating financial position as of Deceinber 31, 2013 and the
results of operations, comprehensive income, equity and cash flow for the period from January 9, 2013 to December 31,
2013,

29



REB FOX HOLDING CORPORATION AME 15 WHOLLY OWNED SUBSIRIARY

SUMBISE SE

JOR LIVING, 110

SUPPLEMENTAL CORNSOLIDATING STATEMENT OF OPERATIGRS

(I thousands)

Opesating roven
Man.ﬁ:mem fzeg (see Moie 143
5 ‘nz consolidated communiiive

Professional lun from development, marketing and other
Reimbursed costs incurred on behalf of managed communities (see Note 14)
‘Total ovesating rovenug
( )gmatim. cu;mscsi

Cencral .md mimxmstmhvc
Transition costs
Transaction <osts
Stock comnensation expense
Froviswn for doubtful accounts

wrred on behalf of managad communities
osis of idle land
Total oporaiing expenses
o5 from opliations

Other non-ups.mtmg ingome {expense).

Interost income, $ncluding tncome on release of restricted sash

interest expense

Cther mqrcxm

on-openating incoine iloss;
{42 aun
y .n carnings of subsidiagy
ncoine hetore bonefit from invoms texes end disconiinued operativns
Banefir fom income taxes
Net income before discontinucil operations
Discontinued aperations, net of tax
Net incore
Less: Less attributablc to noscontrolling interests, net of wx
Met income aitribuiable 1 members

Ser aceompanying nois

31

For the perivd January 9, 2013 (inception) to December 31, 2013

Red Fox

Holding Sunrise Senlor Cansolidated
Corporation biving, LI€ ~_ HNliminations Total
3 % 160,157 % . 5 106,157
- 215492 - 275,492
- 7,818 7,818
. 2,012 2012
- 778071 - 778,071
1,184,556 - 1,169,550
188,141 148,144
11,231 71,231
- 9127 - 19,127
= 7263 - 7.26%
" 84,024 - 84,024
- 2,321 . 9,321
8,324 - - 8,324
- 2,577 “ 2577
: 1,087 B 1,087
787617 - 187,617
- pAL 2959
2324 1,172.477 - 1,180,801
(8,324 (2,927 - (11,2515
s 18,639 - 18,644
- 2,044} - (2.644)
: (1,088) - (1,088)
5 14,907 « 4912
21 - - 183211
6,9 _ (6,998} -
181,590 L5380 (0.9} 186,872
e 890 : 1,809
i8i 890 13879 {6,998) (88,771
(8.062) - (8,062
181, 800 5817 (6,998) 180,709
; 1181 - i 181
¢ 15} )NU % G.99% $ {6,998) 3 %81&99_




RED FOX HOLDING CORPORATION AND ITS WHOLLY OWNED SUBSIBJARY

SUNRISE SENIOR LIVING LLC

SUPPLEMENTAL CONSOLIDATING STATEMENT OF MEMBERS' EQUITY

(In thousans)

Balance at January 9, 2013 (inception)
Issuance of membership units
Distributions to members
Stock option expense
initial fair value of noncontroliing interests
Deconsolidation of controlied entities
Net ingome (loss)

Disiributions to noncontrolling interests

Foreign currency translation loss

Unrealized gain on investments

Share of subsidiary’s other equity and
accumulated other comprehensive loss

Balance at December 31,2013

See uccompanying rotes

Red Fox
Helding Sunrise Senior  Noncontrolling Consolidated
Corpeoiation Living, LLC Tuterests Eliminations Total
$ - $ - $ $ - -
75,694 247,643 - (247,645) 75,694
(92,933) {90,000) - A (92,933)
- 2,577 - - 2,577
- 9,172 9172
. - 793 - 793
181,890 6,998 (1,181) (6,998) 180,709
. - (559) - (559)
- (943) . . (943)
- 539 - 539
2173 (2,173}
$ 166824 $ 166816 § 8235 § (166,816) _§ 175,049
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19. Subsequent Events
Subsequent events have been evaluated through March 11, 2014,

We entered into a Purchase and Sale Agreement (“RHA PSA”) on November 4, 2013 with RHA Assisted Living of
Buckhead, Inc., (*RHA”), a non-for-profit that owns and operates Sunrise of Buckhead (“Buckhead”), a senior living
community managed by us. The terms of the RHA PSA include our right to market Buckhead for sale to a third-party
buyer and assign our rights under the RHA PSA to such third-party buyer. In addition to managing the community, we are
obligated to provide loans to RHA to fund its operating deficits and debt service. At December 31, 2013, RHA owed us
approximately $9.8 million which is not reflected as a receivable on our balance sheet. We expect to record a gain for this
payment upon closing. On February 11, 2014, we and an affiliate of HCN (“Buyer”) entered into a Purchase and Sale
Agreement (“HCN PSA”) for the Buyer to purchase, acquire and assume our rights and obligations under the RHA PSA for
a purchase price of $22.5 million. Sale proceeds will be used to repay outstanding debt of approximately $12.5 million and
the full repayment of amounts owed to us. The transaction is expected to close in March 2014.
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Report of Independent Auditors

To the Partners of
Sunrise Stratford, LP

We have audited the accompanying financial statements of Sunrise Stratford, LP (the “Partnership”),
which comprise the balance sheets as of December 31, 2013 and 2012, and the related statements of
operations, changes in partners’ capital, and cash flows for the years then ended, and the related notes to
the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
conformity with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free of material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control: Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the

financial position of Sunrise Stratford, LP at December 31, 2013 and 2012, and the results of its
operations and its cash flows for the years then ended in conformity with U.S. generally accepted

accounting principles. '
Ganet + MLLP

April 18,2014

Aracaber Brevet Ernsd § Young Global Limiind



SUNRISE STRATFORD, LP

BALANCE SHEETS
" AS OF DECEMBER 31, 2013 AND 2012
2013 2012
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 590 $ 185
Accounts receivable, Net of allowance for doubtful accounts
of $0 for 2013 and 2012 - ; 47830 180,936
Prepaid expenses and other assets 38,025 7,980
Total current assets 86,445 189,101
UTILITY DEPOSIT 31,137 31,137
FURNITURE AND EQUIPMENT, Net of accumulated depreciation
of $119,845 and $117,050 for 2013 and 2012, respectively 29,247 38,454
MANAGEMENT RIGHTS INTANGIBLE, Net of accumulated
amortization of $3,627,491 and $3,138,391 for 2013 and 2012, respectively 11,045,506 11,534,606
TOTAL ~$ 11,192335 $ 11,793,298
LIABILITIES AND PARTNERS' CAPITAL
CURRENT LIABILITIES:;
Accounts payable and accrued expenses $ 375763 $ 344900
Deferred revenue | 86,279 150,095
Total current liabilities 462,042 494,995
TOTAL LIABILITIES 462,042 494,995
PARTNERS' CAPITAL _ 10,730,293 11,298,303
TOTAL $ 11,192,335 $ 11,793,298

See notes to financial statements.



SUNRISE STRATFORD, LP

STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

OPERATING REVENUE:
Resident revenue
Other revenue

Total operating revenue -

OPERATING EXPENSES:
Labor
General and administrative
Depreciation and amortization
Management fees to affiliate
Food
Insurance
Utilities *
Repairs and maintenance
Advertising and marketing
Ancillary expenses
Taxes and licenses
Bad debt recovery

Total operating expenses

NET INCOME (LOSS)

See notes to financial statements.

2013 012

$ 4,730,721 $ 4,540,719
774,193 _ 309,841
5,504,914 4,850,560
2,807,267 2,739,582
699,073 669,187
499,995 496,035
394215 349,016
350,329 349,305
180,771 154,751
164,545 167,855
180,171 176,039
99,131 70,998
20,257 34,964
13,726 15,549
- (73,407

5,409,480 5149874
~$ 95434 $  (299314)




SUNRISE STRATFORD, LP

STATEMENTS OF CHANGES IN PARTNERS' CAPITAL
FOR THE YEARS ENDED DECEMBER 31,2013 AND 2012

PARTNERS' CAPITAL — December 31, 2011 $ 11,612,892
Net loss (299,314)
Distributions, net (15,275)

PARTNERS' CAPITAL — December 31,2012 11,298,303
Net income 95,434
Distributions, net (663,444)

PARTNERS' CAPITAL — December 31,2013 $A 10,730,293

See notes to financial statements.



SUNRISE STRATFORD, LP -

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,2013 AND 2012

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by
operating activities:

Bad debt recovery

Depreciation and amortization

Changes in operating assets and liabilities:
Accounts receivable
Prepaid expenses and other assets
Accounts payable and accrued expenses
Deferred revenue

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchases of property and equipment, net of discounts received

~ Net cash (used in) provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Distributions, net to partners

Net cash used in financing activities

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS — Beginning of year

CASH AND CASH EQUIVALENTS — End of year

See notes to financial statements.

2013 2012

$ 95434 (299,314)
- (73,407)

499,995 496,035
133,106 (45,485)
(30,045) (5,369)
30,863 (43,570)
(63816) (14,236)
665,537 14,654
(1,688) 540
(1,688) 540
(663444) (15275)
(663,444) (15275)
405 (81)

185 266

$ 590 185




SUNRISE STRATFORD, LP

NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2013 AND 2012

1. ORGANIZATION AND PRESENTATION

Organization — On August 1, 2006, Sunrise Stratford, LP (the “Partnership™), a Delaware limited
partnership, acquired all easements and rights for The Stratford from Raiser Resources, LLC. Sunrise
Senior Living Investments, Inc. (“SSLII”) held a 99% interest in the Partnership. Sunrise Stratford GP,
LLC, a wholly owned subsidiary of SSLII, held a 1% interest in the Partnership.

The Stratford filed declaration as a condominium and a continuing care retirement community
(“CCRC”) in San Mateo City and County, California on July 29, 1992. As a condition of ownership,
each owner of a condominium is required to enter into a CCRC agreement with JHR Trust, an affiliate
of Raiser Resources, LLC. The Partnership manages The Stratford and markets vacant units on behalf
of the condominium owners.  The Partnership is entitled to transfer fees on the sale of a condominium
-unit in accordance with the CCRC agreements. '

On January 9, 2013, Healthcare REIT, Inc. (“HCN”) acquired Sunrise Senior Living, Inc. (“SSLI”). In
conjunction with the transaction, Red Fox Management, LP (“Red Fox”), a new entity formed by
affiliates of Kohlberg Kravis Roberts & Co. L.P., Beecken Petty O’Keefe & Company and Coastwood
Senior Housing Partners LLC, entered into a Membership Interest Purchase Agreement with SSLI to
acquire SSLI’s management business which includes Sunrise Senior Living Management, Inc.
(“SSLMI”) and SSLII’s equity interests in the Partnership. The Partnership has a management
agreement with SSLMI to manage the facility (Note 4). Sunrise Senior Living, LLC (“Sunrise”) is the
successor entity to SSLI. Sunrise indirectly owns 100% of the Partnership and funds the Partner through

its capital account as needed.

On December 20, 2013, Red Fox entered into a Unit Purchase and Merger  Agreement with HCN for
HCN and a capital partner to acquire the remaining equity interests of Kohlberg Kravis Roberts & Co.
L.P., Beecken Petty O’Keefe & Company and Coastwood Senior Housing Partners LLC in Red Fox.
HCN subsequently announced it was partnering with Revera, Inc. (“Revera”) a leading Canadian
provider of senior living services, to complete the transaction. The transaction is expected to close in the
second quarter of 2014, subject to regulatory approvals.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting — The Partnership’s financial statements are prepared in accordance with U.S.
generally accepted accounting principles. The Partnership reviewed subsequent events through April
18, 2014, the date the financial statements were issued, for inclusion in these financial statements.

Use of Estimates — The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Significant estimates and assumptions
have been made with respect to the useful lives of assets, recoverability of management rights,
recoverable amounts of receivables, amortization rate of deferred revenue, and present value of
estimated costs to be incurred under-continuing care agreements. Actual results could differ from those

estimates.



Cash and Cash Equivalents — The Partnership only had a petty cash account in 2013 and 2012 and
cash transactions were generally processed by Sunrise. The distributions to partners of $663,444 and
$15,275 in 2013 and 2012, respectively, represent the net cash paid on behalf of the Partnership by
Sunrise. '

Allowance for Doubtful Accounts — The Partnership provides an allowance for doubtful accounts on
its outstanding receivables balance based on its collection history and an estimate of uncollectible
accounts.

Furniture and Equipment — Furniture and equipment is recorded at cost. Maintenance and repairs are.
charged to expense as incurred. Depreciation is computed using the straight-line method over the
estimated useful lives of three to ten years.

Furniture and equipment are reviewed for impairment whenever events or circumstances indicate that
the carrying value may not be recoverable. Impairment is recognized when the asset’s undiscounted
expected cash flows are not sufficient to recover its carrying amount. The Partnership measures an
impairment loss for such assets by comparing the fair value of the asset to its carrying amount. No
impairment charges were recorded in 2013 or 2012.

Management Rights— The Partnership acquired all easements and rights for The Stratford as a part of
the acquisition from Raiser Resources, LLC. The rights included the right to manage The Stratford for a
management fee and the right to transfer fees including a commission of a percentage of the sale price
on each condominium unit sold by an owner plus a percentage of the appreciation in price. Management
rights were recorded at fair value at acquisition and are being amortized using the straight line method
over the estimated useful life of 30 years. Amortization expense was $489,100 for each year ended
December 31, 2013 and 2012. Amortization expense will be $489,100 per year until the management
rights are fully amortized.

Management rights are reviewed for impairment whenever events or circumstances indicate that the
carrying value may not be recoverable. Impairment is recognized when the asset’s undiscounted
expected cash flows are not sufficient to recover its carrying amount. The Partnership measures an
impairment loss for such assets by comparing the fair value of the asset to its carrying amount. No
impairment charges were recorded in 2013 or 2012.

Revenue Recognition and Deferred Revenue — Operating revenue consists of resident fee revenue.
Generally, resident fee revenue is recognized when services are rendered. The Partnership bills the
residents one month in advance of the services being rendered, and therefore, cash payments received
for services are recorded as deferred revenue until the services are rendered and the revenue is earned.

Upon sale of a condominium by an owner, the Partnership receives 7% of the sale price plus a
percentage of the appreciation in price of the condominium. These transfer fees are recognized when

received.

Residents receive a healthcare benefit as part of their care agreement (“Care Agreement”) although, at
varying points depending on their individual contract, a second monthly fee is required which is
recorded as revenue to the community when received.

Income Taxes — No provision has been made for federal or state income taxes, since the liability. for
such taxes, if any, is that of the partners and not the Partnership. The Partnership is subject to franchise
taxes in California. These taxes are expensed as incurred and are included in taxes and licenses in the
accompanying statements of operations.



ASC 740-10-25, Income Taxes, Overall Recognition describes a comprehensive model for the
measurement, recognition, presentation and disclosure of uncertain tax positions in the financial
statements. Under the interpretation, the financial statements will reflect expected future tax
consequences of such positions presuming the tax authorities have full knowledge of the-position and all
relevant facts, but without considering time values. The Partnership has no uncertain tax positions that
require accrual at December 31, 2013 and 2012.

The statute of limitations for the State of California to perform audits on the Partnership are four years.
The Partnership is  currently.not under an audit by any tax jurisdiction. Tax years December 31, 2009
through January 9, 2013 are open and remain subject to California State audit.

TRANSACTIONS WITH AFFILIATES

The Partnership has a management agreement with SSLMI to manage the facility. The agreement
provided for a monthly fee of 7.1% of gross operating revenue. Total management fees incurred were
$394,215 and $349,016 in 2013 and 2012, respectively.

The Partnership obtained worker’s compensation, professional and general liability and property
coverage through Sunrise Senior Living Insurance, Inc., an affiliate of Sunrise. Related payments totaled
$180,771 and $154,751 in 2013 and 2012, respectively.

CONTINUING CARE AGREEMENTS

Residents of the community are required to sign a Care Agreement with the Partnership. The Care
Agreements stipulate, among other things, monthly fees, the terms of resale of condominiums, transfer
fees due at resale, an initial payment to The Laurel Avenue Trust (the “Trust”), and the Partnership’s
obligation to provide both health and non-health care services. In addition, the Care Agreements provide
the Partnership with the right to increase future monthly fees.

When the present value of estimated costs to be incurred under Care Agreements exceeds estimated
revenues, the present values of such excess costs are accrued currently. The estimated future revenues
assume a future increase in the monthly revenue commensurate with the monthly cost. The calculations
at December 31, 2013 and 2012 resulted in an expected positive net present value cash flow, and as
such, no liability has been recorded in the accompanying financial statements.

Certain resident and admission agreements entitle residents to receive limited amounts of health care up
to defined maximums.

The Trust is administered in accordance with The Laurel Avenue Trust Agreement, which requires that
the principal and income from investment of the principal be used for the benefit of the residents of The
Stratford, including (but not limited to) payment for medical and health-related costs, the replacement of
fixtures and equipment, structural upgrades, other capital improvements, and interest-bearing loans to
residents who become unable to pay their monthly fees or other fees. The Trust is administered by three
trustees, two of whom are appointed by Sunrise and one of whom is appointed by The Stratford of San
Mateo Homeowners Association (the “HOA™). For the years ended December 31, 2013 and 2012, the
Partnership has agreed to transfer to the Trust, $33,832 and $51,504, respectively, calculated as net
operating income adjusted for marketing expense, wages and benefits, bad debt and commissions
received on unit sales. The transfer to the Trust is included in general and administrative expense in the
statements of operations.



Because Sunrise has the right to-appoint two of the three trustees, it is deemed to control the Trust and
consolidates the Trust in its financial statements. The Partnership has no direct interest in the Trust and
does not have the right to appoint a trustee, and therefore does not consolidate the Trust.

CONTINGENCIES

The Partnership is involved in claims and lawsuits incidental to the ordinary course of business. While
the outcome of these claims and lawsuits cannot be predicted with certainty, management of the
Partnership does not believe the ultimate resolution of these matters will have a material adverse effect
on the Partnership’s financial position.
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Report of Independent Auditors

To the Partners of
Sunrise Stratford, LP

We.have audited the accompanying schedules of long-term debt, net operating expenses, and liquid
reserve amount on Forms 5-1 through 5-5 (the Schedules) of Sunrise Stratford, LP as of December 31,
2013, and for the year then ended and the related notes.

Management’s Responsibility for the Schedules

Management is responsible for the preparation and fair presentation of the Schedules on the basis of the
financial reporting provisions of the California Health and Safety Code section 1792, as instructed under
the State of California Department of Social Services Annual Report Instructions dated January 1, 2007.
Management also is responsible for the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of the Schedules that are free of material misstatement,
whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the Schedules based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the Schedules are free of

material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the Schedules. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the Schedules, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the Schedules in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of significant accounting estimates, made by management, as well as
evaluating the overall presentation of the Schedules.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In-our opinion, the Schedules referred to above present fairly, in all material respects, the long-term debt,
net operating expenses, and liquid reserve amount on Forms 5-1-through 5-5 of Sunrise Stratford, LP at
December 31, 2013 and for the year then ended, on the basis of financial reporting provisions of the
California Health and Safety Code section 1792 as instructed under the State of California Department of
Social Services Annual Report Instructions dated January 1, 2007.

-10 -
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Contractual Basis of Accounting

As described in Note 2 to the Schedules, the Schedules were prepared by Suntise Stratford, LP as
instructed under the State of California Department of Social Services Annual Report Instructions dated
January 1, 2007, which is a basis of accounting other than U.S. generally accepted accounting principles.
Our opinion is not modified with respect to this matter.

Restriction on Use

This report is intended solely for the information and use of management and the partners of Sunrise
Stratford, LP and the State of California Department of Social Services and is not intended to be and

should not be used by anyone other than these specified parties.
M ¥ MLLP

April 18,2014

-11-
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Sunrise Stratford, LP

Form 5-1 -
Long-Term Debt Incurred In a Prior Fiscal Year
(Including Balloon Debt)

(@) (b) (© | (d) (e)
Credit
Long-Term | Principal Paid | Interest Paid | Enhancement Total Paid
Debt Date During Fiscal | During Fiscal | Premiums Paid (columns
Obligation | Incurred Year Year in Fiscal Year | (b)+(c)+(d))
- None .
TOTAL: | $0

(Transfer this amount
to Form 5-3, Line 1)




Sunrise Stratford, LP

Form 5-2 -

Long-Term Debt Incurred During Fiscal Year

(Including Balloon Debt)

(@) - (b) () @) (e
Reserve
, Amount of Requirement

Long-Term Total Interest | Most Recent Number of | (see instruction

Debt Date Paid During | Payment on the | Payments over |5) (Columns (c)
Obligation | Incurred | Fiscal Year Debt next 12 months | = x(d))

None : -

TOTAL: $0

(Transfer this amount

to Form 5-3, Line 2)




Sunrise Stratford, LP

Form 5-3 -
Calculation of Long-Term Debt Reserve Amount

Line Total
[1] Total from Form 5-1 bottom of Column (e) 0
[2] Total from Form 5-2 bottom of Column (¢) 0
[3] Facility leasehold or rental payment paid by provider during fiscal year.

(Including related payments such as lease insurance) 0
0

[4]

Total Amount Required For Long-Term Debt Reserve:




Sunrise Stratford, LP

Form 5-4 -
Calculation of Net Operating Expenses

Line , Amounts Total
[1] Total operating expenses from financial statements ' 5,409,481
-[2] Deductions
a Interest paid on long term debt (see instructions) $ -

b Credit enhancement premiums paid for long-term

debt (see instructions) -
¢ Depreciation 10,895
d Amortization 489,100
e Revenues received during the fiscal year for

services to persons who did not have a continuing

care contract 88,208
f Extraordinary expenses approved by the Department - |
[3] Total Deductions $ (588,203)
[4] Net Operating Expenses ' '$ 4,821,278
[5] Divide Line 4 by 365 and enter the result $ 13,208.98

[6] Multiply Line 5 by 75 and enter the result. This is the
provider's operating expense reserve amount. $ 990,675




Form 6-5
Annual Reserve Certification

Provider Name: Sunrise Stratford LP
Fiscal Year Ended: December 31, 2013

We have reviewed our debt service reserve and operating expense reserve requirements as of, and for
for the period ended December 31, 2013 and ere in compliance with those requirements.

Our liquid reserve requirements., computed using the audited financial statements for the fiscal year are
as follows:

Amount
[} Debt Service Reserve Amount $ -
[2] Operating Expense Reserve Amount $ 990,675
{3} Total Liquid Reserve Amount l $ 980,675 |
Qualifying assets sufficient to fulfili the above requirements are held as follows (SEE NOTE below):
Amount
Qualifylng Asset Description Debt Service Reserve Operating Reserve
4 Cash and Cash Equivalents* $ 34,214,000
5} Investment Securities )
[6) Equity Securifies
7] Unused/Available Lines of Credit $ - $ -
(8] Unused/Available Letters of Credit
9] Debt Service Reserve (not applicable)
[t0} Other: '
{describe qualifying asset)
Total Amount of Qualifying Assets
Listed for Liquid Reserve: 111 _$ - [12} 8 34,214,000
Total Amount Required (13] _$ - [14] 8 990,675
Surplus/Deficiency) {15 _$ - 116] $ 33,223,325

NOTE No cash and cash equivalents are held by Sunrise Stratford, LP. Cash is consolidated and held by Sunrise
Senior Living, LLC. In order to provide a more complete portrayai of the assets available to meet the required
reserves, DSS has requested the 2013 Form 8- be revised to reflect the qualifying assets from the audited
financial statements of Sunrise Senior Living, LLC.

SCHEDULE REVISIONS- UNAUDITED

rAuthorizéd Representative)

Cko

(Title)

PROVIDER:  Sunrise Stratford LP

COMMUNITY: The Siratford




SUNRISE STRATFORD, LP

NOTES TO ANNUAL RESERVE CALCULATION
YEAR ENDED DECEMBER 31, 2013

1. ORGANIZATION AND PRESENTATION

Organization — On August 1, 2006, Sunrise Stratford, LP (the “Partnership”), a Delaware limited
partnership, acquired all easements and rights for The Stratford from Raiser Resources, LLC. Sunrise
Senior Living Investments, Inc. (“SSLII”) holds a 99% interest in the Partnership. Sunrise Stratford GP,
LLC, a wholly owned subsidiary of SSLII, holds a 1% interest in the Partnership.

The Stratford filed declaration as a condominium and a continuing care retirement community
(“CCRC”) in San Mateo City and County, California on July 29, 1992. As a condition of ownership,
each owner of a condominium is required to enter into a CCRC agreement with JHR Trust, an affiliate
of Raiser Resources, LLC. The Partnership manages and operates The Stratford and markets vacant
units on behalf of the condominium owners. The Partnership is entitled to transfer fees on the sale of a
condominium unit in accordance with the CCRC agreements.

On January 9, 2013, Healthcare REIT, Inc. (“HCN™) acquired Sunrise Senior Living, Inc. (“SSLI”). In
conjunction with the transaction, Red Fox Management,- LP (“Red Fox”), a new entity formed by
affiliates of Kohlberg Kravis Roberts & Co. L.P., Beecken Petty O’Keefe & Company and Coastwood
Senior Housing Partners LLC, entered into a Membership Interest Purchase Agreement with SSLI to
acquire SSLI’s management business which includes Sunrise Senior Living Management, Inc.
(“SSLMI”) and SSLII’s equity interests in the Partnership. The Partnership has a management
agreement with SSLMI to manage the fzcility. Sunrise Senior Living, LLC (“Sunrise”) is the successor
entity to SSLI. Sunrise indirectly owns 100% of the Partnership and funds the Partner through its capital
account as needed.

On December 20, 2013, Red Fox entered into a Unit Purchase and Merger Agreement with HCN for
HCN and a capital partner to acquire the remaining equity interests of Kohlberg Kravis Roberts & Co.
L.P., Beecken Petty O’Keefe & Company and Coastwood Senior Housing Partners LLC in Red Fox.
HCN subsequently announced it was partnering with Revera, Inc. (“Revera”) a leading Canadian
provider of senior living services, to complete the transaction. The transaction is expected to close in the
second quarter of 2014, subject to regulatory approvals.

2. PURPOSE OF THE ANNUAL RESERVE CALCULATION

As the Company operates as a CCRC, the Partnership is required to file Forms 5-1 through 5-5 of the
California Health and Safety Code section 1792 (the Schedules) as instructed under the State of
California Department of Social Services Annual Report Instructions issued on January 1, 2007 for the
year ended December 31, 2013. The purpose of the Schedules is to determine the amount the Company
must hold in its liquid reserves for debt service and operating expense.

3, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting — The Partnership’s Schedules are prepared on an accrual basis. The Partnership
reviewed subsequent events through April 18, 2014, the date the Schedules were issued, for inclusion in

these financial statements and Schedules.
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Cash and Cash Equivalents — The Partnership has only a petty cash account. Cash transactions are
generally processed by Sunrise and balances are maintained in Sunrise’s cash concentration account.
The distributions to partners of $663,444 represent the net cash generated by the Partnership and
retained by Sunrise for the year ended December 31, 2013,

REVENUE FROM NON-CONTINUING CARE RESIDENTS

The Partnership has deducted $88,208 on Form 5-4 line 2 (e) for revenues received during the fiscal year
for services to persons who did not have a continuing care contract. The revenue represents service fees
received for short term respite stays in Assisted Living for non-continuing care residents.

* 3k ko k k %
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About EY

EY is a global leader in assurance, tax, transaction and advisory services,
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Form §-§
Annual Reserve Certification

Provider Name: Sunrise Stratford LP
Fiscal Year Ended: December 31, 2013

We have reviewad our debt service reserve and operating expense reserve requirements as of, and for
for the period ended December 31, 2013 and &re in compliance with those requirements.

Our liquid reserve requirements., computed using the audited financial statements for the fiscal year are

as follows:
Amount
[} Debt Service Reserve Amount $ -
[2] Operating Expense Reserve Amount $ 990,675
{3} Total Liquid Reserve Amount ] $ 990,875 |
Qualifying assets sufficient to fulfill the above requirements are held as foliows (SEE NOTE below):
Amount
Qualifying Asset Description Debt Service Reserve Operating Reserve
4] Cash and Cash Equivalents* $ 34,214,000
51 Investment Securities ’
6} Equity Securities
¥4 Unused/Available Lines of Credit $ - [y =
[8] Unused/Available Letters of Credit
{91 Debt Service Reserve (not applicable)
{10] Other:
(describe qualifying asset)
Total Amount of Qualifylng Assets
Listed for Liquid Reserve: (111 _$ - [12] % 34,214,000
Total Amount Required [13) _§. - [14] $ 990,675
Surplus/(Deficlency) {15 _$ - [16] $ 33,223,325

NOTE No cash and cash equivalents are held by Sunrise Stratford, LP. Cash is consolidated and held by Sunrise
Senior Living, LLC. In order to provide a more complete portrayal of the assets available to meet the required
reserves, DSS has requested the 2013 Form 5-5 be revised to reflect the qualifying assets from the audited
financial statements of Sunrise Senior Living, LLC.

ITED

SCHEDULE REVISIONS: UNA!

(Authorized Representative)

G

(Title)

PROVIDER:  Sunrise Stratford LP

COMMUNITY: The Stratford




Form §-§
Annual Reserve Certification

Provider Name: Sunrise Stratford LP
Fiscal Year Ended: December 31, 2013

We have reviewad our debt service reserve and operating expense reserve requirements as of, and for
for the period ended December 31, 2013 and &re in compliance with those requirements.

Our liquid reserve requirements., computed using the audited financiel statements for the fiscal year are
as follows:

Amount
{1} Debt Service Reserve Amount i $ -
[2] Operating Expense Reserve Amount $ 990,675
i3] Total Liquid Reserve Amount E 990,675 |
Qualifying asseis sufficient to fulfill the above requirements are held as foliows (SEE NOTE belowy):
Amount

Qualifving Asset Description Debt Service Reserve ’ Operating Reserve -
4] Cash and Cash Equivalents® $ 34,214,000
51 Investment Securities
[6} Equity Securities
(7] Unused/Available Lines of Credit $ e $ -
(8] Unused/Available Letters of Credit
{91 Debt Service Reserve (not applicabte)
[10] Other: - )

(describe qualifying asset)

Total Amount of Qualifying Assets

Listed for Liquid Reserve: (111 _8$ - (12} $ 34,214,000

Total Amount Required [13] % - {14] % 990,675

Surplus/{Deficiency) [15) _$ - [16] % 33,223,325

NOTE No cash and cash equivalents are held by Sunrise Stratford, LP. Cash is consclidated and held by Sunrise
Senior Living, LLC. In order to provide a more complete porirayal of the assets available to meet the required
reserves, DSS has requested the 2013 Form 5-5 be revised to reflect the qualifying assets from the audited
financial statements of Sunrise Senior Living, LLC.

SCHEDULE REVISIONS- UNAUDITED

|
(D;ze) 1

{Authorized Representative)

CHo

(Title)

PROVIDER:  Sunrise Stratford LP

COMMUNITY: The Stratford




KEY INDICATORS REPORT \&Q \\fN\\v

Date Prepared: 4/30/14 Sunrise Stratford, LP Chief Financial Officer Signature

Please attach an explanatory memo that
summarizes significant trends or variances in the

key operational indicators Projected Forecast Preferred
Trend
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 Indicator
OPERATIONAL STATISTICS
1. Average Annual Occupancy by Site (%) 91% 89% 92% T 96% . 99% 99% 99% 99% 99% 99% N/A

MARGIN PROFITABILTIY INDICATORS

2. Net Operating Margin (%) 7.16% 2.71% 2.81% 5.54% 4.84% 4.44% 4,44% 4.44% 4.44% 4.44% T

3. Net Operating Margin - Adjusted (%) 7.16% 2.71% 2.81% 5.54% 4.84% 4.44% 4.44% 4.44% 4.44% 444% 3
LIQUIDITY INDICATORS

4. Unrestricted Cash and Investments 3 5 $ - 8 - 8 - $ - 18 - |8 - 8 - 8 - 8 - T

5. Days Cash on Hand (Unrestricted) 0.00 0.00 0,00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 T

CAPITAL STRUCTURE INDICATORS

6. Deferred Reveue from Entrance Fees $ - 8 - 8 - $ - 3 CI - 13 -~ $ - 8 - 8 - N/A
7. Net Annual E/F Proceeds $ - 3 - 8 - $ - 3 - |3 - |8 - 3 - 8 - 8 - N/A
8. Unrestricted Net Assets $13.202,944 $ 12,712957 $12,165693 $ 11,793298 $ 11.192,335 | $ 10.687.098 | § 10205498 $ 9723.898 § 9242298 § 8760698 N/A
9. Annual Capital Asset Expenditurcs 3 - $ - $ 1997 $ - 3 1,740 | § 15,000 { § ﬂm.oo $ 5000 $ 5000 $ 5.000 N/A
10. Annual Debt Service Coverage - Revenue Basis (x) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 "0.00 0.00 T
11. Annual Debt Service Coverage (x) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 000 1
12, Annual Debt Service/Revenue (%) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% J
13, Average Annual Effective Interest Rate (%) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% J
14, Unrestricted Cash & Investments/Long Term Debt (%) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% T

15. Average Age of Facility (years) 17 18 19 20 22 23 24 25 26 27 0
ge ty




FORM 7-1
REPORT ON CCRC MONTHLY SERVICE FEES

RESIDENTIAL LIVING ASSISTED LIVING SKILLED NURSING

[1] Monthly service fees at beginning
of reporting period: (Indicate
range, if applicable) : $4,879 to $9,758

[2] Indicate percentage of increase
in fees imposed during reporrting
period: (Indicate range, if
applicable) ) 4.00% 0.00% 0.00%

Check here if monthly service fees at this community were not increased during the reporting period.
(If you checked this box, please skip down to the bottom of this form and specify the names of the
provider and the community.)

[3] Indicate the date the fee increase was implemented: 1/1/2013

[4] Check each of the appropriate boxes:

Each fee increase is based on the provider's projected costs, prior year per capita costs, and
economic indicators.

All affected residents were given written notice of this fee increase at least 30 days prior to
its implementation.

At least 30 days prior to the increase in monthly service fees, the designated representative
of the provider convened a meeting that all residents were invited to attend. -

At the meeting with residents, the provider discussed and explained the reasons for the increase,
the basis for determining the amount of the increase, and the data used for calculating the increase.

"The provider provided residents with at least 14 days advance notice of each meeting held to discuss
the fee increases.

The governing body of the provider, or the designated representative of the provider posted notice
of, and the agenda for, the meeting in a conspicuous place in the community at least
14 days prior to the meeting.

[5]1 On an attached page, provide a concise explanation for the increase in monthly service fees
including the amount of the increase.

PROVIDER: Sunrise Stratford, LP

COMMUNITY: The Stratford




FORM 7-1
REPORT ON CCRC MONTHLY SERVICE FEES

[5] On an attached page, provide a concise explanation for the increase in monthly service fees
including the amount of the increase.

Residential Living fees for one-bedroom units were increased from $4,692 to $4,879 or by $187 which constitued 4.0%
increase. Residental Living fees for two-bedroom units were increased from $9,384 to $9,758 or by $374 which constitued

4.0% increase. An increase in monthly service fees was driven by an increase in operational costs.

PROVIDER: Sunrise Stratford, LP

COMMUNITY: The Stratford
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Continuing Care Retirement Commounity Dt epared:
Disclosure Statement i 1 B E
General Information C%g?@é%%%%@ﬁég
ADDRESS: 801 Laurel Avenue TIPCODE: 94401 PHONE:  650-342-4106 ~
PROVIDERNAME: _Sunrise Stratford. LP  FACIIY OPEKATOR:  Sunnise Senior Living Management. LLC
RELATED FACHITIES: B ~ RELIGIOUS AFFILIATION:  None ] L —
MR . — e WILES TO SHOPPING (TR~ V'@
yg#g OPENED: 1987 #OFACRES.Y «¢ O SIMGLESTORY & WULH STORY = OTHER: ——— WILES 1O HOSPITAL: 0.8
NUMBER OF UNITS: - RESIDENTIAL RIVING HEALTH CARE
EPARTMENTS — STUDIO: ASSISTED EIVING: g
APARTMENTS — 1 BDRM: 3 ] SKEHLLED HUKSING:
APARTMENTS —ZBDRM.  §1 SPECIALCARE:
COTEAGES; HOUSES: R DESCREZE SPECIAL CARE:
$LU QCCUPARCY (Me}AT YEAK EXD: 55%
TYPE OF OWHERSHIP: 7 KOT-FOR-PROFIT & FOR-PROAT ACCREDSTED?. < YES NG BY: s
FORM OF CONTRACT: = CONTINUING (ARE © T LIFECARE 1 ENTRANCE FEE = FEE FOR SERVICE
{Check aff that opply) T ASSIGNMENT OF ASSETS 7 QY = MEMBERSHIP = HENTAL

" REFUND PROVISIONS: {Check ofl thet opply) = 90% 72 75% T 50% — PRORATEDTOO% @ OTHER: Unit Resale
RANGE OF ENTRANCE FEES: §__ 325000 10§ 2000000 LONG-TERM CARE INSURANCE REQUIRED? — YES 2 N0

HEALTH CARE BENEFITS INCLUDED IN CONTRACT: _ ! . Mo
ENTRY REQUIREMENTS: MIN. AGE_62 PRIORPROFESSION:  pyA - OTHER: Health & Finandial
RESIDENT REPRESENTATIVE ON THE BOARD (briefly describe their invelvementy ~~~ seeallached == =

FACILTY SERVICES AND AMENITIES

CORMMON AREA AMENITIES  AVAILABLE  FEE FOR SERVICE SERVICES AVAILABLE INCLUDED INFEE  FOR EXTRA CHARGE
“BEAUTY/RARBER SHOP 7] | HOUSEKEEPING [ * TIMES;MOKTH) = ]
BILLIARD KOOM = [ MEMS( Y DAY} @A |
SOWLING GREEM [ | SPECIAL DIETS AVAILABLE =l
CARD RODMS [ [

CHAPEL [l O 4 HOUR EMERGENCY RESPONSE = 1
COFFEESHOP | = ACTIVITIES PROGRAM IS
CRAFT ROGMS = 10| ALL UTHLATIES EXCEPT PHONE (|
EXERCISE EDUM [va| O APAKTMENT MAINTENANCE C A
GOLF COUKSE ACCESS a (| CABLE TV a |
LIBRARY a = 1NEKS FURNISHED = |:]
PUTTING GREEN a ] LINENS L AUNDERED = 1
SHUFFLEBDARD [ | MEDICATION WANAGENMENT =l |
) ] | HURSTIG; WELLNESS CLINIC A 4|
SWIKMING POOL-INDOOR 14| (] PEKSOINAL HOME CARE ¥
SWINMING PODL-OUTDOOR O O TRANSPORTATION-PERSONAL 4| T4 |
TENNIS COURT (| [om] TRANSPORTATION-FREARRANGED ) v
WORKSHOP O [} DTHER fssswaiiving 72 Fa|
OTHER (| (e

AN providers ore required by Heolfh ond Sofefy Code seclion 17591 fo previde this repart o prospeciive residents before executing o depasit ogreement ar
condinving core ontrad, of receiving ony paymenl. Mony oemmunifies ore port wf mutti-facitity eperations whidh moy infivence fingndal repsriing. Consnmers
are encseraged to ask questions of dhe coalinving tore refirement commenity that they ore considering ond to seek pdvire from peafessionct pdvisurs,
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THE STRATFORD
RESIDENT REPRESENTATION

The COA holders at The Stratford are Sunrise Stratford GP, LLC {as general partner of
Sunrise Stratford, LP, the owner of the easements) and Sunrise Senior Living, LLC
(SSLLLC) (the ultimate owner of Sunrise Stratford, LP and of Sunrise Stratford GP,
LLC). SSLLLC is itself subject to ultimate ownership by Public Sector Pension
Investment Board, a Canadian crown corporation, and Health Care REIT, Inc., a
publicly traded corporation. Given this structure, there is no governing body as such
that controls The Stratford on which a resident representative might serve. Decisions
are made by the regional and local managers employed by Sunrise Senior Living
Management, Inc. (SSLMI), also as subsidiary of SSLLLC. Accordingly, a resident
representative can best provide input into decisions by meeting periodically with the
regional and local managers responsible for The Stratford. With this in mind, the
Sunrise Senior Living Regional Director of Operations for the Western Region and the
Executive Director of The Stratford are meeting a semi-annual basis with a resident
representative selected by the Board of The Stratford of San Mateo Homeowners'
Association in order to obtain input on relevant matters such as economic performance,
building and plant issues, and general resident service questions.



PROVIDER NAME: Sunrise Stratford, LP

. 2010 : 2011 2012 2013
INCOME FROM ONGOING OPERATIONS
OPERATING INCOME
(excluding amortization of entrance fee income) $ 4,539,647 $ 4,646,040 4,850,560 $ 5,504,913
LESS OPERATING EXPENSES -
(excluding depreciation, amortization & interest) $ 4,478,592 $ 4,667,919 4,653,839 $ 4,909,486
NET INCOME (LOSS) FROM OPERATIONS $ 61,055 $ (21,879) 196,721 $ 595,427
LESS INTEREST EXPENSE $ - $ = - 3 -
PLUS CONTRIBUTIONS $ - $ - - $ -
PLUS NONOPERATING INCOME (EXPENSES)
(excluding extraordinary items) $ 2 $ - - $ .
NET INCOME (LOSS) BEFORE ENTRANCE FEES,
DEPRECIATION AND AMORTIZATION $ 61,055 $ (21,879) 196,721 _ $ 595,427
NET CASH FLOW FROM ENTRANCE FEES
(Total Deposits less Refunds) $ - $ - - $ -
DESCRIPTION OF SECURED DEBT AS OF MOST RECENT FISCAL YEAR END
OUTSTANDING INTEREST DATE OF DATE OF AMORTIZATION
LENDER BALANCE __RATE ORIGINATION MATURITY PERIOD

None $ - 0.000%




PROVIDER NAME: Sunrise Stratford, LP

FINANCIAL RATIOS 2010 CCAC Medians
50th percentile 2011 2012 2013
(optionai)
Debt to Asset ratio 0.00% 0.00% 0.00%
Operating Ratio 100.47% 95.94% 89.18%
Debt Servicing Coverage Ratio 0.00% 0.00% . 0.00%
Days Cash on Hand ratio 0 0 -0
HISTORICAL MONTHLY SERVICE FEES
AVERAGE FEE AND PERCENT CHANGE
2010 % 2011 % 2012 % 2013
STUDIO
ONE BEDROOM $ 4,555 | 3.0%| $ 4,692 [0.0%] $ 4,692 | 4.0%|$ 4,879
TWO BEDROOM $ 9,110 | 3.0%] $ 9,384 | 0.0%| $ 9,384 | 4.0%| $ 9,758
COTTAGE/HOUSE

ASSISTED LIVING
SKILLED NURSING
SPECIAL CARE

COMMENTS FROM PROVIDER:




PROVIDER NAME: Sunrise Stratford, LP

Financial Ratio Formulas

LONG TERM DEBT TO TOTAL ASSETS RATIO

Long term debt less Current Portion
Total Assets

Long term debt, less current maturities 3 -
Total Assets $ 11,192,335

OPERATING RATIO

Total Operating Expenses - Depeciation Expense - Amortization Expense

Total Operating Revenues - Amortization of Deferred Entrance Fees

Total Operating Expenses $ 5,409,481
Depreciation Expense $ 10,895
Amortization Expense $ 489,100
Total Operating Revenues $ 5,504,913
Amortization of Deferred Entrance Fees $ -

DEBT SERVICE COVERAGE RATIO

Total Excess of Revenues over Expenses + Interest, ‘Depreciation and Amortization
Expense - Amortization of Deferred Revenue + Net Proceeds from Entrance Fees

Annual Debt Service

Excess of Revenues over Expenses 95,433
Interest Expense -

Depreciation Expense 10,895
Amortization Expense 489,100

Amortization of Deferred Revenue
Net Proceeds from Entrance Fees
Annual Debt Service

NP ABAHANLN

DAYS CASH ON HAND RATIO

Unrestricted Current Cash & Investments + Unrestricted Non-Current Cash and Investments

(Operating Expenses - Depreciation - Amortization)/365

Unrestricted Current Cash and Investments $ -
Unrestricied Non-Current Cash and Investments $ -
Operating Expenses $ 5,409,481
Depreciation & Amortization Expense $ 499,995

n

0.00%

89.18%

0.00%
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