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Clyde Hamstreet
Hamstreet & Associates
One SW Columbia Street
Portland, OR 97258
(503) 223-6222

Dear Sir,

We transmit herewith our report on valuation issues in the restructuring of Sunwest Management,
Inc. by Hamstreet & Associates.

The report provides our professional opinion as to three principal valuation issues raised by the
restructuring, along with subsidiary and corollary questions, as posed by Hamstreet & Associates
to Shannon Pratt Valuations in its letter dated June 30, 2009,

The assignment was performed in accordance with the Uniform Standards of Professional

Appraisal Practice (USPAP) as promulgated by the Appraisal Standards Board of the Appraisal
Foundation, and was done using conventional appraisal procedures.

We appreciate the opportunity to have been of service to you in this matter.

Sincerely,
Shannon P. Pratt Alina Niculita
CFA, ARM, ABAR, FASA, MCBA, CM&AA CFA, MBA

6443 SW Beaverton Hillsdale Hwy, Suite 432 . Portland, Oregon 97221

Phone: (503) 459-4700 . Fax: (503) 458-4710 . www.shannonpratt.com
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Shannon Pratt Valuations, Inc. (SPV) was retained by Hamstreet & Associates (Hamstreet) in
connection with the restructuring by Hamstreet of Sunwest Management, Inc. to render a
professional opinion on three key valuation issues and subsidiary or corollary issues, as set
forth in a letter from Hamstreet to SPV dated June 30, 2009.

This report is organized according to the issues and subsidiary or corollary issues presented
in Hamstreet's June 30, 2009 letter. Each issue is reproduced as stated in the letter, and SPV's
response thereto follows.

Issue 1: Which of the following three strategies for dealing with the restructuring of the
company is likely to offer the best overall recovery to investors and creditors, whose
claims exceed $700 million?

1. Orderly liquidation where all properties are sold over the next 6-10 months and net
proceeds are returned to investors and other claimants on a pro rata basis.

2. Status quo operation—i.¢., one management company managing 150 properties,
half of which involve some 2000 TIC ownership interests—and use dividends and
future sale rights to construct a large transaction in three years, distributing funds on
some basis and adjusting for individual payments received by each TIC or other
investor.

3. Combine all the properties into one corporate entity, such as a healthcare REIT,
register the shares and have them publicly reported so there is some future liquidity
for investors. The REIT would construct a transaction in three to five years that
would monetize the investments.

In addition to providing your opinion and the reasoning behind it as to which scenario will
provide the greatest return to investors, we would like you to address some corollary issues:

e  What kind of delta in value are we looking at between the three plans? (Small,
moderate, significant—to whatever degree of specificity you feel able to go.)

e What are the factors contributing to the difference in value between the plans, and
what role does each play in the accretion or diminution of value? E.g.,

» Time

Risk

Liquidity

Economies of scale

Purchasing

Employee benefits

Insurance

Ability to hire professional management (e.g., specialists such as

dietitians, risk managers, quality control, IT systems, and CFO with

strong financing and accounting skills and lender contacts)

= Ability to negotiate favorable loan terms

= Marketability

Shannon Pratt Valuations
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= Strategic and other synergies available to one large company vs. 150
separately owned facilities
= Publicly reporting company vs. private ownership. -

INTRODUCTION

The country’s demographics assure that the demand for assisted living will be explosive in
the next three to five years. The average age in assisted living facilities is over 83 years old.
The population of Americans over 85 is growing three times as fast as the average population
in America. Moreover, the majority of people over 85 have one or more deficiencies in the
activities of daily living (ADLs), which assisted living facilities are prepared to address.

While the economy has slowed the growth of people entering assisted living facilities
somewhat in 2008, demographics virtually ensure a rapid increase in demand for assisted
living in the next three to five years as “baby boomers™ live longer and the population in need
of assisted living increases rapidly.

80% of people entering an independent living facility come from an owner occupied house.
As housing prices fall, independent senior living appears le¢ss affordable. This has less of a
dampening impact on senior assisted living, since most of the people going to assisted living
have need for help with one or more of their ADLs.

STRATEGIES

Liquidation

We believe that the strategy of orderly liquidation over 6 to 10 months is the least desirable.
Both the stock market and the real estate market are currently depressed, and we believe that
a full recovery will take two to three years. This year is not the time to sell assets to
maximize value.

Status quo

The strategy of maintaining the status quo would carry all the current disadvantages and
would not enhance value. See third strategy (Consolidation) for discussion of enhanced
value.

Consolidation

We believe that consolidation is by far the best strategy to maximize value. Our rationale for
this is summarized in the following section on factors contributing to differences in value.

Shannon Pratt Valuations
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Opinion as to Relative Value of Strategies

It is hard to quantify the economic value differences among the three possible strategies, but
our expectation is that consolidation, along with public registration, will yield about five
times as much value to the enterprise as liquidation. (There would have to be some
constraints on how much stock anyone could sell to prevent flooding the market).

With respect to maintaining the status quo, this leaves some unwieldy problems. First, it
impedes the transfer of money from one unit to another so as to greatly limit flexibility.
Furthermore, any transaction involving a TIC requires unanimous consent of the members,
which is time-consuming if not impossible. Consolidation eliminates these problems.

FACTORS CONTRIBUTING TO DIFFERENCES IN VALUE
Time

The quicker the strategy is determined, the better. Attorney and consultant fees can eat up the
estate. Liquidation would take the longest. If maintaining the status quo, there inevitably will
be ongoing disputes among the parties. This factor favors consolidation.

Once the proper strategy is in place, time favors holding good properties to give professional
management chance to improve occupancy, increase rental rates, and reduce operating cost.
Time also favors improved capital and stock markets and increasing demands for product. All
this will increase value and recovery.

Risk

Consolidation obviously entails the least risk. In liquidation, the risk is enhanced by the
blockage factor; that is, many units on the market at the same time have a depressing effect
on the market, especially considering that the market for assisted living companies has been
relatively inactive in the early months of 2009. The status quo involves continuing risk due to
divisiveness among parties. Consolidation eliminates the risk of divisiveness and also lessens
the overall risk because of diversification over a great number of units in various markets.

The following points favor consolidation as it reduces risk:

e A wrongful death or severe injury claim is much harder for an individual unit to
absorb than when it is spread over a larger number of properties.
Less impact from regional downturns or weather events.
Ability to use cash freely across properties increases liquidity and financial strength,
leading to stability and lower cost of capital. Without this ability, every weak
property is a risk to the organization, i.e., foreclosures, payroll, etc.

Shannon Pratt Valuations
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Liquidity, Marketability, Public v. Private Ownership

This is the biggest advantage of consolidation in our opinion, especially if the consolidated
company's shares will be registered in a publicly reporting company. Registering shares for
public trading enhances value by a substantial amount. (See “Levels of Value,” Exhibit 1.).

As references to Exhibit 1 and the following exhibits through Exhibit 9 show, there is a
substantial difference in value and liquidity between a minority interest in a TIC or a
minority interest in an LLC in one facility vs. a share in an REIT with 150 similar properties.

Many studies have been done comparing transactions in minority interest in private
companies with transactions in stock of comparable public companies. All such studies show
substantial differences, with private company stock discounts from comparable public stocks
averaging about 35 to 50 percent. (See Exhibit 2).

Studies of minority interests in real estate indicated similar discounts. (See Exhibit 3).

The restructuring plan calls for a transaction in three to five years that would monetize the
investments. Studies show consistently that public companies sell for higher financial metrics
(e.g., price/earnings ratios) than do private companies. (See Exhibits 4 and 5).

Investors like “pure play” companies, that is, companies that engage in a single business.
Example: conglomerate breakups—after breakup, combined companies sold at about 15%
premium over their price as conglomerate. (For example, see Exhibits 6 and 7).

Also, we would tend to favor the REIT form for a public offering. The stock market recently
seems inclined to favor REITS. (See Exhibits 8 and 9).

Economies of Scale

Large owner/operators enjoy some economies of scale in administration and purchasing.
However, small assisted living facilities can buy into a cooperative purchasing entity, which
offsets to some extent the purchasing power of the larger groups of facilities. The small
owner/operator attempts to compete based on quality of service. Some of the benefits of the
economies of scale that would accrue to a larger owner/operator include:

Purchasing power.
Savings in employee benefits.

e Savings and quality of financial, accounting, and management information
systems.
Risk management and insurance cost, particularly ability to self-insure.
Ability to pay for training and education.

+ In-house specialty staff such as dietician, nurse management, risk management,
maintenance engineers, etc.

Shannon Pratt Valuations
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¢ Ability to institutionalize a system of continuous improvements changes and
provide consistency of operations.

Ability to Hire Professional Management

A large, multi-geographic company has great advantages in the ability to attract professional
management and specialists. For one thing, they can afford to hire the best because of the
ability to spread the cost over many units. Also, a large organization offers talented people
opportunities for advancement within the organization. Also, a multi-geographic organization
can offer opportunities to transfer locations, for example, if the spouse is required to move to
a particular city.

Shannon Pratt Valuations
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Issue 2: What are the various components of value on a facility basis, what is their
proportional share of the facility’s enterprise value, and how should this value be
allocated to the various claims against the facility? For example, a TIC has an encumbered
deed as a tenant in common to a specific piece of real-estate, but the TIC has no claim to the
control of the facility, the license to operate, the resident contracts, the FF& E. Meanwhile,
other investors have no collateral other than a promise to pay, and some TICs have lost their
properties through foreclosure and only hold a securities claim against the company, payable
in part through returns from the Harder-Fisher-Gutzler equity position.

In considering Issue 2, please opine on the following components of value, in addition to any
others you may find pertinent:

e Control premium

¢  Minority/TIC discount

s What could the TIC interests be sold for?

PREMIUMS AND DISCOUNTS
Control Premiunms

Control premiums and discounts for lack of control are mirror images of each other. This
section discusses control premiums and the next section discusses discounts for lack of
control.

Control shares are normally more valuable than minority shares because they contain a
bundle of rights that minority shares do not enjoy. Following is a partial list of some of the
rights that go with control shares that minority shares do not have:

Appoint or change operational management.

Appoint or change members of the board of directors.

Determine management compensation and perquisites.

Set operational and strategic policy and change the course of the business.
Acquire, lease, or liquidate business assets, including plant, property, and
equipment.

Select suppliers, vendors, and subcontractors with whom to do business and
award contracts.

7. Negotiate and consummate mergers and acquisitions.

8. Liquidate, dissolve, sell out, or recapitalize the company.
9

1

i

&

. Sell or acquire treasury shares.
0. Register the company’s equity securities for an initial or secondary public
offering.
11. Register the company’s debt securities for an initial or secondary public offering.
12. Declare and pay cash and/or stock dividends.
13. Change the articles of incorporation or bylaws.

Shannon Pratt Valuations
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14. Set one’s own compensation (and perquisites) and the compensation (and
perquisites) of related-party employees.

15. Select joint venturers and enter into joint venture and partnership agreements.

16. Decide what products and/or services to offer and how to price those
products/services.

17. Decide what markets and locations to serve, to enter into, and to discontinue
serving.

18. Decide which customer categories to market to and which not to market to.

19. Enter into inbound and outbound license or sharing agreements regarding
intellectual properties.

20. Block any or all of the above actions.

The empirical evidence to quantify the control premium, or, conversely, the minority
discount, is derived from the public market. There are several hundred public companies that
are taken over each year, with most (about 85 percent) takeovers occurring at prices that
represent a premium over the previous public trading price. There are two sources of control
premium data, the Mergerstat Review and Mergerstat/Shannon Pratt’s Control Premium
Study. Both sets of control premium data relate acquisition prices of controlling interests in
public companies to their previous public trading prices. The control premium is based on the
“Mergerstat unaffected trading price,” which may vary from the actual price the day before
the close of the deal.

The Mergerstat/Shannon Pratt’s Control Premium Study is an online database consisting of
all takeovers of public companies resulting in over 50 percent ownership since 1998. As of
July 1, 2009, it contained 6,939 transactions and is updated quarterly. The transactions are all
completed deals and are presented as of the closing date rather than the announcement date.

Exhibit 10 presents the mean and median percentage premium paid in acquisitions of a
controlling interest in public companies by year since 1998. We include in this exhibit all
companies in the study in all industries. Sometimes, the acquisition price premium data
presented in Mergerstat Review and the Control Premium Study report control event merger
and acquisition transactions that have been consummated at a below-market price. These
negative premiums are labeled as “negatives” in the database and in the exhibits in this
report. We prefer to include these negative premiums in the data set, and also prefer to use
medians over means, because means tend to be distorted by outliers. As a result, from Exhibit
10, we can see that the median control premium including negatives for all companies in all
industries over the years 1998-2008 was 24 percent.

In Exhibit 11, we repeat the exercise of searching the Mergerstat database, but this time we
limit our search to companies in industries related to Sunwest’s operations. Specifically, we
searched the database for companies in the following SIC and NAICS codes:

SIC 8051 Skilled Nursing Care Facilities

SIC 8052 Intermediate Care Facilities

SIC 8059 Nursing and Personal Care Facilities, Not Elsewhere Classified
SIC 8361 Residential Care

Shannon Pratt Yaluations
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NAICS 623110 Nursing Care Facilities

NAICS 623220 Residential Mental Health and Substance Abuse Facilities
NAICS 623311 Continuing Care Retirement Communities

NAICS 623312 Homes for the Elderly

Our search resulted in 18 transactions over the last 11 years, and of the 18, only two took
place at a negative premium in 1998. From Exhibit 11, we can see that the median control
premium, including negatives for all companies in all above industries over the years 1998-
2008, was 45.8 percent.

One note about the control premiums as reported in Mergerstat Review and
Mergerstat/Shannon Pratt’s Control Premium Study is that it is difficult, if not impossible,
to sort out how much of this premium is for elements of control, and how much is for
synergies between the seller and the buyer.

Discounts for Lack of Control

Discounts for lack of control account for the fact that a noncontrolling interest in a business
does not have the prerogatives of control enumerated in the previous section on control
premiums. As noted in the previous section, minority discounts are the mirror image of
control premiums. Thus, much of the evidence to quantify control premiums can be used in
reverse to quantify discounts for lack of control.

The formula for converting a control premium to an implied minority discount is:
Lack of Control Discount = 1 — [1/(1+ Control Premiumy}]

Exhibit 12 is an expanded version of Exhibit 10, with four additional columns showing the
implied minority discount for the control premium selected for each year. This exhibit shows
that the implied minority discount for the last 11 years, using the median control premium
including negatives of 24 percent is 19.2 percent and it includes all companies in all
industries available in the study.

Exhibit 13 is an expanded version of Exhibit 11, where we show additional columns for the
implied minority discount for the 18 companies identified in industries related to Sunwest.
This exhibit shows that the implied minority discount for the last 11 years, using the median
control premium including negatives of 45.8 percent, is 28.8 percent.

Discounts for Direct Undivided Ownership Interests in Real Estate'

See Exhibit 3 for references to empirical data on discounts for fractional interests in real
estate.

! Valuing a Business, 5% Edition, $hannon Pratt with Alina Niculita.
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Real estate undivided ownership interest discounts tend to be considerably smaller than lack of
control discounts for stocks or parinership interests. This probably is explained in large part by
differences in the respective rights of the ownership interests. An owner of an individual
ownership interest in real estate may sue for partition—that is, to have the property divided and to
give each owner his or her pro rata share. If the court finds that the property is not divisible, then
it may order the property to be sold. Owners of noncontrolling stock and partnership ownership
interests have no such rights. It is interesting to note that the U.S. Tax Court has distinguished
between (1) lack of control (i.e., minority interest) and (2) lack of marketability discounts for an
undivided interest in real estate. The court has stated:

“A minority interest discount for an interest in real property may be allowed on account
of the lack of control which accompanies co-ownership.” The minority interest discount
should consider “the cost, uncertainty, and delays attendant upon partition proceedings.
The marketability discount, by contrast, measures the diminution in value attributable to
the lack of a ready market for the property.”

Lack of Control and Marketability of TIC Interests

When a tenant in common (TIC) investor entered into an investment with Sunwest, the rights
and restrictions associated with the TIC Interest were governed principally by three different
agreements, as follows: the Master Lease Agreement, the Purchase Option Agreement, and
the Tenancy in Common Agreement. Additionally, there is the Management and Consulting
Agreement, which establishes Sunwest as the manager of the assisted living facilities.

The TIC interests suffer from lack of control, because the TIC investors in Sunwest deals
gave up their right to control the use of the property to a Master Tenant under the long-term
Master Lease Agreement. Additionally, Sunwest has control over the operations of the
assisted living facilities according to the Management and Consulting Agreement.

The TIC interests suffer from lack of marketability, because the TIC investors gave up the
right to sell, rent, mortgage, or transfer ownership in the property they own under the Master
Lease Agreement for a long time (40 to 50 years). Additionally, the TIC investors also give
up the absolute right to sell their interest by entering into Purchase Option Agreement, under
which they give a Sunwest controlled entity an absolute purchase option to purchase the TIC
investor's property, exercisable anytime 18 months after the TIC investors purchased their
property interest.

Transfers in TIC interests are subject to a right of first refusal from the other TIC investors,
who have 10 days to make an offer. If the seller does not accept any of the offers, he or she
has 90 days in which to complete a sale for cash for a price higher than the offers received
from the TICs.

The TIC investors have a right to a partition action, but before commencing such an action,
they have to offer their interest for sale at a price equal to the fair market value of the interest
to the other TIC investors. The fair market value of the TIC Interest is defined as: “The fair

2 Samue! J. LeFrak v, Commissioner, 66 T.C.M. 1297 (1993).
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market value of the property...multiplied by a percentage equal to the percentage ownership
in the property represented by the fee interest.”

The TIC investors are entitled to cash in the form of rents, as owners of fractional interests in
real estate during the term of the Master Lease term. In the case of the sale of the property,
the sale proceeds first satisfy the mortgage loan on the property in proportion to each TIC
member’s interest, with the remainder being distributed to the TIC in proportion to their
interest.

The above factors considerably exacerbate the discounts for lack of control and lack of
marketability that would be applied in a valuation of the TIC interests.

Discounts from Net Asset Value for Limited Partnerships’

A limited partnership interest in a public real estate limited partnership is an investment in an
entity that itself has an interest in an operating real estate project (e.g., office buildings,
industrial/warchouse facilities, research and development facilities, business parks,
apartments and retirement centers, shopping centers, outlet malls and other retail-use space,
manufactured housing communities, mobile home parks, hotels and other lodging facilities,
restaurants, and mini-warehouses/self-storage facilities).

Most market transactions in limited partnership interests in recent years have been at
substantial price discounts from underlying net asset values. Unlike stocks, most limited
partnerships sold in public offerings never develop a secondary public trading market. A few
limited partnerships are exchanged in a limited market made by a few brokerage houses.
Their number has been decreasing in recent years due to liquidation and lack of new public
limited partnership offerings. Those that are still outstanding with some trading are tracked
by an organization called Partnership Profiles, which publishes trading prices relative to
estimates of underlying asset values. Therefore, unlike most stocks, where one body of
empirical data helps to quantify lack of control discounts and another discount for lack of
marketability, the discounts from net asset value for limited partnership transactions
encompass aspects of both (1) the lack of control discount and (2) the lack of marketability
discount. Shannon Pratt Valuations believes that most of the discount is due to lack of
control.

The results shown in Exhibit 14 are from the 2004 issue of The Parinership Re-Sale Discount
Study (the last one published under that format), from the highest distributions down through
the lowest. The average discount from the pro-rata share of the net asset values ranged from
14 to 38 percent.

3 Valuing a Business, 5" Edition, Shannon Pratt with Alina Niculita.
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Issue 3: Finally, if this is an area in which you have expertise, we would like your
professional opinion about the following market factors:

Cap rate on March 1, 2009, for assisted living facilities
Interest rates over next 36 to 60 months

Inflation over next 36 to 60 months

Value of REITS, particularly healthcare REITS.

e & & »

Capitalization Rate for Assisted Living Facilities

In order to estimate a capitalization rate (cap rate) for assisted living facilities as of March 1,
2009, we reviewed several sources of information for investors in senior living and
healthcare entities. Specifically, we reviewed recent issues of two publications, The Senior
Care Investor and The Health Care Md&A Monthly, both of which report details on
acquisitions in the industry. Additionally, we conducted discussions and obtained data from
certain market participants in the healthcare merger and acquisition activity, specifically
assisted living facilities. Exhibit 15 presents transaction data for several transactions in
assisted living facilities at the end of 2008 and in 2009, before the valuation date of March 1,
2009. The notes below the exhibit include some comments about the fact that the earnings are
sometimes estimated by the publishers of the publications based on current carnings,
occupancy rates, and potential growth rates. Data necessary to compute the cap rate for the
assisted living facilities is not available for all the transactions, but we show averages for the
cap rate for all the available transactions, and for the transactions in 2009 separately. The
averages for the cap rates in 2009 are slightly higher than the cap rates for the all the
transactions. The median cap rate for 2009 transactions is in the low 9 percent range.

In addition to the publications above, we consulted with lenders involved in the healthcare
industry, and obtained cap rates for different types of senior living facilities as of the last
three quarters in 2008. These rates are presented in Exhibit 16. Additional data on the trend in
capitalization rates are presented in Appendix C. For 2008, the average cap rate was 8.9
percent, while the median was 9 percent.

Also, we interviewed a buyer of senior living facilities about the level of the cap rates for
such properties, and his response was that that the low 9 percent range is an aggressive rate,
and that he typically sees rates in the double digits now, with most being the low 11 percent
range.

Shiannon Pratt Valuations
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Interest Rates

We believe that interest rates will go up moderately over the next 36 to 60 months. There are
many conflicting sources of predictions on this issue, and we can document several sources if
it would be useful to you.

Inflation

The Federal Open Market Committee (FOMC) in January issued the following predictions of
inflation:

2009 2010 2011 Long-term
0.3% to 1.0% 1% to 1.5% 9% to 1.7% 1.7% to 2.0%

The 10-year inflation forecast of the Federal Reserve Bank of Philadelphia, known as the
Livingston Survey, was 2.5% as of December 9, 2008 (the latest issued).

We tend to think the Livingstor Survey is closer to the mark.

Value of Healthcare REITs

See Exhibit 8.

Also see statistics we compiled on Healthcare REITs in Appendix A.

ADDITIONAL INFORMATION

We compiled some additional information which we thought you might find
useful/interesting on the performance of assisted living facility stocks and REITs in the first
five months of 2009, which we attach as Appendix B. The trend in cap rates for 1994 through

2008 is presented in Appendix C. Transactions completed in January and February of 2009
are presented in Appendix D.

Shannon Pratt Valuations
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“Levels of Value” in Terms 6f Characteristics of Ownership

. Per Share
Value

3 $12.00-  Synergistic .
20% strategic - (Strategic) Value
acquisition

premium

20% minority { ' $10:00  valus of contral
interest dis- Contfol or Minority shares?
count; 25% con- Pramjum Dispount

3 i {rol premium
A combined 20% dis- ' .
count and a 45% dis- , 25% discount for $8.00 “Publicly traded aquiva-
count for lack of 45% total lack of market- bi iy lent value” or “Stock
marketability equals 2 i discount for ability for . !Sfc':"t °I'( . Market valus" of minority
total of 56% discount lack of restricted stock res SIC 80 slock O sharss if frealy traded.
from value of control marketability N ' pubiic company
shares.b (25% + 20% Additional 20% $6.00  vajue of restricted
may be 3;:%‘3’:;;“;“@"' Additional discount stock of public
:ia\.:;?n) add- stock (taken for private company company
¥ from publicly stock _
f;i?ig,ﬂgﬁ;aao —Y_$440  Value of nonmarketable
per share) o ;rt\:;g;ty (lack of control)
Notes:

8 Control shares in a privately held company may also be subject to some discount for lack of marketability, but
usually not nearly as much as minority shares.

b Minority and marketability discounts normally are multiplicative rather than additive. That is, they are taken in
sequence:

$ 10.00 Control Value

- 2.00 Less: Minority interest discount (.20 x $10.00

$ 8.00 Marketable mincrity value ‘ '

- 3.60 Less lack of Marketabiiity discount (.45 x $8.00)
$ 4.40 Per share value of non-marketable minority shares

Source: Jay E. Fishman, Shannon P. Pratt and J. Clifford Griffith, Guide to Business Valuations , 19th edition.
Fort Worth, Tex.: Practitioners Publishing Company, 2009, p. 8-15. '
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FV / Discounts, Premiums, and the Value Conclusion

Summary of Empirical Studies o Restr_icted
Stock Transactions I

The 12 empirical studies cover several hundred restricted stock transactions
spanning the late 1960s through 1998. Considering the number of independent
rescarchers and the very long time span encompassing a wide variety of market
conditions, the results are remarkably consistent, as summarized in Exhibit
17-7. '

In many of the cases of restricted stock transactions tabulated in Exhibit 17-7,
the purchaser of the stock had the right to register the stock for sale in the existing
public market. Sometirhes investors get a commitment from the issuer to register

. the securities at a certain future date. Sometimes investors have “demand” rights,

where they can force the issuer to register the securities at a time of their choos-

.ing. Sometimes investors get “piggyback” rights where there is no obligation other
- than. to include the securities on any future registration that the issuer undertakes.

And, sometimes the purchaser has to rely on SEC Rule 144, where he or she can

Source: Shannon P. Pratt with Alina V. Niculita, Valuing a Business: The Analysis and Appraisal of Closely Held
Companies , 5th edition. New York: McGrawHill, 2008, pp. 430-1, 440.
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¥7{ Discounts for Illiquidity and Lack of Marketability 431

Exhibit 17-7
Summary of Restricted Stock Studies

Empirical Study Years Covered in Study " -Avérage Price Discount (%)
SEC overall average [a] 1966-1969 T 258
SEC nonreporting OTC companies [a] 19661969 ' - 326
Gelman [b] 1968-1970 , 330
Trout [c] 1968-1972 " 335
Moreney [d] fk] - 356
Maher [e] 1969-1973 . . 354
Standard Research Consultants [f] 1978-1982 45.01]
‘Willamette Management Associates [g] 1981-1984 31.2[1
Silber [] 1981-1988 33.8
FMYV Opinions, Inc. [i] April 1992 23.0
Management Planning, Inc. [j] 1980-1996 27.1
Johnson (m) 1991-1995 20.0
Columbia Financial Advisors 1996-April 1997 () 21.0
Columbia Financial Advisors May 1997-1998 (n) - 13.0

e o th o Ao

=

- “Discounts Involved in Purchases of Commeon Stock (1966-1969),” Institutional Investor Study Report of the Securities and

Exchange Commission, H.R. Doc. No. 64, Part 5, 92nd Congress, 1st Session, 1971, pp. 244456,

. Gelman, Milton, “An Economist-Financial Analyst’s Approach to Valuing Stock in a Closely Held Company,” Journal of

Taxation, June 1972, p. 353.

. Trout, Robert R., “Estimation of the Discount Associated with the Transfer of Restricted Securities.” Taxes, June 1977, pp. 381-85.
. Moroney, Robert E., “Most Courts Overvalue Closely Held Stocks,” Taxes, March 1973, pp. 144--55.

Maher, I Michael, “Discounts for Lack of Marketability for Closely Held Business Interests,” Taxes, September 1976, pp. 562-71.
Fittock, William F, and Charles H. Stryker, “Revenue Ruling 77-276 Revisited,” SRC Quarterly Reports, Spring 1983, pp- 1-3.

. Willamette Management Associates study (unpublished).
. Silber, William L., “Discounts on Restricted Stock: The Impact of Hliquidity on Stock Prices.” Financial Analysts Jowrnal,

July-August 1991, pp. 60-64.

Hall, Lance §., and Timothy C. Polacek, “Strategies for Obtaining the Largest Valuation Discounts.” Estate Planning,
Jamuary/February 1994, pp. 38—44.

Oliver, Robert P, and Roy H. Meyers, “Discounts Seen in Private Placements of Restricted Stock: The Management Planning,
Inc., Long-Term Study (1980-1996)” (Chapter 5) in Robert F. Reilly and Robert P. Schweihs, eds. The Handbook of Advanced
Business Valuation (New York: McGraw-Hill, 2000). : .

Although the years covered in this study the likely to be 1969~1972, no specific years were given in the published account.
Median discounts.

- Johnson, Bruce, “Restricted Stock Discounts, 1991-95 Shannon Pratt’s Business Valuation Update, March 1999, p. 1-3;

“Quantitative Support for Discounts for Lack of Marketability,” Business Valuation Review, December 1999, pp. 152-155.

Aschwald, Kathryn, F., “Restricted Stock Discounts Decline as Result of 1-Year Holding Period,” Shannon Pratt’s Business
Faluation Update, May 2000, p. 1-5.

sell afier one year if other parts of the rule are followed. In recent years, more
transactions have occurred under SEC Rule 144(a), which relaxes some of the

- restrictions on such transactions, thus making the restricted securities more mar-
ketable: In any case, investors generally expect to be able to resell the stock in the
public market in the foreseeable future.

The Internal Revenue Service specifically recognized the relevance of restricted
stock transaction data as evidence for quantification of the discount for lack of
marketability in Revenue Ruling 77-287. Revenue Ruling 77-287 is presented in
Exhibit 17-8. :
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Exhibit 17-10

Valuation Advisors’ Lack of Marketability Discount Study™
Transaction Summary Results by Year from 1999-2006

Time of Trapsaction 1-90 91-180 181-270° - | 271-365 12
Before IPO Days Days Days - . Days Years
1999 Results C '

Number of Transactions 148 174 103 - . 91 174
Median Discount 30.8% 53.9% 75.0% . 76.9% 82.0%
2000 Results . .

Number of Transactions 129 176 116 91 141
Median Discount : 28.7% 45.1% 61.5% 68.9% 76.6%
2001 Results

Number of Transactions - i5 17 18 17 48
Median Discount 14.7% 33.2% 334% - 52.1% . 51.6%
2002 Results

Number of Transactions 9 13 7 16 36
Median Discount ‘ . 6.2% 17.3% . 21.9% 319.5% 55.0%
2003 Results

Number of Transactions 12 22 24 21 44
Median Discount 28.8% 22.3% 38.4% 39.7% 61.4%
2004 Resulis o

Number of Transactions 37 74 63 59 101
Median Discount 16.7% 22.7% 40.0% 56.3% 57.9%
2005 Resulis

Number of Transactions i8 59 58 62 99
Median Discount 14.8% 26.1% 41.7% 46.1% 45.5%
2006 Results

Number of Transactions 25 76 69 72 106
Median Discount 20.7% 20.8% 40.2% 46.9% 57.2%
19992006 Traunsaction Results C

Number of Transactions 303 611 458 429 749

Median Discount 27.3% 37.5% 51.9% 61.7% 68.0%

SOURCE: The Valuation Advisors® Discount for Lack of Marketability Database. Database access is available at www.bvmarketda-
ta.com. Used with permission. All rights reserved.

In many reported decisions, the U.S. Tax Court has recognized that discounts
for lack of marketability for controlling ownership interests in closely held com-
panies are appropriate. The courts have used language such as the following:

Even controlling shares in a nonpublic corporation suffer from lack of
marketability because of the absence of a ready private placement market
and the fact that flotation costs would have to be incurred if the corpora-
tion were to publicly offer its stock.??

Similarly, in the marital dissolution situation, the spouse most actively

* involved in the closely held business usually gets the controlling ownership inter-

“est in the business. And the nonoperating spouse usually gets much more liquid
assets, such as cash, marketable securities, and real estate.

7 Estate of Woodbury G. Andrews, 79 T.C. 938 (1982).
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Discounts for Direct Undivided Ownership
Interésts in Real Estate ST

Empirical market data on sales of fractional ownership interests in real estate are
scarce. However, the available data do support the concept that fractional owner-
ship interests in real estate, when they are sold, generally are priced at less than a
pro rata portion of the market value of the total real estate parcel.

One study covered 54 undivided interests, with the undivided ownership inter-
est price discounts ranging from zero to 82 percent, with a median price discount
of 35 percent.” Another study covered 21 undivided ownership interests, with the
undivided ownership interest price discounts ranging from 5 to 94 percent, with a
median price discount of 30 percent.?

Real estate undivided ownership interest discounts tend to be considerably
smaller than lack of control discounts for stocks or partnership interests. This
probably is explained in large part by differences in the respective rights of the
ownership interests. An owner of an individual ownership interest in real estate
may sue for partition—that is, to have the property divided and to give each owner

’ Ibid,, p. 141.

¢ H. Calvin Coolidge, “Survey Shows Trend Toward Larger Minority Discounts,” Estate Planning, September 1983, p. 282.

? Peter J. Patchin, “Market Discounts for Undivided Minority Interest in Real Estate” Real Estate issues, Fall/Winter 1988, pp. 14~16.

* Don L. Harris, Philip A. McCormick, and WD, Davis Sr., “The Valuation of Partial Interests in Real Estate,” 454 Valuation, December 1983, pp. 62-73.

Source: Shannon P. Pratt with Alina V. Niculita, Valuing a Business: The Analysis and Appraisal of Closely Held
Companies , 5th edition. New York: McGrawHill, 2008, p. 407,
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PUBLIC VERSUS PRIVATE COMPANY ACQUISITION |
. MULTIPLES

There is a great deal of evidence that controlling interests in private companies ‘should
have a DLOM because they almost always are acquired at lower valuation’ multlples than
are otherwise comparable public companies.

MERGERSTAT STATISTICS
In support of this hypothesis, proponents cite Mergerstat statislics, as shown in Exhibit 12.2.

PHILLIPS, FREEMAN STUDY®

John Phillips and Neill Freeman challenged this conclusion in a 1995 article examining a
relevant selection of the Mergerstat data and presented their own conclusion as follows:

We confirmed that differences in size, industry, and profitability explain much of the differ-
ence between the P/E [price/earnings] multiples of different companies. Our results suggest
that the difference between median public and private P/E multiples reflects differences be-
tween these variables in the composition of the two samples, public-and private. Therefore,
once adjustments are made for differences in size, profitability and industry, no additional
adjustment for marketability appears justified for controlling interests.

The Phillips and Freeman research makes a worthwhile contribution to DLOM the-
ory. However, it is neither comprehensive nor rigorous enocugh to answer once and for all

Exhibit 12,2 Median P/E Oifered: Public versus Private, 1991-2007

Acquisifions of Public Acquisitions of Private

Year Companies Companies
1991 159 93) 8.5 (23)
1992 18.1 (89) 17.6 (15)
1993 19.7 (113) 22.0 (14)
1994 19.8 134 22.0 (18)

. 1995 19.4 (239 15.5 16
1996 21.7 (288) 17.7 3G
1997 25.0 (389) ) 17.0 (83)
1998 24.0 (362) 16.0 C20M 1
1999 21.7 (434) 18.4 (174)
2000 8.0 (379) 16.0 . {130) :
2001 16.7 (261) 15.3 ’ (80)
2002 19.7 (161) 16.6 (83)
2003 21.2 (198) 194 (107) i
2004 22.6 {188) ©19.0 (108) |
2005 24.4 (230) 16.9 (127
2006 23.7 (294) 21.4 (65) ;
2007 249 (300) 21.6 64)

Source: Mergerstat Review 2001, 2006, and 2008 (FactSet Mergerstat, LLC). To purchase, visit www.BVresources.
com or calt (503) 291-7963.

Note: () denotes number of iransactions reporting P/E.
Source: Shannon P. Pratt, Business Valuation Discounts and Premiums , 2nd edition. Hoboken, New Jersey: John Wlley
& Sons, 2009, pps. 207-210.
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the question as to the impact of the public versus private company factor. Mergerstat
collects and analyzes data for transactions over $100 million, based ertirely on data filed
with the SEC. The Mergerstat/BVR Control Premium Study compiles informiation on
public companies of all sizes that have been acquired. Data are assembled at BVMarket-
Data.com regarding sales of both private and public companies under $100 million, with
data collected from business intermediaries as well as the SEC.

KOEPLIN, SARIN, AND SHAPIRO STUDY?®

In a study published in 2000, John Koeplin, Atulya Sarin, and Alan Shapiro conducted a
study of matched pairs of private and public company acquisitions between 1984 and
1998 (excluding financial companies and regulated utilities). Of the matched pairs, 87
percent were in the same 4-digit SIC code. Comparing growth of earnings, the eamings
of the U.S, closely held companies grew faster than their publicly-traded counterparts in
the three years prior to the registration.

Exhibit 12.3 compares the sizes of private versus public domestic firms in terms of
sales and assets. Exhibit 12.4 shows the implied private company discount (PCD) in
terms of median valuation multiples.

OFFICER STUDY"

In a study published in 2007, Micah Officer compares valuation multiples paid for the
private firms and unlisted subsidiaries of public firms with multiples paid for public
firms. He also broke it down between cash versus stock acquisitions.

Officer looks to see if the PCD is a function of alternative sources of liquidity for the
selling owners. For example, during easy credit periods (lower spread between corporate
interest rate and federal funds rate), the PCD is lower (PCD = 14 percent for closely held
firms and 25 percent for unlisted subsidiaries) than during times of more costly debt financ-
ing (PCD = 23 percent for closely held firms and 34 percent for unlisted subsidiaries).

Exhibit 12.3 - Descriptive Statistics of Sample Domestic Transactions
(Koeplin et al. Study)

Privaie Firms (1) Public Firms (2)
Net Sales $56.3 $91.2
Assets $40.6 $60.1

$ millions
(1) Median of 84 closely held companies acquired.
(2) Median of 84 matched public companies acquired.

Exhibit 12,4 Private Company Discounts (Koeplin et al. Study)

PCD (1)
Enterprise Value/EBIT 30%
Enterprise Value/EBITDA 18%
Enterprise Value/Sales <1% (2)

(1) Based on median multiples for domestic acquisitions.
(2) Difference not staristically significant.
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Exhibit 12.5 Descriptive Statistics of Sample Transactions (Officer Stlel)[)'

Private Firms (1) Unlisted Sub (2) Public Firms (3) -

Assets $52.5 $255.2 $292.6 -

$ millions

(1) Median of 417 closely held companies acquired.
(2) Median of 416 unlisted subsidiaries acquired.

(3) Median of 4,206 public firms acquired.

Exhibit 12.6 Private Company Discounts (Officer Study)

Private Firms (1) Unlisted Sub (2)
Average—cash acquisitions 22% 28%
Averape—stock acquisitions 12% 28%
Average—overall 17% 28%

(1) Based on average difference in multiples (price paid for eﬁuiry to book value of equity, price
paid for equity to earnings, enterprise value lo EBITDA and enterprise value to sales) paid for
private firms and comparable public firms (difference in arithmetic averdge of multiples).

(2) Based on average difference in multiples (price paid for equity to book value of equity, price
paid for equity to eamings, enterprise value to EBITDA and enterprise value to sales) paid for
unlisted subs and comparable public firms (difference in arithmetic average of multiples}.

While you might hypothesize that during periods of above average initial public offering

;-. "(IPO) activity, the PCD might be lower (as going IPO is an alternative method of gaining

liquidity), Officer finds no evidence that the PCD varies with IPO activity.

Exhibit 12.5 shows average sizes in terms of assets for private firms, unlisted subsidi-
aties, and public firms. Exhibit 12.6 shows the implied private company discounts broken
down by cash acquisitions versus stock acquisitions.

DE FRANCO, GAVIOUS, JIN, AND RICHARDSON STUDY"'

In the most comprehensive study to date, contained in a 2007 working paper, Gus De
Franco, Itanit Gavious, Justine Jin, and Gordon Richardson compiled a database consisting
of 664 acquired privately held companies from Pratt's Stats and 2225 acquired public firms
from Compustat. Exhibit 12.7 shows the comparative sizes in terms of sales and assets.

The authors calculate the PCD in terms of capitalization rates (rather than multiples to
ensure that the denominators are always positive numbers). They performed a multifactor
regression analysis to control for differences in size, sales, growth, R&D expenditures as a

Exhibit 12.7 Descriptive Statistics of Sample Transactions (De Franco et al. Study)

Private Firms (1) Public Firms (2)
Net Sales $15.8 $130.1
Assefs $8.7 $131.1

$ millions .
(1) Median of 673 closely held companies acquired.
(2) Median of 2,249 public companies acquired.
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Exhibit 12.8 Private Company Discounts {De Franco et al _S'tudy)' )

PCD (1)
Enterprise Value/EBITDA ' 37%
Enterprise Value/Sales . o 21%

(1} Based on mean of capitalization rates.

percent of sales, and EBITDA as a percent of sales. Exhibit 12.8 shows the implied private
company discount in terms of enterprise value to EBITIDA and enterprise value to sales,

The results of these three studies are consistent with studies of the rates of return
realized by shareholders of acquiring companies.'? These studies generally conclude that
shareholders of public acquiring firms benefit from the companies acquiring closely held
firms or nonpublic subsidiaries of public firms when compared to shareholders of public
acquiring firms acquiring public companies.

POSSIBLE EXPLANATIONS FOR PRIVATE COMPANY DISCOUNT

The relative size of the private companies was smaller than the public companies, and size
of company has been positively correlated with size of valuation multiples.'® But all of the
authors were aware of this, and each made atternpts to control for size differences.

Relative Quality of Accounting

Public companies are subject to more stringent audit requirements than are private com-
panies, so buyers probably view the public companies” accounting as more reliable. One
study even showed that the stature of the accounting firm doing the audit was correlated
with the multiples paid, even in public compz;mlie,s.14

Relative Exposure to Market

Probably the greatest reason for differences in multiples paid is the relative degree of
exposure to the market. All public companies have exposure to the market through quota-
tion systems, SEC filings, and various reporting services. Companies interested in mak-
ing acquisitions can screen available databases in search of a company with the criteria
they are looking for.

Few private companies enjoy such constant media exposure, especially in the finan-
cial press. Most keep their financial results top secret. And there is the confidentiality
paradox of most control owners, who implore their investment banker or intermediary 0
“find me a buyer for my company, but don’t let anyone know that it’s for sale.”

COURT TREATMENT OF CONTROLLING INTEREST
DISCOUNTS FOR LACK OF MARKETABILITY

The U.S. Tax Court clearly has recognized DLOMSs for controlling interests. In fact,
when DLOMSs have been an issue in the U.S. Tax Court, they have been accepted far
more often than they have been rejected. The Tax Court statement quoted most ofien ot
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Differences between Private and Public’Company
Acquisition Price/Earnings Multiples '

Every year, Mergerstat Review publishes a table presenting the average price/earn-
ings multiples for the acquisitions of private companies for which they have data—
compared with the average price/earnings multiples for the acquisitions of compa-
nies that had been publicly traded. Almost every year, the average price/edarnings
multiple for the acquisitions of private companies is significantly lower than the
average price/earnings multiple for the acquisitions of public companies.

The public versus private acquisition price/earnings multiple table from the
2000 Mergerstat Review is presented in Exhibit 17-11.

Observers have hypothesized a number of reasons for this consistent and sig-
nificant acquisition pricing differential. The most common reasons for this phe-
nomenon are as follows: :

1. Exposure to the market.
2. The quality of financial accounting and other information.
3. The size effect.

Exposure to the Market. The names and stock prices of publicly traded com-
panies are published in hundreds of newspapers throughout the world every day.
Publicly traded companies also issue many press releases every year with quarterly
earnings and other information; these press releases are also published in hundreds
of newspapers. Financial information on thousands of publicly traded companies
is accessible online.

Source: Shannon P. Pratt with Alina V. Niculita, Valuing a Business: The Analysis and Appraisal of Closely Held
Companies , 5th edition. New York: McGrawHill, 2008, pps. 443-4,
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Exhibit 17-11

Median P/E* Offered Public versus Private 1990—2005.

Year Acquisitions of Public Companies Acquisitions of Private Companics
1990 17.1 (117) 13.2 - (36)
1991 . 159 (93) 8.5 (23)
1992 18.1 (89) S 176 (13
1993 19.7 (113) 22.0 (14)
1594 19.8 {134) 22.0 (18)
1995 194 (239) 15.5 (16)
1996 21.7 (238) 17.7 31
1997 25.0 (389) 17.0 (83)
1998 24.0 (362) 16.0 (207)
1999 T 217 (434) 18.4 (174)
2000 18.0 (379 16.0 (130
2001 16.7 261) 15.3 (80)
2002 19.7 (1e1) 16.6 (83)
2003 212 (198) " 194 (107)
2004 226 (188) ‘ 19.0 (108)
2005 24.4 (230) 16.9 (127)

() Denotes number of transactions reporting P/E.
*Excludes negative P/E multiples and P/E multiples larger than 100.

SOURCE: Mergerstat® Review 2006 (Santa Monica: FactSet Mergerstat, LLC, 2006). www.mergerstat.com. Used with permission.

All rights reserved.

~ Publicly traded companies are required to file Forms 10-K, 10-Q, and 8-K, as
well as other detailed financial information, with the SEC. Any company, or finan-
cial intermediary, interested in an acquisition in any industry has this list of publicly
traded companies and the detailed financial information on them at its fingertips.

By contrast, there is no such comprehensive and reliable listing of closely held
businesses. And privately owned businesses normally do not disclose financial
data. Many privately owned businesses do not even disclose gross revenues.
Therefore, acquisition seekers do not have privately owned businesses constantly
exposed to them.

Business buyers have difficulty making a comprehensive list of available
closely held businesses even if they attempt to do so. Generally, business buyers
cannot get financial information regarding closely held businesses—short of a
direct approach to the subject business, which they are often reluctant to take and
which is.often rebuffed. Often, private company sales are initiated by the seller,
which may put downward pressure on the price paid for the private company.

Quality of Financial Accounting and Other Information. The SEC require-
ments for accounting information and other disclosures are far more stringent and
‘extensive than what is required for an unqualified audit opinion under normal gen-

- erally accepted accounting practices (GAAP) rules. Many analysts believe that this
" difference in the quantity and reliability of financial data has an impact on the dif-

ferential in average price/earnings multiples paid for the acquisition of public

“companies versus the acquisition of private companies.
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Nonhomogeneous Assets .
(“Portfolio’) Discounts

Portfolio Discount Principle

Empirical Evidence Supporting Portfolio Discounts
Evidence from Actual Breakups '
Conglomerate Discounts from Estimated Breakup Value
Evidence from Real Estate Holding Companies

How to Value Companies with Disparate Portfolios
Separate Valuations Followed by a Discount
Biended Multiples or Discount Rates Followed by a Discount
Direct Use of Conglomerates )

Quantifying the Portfolio Discount

Portfolio Discounts in the Courts
Portfolio Discount Accepted
Portfolio Discount Denied

Summary L

A *‘porifolio discount” is applied, usually at the entity level, to a company or interest in a
company that holds disparate operations or assets. This chapter explains the principle, dis-
cusses empirical evidence of its existence and magnitude, and offers some suggestions for
applying it in practice. Finally, we note that it has been accepted by the U.S. Tax Court.

PORTFOLIO DISCOUNT PRINCIF:‘LE

Investors generally prefer to buy *“‘pure plays” rather than packages of dissimilar opera-
tions and/or assets. Therefore, companies or interests in companies that hold a non-
homogeneous group of operations and/or assets frequently sell at a discount from the
aggregate amount those operations and/or assets would sell for individually, The latter is
often referred to as the breakup value. This disinclination to buy a miscellaneous assort-
ment of operations and/or assets and the resulting discount from breakup value is ofien
called the portfolio effect. '

It is quite common for family-owned companies, especially multigenerationai ones,
to accumulate an unusual (and often unrelated) group of operations and/or assets over
the years. This often happens when different decision makers acquire holdings that par-
ticularly interest them at different points in time. For example, a large privately owned
company might own a life insurance company, a cable television operation, and a hospi-
tality division.

291

Source: Shannon P. Pratt, Business Valuation Discounts and Premiums, 2nd edition. Hoboken, New Jersey:
John Wiley & Sons, 2009, pps. 291-3.
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The following have been suggested as some of the reasons for the-portfolio discount:

» The diversity of investments held within the corporate umbrella

+ The difficulty of managing the diverse set of investments .
* The expected time needed to sell undesired assets

» Costs expected to be incurred upon sale of the investments

« The risk associated with disposal of undesired investments'

The portfolio discount effect is especially important when valuing minority interests,
because minority stockholders have no ability to redeploy underperforming or non-
performing assets, nor can they cause a liquidation of the asset portfolio and/or a dissolu-
tion of the company. Minority stockholders give little or no weight to nonearning or low-
earning assets in pricing stocks in a free and open, well-informed public market. Thus,
the portfolio discount might be greater for a minority position, because the minority
stockholder has no power to implement changes that might improve the value of the op-
erations and/or assets, even if the stockholder desires to.

EMPIRICAL EVIDENCE SUPPORTING PORTFOLIO DISCOUNTS

Empirical evidence supporting the existence and quantification of the portfolio discount
for minority interests is abundant in the public markets. This evidence fails into three
distinct categories:

1. Increases in aggregate market value when a conglomerate company announces and/or
completes a breakup or a tax-free spinoff

2. Analysts’ estimates of breakup values of conglomerates compared to the conglomer-
ate stocks’ public trading prices

3. Differences in discounts from net asset value for real estate holding companies with
homaogeneous versus nonhomogeneous real estate holdings .

EVIDENCE FROM ACTUAL BREAKUPS

Unquestionably, the breakup of conglomerates has created value for their stockholders in
almost every instance. Quantifying this value increase (which would represent the portfo-
lio discount from the post-breakup values) presents & measurement problem that defies
precision. One might start with the conglomerate value the day before the announcement
and compare it to the value the day after the announcement, or to the aggregate trading
prices of the components when the breakup is effective, or to the aggregate trading values
of the components at some. time after the market has “seasoned” them.

None of the above procedures, however, reflects the extent of the value increase al-
ready reflected in the preannouncement price as a result of rumors of the breakup. For
example, on February 14, 2001, Canadian Pacific announced plans to divide itself into
five separate publicly traded companies. The New York Times reported, “Rumors over
the last month about such a plan had lifted the stock price 25 percent. n2
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Exhibit 19.1 Portfolio Discounts Implied by AT&T and ITT Breakups

Date of Price " Imptied

Breakup  Before Percent  Portfolio  10/23/95
Company Low Before Announcement High After Increase Discount” Price
AT&T $47.25 8/20/95 $57.575 $66.375 153%. . 133% $61.25
ITT $77.00 6/13/95  $109.25 $128.50 150% . 13.0% $123.625

Source: Jamie Mikami, “AT&T Breakup Is Empirical Evidence of ‘Portfolio Discount’ Theory,” Shanron Prart’s
Business Valuation Update (November 1995): 8.

*(1 — 1/(1 + percent increase))

=133

Two of the most widely publicized breakups were AT&T on September 20, 1995, and
ITT on June 13, 1995. Exhibit 19.1 shows the implied portfolio discount based on the
price immediately before the announcement and the aggregate prices of the components
shortly after the breakups. This does not reflect any run-up in the stock prices prior to the
announcements. ) o

Another example is the announcement by Anheuser Busch that it would sell off its
money-losing Eagle Snacks operation and its baseball subsidiary, consisting of the St. Louis
National Baseball Club (the St. Louis Cardinals), Busch Memorial Stadium, and several
nearby parking garages. The stock immediately experienced a favorable price reaction.’

A 1997 book titled Breakup!: When Large Companies Are Worth More Dead Than
Alive posits that “the successful demerging of the most obwous corporate candidates in
the United States alone would unlock $1 trillion of value™* otherwise trapped by the very
nature of what the book calls multibusiness companies. The result in each case would be
several single businesses, or what the authors call focused-business companies. Although
the book focuses on large public companies, the principle is equally applicable to compa-
nies of all sizes, public or private.

Online searches yield dozens of examples of positive stock market price reactions to
the announcement or completion of breakups of public conglomerates.

CONGLOMERATE DISCOUNTS FROM ESTIMATED BREAKUP VALUE

At the time of this writing, Yahoo! Finance Market Guide listed almost 32 public compa-
nies that are regarded in the financial industry as conglomerates. These are listed in
Exhibit 19.2. From time to time, brokerage house analysts issue reports on these compa-
nies comparing their breakup values with their public trading prices. .

Exhibit 19.3 summarizes a sampling of analysts’ reports comparing stock price to
estimated breakup value, showing the dates at which reports were issued.

EVIDENCE FROM REAL ESTATE HOLDING COMPANIES

An article on real estate holding companies made the point that the negative eifect of a
disparate portfolio applies to real estate holding companies, such as real estate invest-
“ment trusts (REITS), as well as to operating companies: “REITs that enjoy geographic
concentrations of their properties and specialize in specific types of properties, e.g., out-
let malls, commercial office buildings, apartment complexes, shopping centers, golf
courses . . . etc., are the most favored by investors. This is similar to investor preferences
for the fOCuscd pure play’ company in other industries.””>
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Non Pure Play Companies versus Pure Play Companies
Sunwest
Valuation Date : March 1, 2009
Market Approach - Market Comparable Comparison, MVIC Multiples

Pure Play Companies

MVIC/ MVIC/ MVIC!
LTM LTM™ LTM
Comparable Company Revenue EBITDA EBIT
ASSISTED LIVING CONCEPTS 1.4 6.8 114
BROOKDALE SENIOR LIVING 15 121 MNE
CAPITAL SENIOR LIVING CP 1.2 8.0 14.5
EMERITUS CORP 2.2 14.3 392.6
FIVE START QLTY CARE INC 0.1 4.8 9.9
SUNRISE SENIOR LIVING 0.4 0.7 0.7
High 2.2 14.3 3926
Low 0.1 0.7 07
Mean 1.1 7.8 858
Madian 1.3 7.4 11.4
st dev 0.8 4.9 171.6
coef of var 0.68 0.63 2.00
Non Pure Play Companies
MVIC/ MvVIC/ MVIC/
LTM LT™M LTM
|Comparable Company Ravenue EBITDA EBIT
ADCARE HEALTH SYSTEMS 0.8 16.9 74.2
ADVOCAT INC 0.1 2.9 5.3
KINDRED HEALTHCARE INC 0.2 2.7 6.2
NATIONAL HEALTHCARE CORP 1.0 8.3 12.0
ODYSSEY HEALTHCARE INC 0.6 74 8.7
SKILLED HEALTHCARE GRP A 1.1 6.7 8.5
SUN HEALTHCARE GROUP 0.6 6.2 8.1
JENSIGN GROUP INC THE 0.6 4.8 5.8
High 1.1 16.9 74.2
Low 0.1 27 53
Mean 0.6 7.0 16.1
Medlan 0.6 6.4 8.3
st dev 0.3 4.5 23.6
coef of var 0.57 0.64 1.46

MVIC = Market Value of Invested Capital
LTM = Last Twelve Months

EBITDA = Earnings Before Interest, Taxes, Depreciation and Amortization
EBIT = Eamnings Before Interest and Taxes
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MVIC - REITs versus Pure Play Companies
Sunwest
Valuation Date : March 1, 2009
Market Approach - Market Comparable Comparison, MVIC Multiples

Pure Play Companles

MVIC/ MVIC/ MVIC/
LTM LTM LTM
Comparable Company Revenue EBITDA EBIT
ASSISTED LIVING CONCEPTS 14 6.8 11.4
BROOKDALE SENIOR LIVING 1.5 121 NE
CAPITAL SENIOR LIVING CP 1.2 8.0 145
EMERITUS CORP 2.2 14.3 3926
FIVE START QLTY CARE INC 0.1 4.8 0.9
SUNRISE SENIOR LIVING 0.4 07 0.7
High 2.2 14.3 3926
Low 0.1 0.7 0.7
Mean 1.1 7.8 85.8
Meadian 1.3 7.4 11.4
st dov 0.8 4.9 171.6
coef of var 0.68 0.63 2.00§
REITs
MvVIC/ MVIC/ MVIC/
LT™M LT™M LT™M
Comparable Company Revenue EBITDA EBIT
HEALTH CARE REIT INC 11.2 221 221
HCP INC 9.5 18.7 18.7
NATIONWIDE HEALTH PROP 9.4 17.4 174
UNIVERSAL HLTH RLTY | TR 14.0 Nt 3141
NATIONAL HEALTH INVESTOR 9.7 12.1 121
OMEGA HEALTHCARE INVEST 7.9 135 13.5
LTC PROPERTIES INC 8.5 124 124
HEALTHCARE REALTY TRUST 8.0 34.0 34.0
MEDICAL PROPERTIES TRUST 6.7 1.7 11.7
CARE INVESTMENT TRUST 9.0 NE NE
High 14.0 34.0 340
Low 6.7 "7 1.7
Mean 9.4 19.2 19.2
Median 9.2 17.4 17.4
st dov 21 8.3 8.3
coef of var 0.22 0.43 0.43

MVIC = Market Value of Invested Capital

LTM = Last Twelve Months

EBITDA = Earnings Before Interest, Taxes, Depreciation and Amortization
EBIT = Earnings Before Interest and Taxes
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REIT versus Operating Company Price Performance
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Parcent Mean and Medlan Premium Pald over Market Price
ALL INDUSTRIES

Mean Median
Premium Promium Mean Medlan
Paid Paid Premium Premium
Year of (without {without Paid (with  Paid (with
Buyout nepatives) negatives) negatives) negatives)
faf fa] fal fal
1998 35.9% 29.3% 23.6% 22.7%
1999 46.5% 32.4% 40.0% 28.7%
2000 48.7% 37.1% 35.3% 28.9%
2001 52.1% 35.9% 34.0% 25.9%
2002 49.1% 34.0% 33.1% 24.6%
2003 53.9% 37 7% 46.2% 33.3%
2004 36.4% 26.2% 28.6% 22.5%
2005 33.1% 24.3% 23.1% 16.7%
2006 29.0% 20.5% 23.5% 17.2%
2007 27.0% 20.8% 20.9% 18.1%
2008 43.2% 31.4% 31.6% 25.7%
Average 41.4% 30.0% 30.9% 24.0%
Notes:

[a] Without negatives does not include public company sale transactions at discounts from their previous trading prices.
With negatives does include such discount transactions.

Source: Compiled from Mergerstal/Shannon Praft's Control Premium Skudies, Valuing a Business, Fifth Edition,

page 404, Shannon Pratt with Alina Niculita. .
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Percent Mean and Meadian Premium Paid over Market Price

SELECTED INDUSTRIES [b]
Mean Median
Premium Premium Mean Madian # of
Paid Paid Premium Premlum buyouts at
Year of {without (without Paid (with Paid (with Total # of a negative
Buyout negatives) negatives) negatives) negatives) buyouts premium
fa} fa} fa) fa]
1998 27.3% 16.3% 13.3% 11.7% 5 2
1999 21.4% 21.4% 21.4% 21.4% 1 0
2000 76.3% 87.2% 76.3% 87.2% 3 (0] |
2001 na na na na 0 0
2002 98.2% 98.2% 98.2% 98.2% 1 0
2003 52.8% 52.9% 52.9% 52.9% 1 0
2004 49.3% 49.3% 49.3% 49.3% 1 0
2005 69.3% 69.4% 69.3% 69.4% 2 0
2006 31.1% 31.1% 31.1% 31.1% 1 0
2007 16.9% 16.9% 16.9% 16.9% 2 0
2008 20.1% 20.1% 20.1% 20.1% 1 0
Average 46.3% 48.3% 44,9% 45.8% 18 2
Notes:

[a]} Without negatives does not include public company sale transactions at discounts from their previous trading prices.
With negatives does include such discount transactions.
[b} Search for acquisition targets was based on specific SIC and NAICS codes, as follows:
Target SIC Code ('8051", '8052', '8059", '8361')
Target NAICS Code ('62311%, '62322', '623311’, '623312")
Source: Compiled from Mergerstat/Shannon Pratt's Control Premium Studies , www.bvmarkeidata.com.



Sunwest Management, Inc. - Exhibit 12

Percent Premium Pald over Market Price and Implied Minority Discount

ALL INDUSTRIES
Mean Median
Premium Premium Mean Median
Paid Implied Paid Implied Premium Implied Premium Implied
Year of {without Minority {without Minority Paid (with Minority Pald (with Minority
Buyout negatives) Discount negatives) Discount negatives) Discount negatives) Discount
fal ] fa] b} fal i) fal fo}
1998 35.9% 26.4% 29.3% 227% 23.6% 19.1% 22.7% 18.5%
1993 46.5% 31.7% 32.4% 24 5% 40.0% 28.6% 28.7% 22.3%
2000 48.7% 32.8% 37.1% 27.1% 353% 26.1% 28.9% 22.4%
2001 52.1% 34.3% 35.9% 26.4% 34.0% 25.4% 25.9% 20.6%
2002 49.1% 32.9% 34.0% 25.4% 33.1% 24.9% 24.6% 19.7%
2003 53.9% 35.0% 37.7% 27.4% 46.2% 31.6% 33.3% 25.0%
2004 36.4% 26.7% 26.2% 20.8% 28.6% 22.2% 22.5% 18.4%
2005 33.1% 24 9% 24.3% 19.5% 23.1% 18.8% 16.7% 14.3%
2006 29.0% 22.5% 20.5% 17.0% 23.5% 19.0% 17.2% 14.7%
2007 27 0% 21.3% 20.8% 17.2% 20.9% 17.3% 18.1% 15.3%
2008 43.2% 30.2% 31.4% 23.9% 31.6% 24.0% 257% 20.4%
Average 41.4% 29.0% 30.0% 22.9% 30.9% 23.4% 24.0% 19.2%
Notes:

[a] Without negatives does not include public company sale transactions at discounts from their previous trading prices.
With negafives does include such discount transactions.

[b] Formula: 1-{1/(1+Premium Paid)}.

Source: Compiled from Mergerstat/Shannon Pratt's Control Premium Studies , Valuing a Business, Fifth Edition, page 404.
Shannen Pratt with Alina Niculita.
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Percent Premium Pald over Market Price and implled Minority Discount
SELECTED INDUSTRIES [c]

Mean Medlan
Premlum Pramium Mean Madinn #of
Paid Implied Pald impliad Premium Imphled Pramium implied buyouts af

Yoar of {without Minority (without Minorty Pald{with  Minority  Pald (with  Minority Total # of s nagative
Buyout negatives) Discount negatives) Discount negatives) Discount negatives) Discount buyouts premium

faf S [a B} fat Ibf la} fo}
1988 27.3% 21.4% 16.3% 14.0% 13.3% 11.7% 11.7% 10.5% 5 2
1999 21.4% 17.6% 21.4% 17.6% 21.4% 17.6% 21.4% 17.6% 1 2]
2000 76.3% 43.3% 87.2% 48.6% 76.3% 43.3% 87.2% 46.6% 3 0
20M ne na na na na na na na 0 0
2002 98.2% 49.5% 98.2% 49,5% 98.2% 49.5% 968.2% 49.5% 1 0
2003 52.9% 34.6% 52.9% 34.6% £2.9% 34.6% 52.8% 34.6% 1 ]
2004 49.3% 33.0% 49.3% 33.0% 49.3% 33.0% 49.3% 33.0% 1 0
2005 69,3% 40.9% 69.4% 41.0% 69.3% 40.9% 69.4% 41.0% 2 o
2006 3.1% 23.7% 31.1% 23.7% 31.1% 23.7% 31.1% 23.7% 1 0|
2007 16.9% - 14.5% 16.9% 14.5% 16.9% 14.5% 16.9% 14.5% 2 0
2008 20.1% 16.7% 20.1% 18.7% 20.1% 16.7% 20.1% 16.7% 1 0|
Avernge 48.3% 29.6% 48.3% 20.1% 44.9% 28.6% 45.8% 28.8% 18 2]

Nates:
[a] Without negatives does not include public company sale transactions at discounts from their previous trading prices.
Wilh negalives does include such discount transactions.
[b] Formula: 1-{1/{1+Premium Paid)}.
[&} Search for acquisition targels was based on specific SIC and NAICS codas, as follows:
Target SIC Code ('8051%, 'B052', '805¢', '8361")
Targat NAICS Code ('62311', '62322', '623311", '623312")
Source: Compiled from Mergerstat/Shannon Pratt's Control Premium Stuthes , www. bvmarketdata.com.
Shannon Pratt with Alina Niculita.
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The Partnership Re-Sale Discount Study Results

Partnaership Category No. of Firtnershlps Average Discount Average Yleld

Insured Mortgages 5 14% 9.10%
Triple-Net-Lease 23 14% 9.70%
Equity—Distributing {low or ne debt) 15 16% 8.60%
Equity—Distributing {moderate to high debt) 19 29% 6.90%
Equity—MNondistributing 12 38% 0%
Undeveloped Land 5 33% 0%

Source: The Parinership Re-Sale Discount Study 2004.
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Capitalizatlon Rates from transactions involving major appralsal firms specializing In the Industry

Q4 2008

Property Type
Independent Living
Assisted Living
Nursing Homes
CCRCs

Q3 2008

Property Type
independent Living
Assisted Living
Nursing Homes
CCRCs

Q2 2008

Property Type
Independent Living
Assisted Living

Nursing Homes
CCRCs

Low
7.50%
7.90%
9.40%
8.00%

Low
6.50%
7.710%
9.00%
8.00%

Low
6.60%
7.00%

10.00%
7.50%

Average
8.70%
9.30%

13.10%
9.00%

Average
8.70%
9.20%

12.75%
8.60%

Average
7.80%
9.00%

12.70%
8.70%

High
10.60%
13.00%
14.00%
12.50%

High
13.00%
12.20%
14.50%

9.30%

High
8.75%
12.20%

15.00%
11.50%

# Transaction
Involved

19

50

14

8

# Transaction|
Invalved]

15

39

46]

9

# Transaction|
Involvedl

13

82

95
20

Nates:

Data from The National Investment Center for the Senior's Housing and Care Industry

http://www.nic.org/research/kfi/capitalization.asp, and discussions with Bank of the West Healthcare lending Division.

CCRC Is a Continuing Care Retirement Community.
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SUNWEST
Valuation Date : March 4, 2009
Market Approach - Market Comparable Comparison

Company Headquarters Description

HEALTH CARE REIT INC Toledo, OH A real estate investment trust, which invests in senior housing and
health care real estate. It also provides an array of property
management and development services.

HCP INC Long Beach, CA A self-administered, real estate investment trust, which acquires,
develaps, leases, manages and disposes of healthcare real estate and
provides financing to healthcare providers.

NATIONWIDE HEALTH PROP  Newport Beach, CA A real estate investment trust that invests mainly in healthcare related
senior housing, long-term care properties and medical office buildings.

UNIVERSALHLTHRLTYITR  Kingof Prussia, PA  The Company invests in health care and human service related
facilities including acute care hospitals, behavioral healthcare facilities,
rehabilitation hospitals, sub-acute facilities, surgery centers, childcare
centers and medical office buildings.

NATIONAL HEALTH INVESTOR Murfreesboro, TN The Company is a real estate investment trust which invests in income-
producing health care properties primarily in the long-term care

industry.

OMEGA HEALTHCARE INVEST Hunt Valley, MD A real estate investment trust, which invests in income-producing
healthcare facilities, mainly long-term care facilities located in the
United States.

LTC PROPERTIES INC Westlake Village, CA A real estate investment trust which investS in long-term care and

other health care related properties through mortgage loans, property
lease transactions and other investments.

HEALTHCARE REALTY TRUST Nashvilte, TN A real estate investment trust that owns, acquires, manages, finances
and develops income-producing real estate properiies associated
mainly with the delivery of outpatient healthcare services throughout
the United States.

MEDICAL PROPERTIES TRUST Birminghant, AL The Company is a self-advised real estate investment trust which
acquires, develops, leases and makes other investments in healthcare
facilities providing state-of-the-art healthcare services.

CARE INVESTMENT TRUST  New York, NY A real estate investment trust that focuses on originating and acquiring
healthcare-related real estate and commercial mortgage debt.

Shannon Pratt Valuations
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SUNWEST
Valuation Date : March 1, 2009
Market Approach - Market Comparable Comparison, Last Twelve Months
Latest Twelve Months (LTM) Margine
|Comparable Company Quartor Ended Revenue EBITDA EBIT Net Income EBITDA EBIT Net Income
HEALTH CARE REIT INC 2009/03 $561,368,000 $285,835,000 $285,835000 $139,705,000 50.9% 50.9% 24.9%
HCP INC 2009/03 1,173,0563,000 594,141,000 594,141,000 200,674,000 50.6% 50.6% 17.1%
NATIONWIDE HEALTH PROP 2009/03 385,066,000 209,029,000 209,029,000 106,387,000 54.3% 54.3% 27.6%
UNIVERSAL HLTH RLTY I TR 2009/03 32,332,000 14,614,000 14,614,000 12,141,000 45.2% 45.2% 37.6%
NATIONAL HEALTH INVESTOR 2009/03 68,052,000 54,568,000 54,568,000 57,142,000 80.2% B80.2% 84.0%
OMEGA HEALTHCARE INVEST 2000/03 218,573,000 128,180,000 128,180,000 76,311,000 58.6% 58.6% 34.9%
LTC PROPERTIES INC 2009/03 69,225,000 47,117,000 47,117,000 27,377,000 68.1% 68.1% 39.5%
HEALTHCARE REALTY TRUST 2009/03 227,528,000 53,228,000 53,228,000 20,284,000 23.4% 23.4% 8.9%
MEDICAL PROPERTIES TRUST 2009/03 126,473,089 71,812,820 71,812,820 28,817,686 56.6% 56.8% 22.8%)
CARE INVESTMENT TRUST 2009/03 20,947,000 (22,546,000)  (22,546,000) (28,762,000) -107.6% -107.6% -137.3%
High 1,173,053,000 584,141,000 594,141,000 200,674,000 B0.2% 80.2% 84.0%
Low 20,947,000 -22,548,000 -22,546,000 -28,7682,000 -107.6% ~107.6% -137.3%
Mean 288,261,809 143,697,682 143,557,882 64,007 669 38.0% 38.0% 16.0%
Median 172,523,045 63,190,410 63,120,410 42,979,843 52.6% 52.6% 26.3%

Shannon Pratt Valuations
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Page 3 of 11

! SUNWEST
Valuation Date : March 1, 2009
| Market Approach - Market Comparable Compariscn, Last Fiscal Year

Last Fiscal Year Margins

[Comparable Company Filacal Yaar Revenue EBITDA EBIT Net income EBITDA EBIT Net iIncome
HEALTH CARE REIT INC 2008 $551,214,000 $260,390,000 $280,300,000 $127,038,000 50.9% 50.9% 23.0%
HCP INC 2008 1,185,896,000 602,846,000 602,946,000 183,199,000 50.8% 50.8% 15.4%
NATIONWIDE HEALTH PROP 2008 374,568,000 204,413,000 204,413,000 100,503,000 54.6% 54.6% 28.8%
UNMNERSAL HLTH RLTY I TR 2008 31,236,000 14,044,000 14,044,000 11,853,000 45.0% 45.0% 37.3%
NATIONAL HEALTH INVESTOR 2008 69,492 060 55,750,000 55,759,000 55,451,000 80.2% 80.2% 79.8%
f OMEGA HEALTHCARE INVEST 2008 205,863,000 122,423,000 122,423,000 87,977,000 59.5% 58.5% 33.0%
LTC PROPERTIES INC 2008 69,357,000 47,308,000 47,306,000 27,485,000 68.2% 68.2% 30.6%
HEALTHCARE REALTY TRUST 2008 216,681,000 52,749,000 52,749,000 18,158,000 24,3% 24.3% B.4%
MEDICAL PROPERTIES TRUST 2008 117,616,000 67,857,000 67,857,000 27,205,000 57.7% 57.7% 23.1%
CARE INVESTMENT TRUST 2008 17,986,000 (26,285,000} (26,285,000) {30,806,000) -146.1% -146.1% -171.3%,
High 1,185,896,000 602,946,000 602,946,000 183,199,000 80.2% 80.2% 79.8%
Low 17,986,000 -26,285,000 26,285,000 -30,806,000 -146.1% -146.1% -171.3%

i

1 Mean 253,990,900 142,160,200 142,160,200 58,787,300 34.5% 34.5% 11.5%
Medlan 161,739,500 61,808,000 61,808,000 41,473,000 52.7% 52.7% 25.0%

Shannon Pratt Yaluations
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SUNWEST
Valuation Date : March 1, 2002
Market Approach - Market Comparable Comparison, Prier Fiscal Year
Prior Fiscal Year Margins
Comparable Company Fiscal Yoar Revenue EBITDA EBIT Net Income EBITDA EBIT Net Income
HEALTH CARE REIT INC 2007 $486,022,000 $259,024,000 $259,024,000 $100,057,000 53.3% £3.3% 20.6%
HCP INC 2007 1,073,971,000 542,143,000 542,143,000 139,633,000 50.5% 50.5% 13.0%
NATIONWIDE HEALTH PROP 2007 377,241,000 247,460,000 247,460,000 132,535,000 65.6% 65.6% 35.1%
UNIVERSAL HLTHRLTY | TR 2007 32,529,000 21,413,000 21,413,000 19,664,000 65.8% 65.8% 60.5%
NATIQNAL HEALTH INVESTOR 2007 76,186,000 58,960,000 58,860,000 79,041,000 78.4% 78.4% 106.1%
(OMEGA HEALTHCARE INVEST 2007 160,213,000 111,683,000 111,683,000 57,675,000 69.7% 69.7% 36.0%
LTC PROPERTIES INC 2007 74,790,000 52,996,000 52,996,000 30,773,000 70.9% 70.9% 41.1%
HEALTHCARE REALTY TRUST 2007 212,593,000 67,055,000 67,065,000 16,677,000 3t.5% 31.5% 7.8%
IMEDICAL FROPERTIES TRUST 2007 96,650,921 68,246,451 68,246,451 40,009,249 70.6% 70.6% 41.4%
[CARE INVESTMENT TRUST 2007 12,916,000 (1,423,000) (1.423,000) {1,657,000) -11.0% =11.0% =12.1%
High 1,073,971,000 542,143,000 542,143,000 139,633,000 78.4% 78.4% 105.1%
Low 12,916,000 -1,423,000 -1,423,000 -1,557,000 ~11.0% =11.0% -12.1%
Mean 260,211,192 142,755,745 142,755,745 61,450,795 54.5% 54.5% 34.9%
Medlan 128,431,961 67,650,726 67,650,726 48,842 475 65.7% 65.7% 35.6%
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SUNWEST
Valuation Date ; March 1, 2009

Market Approach - Market Comparable Comparison, Growth

Annual Growth [1]

5-Year Compounded Annual Growth [2]

|Comparable Campany Revenue EBITDA EBIT Net Ingcome Revenus EBITDA EBIT Net Incoms
HEALTH CARE REIT INC 13.4% 8.2% 8.2% 27.0% 21.7% 15.6% 15.6% 15.2%
HCP INC 10.4% 11.2% 11.2% 31.2% 29.0% 23.5% 23.5% 7.6%
NATIONWIDE HEALTH PROP -0.7% -17.4% -17.4% -24.2% 18.7% 12.6% 12.6% 14.0%
UNIVERSAL HLTH RLTY | TR -4.0% -34.4% -34.4% -40.7% -4.0% -13.5% -13.5% -14.4%
NATIONAL HEALTH INVESTOR -7.6% =5.4% -5.4% -29.8% -18.7% -4.7% -4.7% 0.4%
OMEGA HEALTHCARE INVEST 28.5% 9.6% 9.6% 17.9% 22.8% 20.9% 20.9% NM
LTC PROPERTIES INC -7.3% -10.7% -10.7% -10.7% 0.9% -0.7% -0,7% 18.0%
HEALTHCARE REALTY TRUST 1.9% -21.3% -21.3% 8.9% -1.9% -13.4% -13.4% -22.3%
MEDICAL PROPERTIES TRUST 21.7% -0.6% -0.6% -32.0% 77.6% 95.9% 95.9% 56.1%
CARE INVESTMENT TRUST 39.3% NM NM NM NM NM NM NM
High 39.3% 11.2% 11.2% 31.2% 77.6% 95.9% 95.9% 56.1%
Low -7.6% -34.4% -34.4% -40.7% =19.7% -13.5% -13.5% -22.3%
Mean 9.6% -6.8% -6_B% -5.8% 16.1% 16.1% 15.1% 9.3%
Madlan 6.2% -5.4% -5.4% -10.7% 18.7% 12.6% 12.6% 10.8%
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BUNWEST
Valuation Date : March 1, 2000

Market Appoach - Markst C [+] ik Martket Value
Market Value Book Value
Ticker Fiscal Yesr Most Recent Shares Price Marfot Value Less: Add: of Invested of Common Book Value Total
parable Company Symbol _ EndMonth ___ QuarterEnd ding [1]  Per$hare [2] of Equity Canh [3] Dabt 4] Capital (WVIC} Equity a8 % of MVIC Assets

HEALTH CARE REIT INC HCN Dacamber 2008/02 111,120,600 $30.77  $3.410,430,330 - $0  $2,080.087,000  $6,208,526,330  $3.151,303,000 $0.0%  $6,143,081,000
HCP INC HCF December 2008/03 253,975,000 1827 4,540,123,250 1] 6,471,048,000 11,111,169,250  $4,844,088,000 436% $11.601,285,000
INATICNWIDE HEALTH PROP NHP Decambar 2009/02 102,594,600 20.26 2,078,554,340 0 1,548,805,000 3,627,450,440  $1,690,577,000 46.6%  $3,419,990,000
UNIVERSAL HLTH RLTY | TR UHT December 200903 11,868,600 2 370,400,280 0 83,660,000 454,080,280 $742,480,000 3% $220,538.000
NATICNAL HEALTH INVESTOR NHI December 2008103 27,583,000 2388 657,054,550 0 2,762,000 880,816,550 $427,460,000 84.7% $449,894,000
OMEGA HEALTHCARE INVEST OH December 2000/02 82,408,600 13.13 1,082,017 040 0 648,131,000 1,730,108,040 $678,081,000 30.2%  $1,354,802,000
LTC PROPERTIES INC LTC December 2008/03 23,174,000 17.06 305,248,940 0 189,935,000 585,283,440 5287 477,000 45.7% $5011,001.000
HEALTHCARE REALTY TRUST HR Dacamber 2008/03 59,300,000 1440 859,387, 410 0 052,735,000 1.812,122.410 $784,327,000 43.8%  $1,847.488,000
MEDICAL PROPERTIES TRUST MPW Decamber 2008/03 20,144,000 349 270,702,560 0 563,248,000 842,948,560 $090,088,000 81.8%  $1,309,854,000
CARE INVESTMENT TRUST CRE Dacamber 2009/03 20,045,000 5.30 100,238,500 0 82,198,000 188,436,500 $240,210,000 127 5% $332,420,000

Hotes;
(1] A= of most recent puble filing.
[2] Share pricas as of 31172009,

[3] As of most recent public fing - Cash includes Marketablo Sacurities.
[4] As of most racent public fiing - Debt Includes Preferred Equity, Capilallzed Lease ObMHons and Mlnoril_y Intarast,
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SUNWEST
Vakustion Cate : Murch 1, 2009
Murkal Appioach - Markel Saleoted
Market Value Book Value
ofinvesied Markat Valus LTH Lasi FYE Prior FY2 LTM Laxi FYE Prior FYE LTH Last FYE Frior FYE LTM Lawt FYE Prior FYE o1 Common
Comparabla € Capltal (MVIC) __of MVE Ravanus Ravia Revanim EBITDA EBNTDA EBIDA Eoit ERIT BT Netincoms . Kelincoms  Netintome Equity
HEALTH GARE REIT INC $8,308,526.330 $A1RA30A30  SE61,388,000 3551214000  $480022,000 3235335000 9260350000 §259,024.000 $2EH3S000 $2BOIB0000  $I/O024000  MOBF0S000 S127,038000  FI0G.057000  £3,151,393,000
HCP ING 11,311,108,250 AB4023250  1ATHOS3.000 1105800000 $073.671,000 534,141,000 OSZI4B000 542143000 594141000  €O2PAA000 542143000 3200674000 3183190000  $1I9.633000  4,044,080,000
NATIONWIDE HEALTH PROP 2,827.450.440 2078554440 185084000 374563000 377,241,000 209020000 HMA1I000 247480000 209076000 204413000 247460000 3108387000  $100503000  $132538,000 1890877000
UNNERSAL MLTH RLTY | TR A54,080.280 30400280 32,332,000 34,230,000 32,529,000 14014000 14,044,000 21.413.000 14,814,000 14,044,000 21,413,000 512,141,000 $11,853,000 $10.884,000 142 400,000
NATIONAL HEALTH INVESTOR 480.616.350 657,854,550 65,052,000 69,497,000 75158000  S4SBAO00  S5759.000 GAESO000  S4SEA000 55759000  SOGE0.000  $57,142000  ISSAS1000  $79.041.000 427 400.000
OMEGA HEALYHCARE INVEST 1,730,198.040 1082017040 216573000 205863000 160213000 120080000 122423000 111633000 120,180,000 122423000 111883000  ITEIN1000  6TIIIO00  SSTHVS00 670,081,000
L16 PROPERTIES INC 585,283 440 395,348,440 50,226,000 83,357,000 74790000  4T17000 47208000 52890000 47,117,000  A7308000 52090000  SFTATIO00  $27AR5.000  330TII000 267477000
HEALTHCGARE REALTY TRUST 1812122430 B59,387410 227,528,000 210,081,000 212503000  53,738000  5274R000 67068000  S3.73M000 52749000  BT.0S3000 30264000  FIBASB000  $18.877,000 T04.327.000
MEDICAL PROPERTIES TRUST B42,040.580 276702560 120473008 117,848,000 08,850021 71812820  OLESTO00 83248451  T1.81ZA20  OVSSTO00  SB248451 320817688 S2T.205000  $40000849  €00088,000
CARE INVESTMENT TRUST 188,430,500 108,238,500 20,047 000 17 988,000 12018000  (22540,000) (20.285.000)  (1.4Z3000) (22546000) (26285000)  (1.423000) (323,762000) (S30208000)  ($1,657,000) 240210000
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SUNWEST
Veluatron Data : March 1, 2009

Market Approach - Market Comparabla Balance Sheets, EOY

Page B of 1)

NATIONWID UNIVERGAL NATIONAL  OMEGA LTC HEALTHCA MEDICAL  GARE |
HEALTH CARE EHEALTH HLTHRLTY| HEALTH HEALTHCA PROPERTIE RE REALTY PROPERTIE INVESTMEN
REIT INC HCP INC PROP TR INVESTOR _RE INVEST SINC TRUST S TRUST T TRUST
As of Date: 2008/12 2008112 2008112 2008112 2008412 2008/12 2008/12 2008/12 200812 200812
$000s 5 $ 3 $ $ $ L 3 5 $
|Balance Sheots
Cash and Due from Banks $23,370 57,562 82,250 618 100,242 209 21,118 4,130 11,748 31,800
Rostricled Cash $154,070 35,078 1} o 0 6,294 0 0 L] L+
Investment Securities, Nel $1.030 921,183 54,299 56,462 64,726 20,6864 6,468 0 0 64,890
Loans $482,885 1,076,633 159,899 0 106,640 o 79,301 0 108,523 158,816
Allowance for Leans and Lease Losses {7,500} {241y 4] 0 0 4} {760) 0 0 [+
Premises and Equipment $5,378,794 810,01 2,910,101 154,649 181,332 1,120,158 372,142 1,634,364 1,141,631 105,130
Othar Raceivables $136,890 34,211 6,066 2,027 1,734 75,037 18,795 59,001 32,840 [
Accrusd Interest $0 0 0 0 0 4] 2,010 0 o 1,045
Intangible Assats 0 507,100 109,434 0 0 0 o 0 o 4,295
Other Assels $23,679 508,220 136,076 6400 432 132,905 9979 167,277 16,698 3,830
Total Assete $6.103,118 11,849,826 3,458,125 221,056 457,106 1,364,467 506,053 1,864,780 1,311,440 370,906
Intarest Bearing Deposils $0 0 "] 883 0 o o) 0 "] 0
Short-Term Deabt $0 2,283,043 ] 0 0 €3,500 1] 0 o 0
Other Liabililles $107,167 292,839 0 3,196 115 28,282 505 83,837 20,755 8,151
Accrued Interest Payables $0 0 0 190 0 ] 251 0 o Q
Other Payables $0 211,691 144,566 0 23,389 0 3022 45,937 24,718 1625
[Minority Interest $10,603 206,569 61,460 167 0 o] 3,134 0 243 0
Long Term Dabt $2,863,772 3,673,513 1,491,432 71,692 3,987 484,697 38,753 940,188 538,266 119,998
Total Liabiiities $2 981,532 6,648,555 1,697,458 76,128 27,491 576,479 48,175 1,069,960 £90,082 129774
Preferred Stock Equily $269,929 285,173 74,918 0 0 108,488 189,560 0 0 [}
Common Par $104,635 253,601 10,228 118 276 8,238 2 592 65 21
Additlonal Pald In Capltal $3,180.628 4,873,727 1,786,193 189,347 458,911 1,054,157 321,819 1,480,535 875,253 299,656
Cumulative Transiation Adjusimest $0 (798} ] 0 0 0 0 0 0 0
Retained Eamings ($361,453) {130,088} 0 (44,538} (40,360) 440,277 (588,192) (689,846) {56,698} {50,215)
Treasury Stock {$5,145) 0 [\ 0 0 4] 4] 0 {262} (8,230)
Other Equity Adjustments $2,992 (13,550)  (110,672) 0 1] (823,172) 534,300 (6,461} 0 0
Net Unrealized Loss/#zain on Investments $0 66,614) 0 0 10,788 0 0 0 0 0
Tolal Equity $3,211,568 5,201,271 1,760,667 144,920 428,615 787,988 457,878 794,820 618,358 241,132
L.tal Liabillitles & Sharsholders’ Equity $6,183,118 11,849,826 3,458,125 221,056 457,106 1,364,467 506,053 1,864,780 1,311,440 370,906
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SUNWEST
Valuation Date : March 1, 2009
Market Approach - Markel Comparable Balance Sheels Common Size, EQY

HEALTH NATIONWID UNIVERSAL NATIONAL  OMEGA LTC HEALTHCA MEDICAL CARE

CARE REIT EHEALTH HLTHRLTY HEALTH HEALTHCA PROPERTIE RE REALTY PROPERTIE INVESTMEN
ING HCP INC PROP 1TR INVESTOR _RE INVEST SINC TRUST STRUST T TRUST
As of Date: 2008/12 2008/12 200812 2008112 2008/12 2008112 200812 2008/12 200812 2008112
% % % % % %o % % % %

Balance Sheets
Cash and Due from Banks 0.38% 0.49% 2.38% 0.28% 21.93% 0.02% 4.17% 0.22% 0.90% B8.57%
Restricted Cash 2.49% 0.30% 0.00% 0.00% 0.00% 0.46% 0.00% 0.00% 0.00% 0.00%
Invesiment Securities, Net 0.02% 7.71% 1.57% 25.54% 14.16% 2.19% 1.28% 0.00% 0.00% 17.49%
Loans 1.80% 9.09% 462% 0.00% 23.77% 0.00% 15.47% 0.00% 8.28% 43.11%
Allowance for Loans and Lease Losst  -0.12% 0.00% 0.00% 0.00% 0.00% 0.00% -0.15% 0.00% 0.00% 0.00%
Premises and Equipment 86.85% 73.50% B4.15% €69.96% 39.67% 82.09% 73.54% 87.64% 87.05% 28.34%
Cther Receivables 221% 0.29% 0.18% 1.32% 0.38% 5.50% 3.32% 3.16% 2.50% 0.00%
Accrued Interest 0.00% 0.09% 0.00% 0.00% 0.00% 0.00% 0.40% 0.00% 0.00% 0.28%
Intanglble Assats 0.00% 4.28% 3.16% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 1.16%
Other Assals 0.38% 4.29% 3.93% 2.90% 0.08% 9.74% 1.97% B.97% 1.27% 1.03%
Tolal Assels 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Inlerest Bearing Deposils 0.00% 0.00% 0.00% 0.40% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Short-Term Debt 0.00% 19.11% 0.00% 0.00% 0.00% 4.656% 0.00% 0.00% 0.00% 0.00%
Other Liabilities 1.73% 2.47% 0.00% 1.45% 0.03% 2.07% 0.99% 4.50% 2.27% 2.20%
Accrued interest Payables 0.00% 0.00% 0.00% 0.09% 0.00% 0.00% 0.05% 0.00% 0.00% 0.00%
Other Payables 0.00% 1.79% 4.18% 0.00% 5.12% 0.00% 0.60% 2.46% 1,88% 0.44%
Minaority Interest 0.17% 1.74% 1.78% 0.08% 0.00% 0.00% 0.62% 0.00% 0.02% 0.00%
Long Term Debt 4624% 31.00% 43.13% 3245% 0.87% 35.52% 7.26% 50.42% 48.68% 32.35%
Total Liabililies 48.14% 56.11% 49.08% 34.44% 6.01% 42.25% 9.52% 57.38% 62.86% 34.99%
Preferrad Stock Equity 4.68% 241% 217% 0.00% 0.00% 7.95% 37.46% 0.00% 0.00% 0.00%
Common Par 1.69% 2.14% 0.30% 0.05% 0.06% 0.60% 0.05% 0.03% 0.00% 0.01%
Additional Pald In Capital 51.36% 41.13% 51.65% B85.66% 100.39% T7.26% 63.63% 79.93% 51.49% 80.79%
Cumulallve Translation Adjustment 0.00% -0.01% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Retained Eamings -5.84% -1.10% 0.00% -20.15% -8.83% 32.27% -116.23% -36.99% -4.32% -13.54%
Treasury Stock -0.08% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% -0.02% -2.25%
Other Equity Adjusimenls 0.05% -0.11% -3.20% 0.00% 0.00% -60.33% 105.58% -0.35% 0.00% 0.00%
Net Unrealized Lossi3aln on investm  0.00% -0.56% 0.00% 0.00% 2.36% 0.00% 0.00% 0.00% 0.00% 0.00%
Tolal Equity 51.86% 43.89% 50.91% 65.56% 93.99% 57.75% 90.48% 42.62% 47.15% 85.01%
‘Total Liabllitles & Shareholders’ Equit  160.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
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SUNWEST
Valuation Dele : March 1, 2009
Marketl Approach - Market Comparable Income Statements, EQY

HEALTH NATIONWID UNIVERGAL NATIONAL  OMEGA LTC HEALTHGA MEDIGAL CARE
CARE REIT EHEALTH HLTHRLTY! HEALTH HEALTHCA PROPERTIE RE REALTY PROPERTIE INVESTMEN
INC HCP INC PROP TR INVESTOR _RE INVEST S INC TRUST S TRUST _ TTRUST
For LTM Endad: 200812 200812 200812 200812 200812 2008/12 2008/12 2008112 2008/12 2008/12
$000's $ $ $ $ $ $ $ $ ] $
Loans 0 0 0 0 9,668 0 9,708 2,207 0 15,794
Other Interast Income 40,063 156,752 24,980 0 &) 9,802 2,087 2,440 29,872 395
Total Interesl Income 40,063 158,752 24 980 4] 9,666 9,802 11,795 4,647 29,872 16,189
Other Interest Expense 130,813 348,402 101,045 2,391 308 39,746 4,114 42,126 40,652 4,521
Total Interest Expense 130,813 348,402 101,045 2,391 308 39,746 4,114 42,126 40,652 4,521
Net Interest Income (Expense) (90,750) (191,650) (76,065) {2,391) 9,358 (29,944) 7,681 {37,479) {10,780) 11,668
Provision for Loan Loss a4 0 ] 0 4] 4] [+ 0 1] 0
(Other Servica Chargas o 5,923 o 0 0 [+] 4] ] 0 0
Sacurity Transactions 0 [} 4] 1] 410} 4] 0 0 0 (4,668)
COther Non-Interest Income 511,181 1,023,221 349,588 31,236 60,236 196,061 57,562 212,034 87,744 6,465
Total Non-Interest Income 511,151 1,029,144 349,688 31,236 59,826 196,061 57,562 292,034 87,744 1,797
Salarigs and Employae Benefits 47,193 75,686 26,051 0 3,585 11,701 o 23,514 24,198 6,623
Net Occupancy Expense 43,990 o 26,61 0 0 0 Q 82,420 a 0
Other Non-Interest Expense 179,547 507,264 117,473 17,192 10,148 71,738 22,651 57,998 25861 37648
Total Non-Interest Expanse 270,730 582,950 170,155 17,192 13,733 03,440 22,051 163,532 49,759 44,271
Spacial IncomefCharges 2,094 (24,660) 4,641 Q 0 (5,058) 0 7,535 o} ]
Income Before Taxes 149,577 254,544 103,368 11,663 55,451 82,677 43,192 10,623 27,205 {30,806)
Income Taxes 1,306 4,292 0 0 1] {72) 0 o ] 4]
Minority Interest 126 21,263 {131) o o 0 7 0 Q 0
Net Income from Continuing Operations 160,239 204,328 108,140 11,663 55,451 77,691 42 885 10,158 27,205 {30,808)
Net Income from Discontinued Ops. 137,872 244,168 159,998 0 2,059 4486 92 23,534 7,282 1]
Net Income from Total Operations 268 111 448 495 268,138 11,653 57 510 78,137 42,977 41,692 34,487 {30,806}
Total Net Income 288,111 448,495 268,138 11,653 57,510 78,137 42,977 41,692 4,487 (30,808}
Preferred Dividends 23201 21,130 7.637 0 ] 9,714 15,380 0 0 0
Par Share Data
Basic Woeighted Shares 93,732 237,301 97,246 11,851 27,706 75,127 22,974 51,547 62,038 20,953
Basic EPS from Continuing Operations 1.36 0.77 1.03 0.98 2.00 0.83 124 0.35 0.44 {1.47)
Basic EPS from Total Oparations 2.83 1.80 2.68 0.96 2.08 0.94 124 0.81 0.56 {1.47)
Diluted Weighted Shares 94,308 238,296 898,855 11,851 27,732 75213 22,974 52,565 62,144 20,953
Dilutad EPS fram Continuing Operations 1.35 077 1.02 0.8 200 093 1.24 0.35 0.44 {1.47)
Diluted EPS from Total Operations 2.81 1.79 2864 0.98 207 0.94 1,24 0.79 0.55 {1.47)
Dividends Paid Per Share 2.70 1.82 1.76 2,34 3.22 1.19 1.56 1.54 1.08 .68
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Markel Approach - Markel Comparable income Statements Common Slze, EQY

Page 11 of 11

HEALTH NATIONWID UNIVERSAL NATIONAL  OMEGA LTc HEALTHCA MEDICAL  CARE |
CARE REIT EHEALTH HLTHRLTY | HEALTH HEALTHCA PROPERTIE RE REALTY PROPERTIE INVESTMEN|
INC HCP INC PROP TR INVESTOR _ RE INVEST S INC TRUST S TRUST T TRUST
For LTM Ended- 2008112 200812 200812 200812 200812 2008112 2008112 2008/12 2008/12 200812
% % % % % % % % % %

Incorne Statements {unadjusted)
Loans 0.00% 0.00% 0.00% 0.00% 16.16% 0.00% 16.87% 1.04% 0.00% 878.91%
Other Interest Income 7.84% 16.23% 7.16% 0.00% 0.00% 5.00% 3.63% 1.15% 34.04% 21.88%
Tetal lnterest Income 7.84% 15.23% 7.15% 0.00% 16.16% §.00% 20.49% 2.19% 34.04% 900.89%
Other Interest Expense 25.50% 33.85% 28.90% 7.65% 0.51% 20.27% 7.15% 19.87% 48.33% 251.59%
Total Inleres! Expanse 25.58% 33.85% 28.90% 7.85% 0.51% 20.27% 7.15% 19,87% 46.,33% 251.59%
Net Interest income (Expanse) -A7.76% -10.62% 21.76% -7.65% 16.64% -15.27% 13.34% -17.68% -12.28% 649.30%
Provision for Loan Loss 0.02% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Olher Service Chargas 0.00% 0.58% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% Q.00%
Securily Transacllons 0.00% 0.00% 0.00% 0.00% -0.69% 0.00% 0.00% 0.00% 0.00% 250.77%
Qlher Non-Interest Income 100.00% 89.42% 100.00% 100.00% 100.69% 100.00% 100.00% 100.00% 100.00% 359.77%
Total Nen-intarest Income 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Safaries and Employee Benefits 9.23% 7.35% 7.45% 0.00% 5.90% 5.97% 0.00% 11.09% 27.58% 268.56%
Net Occupancy Expense B.61% 0.00% 7.62% 0.00% 0.00% 0.00% 0,00% 38.87% 0.00% 0.00%
Other Non-Interest Expense 35.13% 49,.20% 33,60% 56.04% 16.96% 36.59% 3B/31% 27.35% 29.13%  2095.05%
Toial Non-Interest Expense 62.96% 56.64% 48.67% 85.04% 22.95% 42 56% 38.31% I7.31% 56.71%  2463.51%
Special IncomefCharges 0.41% -2.40% 1.33% 0.00% 0.00% -2.58% 0.00% 3.55% 0.00% 0.00%
tncoma Befara Taxes 20.28% 24.73% 20.57% 37.31% 92,69% 42,17% 75.04% 5.01% 31.00% -1714.30%
Income Taxes 0.26% 0.42% 0.00% 0.00% 0.00% 0.04% 0.00% 0.00% 0.00% 0.00%
Minority Interest 0.02% 2.07% -0.04% 0.00% 0.00% 0.00% 0.53% 0.00% 0.00% 0.00%
Net Income from Conlinuing Operations 29.39% 19.85% 30.93% 37.31% 92.69% 39.83% 74.50% 8.56% 31.00% -1714.30%
Nat Income from Discontinued Ops. 26.97% 23.73% 45.77% 0.00% J.44% 0.23% 0.16% 11.10% 8.30% 0.00%
Net Incorme from Total Operatlons 56.37% 43.58% 76.70% 37.31% 96.13% 35.85% 74,068% 19,66% 30.0% -1714.30%
Total Net Income 56.37% 43.58% 76.70% 37.31% 96.13% 39.85% 74.68% 19.66% 39.30%  -1714.30%
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During the first five months of 2009, seniors housing and skilled nursing stock prices were generally up as
revenue per unit increased 3-5% over 2008 levels allowing companies to keep cash flow stable and/or
growing in the current fough economic environment. Moreover, concems regarding declines in occupancy
rates seem to have been over-inflated, especially in light of declines in new facility development.

% %
Price Adj.P/E Chg Price AdjP/E  Chg
Company Ticker  12/31/2008 12/31/2008 2008 5/29/2009  5/29/2009 2009
Skilled Nursing
Advaocat AVCA 293 75 -73 3.52 89 19
Ensign Group ENSG 16.74 6.9 16 149 57 -11
Kindred Healthcare KND 13.02 9 -48 13.13 6.7 1
National HealthCare NHC 50.64 72 2 38.41 84 -24
$killed Healthcare Group SKH 8.44 79 -42 941 73 11
Sun Healthcare SUNH 8.85 17 -48 9.27 71 5
Assisted/Independent Living
Assisted Living Concepts ALC 4.15 8.9 45 15.34 8 -26
Brookdale Senior Living BKD 5.58 10.6 -80 11.59 [0.5 108
Capital Senior Living CSU 2.98 8.5 -70 443 9.4 49
Emeritus Assisted Living ESC 10.03 12,2 -60 14.37 13.2 43
Five Star Quality Care FVE 1.53 9.5 -82 2.11 94 38
Sunrise Senior Living SRZ 1.68 NA -95 241 NA 43

Total returns on healthcare REITs were likewise down in 2008, with only 3 of the 11 REITs posting
positive returns when dividends are included. Overall, price declines for the 11 healthcare REITs averaged
13.1% as compared to a decline of 38.5% for the S&P 500.

During the first five months of 2009, average prices for healthcare REITs were down on average 4.9% as
compared to a gain of 1.8% for the S&P 500,

o, %
Price % Yield Chg. Dividends Price % Yield Chg.
Company Ticker  12/31/2008 12/31/2008 2008 2008 5/29/200%  5/29/2009 2009
Care Investment Trust CRE 7.79 8.7 27 1.19 5.95 11.4 24
HCP, Inc. HCP 2777 6.6 <20 2.28 23.23 7.9 -16
Health Care REIT HCN 422 6.4 -6 272 3425 79 -19
Healthcare Realty Trust HR 12.48 6.6 -8 234 1647 2.4 -32
LTC Properties LTC 2028 7.7 -19 1.54 20.81 7.5 3
National Health Investors NHI 2743 3 2 0.76 26.43 813 -4
Nationwide Health Propertics =~ NHP 2872 6.1 -8 1.56 26.57 6.6 -8
Omega Healthcare Investors OHI 15.97 1.5 0 14 15.97 15 0
Senior Housing Properties
Trust SNH 17.92 7.8 21 1.82 16.75 84 -7
Universal Health Realty UHT 3291 7.1 -7 0.63 32.06 7.3 -3
Ventas VTR 33.57 6.1 -26 2.05 30.36 6.8 -10
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The Assisted Living and Independent Living Market

STATISTICS ON FINANCIAL INDICATORS
Trend in Capitalization Rates (1994 — 2008)

The capitalization rate for assisted and indepeiident fiving conununities is caleulmted in the sune manner
us Tor skilled nursmg facititics, which is described previously in (he norsing facility section of this Report
under “Trend in Capitalization Rates.” The average rate in each of the vears below is the combined
average Tor assisted living and independent living facilities. Later in the Report they will be separated by
property type.

From 2002 through 2007, seniots housing cap rates declined by an unprecedented 340 basis points as a
result of strong investor demand, low inierest rates, abundunt debt and equity capital, and higher quality
properties available for sale. Doe coutd casily argue that they never shoutd have beeit as high as 11.8%,
on average, but ne tne would win an argument as to where they should have boltomed oul.  As can be
seen below, while the decline in seniors housing cap rates was somewhat steady, the decline seemed 10
plateau every Two years, except for 2007 which was just a one-year botiom. By 2008, with the cost of
debt rising amid a decrease in its availability, the five-year trend of decreasing cap rates finally came to
m end. This was not u surprise, and the 60 basis point increuse in cap rutes was gt the fow end of the
ange of most people’s expeciutions, which implies that we may sec another inerzase in 2009, High-
quadity preperties will gl conmmand premium prices and ageressive sap rales, Just tot a5 aEgressIive as
the two years prior 1 2008,

The averane cap rate, i the order shown below, is as follows; 11.6%, 11,3%, 11.1%, 10.4%, 11,6%,
F1.8%n 11.2%, 10.9%, i [.7T%, 10.8%, 1.5%. 9. l“’ 8.9%, 8.3% and 89%. The median ¢ap rate is as
follows: II.E}"."D., [1.O%%, E1.2%, 10.4%, 11.3%, [0.9%, 1D.O%, 10.5%5, | 1.4%, [0.6%., 10.4%, 8,0%, 8.7%,
8.0% and 9.0%.

TREND N CAPITALIZATION RATES

P ks
3

1984 1995 1896 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

T AVRIAQD e ldodian

The Senior Care Acquisition Report Fourteenth Edition, 2009
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£y P
hﬁ"’ I RN RN

\cu-! -

243673 09 JUL -6 PM 2:05

Hoaith Capital CLnstdiants, g

TARGET: . #iva Centex skilled ACQUIRER: Real estate

nursing facilities - _invesior
SECTOR: Long-Term Care : SECTOR:
LISTING: Private " LISTING: Private
LOCATION: - Panhandie of, Texas - CED: C PHONE:
UNIFS: 408 (beds) FAX;
REVENUE: $11,500,060 r Cailfornia
NET INCOME : - §1,475,000 (EBITDA) WRBSITE: |
TARGEY DESCRIPTION : " ACQUIRER DESGRIPTION

Cantax Managemant Company ig selling five skilled nursing  The buyer 15 a real estate invastor and
facllites with a combined total of 408 beds. At the time of owner based In Californla.

sale, they were 5B% opccupled. Census was 70% Madieald, )

25% private pay and 5% Medicara.

ANNOUNCEMENT DATE:  1/30/2009 ' PRICE PER UNXT: 26,964

PRICEr © - $11,000,000 : PRICE/REVENUE! 0.96
TERMS! Not diselosad . PRICE/INCOME: 7.46
COMMENTS:

The five facllltles are located thrnughqut the Texas Panhandle, They were butll: hetwesn 1958 and 1978,
and have been upgraded with seyersl renovations over the past 10 years. Tha buyer has leased-them to -
a raglonal operator based in the Dallas-Fort Worth metroplex. Tha new oparator plans to place a greater
focus on therapy, which should tend to Increase the Medicare census, Cash flow should also be Improved
by chanpes to Madicald relmbursement In late 2008. Senjor Living Investment Bnokerage handled the
transaction,

Source: The Health Care MRA Inf_or_matfbn Service
www . healthcaremanda,.com
Copyright ® 1995-2009, Irving Levin Associates, Inc. All rights reserved
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TARGET: Westrninster Pines
SECTOR: Long-Term Care
L:_IS‘I‘_I‘N:{.‘: . Nonprofit

Lm:A_TIDN: - Bradenton, Florida
UNITS: 60 '

REVENUE; ' $1,592,000

NET INCOME : $5,000 (EBITDA)

TARGET DESCRIFYION |
A CCRE operator Is selling Wastminster Plnes, a 60-unlt

assisted living fadllliy. Built In 1589, the facility was 77%

actupied 3t the time of sale.

ANNDUNCEMENT DATE:  1/15/2009

‘PRICES : 3,275,000
TERME: : Not disclosed
COMMENTS:

ACQUIRER:

‘SECTOR!

LISTING:
CEQ:

WERBSITE:

Regional operator
Long-Tetm Care
Private

PHONB:

PAX:

South,
Flarda

ACQUIRER DESCRIPTION :

The buyer Is an operator of senjors housiig
proparties based in South Florida.

PRICE PER UNIT: $54,583
PRICE/REVENUE? 2,06
PRICE/INCOME: 655,00

The selier originally acquired this fachity from anather not-for-profit in 2605 when It was basically an 581 X
facility that had lost Its fmding from the state. ‘The current seller transitioned it to privata pay, but could .
- hetver stabilize 1k, Tt wes the pnly stand-alone ALF owned by the current seller. The buyer plans to

reposition the facliity, focus on memary care and market It more

Brokerage handled the transaction.

Source: The Healtﬁ Care M&A Informatlon Sérvlce

. ‘ www, healthcaramanda.com
Copyright ® 1995-2009, Yrving Lev‘i_n'Assoniates, Ing. Alk rights reservetd
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TARGET: - Brookridge  ACQUIRER: Capital Health Group, LLC
Assisted Living . _ .
Facility
BECTOR: Long-Term Care  SECTOR: Private equity
LISTIMNG: T Nonprofit LISYTING: Privare ) . .
. - Marquette ’ . : . M1
LDCA'I'-_!DN- Michigan 4 ', CEQ. Ken Asslran PHONE: 410 342:-_3155
DNETS: an - 1422 ClarkviaW payey  410-342-7101
- ' S L Baltirmore, ' '
REVENUE: " _ %1,247,000 . T Maryland
. _ . 21200
NET INCOME ; 4221,000 (EBITDA) WEBSITE:  hip:i/fwew.capfundinc.com -
" TARGET DESCRIPTION : . ACQUIRER DESCRIPTION : -
Marquette General-Hospikal is selling An affillate of Capital Funding Group, Capita} Health Group Is @

brookridge Assisted Living Facllity, a 40- private equity company specializing In making debt and equity
unil ALF. Builk it 1998, at the Yime of sale Investimants in the senlor housing Industry, Contact
. kwas 100% occupled - nformation below Is for Capital Funding Growp,

ANNOUNCEMENT - ' '
DATE: 2"12’2009 PRICE PER UNIT; §58,750

PRICE/REVENUE: 2.3}

PRICE: $2,750,000 PRICE/REVENLE: 221 |
TERMS: Not disclosed. | oo/ WNCOMER 2.
EDMMEN'I‘S'

The sslier also 50ld to the buyer an adjacenl: 34-acre parcel for an additlonal $200,000, whera the buyer
may develop indepandent living units as well as additlnnal assisted living units, Bentor. lelng Investmenl.
Brokeiage handled the I:ransactlnn.

Source: Tha Health Care M&A Information Service
www healthcaramanda.com

" Copyright @ 1995-21:09, Irvlng Levin Assoclates, Inc, All rights. resewed

Shanrion Pratt Valuations



Sunwest Management, Inc. — Appendix D

Page 4 of 10

The Ensign Group, Inc.

TARGET: Four senjor ACQUIRER:
' care facilities
SECTOR: Long-Term Care SECTOR: Long-Term Care
LISTING: Nonprofit LISTING: _ NASDAQ: ENSG
Englewoor . - Christopher . _
LOCATION: - Colorade ' CED:; Chilstensen PHONE.. .949 487-8500
UNITS: - 265 (beds) 7101 Puerta  pax;  949-487-9400
Migslon Vieja,
$11,500,000
REVEMUE: (approximate) C.;ag!gg);.nla
NET INCOME : $1,500,000 WEBSITE: hitn://www,ehsiangroup.net -
. (EBITDA) " _
TARGET liESt;RIP‘rION i ACQUIRER DESCRIPTION = -

American Housing Foundation of Marigtta,  The Enalyn Group operates 65 senior care facllitles in six

Georgla is salling four Colorado senfor care ' - Weshern states, Dn 2 Wailling 12-month basis, ENSG

facilitles: 128-bad Julia Temple Center and  generatad revenue of $469 million, EBITDA of $58 million
. 48-unit Chateau des Mons In.Englewcod; 54~ and het mcome of $23 million. .

bed Arvada Nursing Ceriter in-Arvada; and

35-bed Littleton Manor ity Littleton.

2/3/2009

g’;;‘g”"““e"" | | ‘PRICE PER UNIT: $40,566
e oomo [N
TERMS: Mot disclosed 4 B
COMMENTS:

This divestmant allows rhe seller to axit the C:olﬂradn market. This acgquisition sdds 217 licensed (210
operational} skilled nuréing and 48 censed (38 operational) assisted Iving beds to ENSG's operations.
“The sales price was $7.98 mithon for the Englewond fadlitles, $1.7 millton for the Arvada facility and
%1,23 million for the Litleton faclity, The four had a combined occupancy rate of 86% at the time of

acqulsition.
. Source; The Health Care M&A Information Service

- wyww. healthearemanda.com
Cnpvﬂght © 1995-2009, Irving Levin Ass-miates, Inc. All rights resanred
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-

TARGET:

SECTOR:
LISTING:
LOCATION:

" UNITS:

REVENUE:
NET INCOME :

TARGET DESCRIPTION !

Care Centor of Opelika

Long-Term Care,
Private
Opellka, Alabama

212 (beds)
$12,570,000
$550,000 (ERITDA)

ACQUIRER: Not

. disclosed
EE_CTDm
LISTING: Private
CEO! PHONE:
FAM:
WBSITEl
ACQUIRER DESCRIPTION :

CareCorps Managament lg selling Care Center of Opelika, a 2)2~bed The buyer Iz a small private
skilled nursing facilicy, Bum; jn 1962, it was 50% accupiad at the timae company.

of sale.
ANNOUNCEMENT DATE;

PRICE:
TERME;

C'JMMENTS- .

Buiit in 1962; the facility had a renovatuon and addition In 1876, It Includes a 56-bed damentia unit and a

2/27/2009
£6,000,000
In bankruptcy protection,

PRICE PER UNIT: 428,302
PRICE/REVENUE: D.48
PRICE/INCOME: 10.91

10-bed bariatric wnif. It had some seripug cltings from the state ahd was a target for clesire, all of which

Ity contributed to its entering bankmptcy protaction. Marcus & Mnllchap represented the seller in this

transacton.

Source: The Health Cara M&A Information Service

wwﬂkﬂc&t&mmmm

Copytight © 1995-2009, Irvlng l.evin Assnt:lates, Ing. All rights reserve:l
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TARGET:

SECTOR:
LISTING:
LOCATION:

UNITS!
REVENUE:
NET LNCOME :

- 'TARGEY DESCRIPTION @

' A private Investment group is salling Carson Convalescent
Centar, a 73-bed skilled nursing facility, Bullt In 1965, It was

Carson Convalescent
Center

Long-Textn Carg
Privateg
Carson Clty, Nevada

73 (beds)
$4,368,000
$270,000 (EBITDA)

B5% ocouple:l atthe tlme of sale.

ANNOUNEEMENT DATE:
PRICE:
TERMS:

coM MENTS:

" 1/31/2009

$3,250,000
Not disclozad

ACQUIRER: Not disclosed

SECTOR: Long-Terim Care
LISTING! Private
CEO: PHONE!
T A
» Cailfornia
W-EBBI.'I'E:

ACQUIRER DESCRIPTION :
The buyerlsa Cauf_urn!a-based multi-

" fagiity-provider.

PRICE PER UNIT: $44,521
PRICE/REVENUE: 0.74
PRICE/INCOME) 12.04

Although built In 1965, the bunldtng was sfgnlﬂcanﬂv venovated in 2001, Heaitheare Transactlens Gmup
inttlated the transaction and provided exclusive adviscry services to the seller

Source: The Health Care M3A Infdrmatiun Sewtce
" www.healthcaremahda.com

Cupyright © 1995-2009, Ir-ving Levin Assomates, Inc. Al rights reserved
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-

Deal Summary
" 6] Dowatoad and save tha Informatian below.

TARGET; . Sunwest portfolio ACQUIRER: Lone Star
SECTOR: - Long-Term Care SECTOR: PEG
LISTING: " Private . . LISTING: Private _
LOCATION: Salem, Oragon CEO: - - PHONE! 214-754-8300
' ; 717N '
UNITS: 3554 (uniks) - _ aarvood pay
1700
] ) ) Dallas,
REVENUE: Texas
‘ . - 75201
NET INCOME: = ' _ WEBSITE: - hmmmm_rﬁrnﬂsm
TARGET DESCRIPTION t ACOUIRER DESCRIPTION i
Sunwest Maneaement Is selling 45 sanior housing The biyer I& an affiliste of Lone Star Funds, &
properiies with 3,554 units In Alabama, Arizona, privata gquity fund, Conbtact information is fot

Calirornia, COIoradu, Nerth Carolling, Oregon, South -~ Loene Star Funds.
" Carglina, Tennessee, Taxas; Washingbor and ’ . .
~ Wyoming. The propertles were B5% occupied at tha

time of sale.

N g . : .
ANNOUNCEMENT  1/15/2009 PHICE PERINIT: $102,420

PATE: _ : o
PRICE: _ $364,000,000 (approximate) :gigz" ;’-:Z::"E'E
TERMS: © 'Not disclosed / :
COMMENTS:

The acquired portfolio is to be operated by afﬂllates of Senlnr Resource Group of Solano Beach,
Calfornla. This deal was handled by CB Richard Ellls Senior Houslng Services Group. Proceeds from the
sale wilt help the 3eller pay down deht,

Source: The Health Care M&A Infarmation Service
www healthcaramandaeam :

Copyright ® 1995-2009, Irving Levin Assaclates, Inc. All .righl*_-i reéewed
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TARGET: Harrisburg  ACQUIRER: Petersen Mealth Core

Care Center .
' BECTOR: Long-Term Care SECTOR: Long-Term Care
LISTENG: Private " LISTING: Private
LOCATION: ;I'ﬁ;gf:"’gf CED: Mark Petersen  PHONE:  309-851-8113
BNITS!: 68 (bads) - BIOW. pax:  209-691-8622

Traflcreek Drive
Peoria, Illinols

REVEI_’-JUE: 41,350,000 61514 .
NET INCOME : WEBBITE: mwmﬂﬁmmalthcamﬂ
TARGET DESCRIPTION : : ACOUIRER DESCRIPTION :
Harrsbury Care Center Is a 68-bad Petzrsan Health Care operatés approximately 70 sanior care
skifled nursmg facility. facilities, primarily {n Illinois, but also in Iowa and Missouri.
HNOUNCEMEN -
ﬁ ATE: T 2277200 PRICE PER UNIT! 520,588
 pRIcE;  su40000 . PRICE/REVENUE 104
TERMS: Nat disclosad / ) o
COMMENTS:

In Jts most racent fiscal year, the t'ar.'iln:y generated nagatlve EBITDA of $400,000 on revenue of $1.35
milion. The seller has 2 large portfolio of skifled nursing and essisted [iving facllities, so perhaps quallty
Issues at tha target facillty, reflactad in its low census, prompted lts sale. Marcus & Miilichap rapresented
the sellar In this daal. The buyer Is an exparienced pperator in I!Ilnnls ghd &an perhaps Improve
aperations,

SDUI'CE" Tha Health Care M&A [nformation Service
www.healthearamanda.com

copvrlght ©® 1995—2009, Irving Levin Assomates, Inc. All rights reserver
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TARGET:

SECTOR:
u__S'rtNG:

LOCATION:

© UNITS:

REVENUE:

_h_lE"l' INCOME :

TARGET DESCRIFTIDN :

Rising Star Nursing. Canter 15 a 61-bed skilled aursing faclitty.

Bullt in 1965, the property was 50% oceopled at the time of

" sale, It had census of 58% Madicaid, 14% prival‘.e pay and
287 Medlcare- ’

. Aﬂwoumcman-r DATE;

PRICE:
TERMS:

'CDMHENTS

Rising. Star Nursing
Cenier

Long-Term Cai'_e
Private
Rising Star, Texas

61 (beds)
$1,360,000
$B5,000 (EB!,TDA)

2/25/2000
. $850,000
Not dléclosed'_

ACQUIRER:

SECTOR:
LISTING:
CE

WEBSITE

- Not disclosed

CPrivate

PHONE:
- FAX:
, Texas

ACQUIRER DESCRIPTION :
The buyer 1z a smali operator of one

. other sanlors housing property In Taxas.

PRICE PER UNET: 313,934
PRICE/REVENUE: 0.63

PRICE/INCOME:

10.00

The buyar expects to beneﬂt frnm racent Medicald changes In Taxas enacted lata tn 2008, These changes
may help the buyer béost census and revenue, Senlor Living Investment Brokerage handled the

transackion. .

Source. The ‘Health Care M&A Inforiation Servlce

mmb.&alt!lcax.amﬁuda LOM .
l:opyright © 1995—2009 Irving Levin Assoclates, Inc. Al rights reserved
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TARGET: Westside ACQUIRER: Petersen Health Care
- Care Qenter

SECTOR: Leng-Termn Care  SECTOR: Long=Term Care

LISTING: Nonprofit = - LISTING: Private

LOCATION: Qrankort: g Mark Petersen PHONE: 309-5691-8113
: - B30 W.

UNITS: 96 (beds) Traileresk FAX: 309-691-8622

) ] “oriva . .
o ; : . Peuria, Hlinols

REVENLE: $2,730,000 1610 : o _

NET INCOME : $245,000 ) WEBSII_'E= bt dvww, petersenbealtheare.nat

TARGET DESCRIPTION : . 'ACQUIRER DESCRYPTION t -

Westside Cara CenterIs.a 96-bed skilled  Petersen Heslth Care operates approximately 7D senior carg
nursing facliity, Built In 1979, jt was 66%  facllities, primatily in Illinols, but also in Iowa and Migsouri.
occupied at the time of gale, ' .

ANNODUNCEMENT  2/27/2009

DATE: ' PRICEPER UNIT: $18,750
PRICE: . $1,800,000 : ::ﬁg :‘:g;::ﬁl 2-::
TBRMS: : Not disclosed . -
COMMENTS:

This Is pne of two acquisitions that Peﬁérsen anﬁou‘nced making at the sama time; tha other was a skilled
nursing facility in Harrisburg, Iilinois. The census of the faciity was 67% Medicald, 14% private pay and
19":/: Medicare. The buyar wil try to improve census and revenues. Marcus & Millichap rapresented the
seller In thiz deal. - C . -

Source: Tha Health Cara M&A Information Service
: - www, healthcaremands com C :
Copyright © 1995-2009, Irving Levin Associates, Ing, All rights reserved
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QUALIFICATIONS OF THE FIRM
AND PRINCIPAL APPRAISERS

SHANNON P. PRATT, CFA, ARM, ABAR, FASA, MCBA, CM&AA

Dr. Shannon Pratt is the Chairman and CEO of Shannon Pratt Valuations, Inc. and is the
founder and Editor Emeritus of Business Valuation Resources, LLC.

He has performed valuation assignments for the following purposes: transaction (acquisition,
divestiture, reorganization, public offerings, public companies going private), taxation
(federal income, gift, and estate and local ad valorem), financing (securitization,
recapitalization, restructuring), litigation support and dispute resolution (including dissenting
stockholder suits, damage cases, and corporate and marital dissolution cases), and
management information and planning. He has also managed a variety of fairness opinion
and solvency opinion engagements.

Dr. Pratt has testified on hundreds of occasions in such litigated matters as dissenting
stockholder suits, various types of damage cases (including breach of contract, antitrust, and
breach of fiduciary duty), divorces, and estate and gift tax cases.

PREVIOUS EXPERIENCE

Dr. Pratt was a professor of business administration at Portland State University from 1963 to
1969. During this time, he directed a research center known as the Investment Analysis
Center, which worked closely with the University of Chicago’s Center for Research in
Securities Prices. He entered the business valuation profession in 1969.

EDUCATION

Doctor of Business Administration, Finance, Indiana University

Bachelor of Arts, Business Administration, University of Washington

PROFESSIONAL AFFILIATIONS

Dr. Pratt is an Accredited Senior Appraiser and Fellow (FASA), of the American Society of
Appraisers (their highest designation), certified in Business Valuation and Appraisal Review
and Management. He is also a Chartered Financial Analyst (CFA) of the Institute of
Chartered Financial Analysts. He is certified in Appraisal Review and Management (ARM)
by the American Society of Appraisers, and is Accredited in Business Appraisal Review

Shannon Pratt Valuations
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(ABAR) by the Institute of Business Appraisers. He is a Master Certified Business Appraiser
(MCBA) of the Institute of Business Appraisers, a Master Certified Business Counselor
(MCBC), and is Certified in Mergers and Acquisitions with The Alliance of Merger and
Acquisition Advisors (CM&AA).

Dr. Pratt is a lifetime member emeritus of the Business Valuation Committee of the
American Society of Appraisers. He is also a lifetime member emeritus of the Valuation
Advisory Committee of The ESOP Association. He is a recipient of the magna cum laude
award of the National Association of Certified Valuation Analysts for service to the business
valuation profession. He is also the first life member of the Institute of Business Appraisers.
He is a member and a past president of the Portland Society of Financial Analysts, the
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