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ur 2006 business plan was focused on increasing

shareholder value by providing income and

asset growth, strengthening our balance sheet

and returning the Company to profitability.
The execution of this plan resulted in one of the most
successful years in the Company’s history.

Compared to 2005 results, our total revenue increased
approximately 26 percent to $159.1 million and EBITDAR
increased approximately 56 percent to $40.6 million. Same
store comparisons were equally impressive, with revenue
and net income increasing 7.3 percent and 15.2 percent,
respectively, while showing only a 2.9 percent increase in
expenses. By the end of 2006, we were operating 64 senior
living communities in 23 states with an aggregate capacity
of approximately 9,500 residents, including 37 senior
living communities that we own or in which we have

an ownership interest, 23 leased communities and four

communities that we manage for third parties.

Contributing to these results was our strategy to execute

a number of acquisition transactions with strong capital
partners. These transactions, combined with our operating
metrics, helped drive the growth in revenues and
EBITDAR. In total, we completed 20 acquisitions in 2006,
totaling approximately $220 million in value. Eight were
completed through joint ventures with GE Healthcare
Financial Services and 12 were acquisitions by health care
REITs that were then leased to the Company. We expect
these acquisitions to increase our annual revenue by
approximately $33 million at a combined EBITDAR

margin of over 40 percent.

Importantly, we met our initiative to strengthen our financial
position by reducing our net borrowings by approximately
$56 million while fixing or capping interest rates on our
owned portfolio. The Company’s mortgage debt is now
either fixed or capped at a maximum blended rate of less
than 6.5 percent. These actions not only improved our
balance sheet, they are expected to result in savings of
approximately $7.5 million annually in interest expense.

The achievements we accomplished in 2006 were supported
by strong industry fundamentals. These dynamics include
improving occupancy rates, a limited number of new
construction starts, increases in average monthly rents, robust
acquisition opportunities, availability of attractive capital
and a demand for proven operators of senior housing
properties. We expect these dynamics to continue to
contribute to our momentum as we move forward into 2007.

Our long-term strategy has positioned the Company to take
advantage of opportunity through various industry and
economic cycles. It is based on both organic growth and

growth through acquisition. It leverages our management
experience, our national platform and our operating
strength. Our business plan for 2007 is based on this
strategy and, we believe, will deliver additional growth and

increased shareholder value:

Create internal growth by increasing our average
occupancy. Achieving a 93 percent financial occupancy
from 90.4 percent at the end of 2006, with an increase
of 5 percent in average monthly rents, would result in
annualized incremental revenue of approximately $14
million and EBITDAR of $10.5 million (at 75 percent

incremental margin).

Continue our successful strategy of joint venture and

REIT acquisitions.
Resume limited development of new properties.

Explore additional opportunities to strengthen our

balance sheet.

Leverage our regional and national infrastructure as
well as our management strength to maximize our

operating metrics.

We believe 2007 holds significant potential for Capital
Senior Living and its shareholders through the realization
of our long-term strategy supported by positive industry
trends. We look forward to sharing the results with you
and thank you for your ongoing support.

Sincerely,
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A copy of Capital Senior Living Corporation’s
2006 annual report to the SEC on Form 10-K is
included herein and is available without charge
upon written request to the Investor Relations
Department at corporate headquarters. It can
also be found on the Company’s web site,

www.capitalsenior.com.
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