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Forward-Looking Statements

Refercnces throughout this document to the Company include National Health Investors, Inc. end its wholly-owned
subsidiaries. In accordance with the Securities and Exchange Commission’s “Plain English™ guidelines, this Annual Report on
Form 10-K has been written in the first person. In this document, the words *“we”, “our”, “ours” and “us” refer only to National
Health Investors, Inc. and its wholly-owned subsidiaries and not any other person. Unless the context indicates otherwise,
references herein to “the Company” include all of our wholly-owned subsidiaries.

This Annual Report on Form 10-X and other materinls we have filed or may file with the Securities and Exchange Commission,
as well as information included in oral statements made, or to be made, by our senior management contain cenain “forward-
looking” statements s that term is defined by the Private Securities Litigation Reform Act of 1995. All statements regarding our
expected future financisl position, results of operations, cash flows, funds from operations, continued performance
improvements, ability to service end refinance our debt obligations, ability to finance growth opportunities, and similar
statements including, without limitations, those containing words such as “may”, “will”, “believes”, anticipates”, “expects”,
“intends”, “estimates”, “plans”, and other similar cxpressions are forward-looking statements.

Forward-looking statements involve known and unknown risks and uncertainties that may couse our actual results in future
periods to differ materially from those projected or contemplated in the forward-looking statements, Such risks and
unceriainties include, among other things, the following risks described in more detail under the heading “Risk Factors” under

Item 1 A:
* We depend on the operating success of our customers (facility operators) for collection of our revenues,
* We are exposed to risk that our operators may become subject to bankruptcy or insolvency proceedings;
* We are exposed 10 risks related to governmeant regulations and the effect they have on our operators' business;

* We are exposed to risk that the cash flows of our tenants and morigagees will be adversely affeeted by increased liability
cinims and general and professional liability insurance costs;

* We depend on the success of future acquisitions;

* We are exposed to risks related to environmental laws and the costs associated with the liability related to hazardous
substances;

* We depend on the nbility to reinvest cash in real estate investments in a timely manner and on acceptable terms;
* We depend on the ability to continue to qualify as a REIT;
* We are dependent upon making s smooth transition 10 a self-managed REIT;

See the niotes to the Annual Financial Statements, and “Business” and “Risk Faclors™ under Item 1 end Item 1A herein for a
diseussion of various governmental regulations and other operating factors rclating to the health care indusiry and the risk
factors inherent in them. You should carefully consider these risks before making any investment decisions in the Company.
These risks and unceriainties are not the only ones facing us. There may he additionn) risks that we do not presently know ofor
that we currenily deem immaterial, If any of the risks actually occur, our business, financial condition or results of operations
couid he materinlly adversely aflectied. In that case, the trading price of our shares of stock could decline and you may lose all or
part of your investment. Given these Hsks and uncentainties, we can give no assurance that these forward-looking statements
will,'in fact, ocour and, therefore, caution investors not to place undue reliance on them.

ITEM 1. BUSINESS.

General

National Health Investors, Inc. {“NHI" or the “Company™), a Maryland corporation incorporated in 1991, is & real estate
investment trust ("REIT") which invests in income- producing health care properties primarily in the long-term care industry.
As of December 31, 2007, we had ownership interests in real estate and mortgage investments totaling approximately
$329,110,000 and other investments in preferred stock and marketahle securities of $93,948,000 resulting in total invested assets
of $423,058,000. Cur mission is to invest in health care real estate which generates current income that will be distributed to




stockholders. We have pursued this mission by making morigage loans and acquiring properties to lease nationwide, primarily
in the Jong-term health care industry. These investments include long-term care facilities, acule care hospitals, medical office
buildings, retirement centers and assisted living facilities, all of which are collectively referred to hercin as "Health Care
Facilitics". We have funded thesc investmenis in the past through three sourees of capital: (1) current cash flow, including
principal prepayments from our borrowers, (2) the sale of equity in the form of common and preferred stock, and (3) debt
offerings, including bank lines of credit, the issuance of convertible debt instrumeats, and the issuance of straight debt. At
December 31, 2007, we had no outstanding bank lines of credit or convertible debt instruments.

 As of December 31, 2007, we had approximately $329,110,000 in real estate, mortgage and noles receivable investments in 124
Health Care Facilities located in 17 states consisting of 83 long-term care facilities, 1 acute care haspital, 4 medieal office
buildings, 15 assisted living facililies, 4 retivement centers and 17 residential projects for the developmentally disabled. These
investments consisted of approximately $141,655,000 aggregate carrying amount of loans to 14 borrowers and $187,455,000 of
real estate investments with 17 lessees. Of these 124 facilities, 41 are leased to National HealthCare Corporution (“NHC"), a
publicly-held company and our largest customer. Thesc 41 facilities include 4 centers subleased to and operated by other
companies, the lease payments to us being guaranteed by NHC. Cur investment in notes receivable at December 31, 2007
included %7,050,000 from NHC, which was paid in full on January 3, 2008. The original note ngreements were with National
Health Realty (“NHR"), a publicly-held REIT, who completed a merger with WHC in October 2007.

Effective November 1, 2004, we nssigned our Advisory, Administrative Services and Facilities Agreement (the "Advisory
Agreement™) with NHC to Management Advisory Source, LLC, {*MAS”™) formed by our President and Board Chairman W,
Andrew Adams. We have no owaership in MAS. Pursuant {o this Advisory Agreement, services related to investment
activities and day-to-day management and operations are provided to us by MAS. Accordingly, MAS is subject to the
supervision of and policies eslablished by our Board of Directors. Prior to November 1, 2004, NHC had provided advisory
services to us since our inception. On December 3, 2007, we eleeted to become a self-managed REIT with our own management
reporting directly to the Board of Directors. We notified MAS of our intent to terminate the Advisory Agreement effective
March 31, 2008. On January 29, 2008, we received notice from Mr, Adams that he intends to resign as President of NHI efiective
March 31, 2008. Mr. Adams will remain with us as both a director and ag Chairman of the Board of Directors.

All of our investments in real estate and notcs receivable are within the United States. We are managed as one reporting unit,
rather than multiple reporting units, for internal reporting purpases and for internal decision making. Therefore, we have
concluded that we operate os a single segment. Information about revenues from our tenants and borrowers, a measure of our
income, and total essets for this segment can be found in Item 8 of this annuai report,

Types of Health Care Facllities

Long-term care facilities. As of December 31, 2007, we owned and leased 49 licensed long-term care facilities. We also had
outstanding first mortgage loans on 34 additional licensed loog-term care facilities. Al of these facilities provide some
combination of skilled and intermediate nursing and rehabilitative care, including specch, physical and cccupational therapy.
The operators of the long-term care facilities receive payment from a combination of private pay sources and government
programs such as Medicaid and Medicare. Long-tenm care facilities are required to obtain state licenses and are highly
regulated at the federal, state and local level. Most Jong-term care facilities must obtain certificates of need from the state before
opening or expanding such lacilities,

Acute care hospitals. As of December 31, 2007, we owned and leased 1 acute care hospital. Acute care hospitals provide a
wide range of inpatient and outpatient services and are subject to extensive federal, state and locat legistation and regulation.
Acute care hospitals undergo periodic inspections regarding standards of medical care, equipment and hygiene as a condition
of licensure. Services provided by acute care hospitals are generally paid for by a combination of private pay sources and
governmental programs.

Medical office buildings. As of December 31, 2007, we owned and leased 4 medica) office buildings. Medical office buildings
are specifically configured office buildings whose tenants are primarily physiciens and other medical practitioners. Medical
office buildings differ from conventional office buildings due to the special requirements of the tenants and their patients, Each
of our owned medical office buildings is leased to one lessee and is either physically attached to or located on an acute care
hospital campus. The lessee then leases individual office space to the physicians or other medical practitioners. The lessee is
responsible to us for the lease obligations of the entire building, regardiess of its ability to lease the individual office space.

Assisted living facilities. As of December 31, 2007, we owned and leased 14 assisted living facilities and had on ovtstanding
mortgage on | additionn! facility. Assisted living facilities are ¢ither free-standing or attached to fong-term care or retirement
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facilitics and provide basic room and board functions for the elderly. Some assisted living projects include licensed long-term
care {nursing home) beds. On-site staff personnel are available to assist in minor medical needs on an as-needed basis.

Retirement centers. As of December 31, 2007, we owned and leased 4 retirement centers, 3 of which are leased to NHC and
one to Sun Healthcare. Retirement centers offer specially designed residential units for the active and ambulatory elderly end
provide various ancillary services for their residents including restaurants, activity rooms and social areas. Charges for services
are poid from private sources without assistance from government programs. Retirement centers may be licensed and reguisted
in some states, but do not require the issuance of a ceriificate of need such es is required for long-term care facilities.

Residences for the developmentally disabled, As of December 31, 2007, we had outstanding first mortgege loans on 17
residences for the developmentally disabled Residences for the developmentally disabled are generally small bome-like
environments which accommodate 6 1o 8 mentally and developmentally disabled persons. These persons obtain custodial care
which includes food, lodging, education and transportation services. These community-based services are replacing the large
state institutions which have historically provided care 1o the developmentally disabled. Services to the developmentally
disabled are pimarily paid for by state Medicaid programs.

Nature of Investments

Our investments are typically structured as either purchase.leascback transactions or mortgage loans. We also provide
construction loans for facilities for which we bave slrendy committed to provide long-term financing or which the operator
agrees to enter into e lense with us upon completion of tbe construction. The lease rates of our leases and the interest rates on
the monigage loans and construction loans have historically ranged between 9% and 12% per annum. We typically charge a
commitment fee of 1% based on the purchase price of the property of a purchase-ieaseback or the total principal loan amount of
» morigage loan. In instances where construction financing has also been supplied, there is generally an additional 1%
commitment fee for the construction financing. We believe our lease terms, morigage loan and construction loan terms are
competitive in the market place. Except for certain properties, as described under “Rcal Estate and Mortgage Write-downs
{Recoveries)y” in Item 7, all of the operating Health Care Facilities are currently performing under their mortgage loans or leases.
Typical characteristics of these transactions are as follows:

Morigage Loans. Tn general, the term of our mortgage foans is 10 years with the principal amortized over 20 to 25 years and a
balloon payment due at the end of the 10 year term. Most of the loans are at a fixed interest rate; however some have an
additionsl interest component which is based on the escalation of gross revenues at the project icvel or fixed rate increages. In
most coses, the owner of the praperty hns committed to make minimum ennuef capital improvements for the purpose of
maintenance or upgrading their respective facilities.

Leases. Our lcases generally have an initial leasehold term of 10 to 15 years with onc or more 5-year renewal options. The

leases are "triple net leases” under which the tenant is responsible to pay all taxes, utilities, insurance premium costs, repairs

. and other charges relating to the ownership and operation of the Health Care Facilities. The tenant is generally obligated at its

' expense to keep all improvements and fixtures and other components of the Health Care Facilities covered by "all risk"

insurance in on emount equal to at least the full replacement costs thereof and to maintain specified minimal personal injury and

' property damage insurance, protecting us as well as the tenant at such Health Care Facilities. The leases also require the tenant

to indemnify and hold us harmless from all claims resulting from the use and occupancy of each Health Care Facility by the

' tenant and related activities, as well as to indemnify us against all costs related to any release, discovery, clean-up and removal
of hazardous substances or materials on, or other environmental responsibility, with respect to, each Health Cave Facility.

Most of out existing leases confain annual cscalators in rent payments. All of the acute care and medical office building
propertics which we own ond lease give ibe lessee an option 1o purchase the underlying property at the greater of i) our
acquisition costs; ii) the then [air market value as established by independent appraisers or iii) the sum of the land costs,
construction costs and any additional capital improvements made to the property by us. In additian, the acute care and medical
office building leases contnin a right of first refusal for the lessec if we receive an offer to buy the underlying leased property.

Some of the obligations under the leases are guaranteed by the parent corporation of the lessee, il eny, or affiliales or
individual principals of the lessee. In some leases, the third party operator will aiso guarantee some portion of the lease
obligations. Some obligations are backed further by other collateral such as machinery, equipment, furnishings and other

personal property.

Construction loans. From time to time, although none are currently outstanding, we nlso provide construction loans that by
their terms convert either into purchase-teaseback transactions or mortgage loans upon the completion of the construction of
the focility. The term of such construction loans are for a period which commences upon the closing of such loan and
terminates upon the earlier of (a) the completion of the construction of the applicable facility or (b) a specific dute, During the
term of the construetion loan, funds are usually advanced pursuant to draw requests made by the borrower in accordance with
the terms and




conditions of the loan, In sddition to the security of the lien against the property, we will generally require additional security
and collateral in the form of either payment and performance completion bonds or completion guarantees by the borrower's
parent, affiliates of the borrower or one or more of the individuals wbo control the borrower. No such loans are currently
outstanding.

Disposition and Deconsolidation of Assets

We owned and operated 16 long-tenm health care facilities (the “Foreclosure Properties™) that we acquired through foreclosure
or through tbe acceptance of deeds in fieu of forcclosure and subsequently sald the facilities to unrelated not-for-profit entities,
providing 100% finnncing. The operating revenues and expenses of these faeilities continued to be recorded in our
Consolidated Statemenis of Income until such time as the down payment and continuing investment criteria of Staternent of
Financial Accounting Standards No. 66, “Accounting for Sales of Real Estate” (“SFAS 66™) were met, at which time we would
account for the sales under the full accrual method. On December 31, 2007, the ¢riteria for recording the sales were met, Net
assets baving a book value of $54,350,000 were deconsolidated, mortgage notes receivable of 566,819,000 were recorded, and a
net gain on the sale and deconsolidation of these assets was recognized of $12,469,000. On December 31, 2007, we received
irrevocable bank letters-of-credit aggregating $10,200,000 from the borrowers to guarantee down payments on the notes, and
commitments to make monthly principal and interest payments to us to amortize the remaining note balances.

Competition and Market Conditions

We compete with real estate partnerships, other REITs and other investors (including, but not limited 1o, banks, insurance
companies, and investment bankers who market securities in morigage funds) in the acquisition, leasing and financing of health
care-related eotities primarily on the basis of price, availeble capital, knowledge of the industry and flexibility of financing
structure.

The operators of the Health Care Facilitics compete on a Jocal and regional basis with operators of facilities that provide
comparable services. Operators compete for patients and staff based on quality of care, reputation, physical appearance of
facilities, services offered, family preference, physicians, staff and price. They compete with independent operators as well as
companies managing multiple facilities, some of which are substantially farger and have greater resources than the operators of
the Health Care Facilities. Some of tbese facilities are operated for profit while others are owned by governmental agencies or
tax exempt not-for-profit organizations.

The long-term care facilities to which we provide mortgage loans and which we lease to others receive the majority of their
revenues from Medicare, Medicaid and other government programs. From time 1o time, these facilities have experienced
Medicare and Medicaid revenue reductions brought about by the enactment of legislation to reduce government costs.
Beginning January t, 2006, CMS {Centers for Medicare and Medicaid Services) implemented major changes to the PPS payment
methodelogy (See Sources of Revenue) that reduced payments to facilities by about 5%. State Medicaid funding is not
expected to keep pace with inflation according to industry studies. Additionally, the essisted living industry experienced slower
fill up rates on new projects and more competition for their mature projects as overbuilding occurred in certain markets. Any
changes in reimbursement methodology that reduces reimbursement to fevels that are insufficient to cover the operating costs
of our borrowers and lessees could adversely impact us.

Operators

The majority of the Health Care Facilities are operated by the owner or lessee, As a percent of total investments, 33,1% of the
Health Care Facilities are operated by publicly-owned companies, while 55.1% are operated by regional health care operators
and 11,8% are operated by smaller operators. We consider the operator to be an important factor in determining the
creditworthiness of the invesiment, and we generally have the right to approve any changes in operators. Operators who
operate more than 3% of our total reat estate investments are as follows: NHC, THI of Baltimore, Inc., Sunrise Senior Living
Services, Inc., Health Services Management, Inc, Community Health Systems, Inc., ElderTrust of Florida, Inc., RGL
Development, LLC, Senior Living Management Corporation, LLC, American HealthCare, LLC, and SeniorTrust of Florida, Inc.

NHC Master Agreement to Lease

On December 27, 2005, under an amendment to the Master Lease, NHC exercised its option to-extend the existing lease on 41
properties for Lhe second renewal teom. These 41 properties include 38 skilled nursing homes (4 of which are subleased to other
parties for whom the lease payments are guaranteed to us by NHC under the Master Leose) and 3 retirement centers. The 15
year lease extension began January 1, 2007, and includes 3 additional 5-year renewal options, each at fair market value, Under
the terms of the lease, total rent for 2007 was $33,700,000 (compared to $31,309,000; $33,328,000; and $32,836,000 in 2004,
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2005, and 2004, respectively) with rent thereafler escalating by 4% of the increase in each facility's revenue over a 2007 base
year.

The Master Agreement is & "triple net lease” under which NHC is responsible for all taxes, utilities, insurance premium costs,
repairs (including structural portions of the buildings, constituting a part of the Health Care Facilities) and other charges relating
1o the ownership and operation of the Health Care Facilities. NHC is obligated at its expense to keep afl improvements and
fixtures and other components of the Health Care Fucilities covered by "all risk” insurance in an amount equal o the full
replacement costs thereof, insurance against boiler explosion and similar insurance, flood insurance if the land constituting the
Health Care Facility is located within a designated flood plain arca and to maintain specified property damage insurance,
protecting us as well as NHC at such Health Carc Facility. NHC is also obligated to indemnify and hold us harmless from all
claims resulting from the use and occupaney of each Health Care Facility by NHC or persons claiming under NHC and related
activities, as well as to indcmnify us ngainst all costs telated to any refease, discovery, cleanup and removal of hazardous
substances ot materials on, or other environmental responsibility, with respect to each Health Care Facility leased by NHC.

Commitments

As of December 31, 2007, we were committed, subject to due diligence and financial performance of the borrawers, to fund
approximately $167,000 in loans in the next year to 4 long-term care Tacilifies at rutes of prime plus 2% (5.5% ot December 31,

2007).
Sources of Revenues

General Qur revenues are derived primarily from morigage interest income and rental income. During 2007, mortgage interest
income equaled $11,308,000. Renlal income totaled $51,005,000 of which $33,700,000 or 66% was from facilitics leased by NHC.
The source and amount of revenues of our lessees and borrowers are determined by (i) the licensed bed or other capacity of the
Health Care Facilitics, (i) the occupancy rate of the Health Care Facilities, {iii) the extent to which the services provided at each
Health Care Fcility are utilized by the patients, (iv) the mix of privatc pay, Medicare and Medicaid patients at the Health Care
Facilitics, and (v) the rates paid by private paying patients and by the Medicare and Medicaid programs.

Governmental and other concerns regarding health care costs have and may continue to result in significant reductions in
payments to health core facilities, and there con be no assurance that future payment rates for either governmental or private
health care plans will be sufficient to cover cost increases in providing services to patienis. Any changes in reimbursement
policies which reduce reimbursement to levels that are insufficient to cover the cost of providing patient care have and could
continue to adversely affect revenues of our lessees and borrowers and thereby adversely affect those lessees and borrowers'
abilities to make their lease or debt payments to us. Failure of the Jessees or borrawers to make their Jease or debt payments
would have a dircct and material adverse impact on us.

Medicare and Medicaid. A significant portion of the revenue of our lessees and borrowers is derived from governmental-
funded reimbursement programs, such as Medicare and Medicaid. Reimbursement under these programs is subject to periodic
pre- and post-payment review and other audits by federal and state authorities.

Medicare is uniform nationwide and reimburses nursing centers under a fixed payment methodology oamed the Prospective
Payment System (“PPS"). PPS was instituted as mandated hy the Balanced Budget Act of 1997. PPS became effective July 1,
1998. PPS is an acuity based classification system that uses nursing and therapy indexes adjusted by geographical wage
indexes to calculale per diem rotes for each Medicare patient. Payment rates are updated annually and are generally increased
each October when the federal fiscal year begins. The acuity classification system is named Resource Utilization Groups 111
(*RUGs™). TPS o5 implemented had an adversc impact on the healthcare industry and our lessees’ and borrawers” business by
decreasing payments materially, which adversely impacted our business, Refinements in the form of temporery add-ons
provided some relief until Octaber 1, 2002. Annual macket basket (inflationary) increases bave continued to improve payments.

Medicaid is a joint federal and state program designed to provide medicai assistance to “medically indigent persans”. These
programs are opereted by state agencies thal adopt their own medical reimbursement methodology and standards. Payment
rates and covered services vary from state to state. In many instances, revenues from Medicaid progmms are insefficient o
cover the actual costs incurred in providing care to those patients. State Medicaid plans subject to budget constraints are of
particular concern to us given the repeal of the Boren Amendment by the Balance Budget Act of 1997. The Boren Amendment
provided fair reimbursement protection to nursing facilitics, Changes in federnl funding and pressure on certain provider taxes
coupled with state budget problems have produced an uncertain eavirooment. Industry studies predict the Medicaid crisis will
continue with states required contribution to Medicore Part I and anticipated budget deficits. States will more than likely be
unable to keep pace with nursing center inflation. States are under pressure to pursue other alternatives ta long term eare such
as




community and home based services. Furthermore, several of the states in which we have investments have actively sought 1o
reduce or stow the increase of Medicaid spending for nursing home care.

Medicare and Medicaid programs are highly regulated and subject to frequent and substontial changes resulting from
legislation, adoption of rules and regulations and administrative and judicial interpretations of existing law. Moreover, as health
care facilities have experienced increasing pressure from private payors attempting to control health care costs, reimbursement
from private payors has in many cases effectively been reduced 1o Jevels approaching those of government payors.

Government Regulation

Licensure and Certification, The health core industry is highly regulated by federal, state and local law and is direcuy
affected by siate and local licensing requirements, facility inspections, state and federal reimbursement policies, regulations
conceming capital and other expenditures, certification requirements and other such laws, regulations and rules. Sanctions for
failure to comply with these regulations and laws include (but are not limited to) loss of licensure, fines and loss of certification
to participate in the Medicare and Medicaid programs, as well as potential criminal penalties. The failure of any lessec or
borrower o comply with such laws, requirements and regulations could affect its ability to operate the facility or facilities and
could adversely affect such lessee's or borrawer's ghility to make lease or debt payments to us.

In the past several years, due to rising health care costs, there has been an increased emphasis on detecting and eliminating
fraud and abuse in the Medicare and Medicaid programs, Payment of any consideration in exchange for referral of Medicare
and Medicaid patients is generally prohibited by federal statute, which subjects viclators to severe penaities, including
exclusion from the Medicare and Medicaid programs, fines and even prison sentences. In recent years, both federal and state
governments have significantly increased investigation and enforcement activity to detect and punish wrongdoers. In addition,
legislation has been ndopted at both state and federal levels which severely restricts the ability of physicians to refer patien1s to
entities in whicb they have a financial interest,

It is anticipated that the trend toward increased investigation and enforcement activity in the area of fraud and nbuse, as well
as self-referral, will continue in future years. Certain of our investments are with lessees or borrowers which are partially or
wholly owned by physicians. In the event that any lessee or borower were to be found in violation of laws regarding fraud and
abuse or self-referral, thet lessee's or borrower's ability to operate the facility as a health care facility could be jeopardized, which
could adversely affect the lessee's or horrower's ability to make lease or debt payments to us and thercby adversely affect us.

Certificates of Need. Certain Health Care Facilities in which we invest are also generally subject to state statutes which may
require regulatory approval in the form of a certifieate of need ("CON") priur to tbe addition or construction of new beds, the
addition of services or cerlnin capital expenditures. CON requirements are not uniform throughout the United States and are
subject to change. We cannot predict the impact of regulatory changes with respect to CON's on the operations of gur lessees
and mortgagees; however, in our primary market areas, a significant reduction in new construction of long term care beds has
oceurred.

Investment Policles

Qur investment objectives are (i) to provide current income for distribution to our stockholders through investments primerily
in health care related facilities, {ii} to provide the opportunity to realize capital growth resulting from appreciation, if any, in the
residual value of our portfolio properties and {iit) to preserve and protect stockholders' capital, There can be no assurance that
these objectives will be realized. Our investment policies include making investments in real estate, mortgage and other notes
receivable, highly-liquid cash accounts, enhanced cash funds, and securities of other publicly-held REITs.

We anticipate making new mortgage and/or real estate invesiments in 2008. In making new investments, we would consider
such factors as (i) the geopraphic area and typc of property, (ii) the location, construction quality, condition and design of tbe
property, (iii) the current and anticipated eash flow and its adequacy to meet operational nceds and lease or morigagc
obligations and to provide a compelitive market return on equity to our investors, (iv) the growth, lax and regulatory
environments of the communities in which the properties are located, (v) occupancy and demand for sitnilar health care Facilities
in the same or nearby communities, (vi) the quality, experience and creditworthiness of the management operating the facilities
located on the property; and (vii) the mix of private and govemment sponsored patients. There can be no assurances that
investments containing these attributes will be found or closed.

We will not, without the approval of a majority of the Board of Directors, enter into any joint venture relationships with or
acquire from or sell to any director, officer or employee of NHC or NHI, or any affiliate thereof, as the case may be, any of cur
assets or other property.




The Board of Directors, without the approval of the stotkholders, may alter our investment policies if they determine that such
o chenge is in our best interests and our stockholders’ best interests. The methods of implementing our investment policies
may vary as new investment and finaneing techniques are developed or for otber reasons.

We may incur additional indebtedness in the future to make investments in health care related facilities or business when it is
advisable in the opinion of the Board of Directors. We may negotiate other lines of credit or arrange for other short or long-term
borrowings from banks. We mey arrange (or long term borrowings from institutional investors or through public offerings. We
bave previously invested ond may in the future invest in properties subject to existing loans or secured by mortgages, deeds of
trust or similar liens with favorable terms or in mortgage investment pools.

Advisory Agreement

Management Advisory Source, LLC - Effective November 1, 2004, we assigned our Advisory Agreement with NHC to a new
company, Management Advisory Source, LLC (“MAS™), formed by our President and Board Chairman, W. Andrew Adams. We
have no ownership in MAS. Pursuant to this agreement, services related 1o investment activities and day-to-day management
and operations are provided to us by MAS, Accordingly, MAS is subject to the supervision of and policies established by our
Board of Directors. In 2007, the expensc recorded under the Advisory Agreement was §3,625,000. We believe it to be in our best
inferest to accentuate our independence from NHC, our largest tenant, Therefore, Mr. Adams, through his company MAS,
assumned the responsibilities of the Advisory Agreement. To assure independence from NHC, Mr. Adams resigned as CEQ of
NHC and terminated his manaperial responsibilities with NHC in 2004. From November 1, 2004 to October 1, 2006, Mr. Adams
outsourced non-managerial functions of the Advisory Agreement such as payroll processing, accounting, treasury and the fike
to NHC. Effective October 1, 2006, MAS began to provide these scrvices. Mr. Adams bas remained as NHC Board Chairman,
focusing on strategic planning, but has no management involvement with NHC. On December 3, 2007, we clected to become a
self-managed REIT with our own management reporting directly to the Board of Directors, We notified MAS of our intent o
terminate the Advisory Agreement effective March 31, 2008. On January 29, 2008, we received notice from Mr, Adams that he
intends to resign as President of NHI effective March 31, 2008. Mr. Adams will remain with us as both a director and as
Chairman of the Board of Directors.

NHC - We entered into the Advisory Agreement on QOctober 17, 1991 with NHC as "Advisor" under which NHC provided
managemeat and advisory services to us through Novernber 1, 2004. Under the Advisory Agreement, we engoged NHC to use
its best efforts (a) to present to us & continuing and suitable investment program consistent with our investment policies
adopted by the Board of Directors from time to time; (b) to manage our day-to-day affairs and operations; and {c) to provide
administrative services and facilities appropriate for sueh management. In performing its obligations under the Advisory
Agreement, NHC was subject to the supervision of and policies established by our Board of Directors.

The Advisory Agreement was initially for a stated term which expired December 31, 1997. Since then, the Agreement was ona
year-to-year term, but terminable on 90 days notice and terminable for cause at any time. For 1993 and later years, the Adviser
was entitled to annual compensation which was caleulated on a formula related 1o the increase in funds from operations per
common share (as defined in the Advisory Agreement).

Pursuant 1o the Advisory Agreement, the advisor managed all of our day-to-day affairs and provided all such services
through its personnel or contractual sgreements. The Advisory Agreement provided that without regard fo the amount of
compensation received by the Advisor under the Advisory Agreement, the Advisor pay all expenses in performing its
obligations including the employment expenses of the personnel providing services to us. The Advisory Agreement further
provided that we pay the expenses incurred with respect to and allocable to the prudent operation end business of NHI
including any fees, salaries nnd other employrment costs, taxes and expenses paid to ovr directors, officers and employees who
are not also employees of the Advisor.

Acquisitlon Offer

On October 5, 2006, we received an offer from W. Andrew Adams, our Chairman and CEQ, o significant shareholder ond
President of Management Advisory Source, LLC, out management advisor, to acquire all of our outstanding shares of common
stock for $30 per shore, the offer being subject 1o certnin conditions and contingencies. The Board of Directors formed a Special
Committee consisting of its four independent directors, The Special Committee hired The Blackstone Group L.P. as its financial
advisor to assist in evaluating this or any other proposed iransactions. The Special Committee rejected the initial offer. A
sccond offer was made by Mr. Adams to purchase the shares at $33 per share, and this offer was rejected. Oo April 4, 2007, Mr.
Adams sent to the Special Committee n third offer of $34 per share, This offer was rejected by the Special Committee on April 6,
2007. On April 17, 2007, we issued a press release in response to apparent markct rumors and the large volume of trades in our
common stock. The press release announced that we were engaged in preliminary discussions and the excbange of information
regarding a possible combination of interests with another company, On June 8, 2007, Mr. Adams notified us of the withdrawal




of his offer. On October 22, 2007, we issued a press release announcing that the Special Committee bad decided to cease
negotiations with third parties involving the possible sale of the Company, terminate the engagement of The Blackstone Group
L.P. as its finagcial advisor, and dissolve the Special Committee,

Executive Officers of the Company
The table below sets forth the name, position and age of each of our executive officers. Each executive officer is appointed by

the board of directors, serves al its pleasure and holds office for a term of one year. There is no “family relationship” among
any of the named executive officers or with any director. All information is given as of February 28, 2008: ’

Name Pasition Age
W. Andrew Adams Chairman of the Board and 62
Chief Execntive Qfficer
Kenneth D. DenBesten Senior Vice President, Finance 55
and Secretary
Roger R Hopkins Chief Aecounting Officer 46

W. Andrew Adams (Chairman of the Board and Chief Executive Officer) has been our Chairmen of the Board and Chief
Executive Officer since our inception in 1991, Mr. Adams was President and CEO of National HealthCare Corporation {*WHC™)
until be resigned those positions in 2004, remaining as Chairman of its Board. He has served Nations! Health Realty, Inc.
(“NHR} since 1997 as President and Chairman of the Board, resigning his position as President in November 2004. Mr. Adams
serves on the Board of Directors of SunTrust Bank in MNashville, Tennessee. He received his B.5. and M.B.A. degrees from
Middle Tennessee State University.

Kenneth D. DeaBesten (Senior Vice President, Finance and Secretary) joined us in 1992 and has served in that capacity since
then, He was named our Secretary on December 31, 2006. From 1987 to §992, he was employed by Physicians Health Care,
ultimately as Chicl Operating Officer. From 1984 to 1986, he was employed by Health America Corporation as Treasurer, Vice
President of Finance and Chief Finencial Officer. Mr. DenBesten received a B.S, in business administretion and an M.S. in
finance from the University of Arizona.

Roger R. Hopkins {Chief Accounting Officer) joined us in 2006 and was named Chief Aecounting Officer on December 31,
2006. Until 2006, he was a pariner in the Tennessee regional accounting firm of Rodefer Moss & Co, PLLC. Hc was previously a
senior manager in the Nashville, Tennessee office of Deloitte & Touche. Mr. Hopkins received his B.S. degree in accounting
from Tennessee Technological University in 1982 and is a Certified Public Accountant.

Investor Information

We maintain 8 worldwide web site at www.nhinvestors.com. We publish to this web site our annual report on Form 10-K,
quarierly reports on Form 10, current reports on Form §-K, and press releases. We do not necessarily have these filed the
same day as they are filed with the SEC or released to the public, but rather have a policy of placing these on the web site within
two (2) business days of public release or SEC filing.

We also maintain the following documents on the web site:

* The NHI Code of Ethics and Standards of Conduct. This has been adopted for all employees of our Administrative
Services Contractor, officers and directors of the Company. The website will also disclose whether thers have baen any
amendments or waivers to the Code of Ethics and Stondards of Conduct, To date there have been none,

Information on our “NHI Valuesline”, which allows our staff and investors unrestricted access to cur Corpornte
Compliance Officcr, executive officers and directors. The toll free number is 800-526-4064 and the communications may
be made anonymously, if desired.

*  The NHI Restated Audit Committee Charter.

* The NHI Compensation Commitiee Charter.

* The NHI Nomination and Corporate Governance Committee Charter
We will fumish, free of charge, a copy of any of the above documents to any interested investor upon receipt of a written

request.
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Our trensfer agent is Computershare. Computershare will assist registered owners with the NHI Dividend Reinvestment plan,
change of address, transfer of ownership, payment of dividends, replacement of lost checks or stock certificates. Contact
information is; Computershare Trust Company, N.A., P.O. Box 43078, Providence, RI 02940-3078. The toll free number is 800-
942-5909 and the website is www.computershare.com,

The Annual Stockholders’ meeting will be held at 4:00 pm. on April 29th, 2008 at: Center for the Arts, 110 College Street,
Murfreesbors, TN.

ITEM 1A, RISK FACTORS,

We depend on the operating success of our custamers (facility operators), who operate in the skifled nursing and assisted
living industry, for collection of our revenues.

Our skilled nursing, hospital and projects for the developmentally disabled facility operators’ revenues are primarily driven by
occupancy, Medicare nnd Medicaid reimbursement and private pay rates. Our agsisted living facility operators’ revenues are
primarily driven by occupancy and private pay rates. Expenses for these facility types are driven by the costs of labor, food,
utilities, taxes, insurance and rent or debt service. Revenues from government reimbursement have, and may continue, to come
under pressure due to reimbursement cuts and from federal and state budget shortfalls. Liability insurance and staffing costs
continue to increase for our operators. To the extent that any decrease in revenues and/or any increase in operating expenses
result in a facility not generating enough cash to make payments to us, the credit of our operator and the value of other
collateral would have to be relied upon.

We are exposed to the risk that our operators may not be able to meet the rent, principal and interest or other payments
due us, which may result in an operator bankrupicy or insolvency, or thai an operator might become subject ta bankrupicy
or insolvency proceedings for other reasons.

Although our operating lease agreements provide us the right to evict an operator, demand immediate payment of rent and
exercise other remedies, and our mortgage loans provide us the right to terminate any funding obligations, demand immediate
repayment of principal and unpaid interest, foreclose on the collateral and exercise other remedies, the bankTuptey laws afford
cerdain rights to a party that has filed for bankruptcy or reorganization. An operator in bankruptcy may be able to limit or delay
our ability 1o collect unpaid rent in the case of a lcase or to receive unpaid principal and/or interest in the case of a mortgage
loan and to exercise other rights and remedies.

We may be required to fund certain expenses (c.g. real estate taxes, maintenance and capitsl improvements) to preserve the
value of a facility, avoid the imposition of liens on a facility and/or transition a facility to a new operator. In some instances, we
have terminated our lease with an operator and released the facility to another operstor. In some of those situations, we
provided working capital loans to and limited indemnification of the new operator. If we cannot transition a leased facility to o
new operator, we may take possession of that facility, which may expose us to certain successor liabilities. Should such events
accur, our revenue and operating cash flow may be adversely affected.

We are exposed fo risks related to government regulations and the effect they have o our operators' business.

Our operators’ businesses are affected by govemnment reimbursement and private payor rates. To the extent that any skilled
nutsing, hospital or project for the developmentally disabled facility receives a significant portion of its revenues from
governmental payors, primerily Medicare and Medicaid, such revenues may be subject to statutory and regulatory changcs,
retroactive rate adjustments, recovery of program overpeyments or set-offs, adminisirative rulings, policy interpretations,
payment or other delays by fiscal intermediaries, government funding restrictions (at a program fevel or with respect to specific
facilities) and interruption or delays in payments duc to any ongoing governmental investigations and audits at such facility. In
recent years, governmental payors have frozen or reduced payments {o hesltb care providers due to budgetary pressures.
Changes in health care reimbursement will likely continue 1o be of paramount imporiance to federal and state suthorities. We
cannot make any ossessment as to the ultimate timing or effect any future legislative reforms may have on the financial
condition of the health care industry. There can be no assurance that sdequete reimbursement levels will continue to be
available for services provided by any facility operator, whether the facility receives reimbursement from Medicare, Medicaid or
private payors. Significent limits on the scope of services reimbursed and on reimbursement rates and fees could have a
material adverse effect on an operator's liquidity, finencial condition and results of operations, which could adversely affect the
ability of an operntor to meet its obligations to us. 1n addition, the replaccment of an operator that has defaulted on its lease or
logn could be delayed by the approval process of any federal, state or local agency necessary for the transfer of the facility or
the replacement of the operator licensed to manage the faeility.
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We are exposed to the risk that the cash flows of our tenants and mortgagees will be adversely affected by increased
liahility claims and general and professional liability insurance costs.

Long-term care facility eperutors (assisted living and skilled nursing facilities) have experienced substantial increases in both
the number and size of patient care liability claims in recent years, particularly in the states of Texas and Florida. As a result,
genernl and professional liability costs have increased and may continue to increase. Nationwide, long-term care liability
insurance rates are increasing beceuse of large jury awands in states like Texas and Florida. In 2004 and 2005, both Texas and
Florida ndopted skilled nursing facility liability laws that modify or limit tort damages. Despite some of these reforms, the long-
term care industry overall continues to experience very high general and professional liability costs. Insurence companies have
responded to this claims crisis by scverely restricting their capacity fo write long-term care general and professional liability
policies, No nssurance can be given tbat the climate for long-term care general and professional liability insurance will improve
in any of the foregoing states or any other states where the facility operators conduct business. Insurance companies may
continue to reduce or stop writing general and professional linbility policies for assisted living and skilled nursing facilities.
Thus, general and professional liability insurance coverage may be restricted, very costly or not available, which may adversely
affect the facility operators’ future operations, cash lows and financial condition nnd may have o material adverse effect on the
facility operators' ability to meet their obligations to us.

We depend on the success of future acguisitions.

We are exposed to the risk that oor future acquisitions may not prove to be successful. We could encounter unanticipated
difficulties and expenditures relating to any acquired properties, including contingent liabilities, and newly acquired properties
might require significant management attention that would otherwise be devoted to our ongoing business. Il we agree to
provide construction funding to an operator and the project is not completed, we may need to take steps to ensure completion
of the project or we could lose the property. Moreover, if we issue equity securities or incur additional debt, or both, to fipance
future acquisitions, it may reduce our per share financial results. These costs may negatively affect our results of operations,

We are exposed to risks related to environmentel laws and the costs associated with the liability related to hazardons
substances.

Under various federal and state laws, owners or operstors of real property may be required to respond to the release of
hazardous substances on the property and may be held liable for property damage, personal injuries or penalties that result from
covironmental contamination. These laws also expose us to the possibility that we may become liable 10 reimburse the
government for damages and costs it incurs in connection with the contamination. Generally, such liability attaches to 2 person
based on the person’s relationship to the property. Our tenants or borrowers are primarily responsible for the condition of the
properly and since we are a passive landlord, we do not “participate in the management” of any properly ia which we have an
interest. Moreover, we review environmental site assessment of the properties that we own or encumber prior to taldng an
interest in them. Those assessments are designed to meet the “ali appropriate inquiry” standard, which qualifies us for the
innocent purchnser defense if environmental liabilities arise. Based upon such assessments, we do not believe that any of our
properties are subject to material enviropmental contamination. However, environmental liabilities, including mold, may be
present in our properties and we may incur costs to remediate contamination, which could have a material adverse effect on our
business or financial condition.

We depend on the ability to reinvest cash in real estate investments in a timely manner and on acceptable terms.

From time to time, we will have cash available from (1) the proceeds of sales of our securities, (2) principal payments on our
loans receivable and (3) the sale of properties, including non-elective dispositions, under the terms of master leases or similar
financial support arrangements. We must reinvest these praceeds, on a timely busis, in health care investments or in qualified
short-term investments. We compete for real estate investments with a broad variety of potential investors. This competition
for attractive investments may negatively affect our ability to meke timely investments on terms acceptable to us, Delays in
acquiring properties may negatively impact revenues and perhaps our ability to meke distributions to stockholders.

We depend on the ability 1o continue to qualify as a REIT.

We intend to operate as a REIT under the Internal Revenue Code and believe we have and will continue to operate in such a
manner. Since REIT qualification requires us to meet a number of complex requiremnents, it is possible that we may fail to fulfill
them, and if we do, our eamings will be reduced by the amount of federal taxes owed, A reduetion in owr earnings would affect
the amount we could distribute to our stockholders. Also, if we do not qualify as o REIT, we would not be required to make
distributions to stockhelders, since & non-REIT is not required to pay dividends to stockholders amounting to at teast 90% of
its annual REIT taxable income.
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We are dependent upon making a smooth transition to a self-managed REIT from one thet was administratively managed
by Management Advisory Source, LLC ("MAS”)

MAS, which was formed by our President and Board Chairman W. Andrew Adams, outsourced most funetions of the
Advisory Agreement such as accounting, monitoring of investments, ireasury activitics and the like, to NHC from November 1,
2004 to October 1, 2006, Qur advisory agrecement with MAS was cancellable upon 90 days notice or upon demand in some
circumstances. On December 3, 2007, we elected to become a self-managed REIT with our own management reporting directly to
the Board of Directors. We notified MAS of our intent to terminate the Advisory Apreement effective March 31, 2008. We will
atlempt to retain most, if not all, of the existing personnel of MAS to carry on their responsibilities with us. The cancellation of
this agreement could, at least temporarily, have a material adverse impact on our business ond upon our ability to timely comply
with laws and regulations governing a publicly-held REIT.

Othier risks.

Sce the notes to the annual financial statements, and “Business” under Itemn | herein for & discussion of various governmental
regulations and other operating factors Telating to the health care industry and the risk factors inherent in them. You should
carefully consider these risks before making ony investment decisions in the Company. These risks and unceriainties are not
the only ones facing us. Therc may be additional risks that we do nof presently know of or that we currently deem immaterial. 1f
any of the risks sctually occur, our business, financial condition or resulis of operations could be materially adversely affected.
In that case, the trading price of our shares of stock could decline, and you may lose all or part of your investment, (Given these
risks and uncertminoties, we can give no assuraoce that these forward-locking siaternents will, in faet, occur and, therefore,
caution investors not to place undue reliance on them.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None




ITEM 1. PROPERTIES OWNED OR ASSOCIATED WITH MORTGAGE LOAN INVESTMENTS.

LONG TERM CARE Licensed
Center City Beds
ALABAMA

NHC HealihCare, Anniston Anpiston 151
NHC HealthCare, Moulton Moulton 136
ARIZONA

Sunbridge Estrella Care and Rehabilitation** Avondale 161
FLORIDA

Ayers Health and Rehabilitation Center Trenton 120
Bayonet Point Health & Rehabilitation Center Hudson 180
Bear Creck Nursing Center Hudson 124
Brooksville Healtheare Center Brooksville 180
Cypress Cove Care Center Crystal River 120
Heather Hiil HealthCare Center Mew Port Richey 120
Osceola Health Care Center St. Cloud 124
Paricway Health and Rehabilitation Center Stuart 177
Royal Oak Nursing Center Drade City 120
The Health Center of Merriti 1sland Merritt Island (k0]
The Health Center of Plant City** Plant City 180
Savannah Cove of Maitland* Maitland 39
Savaonah Cove of the Palm Beaches* West Palm Beach 30
GEORGIA

Ashton Woods Rehabilitation Center Rossville 157
The Place at Martinez Augusta 160
The Place at Deans Bridge Augusta 100
The Place at Pooler Paoler 122
NHC HealthCare, Rossville Rossville 112
The Place at Augusta Augusta 160
IDAHO

Grangeville Health and Rehabilitation Center Grangevilie 60
Sunbridge Retirement and Rehabilitation for Nampa* Nampa 46
KANSAS

Chanute HealthCare Center Chenute 17
Council Grove HealthCare Center Councit Grove 20
Emporia Rehabilitation Center Ermporia 79
Haysville HealthCare Center Haysville 119
Lerned HealthCare Center® Larned 54
Sedgwick HealthCare Center Sedgwick 62
KENTUCKY

NHC HeaslthCare, Glasgow* Glasgow 194
NHC HealthCare, Madisonville Madisonville 94
MASSACHUSETTS

John Adams HealthCare Center Quincy T
Buckley HealthCare Center Greenficld 120
Holyoke HeaithCare Center Holyake 102
Longmeadow ef Taunton Taunton 100
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LONG TERM CARE (contnued) Licensed
Center City Beds
MISSOURI

Charleviox HealthCare Center St, Charles 142
Colunbia HealthCare Center Columbia 97
Joplin HealthCare Center Joplin 92
NHC HealthCare, Desloge** . Desloge 120
NHC HealthCere, Joplin _ Joplin 126
NHC HealthCare, Kennett** Kennett 170
NHC HealthCare, Maryland Heights Maryland Heights 220
NHC HealthCare, 5t. Charles St Charles 120
NEW HAMPSHIRE

Epsom HealthCare Center Epsom 108
Maple Leaf HealthCare Center Manchester 14
Villa Crest HealthCare Center Manchester 165
NEW JERSEY

Brighton Gardens of Edison* Edison in
SOUTH CAROLINA

NHC HealthCare, Anderson Anderson 290
NHC HealthCare, Greenwood Greenwood 152
NHC HealthCare, Laumens Laurens 176
TENNESSEE

NHC HealthCare, Athens Athens 98
NHC HealthCare, Chattanooga Chattancoga : 217
NHC HealthCare, Columbia Columbia 106
NHC HealthCare, Dickson®* Dickson 191
NHC HealihCare, Franklin Franklin 80
NHC HealthCare, Hendersonville Hendersonville 122
NHC HealthCare, Hillview Columbia 92
NHC HealthCare, Johnson City Johnson City 160
NHC HealthCare, Knoxville Kaoxville 139
NHC HealthCare, Lewisburg Lewisburg 102
NHC HealthCare, MeMinnville McMinnviile 150
NHC HealthCare, Milan Milan 122
NHC HealthCare, Oalewood Lewisburg 60
NHC HealthCare, Pulaski Pulaski 102
NHC HealthCare, Seott Lawrenceburg 62
NHC HealthCare, Sequatehie Dunlap 120
NHC HealthCare, Smithville* Smithville 114
NHC HealthCare, Somerville* Somerville 72
NHC HealihCare, Sparta Sparta 120
NHC HealthCure, Springfield Springfield 107
TEXAS

Forest Lane Healtheare Center Dallas 120
Heritage Manor - Canton Canton [§11]
Heritage Place Dallag 149
Heritage Oaks Arlington 204
Hill Country Care Center Dripping Springs 60
Pecan Tree Manor Gainesville (22
The Village at Richardson Dallas 280
Winterhaven Healthcare Center Houston 160
VIRGINIA

NHC HealthCare, Bristol*™* Bnstol 120




LONG TERM CARE (continued) Licensed
Center City Beds
VIRGINIA (continued)
Heritage Hall- Charlottesville Charlottesville 120
Heritage Hall- Brookneal Brookaeal 60
Heritage Hall- Lexington Lexington 60
Heritage Hall- Virginia Beach Virginia Beach 9
Heritage Hall- Front Royal Front Royal 60
Heritage Hall- Grundy Grundy 120
Heritage Hall- Laurcl Meadows Laure] Fork 60
ACUTE CARE PROPERTIES
KENTUCKY
Kentucky River Hospital Jackson 55
MEDICAL OFFICE BUILDINGS

Sq. Ft.
FLORIDA
North Okaloosa Crestview 27,017
ILLINOIS
Crossroads Mt. Vernon 12,510
TEXAS
Hill Regional Hillsboro 23,000
Pasadena Bayshore Pasadena 61,500
RETIREMENT CENTERS
IDAHO
Sunbridge Retirement and Rehab for Nempa® Nampa 17
KANSAS
Lamed HealthCare Center* Larned 10
MISSCURI
Lake St Charles Retirement Cenler St Charles 155
TENNESSEE
Colonial Hill Retirement Center Johnson City 63
Parkwood Retirement Apartments Chettanooga 30
ASSISTED LIVING AND
DEVELOPMENTALLY DISABLED Licensed

Beds

ARJIZONA
The Place at Gilbert Gilbert 40
The Place at Glendale Glendale i
The Place ot Tangque Verde Tucson 42
The Place at Tucson Tucson 60
FLORIDA
19th Strect Group Home: Gainesville 6
107th Plzce Group Home Belleview [
Bessent Rood Group Home Starke 6
Claudia Drive Group Home Tacksanville 6
ASSISTED LIVING AND
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DEVELOPMENTALLY DISABLED {continued)

Licensed

Center City Beds
FLORIDA (continued)

Coletta Drive Group Home Orlando 6
Frederick Avenue Group Home Daytona Beach 6
High Desert Court Group Home Jacksonville 6
Pilaza Oval Group Home Casselbemy [
Rosewood Group Home Ormond Beach [
Second Street Group Home Ocala [
Spring Street Group Home Lake City 6
Suffridge Drive Group Home Bonita Springs [
Savannah Court of Maitland* Maitland 12
Indigo Palms at Daytona Daytona Beach &0
The Place at Maitland Maitland 16
Savannah Court of Palm Beaches* Waest Palm Beach 114
Tunis Sireet Group Home Jacksonville 6
Walnut Street Group Home Starke 6
IDAHO

Sunbridge Retirement and Rehab for Nampa* Nampa )
KANSAS

Larmed HealthCare Center® Larned 19
KENTUCKY

NHC HealthCare, Glasgow Glasgow 12
MISS0OURI

Lake St, Charles Retirement Center SL Charles 25
NEW HAMPSHIRE

Heartlund Place Epsorn 78
NEW JERSEY

Brighton CGardens of Edison® Edison 118
PENNSYLVANIA

Heritage Hill Senior Community Weatherly 143
SOUTH CAROLINA

The Place at Conway Conway 52
TENNESSEE

717 Cheatam Street Springfield 8
305 West Hillerest Drive Springfield g
307 West Hillerest Drive Springficld 8
NHC HealthCare, Dickson*® Dickson 20
NHC HealthCare, Somerville* Somerville 12
NHC HealthCare, Smithvilie* Smithville 6
The Place at Gollatin Gallatin 49
The Place at Kingsport Kingsport 49
The Place at Tullahoma Tullahoma 49

*These facilities are listed in multiple categories (numbers of beds are not duplicated elsewhere in this table).

#*These Facilities collateralize the first mortgage revenuc bonds payable by us at December 31, 2007 of $5,711,000.




ITEM 3. LEGAL PROCEEDINGS.

The Health Care Facilities are subject to claims and suits in the ordinary course of business. Our lessees and morigagees have
indemnified and will continue to indemnify us against all Jiabilities arising from the operation of the Health Care Facilities, and
will indemnify us against environmental or title problems affecting the real estate underlying such facilities. While there may he
lawsuits pending against certain of the owners and/or lessees of the Health Care Facilities, management believes that the
uitimate resolution of all pending proceedings will have no material adverse effect on ovr {inancial position, operations and cash
flows.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of shareholders during the fourth quarter of 2007,
PARTH

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES. ‘

On Cctober 16, 1996, our Board of Directors, pursuant fo powcrs granted by our charter, changed the limit on the percentage
of owncrship which any person may have in the outstanding commeon stock of NHI from a limit of 7.0% (as passed on October
17, 1995} to & limit of 9.9%. The limit on ownership of any other class of stock {including issues convertible into common stock)
remains at 9,9% of the outstanding stock.

In order to qualify for the beneficial tax treatment accorded to a REIT, we must meke quarterfy distributions to holders of our
Commoo Stock equel on an annual basis to at least 90% of our REIT taxable income {excluding net capital gains), as defined in
the Internal Revenue Code. Cash available for distribution to eur stockholders is primarily derived from interest payments
received on our mortgages and from rental payments received under our leases. All distributions will be madc by us at the
discretion of the Board of Directors and will depend on our cash flow end eamings, our financial condition, bank covenants
contained in our financing decuments and such other factors as the Board of Directors dcems relevant, Our REIT taxable
income is calculated without reference to our cash flow. Therefore, under certain circumstances, we may not have received cash
sufficient to pay our required distributions.

Common Stock Market Prices and Dividends

Qur commeon steck is traded on the New York Stock Exchange under the symbol “NHI”. As of January 18, 2008, there were
approximately 1,000 holders of record of shares and approximately 11,400 beneficial owners of the shares,

High and low stock prices of our commeon stock on the New York Stock Exchange and dividends declared for the last two
years were:

2007 2006

Cash Cash

Sales Price Dividends Sales Price Dividends

Quarter Ended High Low Declared High Low Declared
March 31 $33.49 $27.72 5.50 $27.54 $25.25 $.48
June 30 35.54 30.99 50 27.64 23.03 A2
Septernber 30 34,98 18.21 .50 2897 2431 A8
Pecember 31 337 17.00 1.35 13.7% 18.00 03

On Febmary 5, 2008, we announced a first quarter dividend of $.55 per common share to shareholders of record on March 31,
2008, such dividend being reflcctive of our continued success in managing our portfolio end confidence in our future cash flow,
The closing price of our stock on February 22, 2008 was $30.20.

We currently maintain two equity compensation plans: the NHI 1997 Stock Option Plan and the 2005 Stock Option, Restricted
Stock and Stock Appreciation Righis Plans. Each of these plans has been approved by our stockholders. The following table
provides information as of December 31, 2007 ahout our comunon stock thet may be issued upon grants of restricted stock and
the exercisc of options under our existing equity compensation plans.
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Number of securities to be ~ Weighted-average exercise Number of securities remaining available for

issued upon exercise of price of outstanding future issuance under cquity compensation
outstanding options, warrants  options, warrants and plans (excluding securities reflected in the
and rights rights first column)
Equity
compensation plans
approved
by security holders 326,000 $26.00 1,358,800(a)

(a) These shares remain available for grant under the 2005 Plan.

The following graph demonstrates the performance of the cumulative total return to the stockholders of our common stock
during the previous five years in comparison to the cumulative total return on the National Association of Reat Estate
Invesiment Trusts {NAREIT) Equity Index and the Standard & Poor’s 500 Stock Index. The NAREIT Equity Index is compriscd
of all tax-qualified, equity oriented, real estate investment trusts listed on the New York Stock Exchange, the American Stock
Exchange or the NASDAQ National Market,

NATIONAL HEALTH INVESTORS; INC.
Comparison of Cumulative Total Return

300.0
200.0
100.0 -
0.0 - - ——
2002 | 2003 | 2004 | 2008 | 2006 | 2007
-+~ NHI 1000 | 1687 | 211.6 | 2019 | 2751 | 2511
- S&P 500 1000 [ 1287 | 142.7 | 1497 [ 1733 | 1828
—— NAREIT- Al REIT| 100.0 | 1385 | 180.6 | 195.6 |-262.7 | 215.9

[-+—NHI o= S&P 500 -« NAREIT- All REIT |

Assumes $100 jnv. 12/31/02 [n NHI, S & P 500 and NAREIT- All REIT

ITEM 6. SELECTED FINANCIAL DATA.

The following table represents our financial information for the five years ended December 31, 2007. This financial information
has been derived from our historical financial statements including those for the most recent threc years included elsewherc in
this Annual Report on Form 10-K and should be read in conjunction with these consolidated finoncial statements and
accompanying footnotes.




NATIONAL HEALTH INVESTORS, INC.
SELECTED FINANCIAL DATA
(dolfars in thousands, except share and per share amounis)

As of and for the Year Ended Decemnber 31 2007 2006 2005 2004 2003
Net revenues $ 62,313 % 61,262 % 62231 8§ 6384 3 72831
Non-operating income 13,341 12,721 priX]| 12,381 5931
Income from continuing operations 79,041 59,100 50,791 53,653 43,393
Discontinued operations:
Cperating income (loss) - discontinued operations 4,256 4314 2,844 1,183 (1,120)
Net gain on dispositions and deconsolidation 13,138 5814 77 1,543 1,535
Net income 96,435 69,228 54,408 56,379 43,808
Dividends to preferred stockholders - - - (5143 {1,589)
Net income available to common stockholders 96,435 69,228 54,408 55,865 42219
Eamings per share:
Basic:
Income from continuing operations 5 285 § 213 8 183 195 8 1.56
Discontinued operations .63 37 A3 .10 02
Net income per cormmon share 348 2.50 1.96 2.05 1.58
Diluted: .
Income from continuing operations s 184 % 213 § 183 § 193 % 1.5%
Discontinued operations 63 36 .13 .10 02
Net income per common share 3.47 249 1.96 2.03 1.57
BALANCE SHEET DATA:
Mortgages and other notes teceivable, net $ 141,655 5 99532 § 118800 § 112072 § 14989
Real estate properties, net 187,455 235,199 263,129 278,170 289,445
Total agsets 500,732 598,198 590,589 633,701 626,532
Dcbt 9,512 113,492 117,252 154,432 162,100
Convertible subordinated debentures - - 201 1,116 1,351
Total stockholders' equity 446,138 431,671 424 968 425,539 409,644
OTHER DATA:
Common shares outstanding 27,752,23% 27,752,239 17,830,439 27545018 16,770,123
Weighted average common shares:
Basic 17,703,464 27744868 27699887  27,257.826  26,727.8i4
Diluted 17,783,862 27,778,764 27,830,886 27,531,084 26,985,571
Comrmon dividends declared per share 5 285 % 237§ 180 % 185 % 1.70

@ prior period financial information has been reclossified for presentation of operations discontinued during 2007, along with
reclassification of certain balance sheet line items to conform fo the 2007 presentation.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

The following discussion and nnabysis is based primarily on the consolidated financial statements of National Health
Investors, Inc. for the periods presented and should he read together with the notes thereto contnined in this Annual Repart on
Form 10-K. Other imporiant factors are identified in “Item 1. Business” above.

Executive Overview

National Health Investors, Inc. ("MHI* or the "Company™), a Marytand cofporation, is a real estatc investment trust ("REIT™)
that invests primarily in income producing health care properti¢s with emphasis on the Jong-term health core sector. As of
December 31, 2007, we had interesis in real, estate owned and investments in mortgages, preferred stock ond marketable
securities resulting in total invested assets of $423,058,600. Founded in 1991, our mission is te invest in health care real estate
which generates current income that will be distributed to stockholders. We have pursued this mission by making morigage
loans and acquiring properties to lease natiomwide, primarily in the long-term health care industry.

Porifolio

As of December 31, 2007, we had investments in real csiate and mortgage notes receivable in 124 health care facilities located
in 17 statcs consisting of 83 long-term care facilities, 1 acute carc hospital, 4 medical office buildings, 15 assisted Jiving [acilities,
4 retirement centers and 17 residential projects for the developmentally disabled, Thesc investmenis consisted of approximately
§134,605,000 eggregate carrying value amount of leans to 14 borrowers and $187,455,000 of real estate investments with 17
lessees,

Of these 124 facilities, 41 are leased to Nationat HealthCare Carporation (“NHC™), o publicly-held company and our largest
customer. During 2007, our rental income totaled $51,005,000 of which $33,700,000 or 66% was from facilitics leased by NHC.
These 41 facilities include 4 centers subleased to and operated by other companies, the fease payments of which are
guaranteed to us by NHC. NHC was our investment advisor until Nevember 1, 2004,

Consistent with our strategy of diversification, we have increased our portfolio so that the portion of our real estate portfolio
leased by NHC has been reduced from 100% of our totel portfolio on October 17, 1991 (the date we began operations) to 19.0%
of our total real estate portfolio on December 31, 2007, based on the net book value {carrying amount) of these properties, In
1991, these nssets were transferred by NHC to us at their then current net book valtue in 0 non-taxable exchange. Many of these
assets were substantially depreciated as a result of having been carried on NHC's books for as many as 20 years, As a result,
we believe that the fair market value of these assets is significantly in excess of their net book value. To illustrate, rental income
in 2007 from WHC was $33,700,000 or approximately 55.2% of our nct book value of the facilities leased to NHC. Subsequent
additions to the portfolio related to non-MHC investments reflect their higher value based on existing costs at the date the
investment was made,

As with all assets in our portfolio, we monitor the financial and operating results of each of these properties on a guarterly
basis. In addition to reviewing the consolidated financial results of NWHC, the individual center financial results are reviewed
including their occupancy, patient mix, state survey results and other relevant information.

At December 31, 2007, 31.7% of the total invested assets of the health care facilitics were operated by publicly-hefd company
operators, 56.2% by regional operators, and 12,1% by small operators.
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The following tebles summarize our portfolio at December 31, 2007:

Portfolio Statistics Investment
Properiies Percentage Investment
Real Estate Properties 72 57.0% $187,455,000
Mortgages and Notes Receivable 52 40.9% 134,605,000
Total Real Estate Portfolio 124 97.9% 322,060,000
Other Notes Receivable L4 2.1% 7,050,000
Total Portfolio 124 100.0% $329,110,000
Real Estate Properties Properties Beds Investments
Long Term Care Centers 49 6,835 £105,660,000
Assisted Living Facilities 14 1,133 57,761,000
Medical Office Buildings 4 124427 sq. fi. 9,557,000
Independent Living Facilitics 4 458 7,890,000
Hospitals 1 55 6,587,000
Total Real Estate Properties 72 £187,455,000
Muortgage Notes Recelvable
Long Term Care Centers 34 3,581 £129,530,000
Developmenially Disebled 17 108 1,549,000
Assisted Living Facilities 1 78 1,126,000
Total Mortgage Notes Receivable 52 134,605,000
Total Real Estate Portfolio 124 £322,060,000
Percentage of
Summary of Facilitles by Type Properties  Total Dollars Total Dollars
Long-temm Care Centers 3 13.0% §235,1590,000
Assisted Living Facilities 15 18.3% 58,887,000
Medical Office Buildings 4 3.0% 5,557,000
Independent Living Facilities 4 25% 7,890,000
Hospilals 1 2.0% 6,587,000
Developmentally Disabled 17 1.2% 3,949,000
Total Real Estale Portfolio 124 100.0% $322,060,000
Portfolio by Operator Type:
Public 66 31.7% $101,983,000
Regional 46 56.2% 181,117,000
Small Operator 11 12.1% 38,960,000
Total Real Estate Portfolio 124 100.0% $322,060,000
Percentage of Dollar
Publle Operators Total Portfolio Amount
National HealthCare Corp. 19.0% £61,055,000
Community Health Systems, inc. 31.9% 12,600,000
Sunrise Senior Living, Inc, 3.8% 12,308,000
Sun Healthcare Group, Inc. 2.6% 8,235,000
Res-Care, Inc. 1.2% 3,949,000
HCA - The Healthcare Company 1.2% 3,835,000
Total Public Operators 11.7% 5101,983,000

Operators who operate more than 3% of our total real estate investients are as follows: NHC, THI of Baltimore, Inc., Suarise
Senior Living, Inc.,, Health Services Management, Inc., Community Health Systems, Inc., ElderTrust of Florida, Inc., RGL
Development, LLC, Senior Living Management Corporntion, LLC, American HealthCare, LLC, and SeniorTrust of Florida, Inc.

Areas of Focus

We anticipate making new investments in 2008 while continuing to monitor and improve ous existing properties. We continue
to cautiously evaluate new portfolio investments and monitor the ¢urrent prices being offered for health care assets. However,
even as we make new investmenis, we expect to maintain a relatively low level of debt vs. equity compared to our historical
levels. New investments may be funded by our fiquid investments and, if needed, by external financing. We will make new
investments where we belicve the spreads over our cost of capital will generate returns to our investors.
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We have focused over the last 5 years on increasing our liquidity and lowering our debt. Our debt to capitalization ratio on
December 31, 2007 was 2.1%, the lowest level in our 16 year history. Our liquidity is also strong with cash and marketable
securities of $131,172,000 at December 31, 2007, Qur total debt outstanding was $9,512,000 at December 31, 2007. On July 16,
2007, we paid in full our $100 million unsecured public nates from available cash investments.

On December 27, 2003, we reached an agreement with NHC to extend through December 31, 2021, their current lease on 41 of
our real estate praperties, These 41 facilities include 4 centers teased to ather parties and 3 retirement centers. This extension
assures an ongoing relationship with our largest customer.

Disposition of Assets

We owned and operated 16 long-term health care facilities (the “Foreclosure Properties”) that we acquired through foreclosure
ot through the acceptance of deeds in lieu of foreclosure and subsequently sold the facilities {in 2001 and 2004) te unrelated
not-for-profit cntities, providing 100% financing. While the original sales were recognized for tax purposes under the
installment sale method, the operating reveoues and expenses of these facilities continued to be recorded in the consolidated
statements of income until such time as the down payment and eontinuing investment criteria of Statement of Financial
Accounting Standards No. 66, “dccounting for Sales of Real Estate” (“SFAS 66") were met, at which time we would aceount
for the sales under the full sccrual method. No installment puyments had been made by the borrowers. On December 31, 2007,
the criteria for recording the sales were met. Net assets having a book value of $54,350,000 were deconsolidated, morigage
notes receivable of $66,819,000 were recorded, and a net gain on the sale and deconsolidation of these assets was recagnized of -
$12,469,000. On December 31, 2007, we received irmevacable bank [etters-of-credit aggregating $10,200,000 from the borrowers to
guarantee down payments on the original notes and commitments to make monthly principal and interest payments to us 1o
amortize the remaining note balonces.

Critical Aceounting Policies

We prepare our interim condensed consolidated financisl statements in conformity with accounting principles generally
tecepted in the United States of America, These accounting principies require us to make estimates and assumptions that affect
the reported amounts of assets and lisbilities end disclosure of contingent assets and liabilities at the date of the finencial
statements and the reporied amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates and cause our reported net income to vary significantly from period to period. 1f actual experience differs from
the assumptions and other considerations used in estimating amounts reflected in our interim condensed consolidated financial
statements, the resulting changes could have a meterial adverse effect on our consolidated results of operations, liquidity
and/or Mnaocial condition.

We consider an accounting estimate or assumption critical if:

1. the nature of the estimates or assumplions is material due to the levels of subjectivity and judgment
neccssary to account for highly uncertain matters or the susceptibility of such matters to change; and

2. the impact of the estimates and assumptions on financial condition or operating performanee is material.

Our significant accounting policies and the associated estimates, judgments and the issues which impact these estimates are
as follows:

1) Valuations and impairments to our investments - The majority of our tenants and borrowers are in the long-term health care
industry and derive their revenues primarily from Medicare, Medicaid and other government programs. Amounts paid under
these government programs are subject to legislative and government budget constraints. From time to time, thert may be
material changes in government reimbursement. In the past, the leng-term health care industry has at times experienced material
reductions in government reimbursement.

The long-term hcalth care industry has also experienced a dramatic increase in professional liability claims and in the cost of
insurence 1o cover such claims. These factors combined to cause a number of bankruptey filings, bankruptey court rulings and
courl judgments affecting our lessees and borrowers. In 2005 and prior, we bad detcrmined that impairment of certain of our
investmenis had occurred as the result of these events.

Decisions about valuntions and impaimments of our investments require significant judgments and estimates oo the part of
management. For real estate properties, the need to recognize an impairment is evalusted on a property by property bosis in
nccordance with Statement of Financial Accounting Standards No, 144, “Accounting for the Impairment and Disposal of Lang-
Lived Assets” (“SFAS 1447). Recognition of an impairment s based upon estimated undiscounted future cash flows from a
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property compared to the carrying amount of the property and may be affected by management’s plans, if any, to dispose of the
property.

For notes reccivable, impairment recognition is based upon an evaluation of the estimated collectibility of loan payments and
general economic conditions on a specific loan basis in accordance with Statement of Financial Accounting Standords No. 114,
“decounting by Creditors for Impairment of a Loan - An Amendment of FASE Statements No. 5 and 15" (“SFAS 114"), Ona
quarterly basis, we review our notes receivable for realizability when cvents or circumstances, including the non-recsipt of
principal and interest payments, significant deteriorations of the financial condition of the borrower and significant adverse
changes in general economic conditions, indicate that the carrying amount of the note receivable may not be recoverable. I
necessary, an impairment is measured as the amornt by which the carmying amount exceeds the discounted cash flows expected
to be received under the note receivable or, i foreclosure is probable, the fair value of the collateral securing the note receivable,

We evalunte our marketable securities for other-than-temporary impairments consistent with the provisions of Statement of
Financial Accountant Standards No. 115, “decownting for Certain investments in Debt and Equity Securities™ (“SFAS 1157) as
amended by EITF 03-01 “The Meaning of Gther-Than-Temporary Impairment and its Application to Certain Investments”. An
impairment of a marketable security would be considered “other-than-temporary™ unless we have the ability and intent to hold
the invesiment for a period of time sufficient for a forecasted market price recovery up to (or beyond) the cost of the investment
and evidence indicates the cost of the investment is recoverable withio a reasonable period of time.

On December 10, 2007, we were notified by Bank of America that its largest, privately placed, enhanced cash fund called
Columbia Strategic Cash Fund (the “Fund”) would be closed and liquidated. In addition, (1) cash redemptions were temporarily
suspended, although redemptions could be filled through a pro-rata distribution of the underlying securities consisting
principally of high-quality corporate debt, mortgage-backed securities and asset-backed securities; (2) the Fund's valuation
would be based on the market value of the underlying securities, whereas historically the Fund's valuation was based on
amortized cost; and (3} inerest would continue to accrue. The carrying value of our investment in the Fund on December 10,
2007 was $38,359,000. Subsequent to December 10, 2007, and prior to December 31, 2007, we received a pro-rata distribution of
underlying secunties in the Fund as described above of $14,382,000 and cash redemplions of principal totaling $4,665,000.
Realized losses on the distribution and redemption of sacurities and cash amounted to $236,000. At December 31, 2007, the fair
market value of our investment in the Fund was estimated to be $18,835,000 and the fair market value of our investment in the
separate IMA was estimated to be $14,294,000 for a total of $33,129,000. Unrenlized losses measured as the difference between
fair market value and our original investment, at cost, amounted to $329,000.

We are in regular communication with the manager of the Fund and the BMA in order to monitor the net asset value and the
expected cash redemption dates based upon the manager's liquidation strategy. We have been advised by the fund manager
that the goal is to make an orderly liquidation of the Fund and IMA with the goal of preserving our original investment. Cash
redemptions are cstimated by the Fund manager to occur periodically over the next two years. Interest continues to acerue and
is paid to us each month into our regular bank account. There may be further declines in the value of our investmenis in the
Fund and the IMA. To the extent that we determine there is a further decline in the fair market value based on up-to-date
information provided to us by the Fund manager, we may recognize additional lossas in future periods,

While we believe that the carrying amounts of our properlies are recoverable and our notes receivable, marketable securities
and other investments are realizable, it is possible that future events could require us to meke significant adjustments or
revisions to these estimates.

2) Revenue recognition - mortgage interest and rental income - We collect interest and rent from our customers. Generaliy our
policy is to recognize revenues on an accrual basis as eamed. However, there are certain of our customers, for whom we have
determined, based on insufficient historical collections and the lack of expected future collections, that revenue for interest or
rent is not probable of collection until received. For these nonperforming investments, our policy is to recognize interest or
rental income when assured, which we consider to be the period the amounts are collected. We identify investments as
nonperforming if a required payment is not received within 30 days of the date it is due. This policy coutd cause our revenues
to vary significantly from period to period. Revenue from minimum lease payments under our leases is recognized on a straight-
line basis as required under Statement of Financial Accounting Stendard No. 13 “Accounting for Leases™ (“SFAS 13”) to the
extent that future lease ppyments are considered collectible. Lease payments that depend on a factor directly related to future
use of the property, such as an increase in annual revenues over n base year revenues, are considered to be contingent rentals
and are excluded from minimum lease payments in accordance with SFAS 13.

3) REIT status and taxes - We believe that we have operated our business so as to qualify as a REIT under Sections B56
through 860 of the Intemal Revenue Code of 1985, as amended (the “Code™) and we intend to continue to operate in such a
manner, but no assurance can be given that we will be able to qualify ot all times. If we qualify as a REIT, we will generally not
be subject to federal corporate income Laxes on our net income that is currently distributed to our stockholders. This treatment
substantially eliminates the “double taxation” (at the corporate end stockholder levels) that typically applics to corporate
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dividends. Our failure 1o continue to qualify under the applicable REIT qualificotion rules and regulations would couse us to
owe state and federal income taxes and would have a material adverse impaet on our financial position, results of operations and
cash flows.

Liquidity and Capital Resources
Sources and Uses of Funds

Qur primary sources of cash include rent and interest receipls, proceeds from the sales of real property and principal payments
on notes receivable. Our primary uses of cash include dividend distributions, debt service payments (including principal and
interest), real property scquisitions and genersl and edministrotive expenses. These sources and uses of cash are reflected in

our Consolidatcd Statements of Cash Flows and are discussed in further detail below.

The following is a summary of our sourees and uses of cash flows (dollars in thousands);

Year Ended One Year Changs ¥ear Ended Qne Year Change Two Year Change

1231407 123106 Dollars  Percrnlage 1231/05  Dollas  Peroemtage Dollara  Percentage
Cash and cash equivalenls
at begiming of period 5158815 $109319 349,296 45% $109,065 5454 - 549,730 46%
Cosh provided from (wsed
in) opernting activities 68,529 57,805 8,724 15% 59,010 (1,205} (2%) 1.5t% 13%
Cash provided from (used
in) investing aetivities 21,431 51,110 20.739) (58%) 29,533 21,637 1% (B.102) (27%)
Cash provided from (used
in) ficancing setivitics (171,419)  (5947) (111,740) 187% (88,089) 28410 (32%)  (83330) 95%
Crsh and ensh equivalems
at end of period $75,356 $15BELS ($83,45%) {33%) $109,519 549,295 45%  5(34,163) (32% )

Scparate reporting of cash flows from discontinued operations in the consolidated statement of cash flows is not required
under Statement of Financial Accounting Standard No. 95 “Statement of Cash Flows”. Cash flows related to the operation of
the Foreclosure Properties and other discontineed operations during 2007 were §8,415,000 provided by opernting activitics and
$2,419,000 vsed in investing activitics. We have provided purchase financing to the buyers of the Foreclosure Properiics and
expect net cash flows from payments fo us to be approximately 5,000,000 in 2008,

The notes to the consolidated financial statements deseribe the significant transactions that impact our cash flows from
operating, investing and financing activities.

Operating Acilvities — Nei cash provided by operating activities generally includes our et income adjusted for non-cash
itemns such as depreciation and amortization, working capital changes, investment write-downs and recoverics, gaing/losses on
the disposition of assets and share-besed compensation. Net cash provided by operating activities was 566,529,000 in 2007
versus $57,805,000 in 2006, an increase of 15.1%. Net cash provided by operating activities in 2007 consisls net income of
£96,435,000, and depreciation of $11,751,000, reduced primarity by loan and realty recoveries of $24,238,000, net gains on the
disposition and deconsolidation of assets of $13,138,000, net gain on the sale of marketable securities of $1,029,000, working
capital changes of $3,334,000, plus smoller jtems totating $82,000. Recoveries of amounts previously written down of $23,000,000
related to the prepayment in full of two mortgage loans and a recovery of $1,238,000 related to a final residual payment from a
mortgage investment pool (see discussion below in Real Estate, Morigage and Notes Receivable Write-downs/Recoveries). Net
gains on the disposition and deconsolidation of assets aod cash deconsclidated from discontinued operatioos relate to the
recording of the original sales of 16 former Foreclosure Properties, as the down peyment and continuing investment crileria in
SFAS 66 was met on December 31, 2007. Working capital changes affecting cash were primarily due to the timing of collections
of receivables, the payments of accounts payable and the decrease in accrued interest payable due to the payofT at par of the
principal and interest on our $100 million unsecured public notes on July 16, 2007.

Net cash provided by operating activities during 2006 of $57,805,000 consisted primarily of net income of $69,228,000, and
depreciation and amortization of $12,026,000, reduced primarily by net loan and realty recoveries of §7,934,000. Recoveries of
umounts previously written down of $9,008,000 related to the mortgage Joan payofls of three borrowers and were offset by one
Joan write down of $1,074,000, There was a net gain on the sale of real estate of $5,814,000 comprised of £5,690,000 related to the
sale of two New Jersey facilities and $124,000 related to the sale of one Missouni facility. There was o gain on the payoff of
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a note receivable of $1,015,000. Cash used in other operating activities was primarily due to the timing of payments of accounts
payable and the increase in capital improvement reserves.

Net cash provided by opersling activities during 2005 of $59,010,000 consisted primarily of net income of $54,408,000,
depreciation of $12,855,000, loan and realty write-downs of 7,985,000, reduced primarily by gains on the sale of real estate of
$2,552,000, and recoveries on the sale of marketable securities of $9,072,000. The loan and realty write-downs consisted of
$2,550,000 related o rea] esinte and $5,435,000 related to mortgage Joans. Cash used in other operating ectivities was primarily
due to the timing of payments of accounts payable and the increase in capital improvement reserves.

Jrvesting Activities - Net cash provided by investing activities was $21,431,000 in 2007 versus 551,170,000 in 2006, a decrease
of 58.1%. Collections and prepayments on mortgages and other notes receivable in 2007 was 359,118,000 and consisted of (1)
collections of §5,681,000 as a result of the early payoff from one Florida-based nursing facility, (2) a $3,500,000 payoiT of a short-
termn real estate loan, (3) collections of $44,192,000 in principal as & result of an early payolT from HSM of Texas, LLC (see
discussion below in Real Estate, Morigage and Notes Receivable Write-downs/Recoveries), and {4) $5,745,000 of routine
collections. Cash proceeds from the disposition of real estate amounted to $2,337,000 due primarily from the sale of the
Milwaukee, Wisconsin facility of $2,288,000 and a partial land sale of $49,000. The cash balance of the Foreclosure Properties
deconsolidated at December 31, 2007 was $14,079,000. During 2007, we made new investments in mortgage and other notes
receivable of $9,716,000 due primnarily to our invesiment in acquiring NHC’s interest in a loan receivable from a third party. Sales
of marketable securities included the cash proceeds of $1,007,000 from the sale of common shares of NHR in Qctober 2007,
Purchases and other sales of marketable securitics relate to transactions in an enhanced cash fund that is managed by a
division of our largest depository bank.

Cash flows provided from investing activities during 2606 of $51,170,000 included collections and prepayments on mortgage
and ather notes receivable totaling $36,517,000 which consisted of early payoffs of $19,664,000 from four bormowers and
316,853,000 of routine collections related to scheduled maturities and settlements of existing foans, Dispositions of property
and equipment pravided 324,215,000 of cash flow related to the sale of two New Jersey facilities for $17,570,000 ond a Missourd
facility for $6,645,000. Investments in mortgages and other notes receivable increased by $11,063,000 due primarily to the
funding of a note receivable from NHR in the original amount of $10,450,000. Purchases and sales of markeiable securities
pertained to our transactions in an enhanced cash fund investment.

Cash flows provided by in investing activitics in 2005 werc $29,533,000 and included collections and prepayments of mortgage
notes receivable of £9,916,000 and dispositions of property and equipment of $14,452,000. Investments in real estate properties
were $12,264,000, and funding of morigage and other notes receivable were $22,079,000. Qur net investments in marketable
securities increased by $39,508,000.

Financing Activities - Net cash used in financing ectivities wos $171,419,000 in 2007 versus $59,679,600 in 2006, Principal
payments on debt included payo(T at par of our $100 million unsecured public notes on July 16, 2007. Cash paid in dividends
were $67,439,000 and included a special dividend of $.45 per common share disbursed in Jameary, 2007,

Net cash used in financing activitics in 2006 and 2005 consisted primarily of scheduled principal payments on debt of
$3,760,000 and $37,180,000, respectively, and dividends paid to stockholders of $52,545,000 and $53,259,000, respectively. In
2006, cesh of $3,530,000 was used to repurchase and retire 146,200 shares of our common $tock,

Liguidity

At December 31, 2007, ovr liquidity is strong, with cash and highly-liquid marketable securities of $98,043,000 which is
exclusive of $33,129,000 invested in an enhanced cash fund and in a separate investment management account {“IMA™
containing positions in most of the same undetlying securities (discussed below), We have a low level of dcbt at §9,512,000 and
it is serviced through our normel operations. Due to the payoff of our $100 million in unsecured public notes in 2007, our debt
to book capitalization ratio has declined to 2.1%, the lowest level in our 16 year history.

Qur liguidity in cash accounts and atber readily marketable securities (traded on public exchanges) continues to inerease from
our normal operating cash flows from core business investments in leases and morigage notes as shown in our consolidated
financial statements. Our investment in the enhanced cash fund end separate IMA is not expected to have an affect on our
ability to timely meet our obligations, to pay dividends to sharcholders, or make prudent rcal estate investments when nvailable
(see discussion under Critical Accounting Policies above).

We declared total annual dividends of $2.85 to sharcholders of record in 2007, $2.37 ta shareholders of record in 2006, and
$1.80 to sharcholders of record in 2005. Dividends declared for the fourth quarter of each fiscal year are paid by the end of the
following January and are treated for tax purpeses as baving been paid in the fiscal year just ended as provided in IRS Code
Sec. £57(b)(8). The 2007 and 2006 dividends declered included special dividends of $.85 and $.4% per common share,
respectively.
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Contractual Obligations and Contingent Liabilities

3 of Decernber 31, 2007, our contractual payment obligations and commitments were as follows:

Contractual Obligations After
{in thousands) Total Year] Yeas2-3 Years4-5 5 Years
Debt principal 5 95128 5000 § 3432 85 47 % 510
Debt interest (a) 1,057 539 358 93 7
Loon commitments 167 167 - - -
Advisory fees to MAS 256 156 - - -
$10992 $§6062 § 380 § 563 § 3537

(a) For variable rote debt, future interest commitments were calculated using interest rates existing at December 31, 2007.

Off Balance Sheet Arrangementis

We currently have no outstanding guerantees or letters of credit. We will consider using financial derivative instruments to
hedge interest rate exposure. Al December 31,2007, we did not panticipate in any such financial instruments.

Commilments

At December 31, 2007, we were commitied, subject to due diligence and financial performance goals, to fund approximately
$167,000 in health care real estate projects, all of which is expected to be funded within the next 12 months. We currently have
sufficient liquidity to finance current investments for which we are commitied as well as 1o repay borrowings at or prier to their
maturity.

Reat Estate, Mortgage and Notes Receivable Write-downs (Recoveries)

Our borrowers and tenants have experienced financial pressures and difficulties similar to those experienced by the health care
industry in general since 1997. Governments nt both the federnl and state levels have enacted legislation to lower or ot least
slow the growth in payments to health care providers. Furthermore, the costs of professional liability insurance have increased
significantly during this same period.

A number of our facility operators and morigage loan bormowers have experienced bankruptcy, Others have been foreed to
surrender properties to us in lieu of forechasure or for cerlain periods failed to make timely payments on their obligations to us.

The following table summarizes our write-downs and recoveries for the last three years, recorded in accordance with the
provisions of SFAS 114 and SFAS 144:

Write-downs (Recoveries)

{in thousands) 1007 2006 2005
Real estate 5 - 3 - $2.550
Mortgages & Notes Receivable (net) (24,238) (7,934) 5,415

$(24,238)  3(7193) 57985

During 2007, two mortgage notes receivable were paid off, resulting in recoveries of amounts previously written down of
$23,000,000. In addition, a recovery from a previous write down of our investment in 8 mortgage investment pool amounted to
$1,238,000, The ¢arly poyofl of the HSM of Texas loan resulted in $21,300,000 of recoveries of amounts previously written down
in 2000, 2001, and 2002 due to significant non-payment issues with the original borrower. The original borower and personal
guarantor filed bankrupicy, then the [acilities were sold to HSM of Texas. The new owner significantly improved the operations
of the (acilities duc in large part to increased reimbursement rates to long-term care centers by the State of Texas. In 2007, HSM
of Texas was able to obtain refinancing at a lower interest rate to pay off our notes.

During 2006, three mortgage notes receivable were paid off, resulting in recoveries of amounts previously written down of
£9,008,000. One working capital note with an outstunding balance of $1,074,000 was written down due to non-payment

During 2005, we recarded impairment losses of $2,550,000 end sccrued maintenance expenses of 2,852,000 related to two
Florida facilities. We niso recorded write downs of $5,435,000 to mortgage notes receivable from three borrowers.

See Note 4 to our financial stotements for details of the properties identified as impaired real estate investmenis and non-
performing loans. We believe that the carrying amounts of our real estate properties are recoveruble and notes receivable are
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realizable (including those identified as impaired or non-performing) and supported by the value of the underlying collateral,
However, it is possible that future events could require us to make significant adjustments to these carrying amounts.

Security Recoveries

The following table summarizes our security recoveries for the last three years, recorded in accordanee with the provisions of
SFAS I15:

Recoveries
fin thousands) 2007 2006 2005
Securities $- 5. §50m2

Assisted Living Concepts, Inc. (ALC) common stock was called in January 2005 resulling in a gain of $9,072,000 which is
included in non-operating income in the consolidoted statements of ineome for 2005 described as $5,022,000 of security
recoverics and $4,050,000 of realized gains. These sccurities were previously identified as impaired in 2001.

Results of Operations

Year Ended December 31, 2007 Compared fo Year Ended December 31, 2006

In accordance with SFAS 144, the resulis of operations for facilities sold, including the gain or loss on such sales, have been
reported in the cwrent and prior periods as discontinued operations. The reclassifications to retroactively reflect the
disposition of these facilities had no impact on previously reported net income.

Net income for the year ended December 31, 2007 is $96,435,000 versus $69,228,000 in 2006, &n increase of 39.3% due primarily
to the recoveries in 2007 of amounts previously written down of $24,238,000 compared 1o $7,934,000 in 2004, and net gains on
the disposition and deconsolidation of assets of $13,138,000 in 2007 compared 1o $5,814,000 in 2006 (described more fully
below), Fully diluted earnings per common share are $3.47 in 2007 versus $2.49 in 2006, an increase of $.98 or 39.3%.

Total revenues for the year ended December 31, 2007 are $62,313,000 versus $61,262,000 in 2006, an increase of 1,7%, Qur
revenues consist of mortgage interest income from our borrowers and rental income from leases of our owned facilities.
Mortgage interest income decreased 33,673,000 or 24.5% due to the increased collections and prepayments of our mortgage
notes portfolio. Collections and prepayments during 2007 were 359,118,000 versus $36,517,000 in 2006. Morigage interest
ircome is expected to increase in 2008 as we anticipate collection of interest income on notes recorded on December 31, 2007
related to the sale of the Foreclosure Properties. Rental income increased $4,724,000 or 10.2% due mainly to negotiating betier
lease terms with new and existing tenants of our facilities which accounted for $5;386,000, but was ofiset by tbe loss of $662,000
in rental income from the two New Jersey facilities sold in 2006. The new master lease with MHC increased rental income by
$2,391,000 during 2007. Our lease with NHC includes an annual increase of 4% of the increase in each facility's revenues over
the 2007 base year. We did not purchase or develop any new facilities during 2007 for which we could expect new rental
income in 2008.

Total expenses (excluding loan and realty recoveries which are required to be shown as reduction of expenses for financial
statement purposes) are $20,851,000 for the year ended December 31, 2007 versus 522,817,000 for 2006, o decrease of 8.6% due
primarily to lower interest expense. For 2007, interest expense is $4,625,000 versus $8,126,000 in 2006, a decrease of 43.1%. In
July 2007, we paid in full our $100 million unsecured public notes having an interest rate of 7.3%. Unless we increase our
borrowings, we expect intercst expense to decline further in 2008, For 2007, legal expense is $1,079,000 versus $582,000 in 2006,
an increase of 85.4% due to the consideration of various strategic alternatives to enhance stockholder value in our common
shares. Net loan and realty recoveries are reported as a decrease in expenses and amounted to $24,238,000 in 2007 as hvo
morigage notes receivable were paid off, the largest recovery of $21,300,000 being the payoff of the HSM-Texas nate of
$44,500,000. Anocther recovery of $1,700,000 related to the payoff of a morigage note of $5,721,000 from a former American
Medical Associates facility in Florida. A recovery from a previous write down of our investment in & morigage investment pool
amounted to $t,238,000, Loan and reafty recoveries of $9,008,000 in 2006 related to the payofT of three morigage notes
receivable, and were offset by 8 write down of $1,074,000 on a note receivable due to non-payment. On December 3, 2007, we
elecied to become a self-managed REIT and notified our investment and administrative manager, MAS, of our intent to terminate
our agreement effective March 31, 2008. We incurred management fees to MAS of $3,625,000 in 2007 for their services. While
we currently expect to be able to operate with a similar cost structure for general and administrative services in 2008, our plans
are not yet finalized and we are unable to predict such costs fully.

28



Non-Operating Income -

Non-operating income primarily iocludes dividends and interest on our investments in cash and marketable securities and
realized gains and losses on the sales of our marketable securities. Non-operating income is $13,341,000 in 2007 versus
$12,721,000, 2 4.9% increase, [n October 2007, we realized a gain on the sele of our 111,800 shares of NHR common stock when
NHR was acquired by NHC. In exchange for each NHR share owned, sharcholders received $9 cash plus NHC convertible
preferred stock having a value of $13.66 per share. In October 2006, the payoff of mortgage loans on two former American
Medical Associates facilities resulted in a gain 0f $1,015,000.

Discontinued Operations -

Qn December 31, 2007, we recognized the sale of the 16 foreclosure properiics in New England, Missouri and Kansas and
recorded mortgage notes receivable secured by the properties with a carrying value of 566,819,000, The sale resulted in a net
gain on sale and deconsolidation of $12,469,000. The net camrying value of the essets and liabilities deconsolidated was
$54,350,000.

In May 2007, we completed the sale of & facility in Milwaukee, Wisconsin to a third party and recognized a gsin on sale of
$669,000, Net proceeds were §2,288,000 and the carrying value of the property and equipment sold was §1,619,000.

1n May 2006, we sold the Regal and Royal nursing facilities in New Jersey for net cash proceeds of $17,570,000 and recognized
a gain of §5,650,000. ’

In March 2006, we received $5,482,000 from the sale by the current owner of a nursing facility in Town & Country, Missourt,
The earrying amount of this focility was $5,358,000. This property was sold in December 2004 to o not-for-profit entity and we
provided £00% financing. As a result of having received final proceeds related to this facility during 2006, we recognized the
December 2004 sale of this property and recognized a $124,000 gain.

Year Ended December 31, 2006 Compared to Year Ended December 31, 2005

In accordance with SFAS 144, the results of operations for [acilities sold, including the gain or loss on such sales, have been
reported in the current and prier periods as discontinued operations. The reclassifications 1o retroactively reflect the
disposition of these facilities had no impact on previously reported net income.

Net income for the year ended December 31, 2006 was $69,228,000 versus $54,408,000 for the same period in 2005, en increase
of 27.2% due primarily to net loan and realty recoveries of $7,934,000 versus net loan and really losses of $10,837,000 in 2006.
Diluted camings per common share increased $2.49 in 2007 versus $1.96 in 2006, an increase of 27%.

Total revcnues for the year ended December 31, 2006 were 561,262,000 versus $62,231,000 in 2005, a decrease of 1.5%.
Morigage interest income decreased $3,245,000 or 17.8% due to the increased collections and prepayments of our morigage
notes portfolio. Collections and prepayments during 2006 were §36,517,000 versus 59,916,000 in 2006 due to scheduled
maturities, setflements end carly payoffs in our morigage loan portfolio. Revenues from rental income increased $2,276,000 or
5.2% in 2006 as compared to 2005 due primarily to the significant improvements in the operations of our owned facilities with
one lessee who began to make monthly rent payments of $225,000 per month.

Total expenses (excluding the effects of loan and realty recoveries and losses) for the year ended December 31, 2006 were
$22,817,000 versus $22,934,000 in 2008, a slight decrease from the prior year. Interest expense decreased $193,000 or 2.3% in
2006 as compared to 2005 primarily due to the payment of debt of §37,180,000 in 2005, Net loon and realty recoveries are
reported os a decrease in expenses and amounted to $7,934,000 in 2006 &s a result of loan recoveries of amounts previously
writien down of $9,008,000 compared to net loan and realty losses of $10,837,000 in 2005. Loan recoveries in 2006 were
$9,008,000, less loan wrile-downs of $1,074,000 related to non-payment by one borower.

Non-Operating Income -

Non-operating income was $12,721,000 in 2006 versus $22,331,000 in 2005, a 43% decrease due primarily 1o two fransactions.
In 2005, $4,525,000 of fire insurance proceeds and gains from the sale of real estate damaged in a fire was included in non-
operating income. In addition, a gain of $9,072,000 on the sale (as a result of merger) of ALC common stock for casb (described
a5 $5,022,000 of security recoveries and $4,050,000 of realized gains) is included in non-operating income in 2005.
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Discontinued Operations -

In February 2005, a (acility in Dallas, Texas, was sold for cash proceeds of $7,911,000 and a loss of $851,000 was recognized. In
January 2005, a facility in Charlotte was sold for cash proceeds of 53,571,000 and & gain was recognized of §1,624,000.

. Funds From Operations

Our funds {rom operations (*FFO™) on a diluted basis is $94,912,000 for the year ended December 31, 2007, versus $74,221,000
in 2006, an increase of 27.9%. The increase in FFO was primarily due to an increase of $16,304,000 in loan and realty recoveries
of amounts previously written down. FFO represents net eamings available to common stockholders, excluding the effects of
asset dispositions, plus depreciation associated with real cstate invesiments. Diluted FFQ assumes, if dilutive, the conversion
of convertible subordinated debentures, the conversion of cumulative convertible preferred stock and the exercise of stock
options using the treasury stock method.

We believe that FFO is an important supplemental measure of operating performance for a real estate investment trust.
Because the historical cost accounting convention used for real estate assets requires straight-line depreciation (except on
land), such accounting presentation implies that the value of real estate assets diminishes predictably over time. Since real
estate values instead have historically risen aod fallen with market conditions, presentation of operating results for a real estate
investment trust that uses historical cost accounting for depreciation could be less informative, and should be supplemented
with a measure such as FFQ. The term FFO was designed by the real estate investment trust industry to address this issue. Qur
measure may not be comparable to stmilarly titled measures used by other REITs. Consequently, our funds from operations may
not provide a meaningful measure of our performance as compared to that of other REITs. Since other REITs may not use our
definition of FFO, caution should be exercised when comparing our FFO to that of other REITs. Funds from operations in and
of itself does not represent cash generated from operating activities in accordance with GAAP (funds from operations does not
include changes in operating assets and liabilities) and therefore should not be considered an alternative to net carnings as an
indication of operating performance, or to net cash flow from operating aclivities as determined by GAAP in the United Statcs,
as a measure of liquidity and is not necessarily indicative of cash available to fund cash needs.

We have complied with the SEC's interpretation that recurring impairments taken on real property may not be added back to
net income in the calculation of FFO, The SEC’s position is that recurring impairments on real property are not an appropriate
adjustment.

The net gain on sale of real estate and the deconsolidation of the Fore¢losure Property previously consolideted due to the
requirements of SFAS 66 is not an element of FFQ in 2007.

The foliowing table reconciles net income to funds from operations:

Year Ended December 31,
(dollar amounis in thousands, excep! per share amounis) 2007 2006 2005
Net income $96,435 $69,228 $54,408
Dividends to preferred stockholders — — _—
Net income available to common stockholders 96,435 69,228 54,408
Elimination of non-cash items in net income:
Real estate depreciation 8,788 7,623 8,346
Real estate depreciation in discontinued operations 2,869 3,184 3
Gain on partial land szle — continving operations (41) — —
Gain on dispositions and deconselidation - discontinued operations  (13,138) (5.814) (2,554)
Basic funds from operations available to common stockholders 94,912 74,221 63,372
Interest on convertible subordinated debentures — — 8l
Dilated funds from operations available to common stockholders $94.912 §$74,221 363,453
Basic funds from operations per share 5 343 $ 268 5 229
Dilnted funds from operations per share 3.42 267 .13
Shares for basic funds from operntions per share 27,703,464 27744868 27,699,887
Shares for dituted funds from operations per share 27,783,862 27,778,764 27,830,886
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Impact of Inflation

During the past three years, inflation has not significantly affected our enrnings because of relatively moderate inflation rates.
Inflation may nffect us in the future by changing the underlying value of aur real estate or by impacting our cost of financing its
operations.

Our revenues are generated primarily from long-term investments with fixed rates of retum. These investments arc financed
through o combination of equity, long-term bormowings, and, as needed, line of ¢redit arrangements. During periods of rising
interest rates, our ability to grow may be adversely affected because yields on new investments may jncrease more slowly than
new borrowiog costs. Certain of our leases offer some degree of inflation protection by requiring increases in rental income
based upon increases in the revenues of the tenants.

Impact of New Accounting Standards

See Note 2 to the consolidated financial statements for the impact of new accounting standards.
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
Interest Rate Risk

Our cash and cash equivalents consiet of highly liquid investments with an original maturity of thres months or less. Most of
our mortgage nnd other notes receivable bear interest at fixed interest rates. Our investment in preferred stock represents an
investment in the preferred stock of another real estate investment trust and yields dividends at & fixed rate of 8.5%. As a result
of the short-term nature of our cash instruments and because the interest rates on our investments in noles receivable and
preferred stock are fixed, a hypothetical 10% change in interest mtes has no impact on our future earnings and cash flaws
related to these instruments.

As of December 31, 2007, $9,512,000 of our debt bears interest at variable mtes. A hypothetical 10% increase in interest rates
would reduee our future earnings and cash flows related to these debt instruments by $106,000. A hypothetical 10% decrease in
interest rates would increase our future eamings and cash flows related to these debt instruments by $106,000.

We are subject to risks associnted with debt financing, including the risk that our existing indebtedness may not be refinanced
or that the terms of refinancing may not be as favorable as the terms of existing indebtedness. Certain of our loan agreements
require the maintenance of specified financial ratios. Accordingly, in the event that we are unable to reise additional equity or
borrow money because of those limitations, our ability to make sdditional investments may be limited.

We do not use derivative insiruments to hedge interest rate risks. The future use of such instruments wiil be subject to strict
approvals by our senior officers.

Equity Price Risk

We consider our investments in marketable securities of $55,816,000 at December 31, 2007 as availeble-for-sale securities and
unrealized gains and losses are recorded in stockholders’ equity in accordance with SFAS 115. The investments in marketable
securities are recorded at their fair market value based on quoted market prices. Thus, there is exposure to equity price risk,
which is the potential change in fair value due to a chunge in quoted market prices. Hypothetically, a 10% change in quoted
market prices woutd result in a related $5,582,000 change in the fair value of our investments in marketable securities.
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ITEM 8, FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

REFQRT OF INDEFENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
National Health Investors, Inc.
Murfreesboro, Tennessee

We have audited the accompanying consolidated balance sheets of National Health Investars, Inc. as of December 31, 2007
and 2006 and the related conselidated staterents of income, stockholders’ equity, and cash flows for each of the three years in
the period ended December 31, 2007. These financial statements are the responsibility of the Company’s management. Cur
responsibility is to express an opinion ¢n these financial siatements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financiat
position of National Health Investors, Inc. at December 31, 2007 and 2006, and Lhe results of its operations and its cash flows for
each of the three years in the period ended December 31, 2007, in conformity wilh accounting principles generally accepted in
the United States of America.

We were also engaged to audit, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of National Health Investors, Inc.'s internal contro! over financial reporting as of December 31,
2007, based on criteria established in fnternal Control — integrated Framework issued by the Commitiee of Sponsoring
Orpanizations of the Treadway Commission (COSO}) and our report dated February 28, 2008 expressed an unqualified opinion
thereon.

/s/ BDO Seidman, LLP
Nuoshville, Tennessee

February 28, 2008
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NATIONAL HEALTH INVESTORS, INC.
Consolidated Balance Sheets
(In thousands, except share and per share amounis}

December 31, 2007 2006
Assels
Real estate properties:
Land $ 16314 5 30,067
Buildings and improvements 183,093 346,033
Construction in progress - 307
309,407 376,407
Less accumulated depreciation (121,952) {141,208)
Real eslate properties, net 187,455 235,199
Morigage and other notes receivable, net 141,655 99,532
Investrnent in preferred stock 318,112 33,132
Cash and cash equivalents 75,356 158,815
Marketable securitics 55,816 44 463
Accounis receivable, net 1,899 3,871
Deferred costs and other assets 419 13,186
Totol Assets 5500,732 $ 598,198
Liabilitics
Unsecured publie notes s - $ 100,000
Notes and bonds payable 9,812 13,492
Accounts payable and other accrued expenses 7,434 23,685
Accrued interest 45 3378
Dividends payable 17,466 15809
Deferred income 137 163
Total Liabilities 54,594 166,527

Commitments and contingencies

Stockholders’ Equity
Common stock, $.01 par value; 40,000,000 shares authorized; 27,752,239

shares, issued and outstanding 178 78
Capital in excess of par value 462,278 451,735
Cumulative net income 778,872 682,437
Curmulative dividends (809,658) (730,562)
Unrealized goins on marketable securitics 14,368 17,783

Total Stockholders® Equity . 446,138 431,671

Total Liabilities and Stockholders’ Equity $ 500,732 £598,198

The accompanying notes to consolidated financial statements are an integral part of these consolidated financial statemenis.
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NATIONAL HEALTH INVESTORS, INC.
Consolidated Statements of Income
(In thousands, excepi share and per share amounis}

Year Ended December 31 2007 2006 2005
Revenues;
Mortgage interest income §11,308 514981 § 18226
Rental income N 51,005 46,281 44,005
62,313 61,262 62,231
Expenses:
Interest expense 4,625 8126 8,319
Depreciation 9,143 8,442 8,966
Amortization of loan costs 75 135 174
Legal expense 1,079 582 570
Franchise, excise, and other taxes 173 204 595
General and administrotive 5,656 5328 4,310
Loan and realty [osses (recoveries) (14,233) (7,934) 10,837
(3,387) 14,883 33,771
Income before non-operating income 65,700 46,379 28,460
Non-operating income (investment interest and other) 13,341 12,728 22,331
Income from continuing operations 79,041 59,100 50,791
Discontinued operations ’
Income from operations - discontinued 4,156 4,314 2,844
Net gain on dispositions and deconsolidation 13,138 5,314 773
Income from discontinued operations 17,394 10,128 3,617
Net income $ 96,435 $ 69,228 § 54,408
Weighted average common shares outstanding:
Basic 27,703,464 27,744,868 27699887
Diluted 27,783,862 27,778,764 27,330,886
Eamnings per share:
Basic:
Income from continuing operations §$2.85 $2.13 3183
Discontinued operations 63 37 13
Net income per common share 3348 £2.50 §$196
Diluted:
Income from continuing operations 52.84 £213 $1383
Discontinued operations .63 36 13
Net income per common share 5347 £249 §1.56

The accompanying notes to consolidated financial statements are an integral part of these consolidated financial statements.
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NATIQONAL HEALTH INVESTORS, INC.
Consolidated Statements of Cash Flows

(In thousands)
Year Ended December 31 2007 2004 2005
Cash flows from operating activities:
Net income §96,435 $ 69,228 $ 54,408
Adjustments to reconcile net income to net cash provided from
opetating activitics:
Depreciation 11,751 12,026 12,855
Provision for loan and realty losses (recoveries) (24,238) (7,934) 7,985
Net gain on dispositions and deconsolidations of discontinued operations ~ (13,138) (5,814) (773)
Gaino on asset disposals in non-operating income (42) — {1,779)
Gain oo notes receivable (468) {1,015) —
Share-based compensation 543 519 —
Net realized gain and recovery on sales of marketable securities (1,029) — {9,072)
Amortization of loan costs 75 135 174
Interest on debenture conversions — — 10
Deferred income — — 109
Amontization of deferred income (26) 217 (252)
Chenges in operating assets and liabilities:
Accounts receivable (204) (629) 476
Deferred costs and other assets (618) (3,057) (4,142)
Accounts payable and other acerued expenses 821 (5,441) om
Accrued interest (3,333) 4 (18)
Net cash previded by operating activities 66,529 57,805 59,010
Cash flows from investing activities:
Investment in mortgage and ather notes receivable (9,716) (11,063) (22,079)
Collection of morigage nod other notes receivable 9,245 16,853 4491
Prepayment of mortgage noles receivable 49,873 19,664 5424
Acquisition of and consiruction of real estate properties (2,491) (2,499) (12,264)
Disposition of property and equipment 2337 24215 14,452
Cash balances deconsolidated from discontinued operations (14,079} — —
Purchases of marketable securities (351,747)  (478,176)  (474,750)
Sales of marketable securities 338,009 481,176 514,258
Net cash provided by investing activities 21,431 51,170 29,533
Cash flows from [inancing activities:
Payments on notes and bonds (103,980} (3,760) (37,180)
Redemption of convertible subordinated debentures —_— (201) —_
Dividends paid to stockholders {67,439) (31,545) (33,259)
Repurchase of common stock — (3,530) —_
Sale of common stock — 357 2350
Net cash used in financing ectivities (171,41%) (59,679 (88,089)
Increase {(decrease) in cash and cash equivalents (83,459 49,296 454
Cash and cash equivalents, beginning of year 158,815 108,519 109,065
Cash and cash equivalents, end of year § 75,356  S158.815 §109,519

The accompanying notes to consalidated financial siatements are an integral part of these conselidated financial statements.
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NATIONAL KEALTH INYESTORS, INC.
CONSOQLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
{In thousands, excepr share and per share amounis)

Uzrealized
Capital in (Losses) Galns  Total
Common Swck  Excess of Cumulative Cumularive on Murketable Stockholders’
Shares  Amount Par Velue Net lscome Dividends — Seeurities Equity
Balances at Deeember 31, 2004 27,545,018 $275 $461,119 3558300 5(514,786) 520,130 $425,539
Comprehentive income:
Net ipcome - - . 54,408 . . 54,408
Unreslized losses on marketable securities - - - - - {8.308) (8.30B)
Total comprehemsive income 46,100
Shares repurchased and retined - - - . . . B
Shares issued:
Stock options exéroised 154,729 2 2,ME - - - 2,350
Shares issoued in conversion of coovertible debentares 130,682 1 922 - - - 923
to common slock
Cash dividends:
Dividends (o common siockialders, $1.80 per share - - - - (49.944) - {49,944)
Balances at December 31, 2005 27,830,439 278 464,389 613,203 (684,730) 11,822 424,968
Coemprehensive income:
HNet income . - - 69,228 . . 69,228
Uorealized grins on marketable securities - - - - - 5,961 5,961
Tola! comprehensive incame . 75,189
Shares repurchesed and retired (146,200) M (3,529 . . . (3,530)
Shares issued:
Stock options exereised 15,000 - 357 - - - 357
Restricted stock 53,000 1 (1)} . . . -
Share-tbased compensation - - 519 - - - 519
Coch Dividends:
Dividends 1o common stockholders, $2.37 per share - - - - (65,332 - {65.332)
Balrnces st December 31, 1006 27,752,239 278 461,735 632,437 (T30,562) 17,783 431,671
Cempreheosive income: .
Net iacome - - - 96,435 - - 96,435
Thher comprebensive Income:
‘Unrealized koling bosa arising durizg period (2.388) {2,386)
Leas: reelassifieation adjusiment far gains included in pet
{neome . - - - - - (1,029) {1,029)
Net loss recognizad in other comprebensive income 0,415) {3.415)
Toal comprehersive income 93,020
Compensation related items: -
Shere-besed compemsalion ' - . 543 . . . 543
Cash Dividends:
Dividends to ¢omman stoekholders, $2.85 per share - - - - (79,096) - (79,096}
Balances ot Desember 31, 2007 27,752,239 S 278 §$462,278 5778872 S(E09.658) 514,368 3 446,138

The accompanying nates ta cansalidated financial siatements are an integral part of these consolidated financial statements.
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NATIONAL HEALTH INVESTORS, INC.
Notes to Consolidated Financisl Statements

NOTE 1. ORGANIZATION

National Heelth Investors, Inc. {"NHI" or the "Company"), a Maryland corporation incorporated on July 24, 1991, is a real
estate investment trust (“REIT™). Qur revenue is derived primarily from interest income on morigage loans, rent generated on
leased properties and income on other investments. We invest in health care propertics including long-term care centers, acute
care hospitals, medical office buildings, assisted living facilities and retirement centers. These properties are located in 17 states
throughout tbe U.S. and are opernted by qualified health care providers.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation - The consolidated financial statements include our accounts end our wholly-owned subsidinries.
Significunt intercompany accounts and transactions have bezn eliminated.

Use of Estimares - The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions thot affect the reported amounts of assets
and linbilities and disclosure of contingent assets and lisbilities at the date of the conselidated financin] statements, and the
reporied omounis of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Real Estate Properties - We record properties at cost, including capitalized interest during construction periods. We use the
straight-line method of depreciation for buildings and improvements over their estimated remaining useful lives as follows:

Buildings 40 years
improvements 5ta 25 years

In accordance with Financial Accounting Standards Board (“FASB™) Statemnent No. 144, "dccounting for the Impairment or
Disposal of Long-Lived Assets ("SFAS 144™), we evaluate the recoverability of the carrying values of its propertics on a
property-by-property basis. On a quarterly basis, we review its properies for recoverability when events or circumstances,
including significant physical changes in the property, significant adverse changes in general economic conditions and
significant deteriorations of the underlying casb flows of the property, indicate that the camying amount of the property may
not be recoverable. The need to recognize an impairment is based on estimated undiscounted future cash flows from a property
compared to the carrying value of that property. If recognition of 2n impairment is necessary, it is measured as the amount by
which the carrying amount of the property exceeds the fair value of the property, In accordonce with SFAS 144, the results of
operation of facilitics sold have been reported in discontinued operations for the current and prior periods shown. There is no
change to reported net income for the prior periods as & result of this standard.

Morigage and Other Notes Receivable - In accordance with FASB Siatement No. 114, “Accaunting by Creditors for
Impairment of o Loan - An Amendment of FASE Statemenis No. 5 and 15" (“SFAS 114"}, We evaluate the carrying values of its
mortgage and other notes receivable on an instrument-by-instrument basis, On a quarterly basis, we review our notes
receivable for recoverbility when events or eircumstances, including the non-receipt of principal and intercst payments,
significant deteriorations of the financial condition of the borrower and significant adverse changes in general economic
cenditions, indicate that the camrying amount of the note receivable may not be recoverable. If necessary, an impairment is
measured &s the amount by which the carrying amount exceeds the discounted cash flows expected to be received under the
note receivable or, if forcclosure is probable, the fair value of the collateral securing the note receivable.

Cosk Equivalents - Cash equivalents consist of all highly liquid investments with an original maturity of three months or less.

Federal Income Taxcs - We intend at all times to qualify as a REIT under Sections 856 through 860 of the Internal Revenue
Code of 1986, as amended. Therefore, we will not be subject to federal income tax provided we distribute at least 90% of our
REIT taxable income to our stockholders and meet other requirements to continue to qualify as & REIT. Accordingly, no
provision for federal income toxes has been made in the consolidated financial statements. Our failure to continue to qualify
under the applicable REIT qualification rules and regulations woutd have & material adverse impact on our financial position,
results of operations and cash flows.

Earnings and profits, which determine the taxability of dividends to stockbolders, differ from net income reported for financial
reporting purposes due primarily to dilferences in the basis of assets, recognition of commitment fees, estimated useful lives
used to compute deprecintion expense and in the treatment of accrued interest expense that existed at the time debentures were
converted to commeon stock.




Coancentration of Credit Risks - Our credit risks primacily relate to cash and cash equivalents, investments in high yielding
cash {unds, and investments in preferred stock, mortgages and other noles receivable. Cash and cash equivalents are primarily
held in bank accounts and overnight investrnents. We maintain our benk deposit accounts with large financial institutions in
amounts that exceed federally-insured limits. We have not experienced any losses in such accounts, Qur mortgage ond other
notes receivable consists primarily of secured loans with health care facilities as discussed in Note 4. The investment in
preferred stock is in one entity as discussed in MNote 6. High yielding cash funds, also known as enhanced cash funds, are
invested primarily in high-quality corporate debt, mortgage-backed securities, and asset-backed securities, os described in WNate
7.

Ovr financial instruments, principally our investments in preferred stock, marketable securitics, and notcs recciveble, are
subject to the possibility of loss of the carrying values as a result of either the fajlure of other parlies to perform according to
their contractual obligations or changes in market prices which may make the instruments less valuable. We obtain various
collatern] and otber protective rights and continually moniter these rights in order to reduce such possibilities of loss, We
cvaluate the need to provide for reserves for potential losses on our financial instruments based on management's periodic
review of our portfolio on an instrument-by-instrument basis. See Notes 4, 6, and 7 for additional information on notes
receivable, investment in preferred stock, and investment in enhanced cash funds.

Marketable Securities - Qur investments in marketable securities are classified as available-for-sale securities. Unrealized
gains and losses on available-for-sale securities are recorded in stockholders’ equity in accordance with FASB Mo. 115,
"Aecounting for Certain Investments in Debt and Equity Securities” ("SFAS 115™). We evaluate our marketable securities for
other-than-temporary impairments consistent with the provisions of SFAS 115. Realized gains and losses from the sale of
available-for-salc sccurities are determined on a specific-identification basis.

A decline in the market value of any available-for-sale or held-to-maturity security below cost that is deemed to be other-than-
temporary results in an impairment to reduce the camying amount to fair value. The impairment is charged to earnings and a new
cost basis for the security is established. To determine whether an impairment is other-than-temporary, we consider whether we
have the ability and intent to hold the investment until a markel price recovery and consider whether evidence indicating the
cost of the investment is recoverable outweighs evidence to the contrary. Evidence considered in this asscssment includes the
reasons for the impairment, the severity and duration of the impairment, changes in value subsequent to year-end, and
forecasted performance of the investment.

Deferred Costs - Costs incurred to acquire financings are amorlized by the effective interest method over the term of the
related debt.

Deferred Income - Deferred income primerily includes non-refundable loan commitment fees received by us, which are
amorlized inle income by the effective interest method over the expected period of the related loans, In the event that a
potential borrower chooses not to borrow funds from us, the related commitment fees are recognized into income when the
commitment expires.

In manegement's opinion, these loan commitment fees approximate the loan commitment fees that we would currently charge
to enter into similar agreements based on the terms of the agreements and the creditworthiness of the partics, and the committed
interest rates are appraximately the same as cutrent levels of interest rates.

Reclassifications = We have previously carried certain negative receivable balances in our consolidated balance sheet. At
December 31, 2007, we reclassified these amounts for all periods presented from accounts receivable to accounts payable and
other accrued expenses, resulting in a net increase in total assets and total liabilitlies of $2,734,000 as of December 31, 2006. The
accompanying Consolidated Statements of Cash Fiows have been reclassified to reflect these activitics.

At December 31, 2007, we determined that our investment in a privately-placed enhanced cash fund (which was historically
classified as a cash equivalent in our consolidated balance sheet), should be classified as available-for-sale marketable
securitics. Based on our re-svaluvation of this investment, we have reclassified cash and marketable securities in ouwr
Consolidated Balance Sheet as of December 31, 2006 in the amount of $18,950.000, The accompanying Consolidated Statements
of Cash Flows hes becn adjusted to reflect the reclassification of purchases and sales of securities in this enbanced cesh fund.

Rertal Income — Base rental income is recognized by us on a straight-line basis over the 1erm of the lease. Under certain of our
feases, we receive additiona] contingent rent, which is based on the increase in revenues of a lessee over a base year or base
guarier. We recognize contingent rent annually or quarterly, when, based on the actual revenues of the lesses, receipt of such
income is essured since the target threshold has been achieved, Revenue from minimum lease payments under our leases is
recognized an a straight-ling basis as required under FASB Statement No. 13 “Adecounting For Leases” (“SFAS 13”) to the
extent that future lzase payments are considered collectible. Lease payments that depend on a factor directly related to future
use
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of the property, such as an intcrease in annual revenues over a base year revenues, are considered to be contingent reotals and
are excluded from minimum lease payments in accordance with SFAS 13.

We identify leases as non-performing if n required payment is not received within 30 days of the date it is due, Qur policy
related to rental income on non-performing leased real estate properties is to recognize reotal income in the period when the
related cash is reccived,

Mortgage Interest Income - Mortgage interest income is recognized by us based on the interest rates and principal amounts
outstanding of the morigage notes receivable, Under certain of its morigages, we receive additional contingent interest, which
is based on the increase in the current year revenues of a borrower over a base year. We recognize contingent interest income
annually when, based on the actual revenues of the borrower, receipt of such income is assured sioce the target threshold has
been achicved. We identify loans as non-performing if a required payment is not received within 30 days of the date it is due.

Our policy related to mortgage interest income on non-performing mortgage loans i5 to recognize morigage interest income in
the period when the cash is received.

Investment Interest and Other fncome - Investment interest and other income includes dividends when declared and interest
when earned from investments in preferred stock and marketable securities, realized gains and losses on sales of marketable
securities using the specific-identification method, interest on cash and cash equivalents and amortization of deferred income.

Stock-Based Compensation ~ We account for stock-based compensation armangements under FASB Statement 123 “Share-
Based Paymenis” ("SFAS 123R™). See Note 12 for additional disclosures ahout our stock-based compensation,

Comprehensive Income — FASB Stmtement No. 130, "Reporting Comprehensive Income", requires that changes in the
amounts of certain items, including unrealized gains and losses on cerain securities, be shown in the consolidated financial
statements. We report our comprehensive income in the consolidated statements of stockholders' equity.

Segment Disclosures — FASB Statement No, 131, “Disclosures About Segments of an Enterprise and Related Information”,
establishes standards for the manner in.which public business enterprises report information about operating segments, We arg
in the business of owning and financing health care properties, We are managed as one reporting unit, rather than multiple
reporting units, for internal purposes and for intemal decision making. Therefore, we have concluded that we operate as a
single segment,

New Accounting Pronouncements - In July 2006, the FASB issued Interpretation No. 48 “dccounting for Uncertainty in
Income Taxes— An Interpretation of FASE Statement No. 109" (“FIN 48"). FIN 48 prescribes a recognition threshold and
measurement attribute for how a company should recognize, measure, present, and disclose in its financial stalements uncertain
tax positions that the company has taken or expects to take on a tax return, FIN 48 requires that the financial statements reflect
expected future tax consequences of such positions presuming the taxing authorities’ full knowledge of the position and all
relevant facts, but without considering time values. FIN 48 was adopted by us and became effective beginning January 1, 2007.
The implementation of FIN 48 has not had a material impact on our consolidated financial statements.

In September 2006, the FASB issued Statement No. 157, “Fair Value Measurements™ (“SFAS 1577). This standard defines fair
value, cstablishes a framework for measuring fair value, and expands disclosures about fair value measurements. The new
FASB rule does not supersede all applications of fair value in other pronouncements, but creates 2 fair value hierarchy and
prioritizes the inputs to valuation techniques for use in most prenoencements. It requires companies to assess the significance
of an input to the fair value measurenent in its entirety. SFAS 157 also requires companies to disclose information to enable
users of financial statements 1o assess the inputs used fo develop the fair value measurements. SFAS 157 is effective for fiscal
periods beginning afler November 15, 2007. We do not expect this new standard to have a material impact on its consolidated
financial statements.

In February 2007, the FASB issued Statement No. 152, “The Fair Vailue Option for Financial Assets and Finaricial Liabilities
— Including an amendment of FASB Siatement No. [15" (“SFAS 159™). This standard amends FASB Statement No. 115,
“"Accounting for Certoin Investment in Debt and Equity Securities,” with respect to accountiog for a transfer o the trading
category for all entities with avmilable-for-sale and trading securities electiog the fair value option. This standard atlows
companies to elect fair value accounting for many firancial instruments and other items that currently are not required to be
accounted as such, allows different applications for electing the option for a single item or growps of items, and requires
disclosures to facilitate comparisons of similar assets and liabilities thet are accounted for differently in relation to the fair value
option. SFAS 159 is effective for fiscal years beginning afier November 15, 2007. If elected, the implementation of SFAS 159 is
not expected tn have a material impact on our consolidated financial statements. ’
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1o December 2007, the FASB issued Statement No. 160, “Noncontrolling Interests in Consolidated Financial Statements - An
Amendment of ARB No. 51" (“SFAS 160"). SFAS 160 establishes new accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. This standard requires the recognition of a
noncontrolling interest {minority ioterest) as equity in the consolidated financial statements and separate from the parent's
equity. The amount of net income attributable to the nonconfrolling interest will be included in consolidated net income oo the
face of the income statement. SFAS 160 clarifies that changes in a parent's ownership interest in a subsidiary that do not result
in deconsolidation are equity transactions if the parent retains its controlling financial interest. In addition, this standard
requires that a parent recognize a gain or loss in net income when a subsidiary is deconsolidated. Such gain or lass will be
measured using the fair value of the noncontrolling equity investment on the deconsolidation date, This standard also includes
expanded disclosure requirsments regarding the interests of the parent and its noncontrolling interest. This standard is
effective for [iscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008, SFAS 160 is not
expected to have a material impact on our consalidated financial statements.

In December 2007, the FASB issued Statement Mo. 141 (Revised 2007), “Business Combinations " (“SFAS 141R"). Under
SFAS 14]R, an acquiring entity will be required fo recognize all the assets acquired and liabilities assumed in a transaction at the
acquisition-date fair value with limited exceptions. SFAS 141R will change the accounting treatment for certain specific items,
including: acquisition costs will be generally expensed as incumred; nencontrolling interests (formerly known as "minority
interests" -- see SFAS 160 discussion above) will be valued at fair value at the acquisition date; acquired contingent lisbilities
will be recorded at fair value at the acquisition date and subsequently measured at either the higher of such amount or the
amount determined under existing guidance for non-acquired contingencies; in-process research and development will be
recorded at fair value as an indefinite-lived inlangible asset at the acquisition date; restructuring costs associated with a
business combination will be geoerally expensed subsequent to the acquisition date; and changes in deferred tax asset
valuation allowances and income tax uncertainties after the acquisition dete generally will affect income tax expense. This
statement also includes a substantial number of new disclosure requirements. SFAS 141R applies prospectively to business
combinations for which the acquisition date is on or afler the beginning of the first annual reporting period beginning on or after
December 15, 2008. Earlier adoption is prohibited. Accordingly, we are required to record and disclose business combinations, if
any, following existing GAAP until Janvary 1, 2005, We bave not concluded on the impact of this new standard on our
consolidated financial statements.
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NOTE 3. REAL ESTATE

The following table summarizes our real estate propertics by type of facility and by state as of December 31, 2007 and 2006:

(Dollar amounts in thousands)
2007

Buildings,
Number Improvements & Mortgage
Construction in  Accumulated Notes
Facility Type and State  Facilities Land Progress Depreciation Payable
Long-Term Care:
Alabama 2 5 95 $ 5165 s 3,298 $ —
Arizona 1 453 6,678 2,055 1,590
Florida 4 2,306 37,437 20,374 541
Georgia 1 52 865 787 —
ldaho 1 122 1,491 768 —
Kansas 1 305 2247 267 —
Kentucky 2 131 2,182 1,472 —_
Missouri 5 1,165 23,070 13,255 1,725
South Carolina 3 572 11,527 1.117 —_
Tennessee 20 1,835 45,297 25,769 —
Texas 8 2,280 47,409 9 360 —
Virginia t 176 1510 1,478 1,755
Total Long-Term Care 49 9,592 182,878 86,810 5711
Acute Care:
Kentucky 1 540 10,163 4,116 —
Total Acute Care 1 540 10,163 4,116 —
Medical Office Buildings:
Florida 1 165 3,349 1,669 —_
Illinois 1 — 1,915 505 —
Texas 2 631 9,677 4,016 —
Total Medical Office Buildings 4 796 14,951 6,190 —
Assisted Living:
Arizona 4 1,757 13,621 3,035 _
Florida 4 7,095 21,544 8,937 —
New Jersey 1 4229 13,030 4,659 —
Pennsylvania 1 439 3,960 i —
South Carolina | 3d4 2877 644 —
Tennessee k] 8N 7.062 1,562 —_
Total Assisted Living 14 14,735 62,095 19,068 —
Retirement Centers:
Ideho I 143 4,182 1,265 —
Missouri 1 44 3,181 1,775 —
Tennessee 1 64 5,643 1,728 —
Total Hetiramend Centers 4 651 13,006 5,768 —
Total 72 $ 26314 $ 283,093 £ 121,552 5 5711




Lad
=
=

Buildings,
Number Improvements & Mortgage
of Construction in  Accumulated Motes
Facility Type and State  Facilities Land Progress Depreciation Payable
Long-Term Care:
Alabama 2 § 95 £ 5165 b3 3,197 3 —
Arizona 1 453 6,678 1,362 1,780
Florida 4 2,306 37,437 19,143 837
Georgia I 52 365 754 —
Idaho L 122 2,491 702 —
Kansas 7 658 VA 2,446 -
Kentucky 2 231 2,182 1,387 .=
Massachusetts 4 1,189 18,873 9,810 —
Missouri ) 1,515 25,224 13,860 2,225
New Hampshire 3 1,473 23,398 12,385 —
South Carolina 3 N 11,527 7,418 —
Tennessee 20 1,35 41,297 24,516 —
Texas 8 2,260 47,409 8,156 —
Virginia 1 176 2,510 1,407 2,100
Wisconsino L 170 1,604 138 —
Total Long-Term Care 66 13,127 243 591 107,181 6,042
Acwte Care:
Kentucky 1 540 10,163 1,804 —
Total Acute Care 1 0 10,163 3,804 —
Medical OQffice Buildings:
Flonda 1 165 3,349 1,576 —
llinois 1 — 1,925 451 —
Texas 2 631 9,677 3,737 —
Total Medical Office Buildings 4 796 - 14,851 5,764 —_
Assisted Living:
Arizona 4 1,757 13,622 2,695 —
Florida 4 1,095 21,232 8,312 —
New Jersey 1 4,229 13,030 4,340 —
Pennsylvania 1 439 3,960 132 —
South Carolina 1 144 231 Ly —
Tennessee 3 i 7,062 1,387 —
Total Agsisted Living 14 14,735 61,783 17,438 —
Retirement Centers;
1daho 1 243 4,182 1,154 —
tlissouri 1 344 3,181 1,683 —
New Hampshire 1 218 2,846 1,618 —
Tennessee 2 64 5,643 1,566 —
Total Retirement Centers 5 869 15,852 1021 —
Total %0 § 30,067 § 346,340 $ 141,208 § 6942

Certain of our real eslate properties are pledged as collateral on individual mortgage notes payable, as noted in the tahles above.
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The following table summarizes our real estaté properties by leased facilitics and operating foreclosure facilities at December
31, 2007 and 2006, respectively (in thousands}):

2007 2006
Leased Operating Tatal Leased Operating Total
Land 326314 8 - $26314 §26491 § 3,576 § 30,067
Buildings and improvements 283,093 - 281,0%3 284,382 61,651 346,033
Construction in progress - - - 2 305 307
309,407 - 309,407 310,875 65,532 376,407
Less accumulated depreciation  (121,9521) - (121,952) (113,825) {27,383) (145,208)
Real cstate properties, net 187,455 § - S187,455 §197,050 §$3814% $235,1%9

Foreclosure Properties

We have previously treated the New England, Kansas and Missouri properties described below as foreclosure properties for
federal income tax purposes. With cerlain elections, unqualified income generated by the properties is expected fo be treated as
qualified income for up to six years from the purchase date for purpose of the income-source tests that must be satisfied by
REITs to maintain their tax status. All of the properties have been recognized as sold or disposed of for tax purposes. However,
as described below, the operations of the New England, Kansas and Missouri properties continued to be included in our
consolidated financial statemnents unlil their sale for financial reporting purposes effective December 31, 2007.

New England Properties - During 1999, we assumed the operations of seven New England facilities. During 2001, we sold
these properties to a not-for-profit entity and provided 100% financing consisting of 6.9% first mortgage proceeds totaling
$40,526,000, maturing in August 2011. For finencial reporting purposes, we did not record the sale of the assets, and continued
to record the results of operations of these properties each period up until December 31, 2007 as described below. For tax
reporting purposes, the sale had been recognized in 2001 with gain on sale 10 be recorded under the installment method as cash
payments are received. For financial reporting purposes, sale proceeds recejved from the buyer would be reported as a deposit
until the down payment and continuing investment criteria of FASB No. 66, “Accounting for Sales of Real Estate”™ (“SFAS 66")
were met, at which time we would report the sale under the full accrual method. Mo installment payments had been made by the
borrower. On December 31, 2007, the criterie for recording the sale was met. Net assets having a book velue of $39,411,000 were
deconsolidated, mortgage notes receivable of 540,526,000 were recorded, and 2 et gain on the sale and deconsolidation of
these assets was recognized of $1,115,000 and recorded in discontinued operations. We received an irrevocable bank letter of
credit from the borrower of $6,100,000 on December 31, 2007 to guaraniee the down payment on the notes (which we received on
January 18, 2008, along with an additional down payment of $8,900,000, all of which came from the borrower’s bank accounts)
and a commitment from the horrower to make monthly principat and interest payments to ug beginning in January 2008 in an
annual amount aggregating $3,700,000 to amortize the loan. Our continuing involvement with these facilities is solely as a
creditor. The facilities are currently managed by subsidiaries of NHC.

The results of operations for the New England facilities have been reclassified to retroactively reflect the disposition of these
facilities as discontinued operations for alt periods presented. Amounts included in operating income of discontinued
operations and amounts included in the consolidated balance sheets applicable to the New England facilities are summarized as
follows (in thousands):

Year Eoded December 3}
Income Statement: 2007 2006 2005
Facility operating revenue 557,869 $56,391  $53,304
Facility operating expenses 52,998 51,125 49,080
Inierest expense 4 9 1
Depreciation 2,753 2,682 2,581
Total Expenses 55,755 53816 51,639
Net income § 2,114 $ 2575 § 1665
December 3

Balance Sheet 2007 2006 2005
Real estate properties, net 3 - $24,184  $25969
Cash and cash equivalents - 2,752 3,045
Accounis receivable, net - 4,491 3,241
Other assets . - 12,083 9,157
Accounts payable and other accrued expenses - 5,212 6,689
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Kansas and Missouri Properties - In July 2001, we assumed the operations of eight nursing homes in Kansas and Missouri
and have included the operating results of these facilities in our consolidated financial statements since that date. During 2004,
we sold the properties to a not-for-profit entity Tor $26,293,000 and provided 100% financing. Proceeds consisted of on B.5%
note for $16,513,000 maturing December 31, 2014 and a note for §9,780,000 with interest at 3% through December 31, 2007 and at
prime plus 1% thereafter, maturing December 31, 2014. For financial reporting purpaoses, we did not record the sale of the assets
and continued to record tbe resulis of operations of tbese properties each period up until December 31, 2007 as described
below, For tax reporting purposes, the sale had been recognized in 2004 with gain on sale to be recorded under the installment
method as cash payments are received. For finaneiel reporting purposes, sale proceeds received from the buyer would be
reported as a deposit until the down payment and continuing investment criteria of SFAS 65 were met, at which time we would
account for the sale under the full accrual method. No installment payments had been made by the borrower, Cn December 31,
2007, the criterin for recording the sale was met. Net assets having a book value of $14,939,000 were deconsolidated, mortgage
notes receivable of $26,203,000 were recorded, and a net gain on the sale and deconsolidation of these assets was recognized of
§11,354,000 and recorded in discontinued operations. We received an irrevocable bank letter of credit of $4,100,000 on
December 31, 2007 from the barrower to guarantee the down payment on the notes (which we received on January 18, 2008 from
the borrower’s bank accounts) and a commiiment from the barrower to make monthly principal and interest payments to us
beginning in January 2008 in en annual amount aggregating $1,300,000 to amortize the loan. Cur continuing involvement with
these facilities is solely as a creditor. The facilities are curvently managed by subsidiaries of NHC.

In July 2001, we assumcd the operations of a nursing facility known as Town & Country, Missouri. During 2005, we received
$5,482,000 in cash as full payment for sale of this facility. The camrying amount of this facility was $5,358,000 composed of net
realty of 56,520,000, reduced by net liabilities of $1,162,000. We originaily sold the property in December 2004 to a not-for-profit
entity and provided 100% financing. As a result of having received finel proceeds related to this facility, we recorded the
December 2004 sale of this property and recognized a $124,000 gain in 2006.

The results of operations for the Kansas and Missouri facilities have been reclassified to retroactively reflect the disposition
of these facilities as discontinued operations lor all periods presented. Amounts included in operating income of discontinued
operations and amounts included in the consolidated balance sheets applicable to the Kansas and Missouri facilities are
summarized os follows (in thousands):

Year Ended December 31

Income Staterment: 007 2006 2005
Facility operating revenie 535,474 335331 531,389
Facility operating expenses 33,295 33498 30373
Interest (income) expense 3 ()] 172
Depreciation 715 m 622
Total expenses 34,013 34221 31,167
Net income $ 1,460 $110 § 222

December 31

Balance sheet 2007 2006 2005
Real estate properties, net 5 - $13965 520,544
Cash and cash equivalents - 5,403 3,412
Accounts receivable, net - 2,543 2,946
Other assets - 3 492
Accounts payable and other accrued expenses - 8,819 9,579

Impaimment of Real Estate

Marriott Senior Living Services - In July 2003, we reached an agreement with Marriott Senior Living Services (“Marriott”) to
terminate their leases with us on four assisted living facilities, two of which are located in Florida, one in Texas and one in New
Iersey. The four fucilities were leased to new operators. The Dallas facility was sold in February, 2005.

As a result of further defaults of covenants in the facility leases and continued deferred maintenance of the facilities, we
recorded an impairment of $2,550,000 during 2005 on the two Florida facilities. We had previously recorded an impairment of
£$5,400,000 during 2003 on one of the Florida facilities. Further maintenance analysis resulted in the recording of an additional
§2,852,000 of accrucd maintenance expense in 2005 retated to the two facilities. Lease income of $2,477,000, $1,603,000, and
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1,582,000 was recognized on these facilities for the years ended December 31, 2007, 2006, and 2005, respectively. We believe

that the camrying amount of the remaining three propertics at December 31, 2007 of $24,308,000 is recoverable.

NOTE 4. MORTGAGE AND OTHER NOTES RECEIVABLE

The following is a summary of morigage and other notes receivable by type (doflar amounts in thousands).

December 31,

2007 2006
Morigage loans 5134,605 $90,782
Other loans - NHC 1,050 8,750
$141,655 $99,531

The following is a summary of the terms and amounts of mortgage and other notes receivable (dallar amounts In thousands):

Final Number Original Face
Paymeni of Amount of December 3,
Dale Loans Payment Terms in 2007 Morgage 2007 2005
2008 1 Monthly payment of 5398, inchuding interest at 13 5% $ 25900 S 16518 5 2,972
Ballooz payment due al maturity.
2009 1 Memitly payment of interest ouly et Prime plus 2.0% 300 132 119
2008 1 Monthly payment of $50, inchuding interest &t 10%. 5,196 3,549 4,130
Balloon paymeat due at mahmity.
2009 1 Monthly paymenlt of $70, including interest at 9.5% 7,900 8817 6,591
Ballocn payment due at maturity.
2009 1 Monthly payment of 546, including interest at 8% 6,000 — 3326
Note B accrues interest at 6% with balance due ar
malurity.
2009, 2014 2 Moanthly payent of $353, including inferest at 10.5% 50,000 —_ 23228
oa Notc A and Prime Rate op Notz B..
Balloon payments duc af maturity.
2043 1 Monthly payment of 522, inchrding intereat at 6.5% 5,158 B63 933
Balloon payment at maturity.
2010 1 Monthly payment of $120, including interest at 9.0% 12,162 8,528 B, 784
Balloon paymem duc al materity,
2019 1 Monthly payment of interest oaly 9.0% 2,500 1,500 2,500
2027-2032 T Monthly paymenta of $19 to $32, which include 20,7174 18,373 18,599
Interest ranging from 8.0 10 9.6%
2011 B Monthly payments of $9 to $69, which includc interost al 6.9%% 40,526 40,526 —
{An irrevocable letter-af-credit gunraniced $6,1 miltion of principsl
A1 December 31, 2007)
2014 £ Momtbly payments of 38 to §25, which ipcludey intorest w1 B.5% 16,293 26,293 -
(An imevocable lemer-of-credit gurrantesd $4.1 mittion of principal
At December 34, 2007), and includes $9.7 milliop with inlcrest et 3.0% due ot
maturity
Term Loans
2008 1 Monthly pryment of interest enly at LIBOR plus 10,430 7,050 8,750
1% in addition 10 quarterly priscipal payments of
3425,
3213,159 5141685 § 99,532
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The mortgage notes receivable are generally first mortgage notes secured by the real estate of long-term health care centers,
homes for the developmentally disabled, and assisted living facilities in the states of Florida, Georgia, Kansas, Massachusetts,
Missouri, New Hampshire, Texas, and Virginia.

The mortgage notes receivable are secured by first mortgages on the real property and UCC liens on the personal property of
the facilities. Certain of the notes receivable are also secured by guarantees of significant parties and by cross-collateralization
on properties with the same respective owner.

- Natioral HealthCare Corporation ("NHC") — Oun May 4, 2007, we exercised our right to call NHC's participation
(approximately 22%) with us in 8 mortgage loan with a borrower in exchange for the payment in cash of $6,255,600 which
represented NHC's portion of the principal and interest outstanding on the loan. At December 31, 2007, the remaining principal
balance of the loan was $26,518,000.

On February 3, 2006, we purchased by assignment a $10,450,000 bank tenm loan owed by National Health Realty, Inc. (*NHR"),

a publicly-held real estate investment trust that merged with NHC in Qctober 2007 (see Note 7). The assigned loan as amended

_requires monthly interest payments at the interest rate of 10-day LIBOR plus 1.00% (6.25% at December 31, 2007) and quarery

principal payments of $425,000. The unpaid principal batance at December 31, 2007, of $7,050,000 was paid in full on January 3,
2008,

Loan Write-downs

Allgood HealthCare, Inc. ("Aligood”} — We had two loans secured by five Georgia nursing home properties that were
opcrated by Allgood. In January 2003, the borrowers filed for bankruptcy protection. We rcported a $2,000,000 write-down of
one of the Joans in the {irst quarter of 2005 to adjust the [oan to its estimated net realizable value. The loan was paid during 2006
and is discussed in the “Loan Recoveries” section below. Estate proceeds of $1,247,000 received in 2006 were applied to one of
the loans.

In December 2005, two of these [lacilities were sold by the Bankruptcy Trustee pursuant 10 a plan of lquidation. Prior to the
sale, we assigned our right to credit bid cur mortgages to a third party opcrator-who was the successful purchaser of these
facilities. We provided ihe purchaser with $4,000,000 of first mortgage financing and agreed to loan up to a total of $800,000 of
working capital. We had a first lien on all assets of the borrowers, including accounts receivable.

Effective July 1, 2006, two ol the remaining properties were sold by the Bankruptcy Trustee to affiliates of the purchaser of the
first two propertics. We provided the purchaser with long-term first morigage finaneing totaling $12,162,000 collateralized by all
four facilities and we received an option to purchase the facilities, The note bears interest at 9% and matures July 1, 2016, The
commitment to loan working ¢apital was reduced from $800,000 to $300,000 (working capital balance of $133,000 at December 31,
2007) and can be used by any of the four facilities.

Prior to Decemnber 31, 2006, we gave notice to the purchasers of the four facilities of our intent to exercise its purchase option
for the four facilities in the amount of $12,162,000, On Marcb 1, 2007, the election to purchase the four facilities was rescinded
after a new financing agreement was finalized, Under the new agreement, the $12,162,000 first mortgage was increased to
$14,300,000 and the working capital loan was reduced to $300,000. The first mortgage loan bears interest at 9%. Principal is
amortized over o 25-year period and matures on January 31, 2010. The working capital toan bears interest at prime plus 2%, with
principal due ot maturity on Jenuary 1, 2009. Management believes that the remaining carrying amount of the loans of
$8,760,000 at December 31, 2007 is supported by the value of the underlying collateral.

Milwaukee South Healtheare, LLC — Mapagement’s analysis of the future expected cash flows consistent with SFAS 114,
payment history, historical occupancy and operating income of the facility resulted in a write-down in 2006 of $1,074,000 related
to our working capital loan to the operator of this leased facility. The carrying amount of the loan at December 31, 2006 was
zem. As described in Note 17, we sold this facility on May 1, 2007 to a third party and recognized a gain of $669,000.

Loan Recoveries

American Medical Associetes, Inc. (“AMA") — On May 1, 2004, we provided financing to purchasers of three Florida-based
nursing homes formerly owned by AMA and previously financed by us. The amount of the new mortgage loans totaled
514,450,000 and the notes were to mature May 14, 2009. The notes were recorded net of the $5,200,000 recorded loss on potes to
AMA in 2002. Management's analysis of future expected cash flows consistent with SFAS 114, historical oceupancy and
operating income of the project resulted in additional net impairments of $2,000,000 in 2005. Loans secured by two of the
properties were paid during 2006, inclusive of $4,935,000 in recoveries, and a gain of $t,015,000.
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In Muarch 2007, the remoining AMA mortgage loans secured by the last of three AMA propertics were fully paid. We received
$5,721,000 in cash, representing the full principal balances and accrued interest on the loans. As a result, we recorded recoverics
of $1,700,000 and a gain on settlement of the note of $468,000.

The average recorded jnvestment in the AMA loans was $4,603,000 and $5,781,000 for the years ended December 31, 2007 and
2006, respectively. The related amount of interest income recognized {representing cash received) on the loans was $72,000,
$1,377,000 and $1,118,000 for the years ended December 31, 2007, 2006, and 2008, respectively.

Health Services Management of Texas LLC (“HSM") - On July 11, 2007, we received payoff st par of a mortgage loan
investment in the amount of $44,500,000, The recovery of amounts previously written down related to this loan amounted to

$21,300,000.

The average recorded investment in the HSM loan was $23,060,000 and $23,650,000 for the years ended December 31, 2007 and
2006, respectively. The related amount of interest income recagnized {representing cash received} on the loan was 52,575,000,
3,774,000, and $3,819,000 for the years ended December 31, 2007, 2006, and 2005, respectively.

SouthTrust- On December 6, 2007, we received a final residual payment related to a morigage poof investment. The recovery
of amounts previously written down related to this investment amounted to $1,238,000. Recovery of any amounts previously
written down had been highly doubtful. There was no carrying, value of this investment at any time during 2006 or 2007,

Miraele Hill Nursing and Convalescent Center ("Miracle Hill"} - In Scptember 1996, we provided financing to Miracle Hilk.
Managcment's past analysis of the future expected cash flows consistent with SFAS 114, pasi, current and anticipated
operating income of the project, and liquidity of the facility resulted in the recording of a $2,000,000 write<down of this morigage
loan in the second quarter of 2005. In November 2006, the Miracle Hill note matured and was fuily paid off, at which time we
recorded a loan recovery of $2,000,000.

The everage recorded investment in the Miracle Hill loan was $2,194,000 for the year ended December 31, 2006. The related
amount of interest income recognized (representing cash received) on the loan was $504,000 and $508,000 for the years ended
Dccember 31, 2006 ond 2005, respectively.

Aflgood HealihCare, Inc. (“Aligood”) — On July 1, 2006, one of the five original properties was sold to a third party operator
by the Bankruptcy Trustee with us consenting to such sale. We provided the purchaser with shori-term mortgage financing
totaling $5,692,000. The note matured and was paid in full on December 31, 2006, at which time we recorded a loan recovery of

$2,073,000.

Alachua and Oalview — In 2005, we recorded recoveries of amounts previously written down of $565,000 related to loans to
two Florida facilities.

NOTE 5. DISCLOSURES ABCUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The camrying amounts of cash and cash equivalents, accounts receivable and accounts payable approximate fair value due to
their short-term nature. We celculate the fair values of other financial instruments using quoted market prices and discounted
cash flow techniques. At December 31, 2007 and 2006, there were no material differences between the carrying amounts and fair
values of our financial instruments.

NOTE 6. INVESTMENT IN PREFERRED STOCK

In September 1998, we purchased two million shares of the cumulative preferred stock of LTC Properties, Inc. (“LTC"),
publicly-held REIT. The nonvoting preferred stock Is convertible into commeon stock at a 1:1 ratie. The preferred stock has an
annual cumulative coupon rate of 8.5% payable quarterly and a liquidation preference of $19.25 per share. Dividend revenue
amounted to $3,241,000 in 2007, 2006, and 2005, respectively. The preferred stock is not redeemable by us or LTC. The preferred
stock, which is not listed on a stock exchange, is considered a non-marketable security accounted for under Accounting
Principles Board Opinion No. 18 “The Equity Method of Accounting for Investmenss in Common Stock,” and is recorded at cost
in the consolidated balance sheets. Amounts to be received from the 8.5% coupon rate are recorded as investment income
when the dividend is declared. The carrying value of the preferred stock consists of its cost and was $38,132,000 at December
31, 2007 and 2006, espectively.

In addition to its investment in the preferred stock of LTC, we hold 774,800 sharcs of common steck of LTC (with n fair value
and camying value of $19,409,000 and $21,160,000 at December 31, 2007 and 2006, respectively), which is included in marketable
securities {Sce Note 7).
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NOTE 7. INVESTMENT IN MARKETABLE SECURITIES

Qur investments in marketable securities include available-for-sale securities. Unrealized gains and losses on available-for-
sale securities are recorded in stockholders’ equity in accordance with SFAS 115, Realized gains and losses from securities
sales are determined on the specific identification of the securities.

" Marketable securities consist of the following {in thousands):
Becember 31, 1007 2006
Amortized  Pair Amortized  Fair
Cost Value Cost Value
Available-for-sale 541,448 $55,316 526,680  §44.463

Gross unrealized gains and gross unrealized losses related to available-for-sale securities are as follows (in thousands):

2007 - 2006
Gross unrealized gains $14,785 § 17,856
Gross unrealized losses “1n (73}
Total $ 14,368 517,783

At Decernber 31, 2007, available-for-sale marketable securities consist of the common stock of other publicly traded REITs
having a fair value of $21,122,000, convertible preferred stack of NHC having & fair market value of $1,565,000, and investments
in enhanced cash funds of $33,129,000. None of these available-for-sale marketable securities have stated maturity dates,

During 2007, 2006 and 2005, we received and recognized $5,103,600, 56,476,000, and $4,838,000, respectively, of dividend and
interest income from our marketable securities. Such income is included in non-operating income in the consolidated statements
ofincome,

In October 2007, National Health Realty, Inc. ("NHR") wes merged into Mational HealthCare Corporation ("NHC™. In
exchange for each share of NHR stock owned, sharcholders received 39 cash plus NHC convertible preferred stock valued at
$13.66 per share. At this date, we owned 111,800 shares of NHR common stock. The realized gain of $1,266,000 was recorded in
non-operating income,

On December 10, 2007, we were notified by Bank of America that its largest, privately-placed, enhanced cash fund calied
Columbia Strategic Cash Fund (the “Fund™) would be closed and liquidated. Ia addition, (1) cash redemptions were temporarily
suspended, although redemptions could be filled through a pro-rata distribution of the underlying securities, consisting
principatly of high-quality corporate debt, mortgage-backed securities and asset-backed securities; (2) the Fund’s valuation
would be based on the market value of tbe underlying securities, whercas historically the Fund’s valuation was based on
amortized cost; and (3) interest would continue to accrue. The cerrying value of our investment in the Fund on December 10,
2007 was $38,359,000. Subscquent to December 10, 2007 and prior to December 31, 2007, we received a pro-rata distribution of
underlying securities in the Fund as described above of $14,382,000 to a separate investment management account (“IMA™) and
cash redemptions of principal totaling $4,665,000. Prior to December 31, 2007, realized losses an the distribution and redemption
of securities and cash amounted to $236,000. At December 31, 2007, the fair market value of our investment in the Fund was
estimated to be §18,835,000 and the fair market value of our investment in the separate IMA was estimated to be $14,294,000 for
a total of $33,129,000. Unrealized losses measured as the difference between fair market value and our original investment, at
cost, amounted to $329,000.

Management had previously classified investments in the enhanced cash fund as cash equivalents due to the characteristics
of the Fund as being highly liquid, and transactions between the Fund and our bank operating account being settled the same
day. Due to the event described above, mansgement rc-evaluated the nature of the investment, and determined that the
investment should be reclassified as available-for-sale marketable securities for all perfods presented in the consolidated
financiai statements.
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NOTE B. NOTES AND BONDS FAYABLE

Debt consists of the following:

Weighted

Avernge Final Principal Amount
December 31, Interest Rate . Maturities 2007 2006
Unsecured public notes, interest payable Fixed, 2007 s - 100,000,000
semni-annually, principo! due at maturity 1.3%

First mortgage revenue bonds, principal payable  Variable, 5.6% 2008 to 2014 5,711,000 6,942,000
in periodic installments, interest payable monthly

Senior notes, principal and interest Variable, 5.8% 1009 3,801,000 6,550,000
payoble quarterly

$ 9,512,000 $§13,492,000

The 7.3% unsceured notes (the ‘“Notes"} totaling $100 million matured on July 16, 2007 and were fully paid off in cash at no
gain or loss. The Notes were senior unsecured obligations of ours and ranked equally with our other unsccured senior debt.

Certain debt ngreements require maintenance of specified financial ratios. We have met all such covenants as of December 31,
2007.

The aggregate principal maturities of all debt s of December 31, 2007 are as follows:

2008 § 5,100,000
2009 1,616,000
2010 1,816,000
2011 230,000
2012 240,000
Thereafler 510,000

$ 9,512,000

NOTE 9. CONVERTIBLE SUBORDINATED DEBENTURES

2000 Senior Debentures - Through a rights offering to its common stockholders on December 29, 2000, we issued $20,000,000
of senior subordinated convertible debentures (the “2000 senior debentures”) due on January 1, 2006. The 2000 senior
debentures paid interest at the greater of the prime rate plus 1% or 9%. All outstanding debentures were redeemed on January
1, 2006.

NOTE 10. COMMITMENTS AND CONTINGENCIES

At December 31, 2007, we were committed, subject to due diligence and financial performance goals, to fund approximately
$167,000 in health care real estate projects, all of whith are expected to be funded within the next 12 months. The commitments
include additional mortgage investments for four iong-term health ¢are centers at interesi rates of prime plus 2.0%.

We believe that we have operated our business so as to qualify as a REIT under Section 856 through B60 of ihe Internal
Revenue Code of 1986, as amended (the “Code™), and we intend to continue to operate it such a manner, but no assurance ¢an
be given that we will be able to qualify ot all times. 1l we qualify as a REIT, we will generally not be subject to federa! corporate
income taxes on our net income that is currently distributed to our stockholders, This treatment substantially eliminates the
*double taxation” (at the corporate and stockholder levels) that typically epplics to corporate dividends. Our failure to continue
1o qualify under the npplicable REIT rules and regulations would cause us to owe statc and federal income taxes and would
have a material adverse impact on our financial position, results of operations and cash flows.

The Health Care Facilities are subject to claims and suits in the ordinary course of business. Our lessecs and mortgagees have

indemnified and will continue to indemnify us against all liabilities arising from the operation of the Health Care Facilities and
will indemnify us against environmental or title problems affecting the real estate underlying such fecilities. While there may be
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lawsuits pending against certain of the owners andfor lessees of the Health Care Facilities, management believes that the
vltimate resolution of any pending proceedings would have no material adverse effect on our (inancial position, operations and
cash flows.

NOTE 11. LIMITS ON COMMON STOCK OWNERSHIP

QOur charter limits the percentage of ownership that any person may hove in the outstanding seeurities of the Company to
9.9% of the total outstanding securities. This limit is a provision of our charter and is necessary in order to reduce the
possibility of our failing to meet the stock ownership requirements for qualification as a REIT under the Internal Revenue Code
of 1986, as amended.

NOTE 11. STOCK-BASED COMPENSATION

Effective January 1, 2006, we adepted FASB No. 123(R), “Share-Based Payment” (“SFAS 123(R)"), using the modified
prospective application transition method, Under this methed, compensation eost is recognized, beginning January t, 2006,
based on the requircments of SFAS 123R) for all share-based payments granted afler the effective datc, and based on
Staterment of Finaneial Accounting Standards No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123™), for alt
awards granted to employees prior to January 1, 2006 that remained unvested on the effective date, Priorto January 1, 2006, we
applied Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees™(“APB 25") ond related
interpretations in accounting for our employee stock benefit plans. Accordingly, no compensation cost was recognized for
stock options granted undcr the plans because the exercise prices for options granted were equal to the quoted markct prices on
the option grant dates and all option grants were to employees or directors. Results for prior periods have not been restated.

Share-Based Compensation Plans

The Compensation Commirtee of the Board of Directors (“the Committee”) has the authority to select the participants to be
granted options; to designate whether the option granted is an incentive stock option (“IS0"}, a non-qualified option, or a stock
appreciation right; to establish the number of shares of common stock that may be issued upon exercise of the option; to
establisb the vesting provision for any award; and to establish the term any award may be outstanding. The exercise price of
any ISO’s pranted will not be less than 100% of the fair market value of the shares of eommon stock on the date granted and the
term of an ISO may not be any more than {en years. The exercise price of any non-qualified options granted will not be less than
100% of the fair market volue of the shares of common stock on the date granted unless so determined by the Comrmittee,

In May 2005, our sharcholders approved the 2005 Stock Option, Restricted Stock and Stock Appreciation Rights Plan (“the
2005 Plan™) pursuant to which 1,500,000 shares of our common stock were avaiiable to grant as share-based payments to
employexs, officers, directors or consullants. As of December 31, 2007, 1,358,800 shares are available for future grants under
this plan. The restricted stock granted in 2006 vests over five years and the options granted in 2007 and 2006 have varied
vesting periods up to five years, The term of the options outstanding under the 2005 Plan is five years from the date of grant,

The NHI 1997 Stock Option Plan {“the 1997 Plan™) provides for the granting of options to key employees and directors of NHI
to purchese shares of common stock at a price no less than the market value of the stock on the date the option is granted. As
of December 31, 2007, no shares are available for future grants under this plan. The term of the opfions outstanding under the
1997 Plan is five years from the date of the grant.

The compensation expense reported for share-based compensation related to the 2005 Plan and the 1997 Plan totaled $543,000
and $519,000 for the years ended December 31, 2007 and 2006, respectively, consisting of $327,000 and $345,000 for restricted
stock and $216,000 and $174,000 for stock options which is included in general and administrative expense in the Consolidated
Statements of Income.

Determining Fair Vatue Under SFAS No. 123(R}

The fair value of each option award was estimated on the grant date, using the Black-Scholes option valuation model with the
weighted average assumptions indicated in the following table. Generally, awards are subject to cliff vesting. Each grant is
valued as a single award with an expected term based upon expected employee aod termination behavior. Compensation cost is
recognized on the graded vesting method over the requisite service period for each sepamniely vesting tranche of the award as
though the award were, in substance, muliiple awards. The expected volatility is derived using daily historical data for periods
preceding the date of grant. The risk-free interest rate is the approximate yield on the United States Treasury Strips having a life
equal to the expected option life on the date of grant. The expected life is an estimate of the number of years an option will be
held before it is exercised.
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Stock Options

The weighted average fair value per share of options granted was $2.59 and $1.9% for 2007 and 2006, respectively. For
purposes of pro forma disclosures of 2005 net income and eamings per share as required by SFAS 123(R), as amended, the
estimated fair vatue of the options is amortized to expense over the requisite service period. The fair value of cach grant is
estimated on the date of grant using the Black-Scholes option-pricing model with the following weighted average assumptions
used for grants in 2007 and 2006:

2007 2006 2005

Dividend yield B.32% 8.71%  B.80%
Expected volatility 2042%  22.93% 21.69%
Expected lives 2.5years 2.7 years 5 years

Risk-free interest rate 4.64% 483% 381%
Expected forfeitme rate  0.00% 0.00%  0.00%

Stock Option Activity

The foliowing table summarizes option activity:

Weighted Average
Number Weighted Average Remaining Aggregate
December 31, 2004 af Shares  Exercise Price  Contractual Life {'Years) Intrinsic Value
(in thoutands)
Outstanding December 31, 2004 216,719 . 1708
Options granted under 1997 Plan 63,000 16.20
Options exercised under 1997 Plan  (154,725) i5.19
Outstanding December 31, 2005 135,000 23.50
Options granted under 2005 Plan 86,000 25.32
Options granted under 1997 Plan 60,000 2379
Options exercised under 1997 Plan (15,000) 23.79
Cutstanding December 31, 2006 266,000 24.14
Options granted under 1997 Plan 57,800 34.25
Options granted under 2005 Plan 2,200 34.25
Quistanding December 31, 2007 325,000 516.00 2787 5619
Exercisable December 31, 2007 260,332 $26.20 2.649 § 443
Remaining
Grant Options Exercise Contractual
Date  Outstanding Price Life in Years
4/24/03 34,000 $16.35 0333
4/20/04 45,000 $23.90 1.083
5/3/05 60,000 316,78 2417
3/9/06 50,000 £26.10 3.167
5/1/06 11,000 52362 1333
57206 45,000 $23.79 3313
721706 25,000 $24.50 3.500
5/16/07 60,000 $34,25 4417
326,000 2.787

The weighted average remnining contractual life of sll opticns outstanding ot December 31, 2007 is 2.787 years. Our
stockholders have authorized an additional 1,684,800 shares of common stock that may be issued under the share-bascd
payments plans,

At December 31, 2007, there were outstanding unvested options to purchasc 65,668 shares with a weighted average grant date
fair value of $2.05 per share. As of December 31, 2007, we had $54,000 of total unrecognized compensation cost related to
unvested options, net of expected forfeitures, which is expected to be recognized over the foltowing periods: 2008-537,000; 2009-
£12,000; 2010-54,000; and 2011-$1,000,
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The closing market price of our common stock at December 31, 2007 was $27.90 per share. The intrinsic value of total options
outstanding at December 31, 2007 was $1.90 per share or $619,000. The intrinsic value of options exercisable at December 31,
2007 was $1,70 per share or $443,000,

Restricted Stock Acitvity

The following table summarizes resiricted stock activity:

Weighted Average
Weighted
Number  Avemge Remaining Aggregate
Contractual Life Intrinsic
of Shares  Grant Price (Years) Value
’ (in thousands)
Restricted Stock granted in 2006 under 2005 Plan and Non-vested at
December 31, 2006 53,000 § 25.96
Non-vested at December 31, 2007 48,700 n/a 2.646 $ 1,359
Vested December 31, 2007 4,300 n/a — 120
Remaining
Grant Shares  Gmant  Contractual
Date Outstanding  Prhce Lifein Years
1/9/06 56,000 826,10 2.645
51206 3,000 32362 2.667

53,000

The weighted average remaining contractual [ife of all restricted shares outstanding at December 31, 2007 is 2.646 years. The
closing market price of our common stock at December 31, 2007 was $27.90 per share, which is the implied intrinsic vatue of the
restricted stock,

At December 31, 2007, we had $704,000 of total unrecognized compensation cost related to unvested restricted stock issued
which is expecied to be recognized over the following periods: 2008-5261,000; 2009-$220,000; 2010-5191,000; and 201 1-$32,000,

Prior Period Presentations

Prior to 2005, our share-based compensation plan was accounted for using the intrinsic value method prescribed io APB No.
25 and related Interpretatioos. No share-based compensation was reflected in net income for the year ended December 31, 2005,
All stock options granted under the plan had an exercise price equal to the market value of the underlying common stock on the
date of grant. There were no restricted stock grants issued prior to this year. Had compensation cost for the pten been
determined based on the fair value at the grant dates for awards under the plan consistent with the method of SFAS No. 123(R},
our 2003 net income and basic and diluted net income per share would have been changed to amounts indicated below:

2605
(dollars in thousands, excep! per share amounts)
Net income - as reported 554,408
Less compensation cost that would be
recognized under fair value method {112)

Net income - pro forma §54,296
Net earnings per share - as reported

Basic § 195

Diluted § 196
Net earnings per share - pro forma

Basic I 1%

Diluted 3 195
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NOTE 13, SUPPLEMENTAL CASH FLOW INFORMATION

Supplemental disclosure of cash flow information is as follows:

(in thousands)
Years Ended December 31, 2007 2006 2005
Cash payments for interest expense 374860 §7368 § Td44

Dwuring 2003, §915 of convertible
subordinated debeutures were converted
into 130,692 shares of NHI's common stock

Convertible subordinated debentures 5 — $ — % (919
Financing costs — e 2
Accrued interest — —_ (E0}
Comrmoan stock —_ —_ 1
Capital in excess of par value — — 922

As described in Note 3, on December 31, 2007, we recorded the previous sale of 16 facilities that were, prior to that tirne,
required to be consolidated into our financial statements under the requirements of SFAS 66 since they previously did not
qualify as a sale for financial reporling purposes. Accounts increased {decreased) as follows:

{in thousands)

As of Ended December 31, 2007

Mortgage notes receivable, net $66,819
Real estate properties, net {36,857
Accounts receivable, net (7,176)
Deferred costs and other assels (13,310)
Accounts payable and other accruéd expenses (17,071)
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NOTE 14. EARNINGS PER SHARE

Basic eamings per share is based on the weighted average number of common shares cutstanding during the year. Net
income is reduced by dividends to holders of cumulative convertible preferred stock.

Diluted earnings per share assumes, if dilutive, the conversion of coovertible subordinated debentures, the conversion of
cumulative convertible preferred stock and the exercise of stock options using the treasury stock method, Net income is
increased for interest expense on the conventible subordinated debentures, if dilutive.

The following table summarizes the average number of common shares and the net income used in the calculation of basic and
diluted earnings per share (in thousands, except share and per share amouns):

Year Ended December 31, 2007 2006 2005
BASIC:
Weighted average common shares outstanding 17,703,464 27744868 27,699,887
Income from continuing operations available

to cornmeon stockholders $79,041 £59,100 £50,791
Discontinued operations 17,394 10,128 3,617
Met income available to common stockholders 596,435 §69.228 554,408
Income from continuing operations per

common share M 185 % 213 § 1.83

Discontinued operations per commoa share .63 3 13
Net income per common share 5 348 % 250 3 196
DILUTED:
Weighted aversge common shares 17,703,464 277744868 27,699,287
Stock options 58,954 28,415 29,604
Restricted stock shares 21,444 5,481 —
Convertible subordinated debentures — _ 101,395
‘Average dilutive common shares outstanding 27,783,861 27,778,764 27,830,886
Income from continuing operations $79,041 £59,100 £50,791
Interest on converlible subordinated debentures — — 81
Income from continuing operafions

available to common stockhoiders 79,041 59,100 50,872
Discontinued operations 17,394 10,£28 3,617

Wet income available to common stockholders
assuming cooversion of convertible subordinated

debentures to common stock, if dilutive 596,435 §69,228 $54,489
Income from continuing operations per
comumon share H 284 213 § 1.83
Discontinued operations per common share 63 .36 A3
Nect income per common share 3 347 § 249 § 1.96
Incremental shares excluded since apti-dilutive;
Stock options 4,936 50,000 —

in accordance with Statement of Financial Accounting Standards No. 128, “Earnings per Share”, the above incremental
shares were excluded from the computation of diluted carnings per share since inclusion of these incremental shares in the
calculation would have been anti-dilutive.
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NOTE 15. COMMON STOCK DIVIDENDS ({/naudited)

Dividend payments per share to common siockholders are characterized in the following manner for tax purposes in 2007:

Dividend Taxable as Taxableas Unrecaptured
Payment Ordinary Capital Section 1250
Date Income Gain Gain ) Totals
May 10, 2007 § AT604 5.0223%6 £.000922 £ .500
August 10, 2007 AT7604 022396 000922 500
November 9, 2007 A77604 022396 000922 500
January 31, 2008 1.327603 022397 .000923 1.350
§2.760415 5.089585 $.003589 $2.850

1) These amounts are included in the capital gain.
NOTE 16. RELATIONSHIP WITH NATIONAL HEALTHCARE CORPORATION

Leases

Lease extension - On December 27, 2005, under an amendment to the master lease, NHC exercised its option 1o extend the
existing lease on 41 properties for the second rencwal term. The 41 properties include 4 centers leased to other parties, the [ease
payments of which are guaranteed to us by NHC under the Master Lease. The 15-year lease extension began January 1, 2007,
ond includes 3 additional 5-year renewnl options, each at fair market value. Under the terms of the lease, base rent for 2007
totaled $33,700,000 with rent thereafter escalating by 4% of the increase in facility revenue over a 2007 base year, The lease was
scheduled to expire on December 31, 2006 unless extended by NHC. The terms of the existing lease remained in place for 2006,
s discussed below.

nitial lease - On October 17, 1991, concurrent with NHC's conveyance of real property to us, we leased to NHC 40 long-term
care facilities and 3 retirement centers. Each lease was for an initial term expiring December 31, 2001, with two additional five-
year renewal terms at the option of NHC, assuming no defaults, During 2000, NHC exercised ils option to extend the lease term
for the first five-year renewal term under the same terms and conditions as the initial term. We account for this lease as an
operating lease.

During the initial term and the first renews term ended on December 31, 2006, NHC wes obligated to pay annual base rent on
all 41 facilities of $15,238,000. The leases also obligated NHC to pay as debt service rent all payments of interesi and principal
due under cach mortgage to which the conveyance of the facilities was subject. Payments for debt previously serviced were
required for the shorier of the remaining life of the mortgage or lease term.

In addition to base rent and debt service rent, NHC paid percentage rent to us equal to 3% of the increasc in the gross revenue
of each facility through December 31, 2006. Effective January 1, 2000, we amended our lease agreements with NHC to provide
for the calculation of percentage rent based on quarterly revenue incresses rather than annual revenue increases. We
recognized 54,829,000 and $4,525,000 of percentage rent from NHC during 2006 and 2005, respectively. There was no percentage
rent recagnized in 2007,

Each lease with NHC is a "triple net lease” under which NHC is responsible for paying all taxes, utilities, insurance premium
costs, repairs and other charges relating to the ownership of the facilities. NHC is obligated at its expense to maintain adequate
insurance on the facilities’ assets.

One of our owned nursing home properiies, leased to a subsidiary of NHC and located in Nashville, Tennessee, was damaged
by fire on September 25, 2003 which resulted in the loss of life or critical injury to a number of patients. The lease required NHC
to indemnify and hold us harmless from any and all demands and claims arising frem its use of the property.

A provision of the lense nllowed that if substantial damage occurred during the lease term, NHC could terminate the lease with

respect 1o the damaged property, During October 2004, NHC exercised its right to terminate Lhe lease on the Nashville facility.
The lcase termination entitled us to receive all property insurance proceeds paid us a result of the fire. We retained the right to
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the bed license following lease termination. Prior to the fire, we received annualized rent of $250,000 per year on the Nashville
facility. We reeived $2,654,000 in insurnce proceeds in 2005. We sold the Nashville facility in May 2005 (See Note | 7).

Our rental income was $51,005,000 ($33,700,600 from NHC) in 2007; $46,281,000 (331,309,000 from NHC) in 2006; and $44,005,000
(833,328,000 from NHC) in 2005.

During 2000, NHC subleased four Florida facilities to unrelated third parties, Although NHC's rent obligatioas pursuant to the
master lease were unchanged, NHC received a credit for rents paid to us on the 4 subleased Florida centers by the current
lessees,

Future minimum lease payments - At December 31, 2007, the future minimum lease payments (excluding percentage rent) to be
received by us under our operating leases are as follows:

NHC Others Total
2008 $33,700,000  $14,926,000  $48,626,000
2009 £33,700,000 513,031,000 $46,731,000
2010 £33,700,000 $8,762,000  £42,.462.000
2011 $33,700,000 56,838,000  $40,533,000
2012 $33,700,000 §5,135,000 338,835,000
Thereafter $303,300,000  $16,709,000 $320,009,000

Advisory Agreements

Management Advisary Source, LLC - Effective November 1, 2004, we assigned our Advisory Agreement with NHC to a new
company, Management Advisory Source, LLC (“MAS"), formed by our President and Board Chairman W. Andrew Adams.
Pursuant to this agreement, services related to investment activities and day-to-day management and operations are provided to
us by MAS. Accordingly, MAS is subject to the supervision of and policies established by our Board of Directors. We have
no ownership in MAS. The expense recorded under the Advisory Agreement was approximately $3,625,000, $3,49%,000 and
$3,599,000 in 2007, 2006 and 2005, respectively. We belicve it to be in our best interest to sccentuate our independence from
NHC, its largest tenant. Therefore, Mr. Adams assumed the responsibilitics of the Advisory Agreement. To assure
independence from NHC, Mr. Adams resigned as CEO of NHC and terminated his managerial responsibilities with NHC in 2004,

From November [, 2004 to October 1, 2006, Mr. Adams outsourced non-managerial functions of the Advisory Agreement such
as payroll processing, accounting, financing and the like to NHC. Effective October 1, 2006, MAS began to provide these
services. Mr. Adams has remained os NHC Board Chairman, focusing on strategic planning, but has no management
involvement with NHC. On December 3, 2007, we ¢lected to become a self-managed REIT with our own management reporting
directly to the Board of Directors. We notified MAS of our intent to terminate the Advisory Agreement eflective March 31,
2008. On January 29, 2008, we received notice from Mr, Adams that be intends fo resign as President effective March 31, 2008,
Mr. Adams will remain with us as both a direetor and as Chairman of the Board of Directors.

NHC - Since its inception until November 1, 2004, we had an Advisory Agreement with NHC whereby services related to
investment activities and day-to-day management and operations were provided to us by NHC. As Advisor, NHC was subject
to the supervision of and policies established by our Board of Directors. For its services under the Advisory Agreement, NHC
was entitled to annual compensation of $2,383,000 in 2004, The annual compeosation was reduced by any compensation paid
by us to our cxecutive officers, if any, and could be deferred under cerlain circumstances.

Facility Management Services - Subsidiaries of NHC manage foreclosure properties for management fees equal to a weighted
average of 5.35% of net revenues of the foreclosure properties. Management fees totaled $5,022,000, $4,903,000, and $5,045,000,
for the years ended December 31, 2007, 2006 and 2005, respectively.

Ownership of Common Stock - At December 31, 2007, NHC owned 1,630,462 shares of our common stock, At December 31,
2007, we owned 111,800 shares of NHC convertible preferred stock.

NOTE 17. DISCONTINUED OPERATIONS
Foreclosure Properties - As described in Note 3, on December 31, 2007, we recognized the sale of the 16 foreclosure
properties and recorded mortgage notes receivable secured by the properties with a carrying value of $66,81%,000. The

transition resulted in @ net gain on sale and deconsolidation of $12,469,000. The net carrying value of the assets and labilities
deconsolidated was $54,350,000.
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Milwaukee South Healthcare Center - In May 2007, we completed the sale of a facility in Milwaukee, Wisconsin to a third
party and recognized a gain on sale of $669,000. Net proceeds were $2,288,000 and the carrying valuc of the property and
equipment sold was $1,619,000.

Regal and Royal Healtheare - In May 2006, two New Jersey nursing facilities were sold generating net cash proceeds of
$17,570,000 and a gain recognized of $5,690,000.

Town and Country - In March 2006, we received $5,482,000 from the sale hy the current owner of & nursing facility in Town &
Country, Missourl, The carrying amount of this facility was $5,358,000 composed of net realty of $6,520,000, reduced by net
liabilities of $1,162,000. This property was sold in December 2004 to 2 not-for-profit entity and we provided 100% financing. As
o result of having received finel proceeds related to this facility during 2006, we recognized the December 2004 sale of this
property and recognized a $124,000 gain,

Marriott Senior Living — In February 2008, a facility in Dallas, Texas, was sold for cash proceeds of $7,911,000 and a loss of
$B51,000 was recognized.

M;:nor House of Charioite — In January 2005, a facility in Charlotie was sold for cash proceeds of $3,571,000 and a gain was
recognized of $1,624,000.

For 2007, 2006 and 2005, we have reclussified the operations, including the net gain on the sale of these facilities, as
discontinued operations in accordance with SFAS 144, Income from discontinued operations related to these facilities is as

follows:

Year Ended December 31,
(in thousands, except per share amounts} 2007 2006 2005
Revenues:
Rental income 5 667 § 682 $ 1,786
Facility operating revenue 93,383 91,52% 93,450
94,050 92,191 95,196
Expenses:
Interest 7 5 237
Depreciation 3,485 3,584 3,889
Franchise, excise, and other taxes - 26 27
Facility operating expenses 86,302 84,261 88,199
89,794 87,877 92,352
Operating income 4,256 4314 2,844
Gain on sale of assets 13,138 5814 m
Total discontinued operations $ 17,394 10,128 $ 3617
Discontinued operations per common share:
Basic 5 & § 3 $ I3
Diluted s 8 § 36 § 13

NOTE 18. NON-OFERATING INCOME

Non-operating income is outlined in the table below:

Year Ended December 31
2007 2006 2005
. (in thousands)

Dividends 54,654 £ 4,626 54,52
Equity in incone - investees —_ 26 —
Realized goins on sales of securities 1,029 —_ 4,050
Recovery of securities written down — —_ 5,022
Interest income 7,066 6,889 4,049
Gain on settlerment of notes receivable 468 i,015 —
Insurance proceeds and gain on sale of Nashville facility —_— —_ 4,433
Other 124 165 256

$13,341  $12,721 $22,331
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NMashville Facility - During October 2004, a subsidiary of WHC exercised its right to terminate the Jease on one of our owned
nursing home properiies focated in Mashville, Tennessee that was damaged by e fire on September 25, 2003. The lease
termination entitled us to receive all property insurance proceeds paid as a result of the fire. We retained the right to the bed
license following lease termination. Prior to the fire, we received annualized rent of $250,000 per year on the Nashville facility, In
2005, we received $2,654,000 in insurance proceeds and sold the Nashville facility in May 2005 for net cash proceeds of

£2,971,000, resulting in a gain of §1,779,000.

NOTE 19. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following tahle sets forth selected quarterly financial data for the two most recent fiscal years (in thousands, excepi per

share amounis).

lsi 21:|d 3r\i 4th
2007 Quarter  Quarler  Quarter  Quarter
Net Revenues £15487 §16,224  §15,589  $15,013
Non-operating Income 3,694 3,390 2,720 3,537
Income from contnuing operations 14,661 13,143 A5419 15,818
Discontinoed operations -
Income from operations - discontnued B20 1,169 1,119 1,148
Net goin on dispositions and deconsolidation — 669 — 12,469
Net income 15,481 14,981 36,538 19,435
Eamings per share:
Basic:
Income from continuing operatons 53 47 1.28 57
Discontinued operations 03 07 .04 A9
Net incame per comman share 56 54 1.32 1.06
Dilutcd:
Income from continning operations 53 47 1.27 57
Discontinved operations .03 07 04 49
Net income 56 54 131 1.06
2006
Net Revenues 515,237 Si5817 514,755 $15453
Non-operting income 2402 1,822 3,170 4,327
Income from continuing operations 12,192 13,078 12,380 21,450
Discontinued operations -
Income from operations - discontinued 304 1,012 999 1,999
Net gain on sale of real estate 124 5,690 — —
Net income 12,620 19,780 13,379 23,449
Earnings per share:
Basie:
Income from continuing operations 43 A7 44 78
Discontinued operations 02 24 04 07
Net income per common share 45 N 48 85
Diluted:
Income from continuing operations 43 A7 L 78
Discontinued operations 02 24 .04 .06
Net income A5 T A48 B4
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Cerain quarterly financial information shown above differs from amounts previousty reported in the Forms 10-Q and Form 10~
K for those periods due to reclassifications to retroactively reflect the dispositions of certain facilities as discontinued

operations for ali periods presented.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL

DISCLOSURE
None.
ITEM 9A. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Precedures - Based an their evaluation os of December 31, 2007, the CEO and principal
accounting officer of the Company have concluded that our disclosure controls and procedures (ps defined in Rules 13a-[5(c)
and 15d-15(c) under the Securities Exchange Act of 1934, as amended) were effective to ensure that the information required to
be disclosed by us in this Annual Report on Form 10-K was recorded, processed, summarized and reported within the time
periods specified in the SEC's rules and instructions for Form 10-K. No change in our internal control over financial reporting
accurred during our last fiscal quarter that materially affected, or is reasonably likely to affect, our intermal control over financial

reporting.
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MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL, OVER FINANCIAL REPORTING

The management of National Health Investors, Inc. (the “Company”} is responsible for establishing and maintaining adequate
internal control over financial reporling as defined in Rules 13a-15(f) and 15d-15(F) under the Securities Exchange Act of 1934,
The Company's internel control over financiel reporting is designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with genersliy sccepted
accounting principles. The Company’s internal control over finaneial reporting includes those policies and procedures that:
(i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions
of the assets of the Company; (i) provide rcasonable assurance that trensactions are recorded as necessary to permit
preparation of financial statcments in accordance with accounting principles generally accepted in the United States of America,
and that receipts and expenditures of the Company are being made only in aceordance with authorzations of management and
directors of the Company; and (iii) provide reasonsble assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of the Company's assets that could have a material effect on the financial statements.

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

Management assessed the effectiveness of the Company’s intemal control over financial reporting as of December 31, 2007
using the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission {COSO}) in Internal
Control-Integrated Framework. Based on that assessment, management concluded that the Company’s internal control over
financial reporting was effective as of December 31, 2007. The Company’s independent auditors, BDO Seidman, LLP, have
issued an attestation report on the effectiveness of the Company's intemal control over financial reporling included herein.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
National Health Investors, Inc.
tdurfreesboro, Tenngssee

We have audited National Health Investors, Inc.’s internal contro} over financial reporiing as of December 31, 2007, based on
criteria established in Internal Control ~ Integrated Framework issued by the Committec of Sponsoring Organizations of the
Treadway Commission (the COSO criterin). National Health Eovestors, Inc's management is responsible for maintaining effective
internal contral over financial reporting and for its assessment of the effectiveness of internal conirol over financial reporting,
included in the accompanying Management’s Annual Report on Intemnal Control Over Financial Reporting, Cur responsibility is
to express an opinion on the company’s internal control over financial reporting based on our audit,

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

A company's internal control over financial reporting is 8 process designed to provide reasonable assurance regarding the
relinbility of financial reporting and the preparation of financial siatemeots for external purposes in accordance with generally
accepted accounting principles. A company's internal control over financial reporting includes these policies and proccdures
that (1) pertnin to the maintenance of records that, in reasonable detail, accurately and fairly reflect the tramsactions and
dispositions of the assels of the company; (2) provide reasonnble assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that rcceipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unouthorized acquisition, use, or
disposition of the company's assets that could have a material effect on the financial staterneots.

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

In our opinion, National Health Investors, Inc. mainlained, in all material respects, effective internal control over financiat
reporting as of December 31, 2007, based on the COSO criteria,

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated belance sheets of National Health Investors, Inc. as of December 31, 2007 and 2006, and the related
consolidated statements of income, stockholders’ equity, and cash flows for each of the three years in the period ended
Pecember 31, 2007 and our report dated February 28, 2008 expressed an unqualified opinion thereon.
fs/ BDO Scidman, LLP
Nashville, Tennessee

Febary 28, 2008
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PARTIII
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

Incorporated by reference from the information in our proxy statement for the 2008 Annual Meeting, which we will file within
120 days of the end of the fiscal year to which this report relates.

We have filed with the New York Stock Exchange (“NYSE™) the Annual CEO Certification regarding the Company’s
campliance with the NYSE's Corporate Governance listing standards as required by Section 303A-12(a) of the NYSE Listed
Company Manual Additionally, we have filed as exhibits to this annual report on Form 10-K for the year ended December 31,
2007, the applicable certifications of our Chief Executive Officer and our Chief Accounting Officer as required under Section 302
of the Sarbanes-Ouxley Act of 2002,

ITEM 11. EXECUTIVE COMPENSATION.

Incorporated by reference from the information in our proxy statement for the 2008 Annual Meeting, which we will file within
120 days of the end of the fiscal year to which this report relates.

ITEM 11, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDERS MATTERS. :

Incorporated by reference from the information in our proxy siatement for the 2008 Annual Meeting, which we will file within
120 days of the end of the fiscal year to which this report relates.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Incorporated by reference from the information in our proxy statement for the 2008 Annual Meeting, which we will file within
120 days of the end of the fiscal year to which this repori relates.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Incorporated by reference from the information in our proxy statement for the 2008 Annual Meeting, which we will file within
120 days of the end of the fiscal year to which this report relates.

PART 1V
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES,

@ O Financial Statements

The Consolidated Financial Statements are included in Item 8 and are filed as part of this report.
(2) Financial Statement Schedules

The Financial Statement Schedules and Report of Independent Registered Public Accounting Firm on Financial
Statement Schedules listed in Exhihit 13.

o)) Exhibits

Exhibits required as part of this report are listed in the Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly eutherized.

NATIONAL HEALTH INVESTORS, INC.

BY: /s/ W. Andrew Adams
- W. Andrew Adams
Chiel Executive Officer

Date: February 28, 2008

Pursuant {0 the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Tile Date
s/ W, Andrew Adams Chairman of the Board and February 28, 2008
W, Andrew Adems Chief Executive Officer

(Principal Executive (MYicer)
/s/ Roger R. Hopkins Chief Accounting Officer February 28, 2008
Roger R. Hopkins (Principal Accounting Officer)
fs/ Richard F. LaRoche, Jr. Director . February 28, 2008
Riehard F. LaRoche, Jr.
/s/ Robert A, McCabe, Jr, Director February 28, 2008
Robert A. McCabe, Jr,
js/Robert T. Wehb Director Fehruary 28, 2008
Robert T. Webb
/s/ Ted H. Welch Director February 28, 2008
Ted H. Welch
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NATIONAL HEALTH INVESTORS, INC.

FORM 10-K FOR THE FISCAL YEAR ENDED DECEMRBER 131, 2007

EXHIBIT INDEX
Exhibit No. Description Page No. or Location
31 Anricles of Incorporation Incorporated by reference
to Exhibit 3.1 to Form S-11
Registration Statement
No. 3341863
32 Bylaws Incorporated by reference
to Exhibit 3.2 to Form §-11
Registration Statement
MNo. 3341863
4.1 Form of Commen Stock Certificate Incorporated by reference
to Exhibit 39 to Form §-11
Registration Statement
No. 31341863
42 Form of Preferred Convertibie Incorporated by reference
Stock Certificate to Exhibit 60 to Form §-3
Registration Statement
MNo. 33-72370
43 Form of Debenture due 2006 Inecorporated by reference
(10%) to Exhibit 38 to Form §-11
Registration Statement
No. 3341863
44 Form of Indenture Govermning Incorporated by reference
the Debentures to Exhibit 4.3 to Form S<4
Registration Statement No.
33-41863
4.6 Form of Debenture due 2006 incorporated by reference
{7%) to Exhibit | 1o Form -3
Repistration Statement
No. 33-1370
47 First Supplemental Indenture Incorporated by reference
Dated December 15, 1995 to Exhibit 4.7 to Form 10-X
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10.1 Material Contracts Incotporated by reference
from Exhibits 10.1 thru
10.9 to Form S-4 Registration
Statement No. 3341863
10.2 Amendment No. 5 to Master Agreement to Lease dated Incorporated by reference to
December 27, 2005, effective January 1, 2007. Exhibit 10.2 to Form 10-K.
dated March 10, 2006
103 Advisory, Administrative Services and Facilities Agreement Incorporated by reference to
between National Health Investors, Inc. and Management Advisory Exhibit 10.3 to Form 10-K
Source, LLC dated November 1, 2004 dated March 10, 2006
10.4 1991 Stock Option Plan Incorporated by reference
fram Exhibit }0.12 to Form
54 Registration No. 3341863
10.5 1997 Stock Option Plan Incorporated by reference from
the 1997 Proxy Statement as
filed
10.6 2005 Stock Option Plan Incorpomted by reference from
Exhibit 4,10 to the Company's
registrution statement on Form S-8
filed August 4, 2005.
13 Financial Statement Schedules Filed herewith
211 Consent of Independent Registered Public Accounting Firm Filed herewith
311 Rule 13a-14(a)/15d-14(a) Certification Filed Herewith
of Chief Executive Officer
312 Rule 13a-14(n)/15d-14(w) Certification Filed Herewith
of Principal Accounting Officer
n Certification pursuant to 18 U.5.C. Section Filed Herewith
1350 by Chief Exccutive Officer and
Principal Accounting Officer
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Section 2: EX-13 (EXHIBIT 13)
EXHIBIT 13

NATIONAL HEALTH INVESTORS, INC.
TNDEX TQOFINANCIAL STATEMENT SCHEDULES
Financial Statement Schedules
Report of Independent Regisiered Public Accounting Finm on Finaociel Statement Schedules
Schedule 1 - Valuation and Qualifying Accounts
Schedule I11 - Real Estate and Accumulated Depreciation

Schedule IV - Mortgage Loans on Real Estote




Report of Independent Registered Public Accounting Firm

Board of Direciors and Stockholders
National Health Invesiors, Inc.
Murfreesboro, Tennessee

The audits referred to in our report dated February 28, 2008 relating to the consolidated financial statements of National Health
Investors, Inc., which is contained in ltem 8 of this Form 10-K, included the audits of the financial statement schedules listed in
the nccompanying index, These financial statement schedules are the responsibility of the Company's mapagerent. Qur
responsibility is to express an opinion oo these linancial statement schedules based upon our audits,

In our opinion such finencial statement schedules present fairly, in all material respects, the information set forth therein.

/s/ BDO Seidman, LLP

Nashville, Tennessee
February 28, 2008



NATIONAL HEALTH INVESTORS, INC.
SCHEDULE [ - VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006, AND 2005

(in thousands)
Balance Additions
Beginning Charged to Costs Balance
Description of Period and Expenses (1} Deductions End of Period
For the year ended
December 31,
2007 - Loan loss
allowance 5 — s — 5 — s —
For the year ended
December 31,
2006 - Loan loss
allowance 5§ — $1,074 $1,074 5§ —
For the year ended
December 3t,
2005 - Loan loss
pllowance 5§ - $5,000 £6,000 f! —

{1 Tn the Consolidated Stalements of Income, we report the net amount of our provision for loan and realty losses and our
recoveries of amounts previously written down, Fer 2007, net recoveries were $24,238 and there was no provision for Josses
during the year, For 2006, ret recoveries were $7,934 comprised of recoveries of $9,008 offset by provision for loan losses of
$1,074. For 2005, the net provision was $10,837 comprised of a provision for loan losses of $6,000, a provision for resalty losses
of $2,550, a provision for maintenance expense of $2,852, offset by recoveries of $365.




NATIONAL HEALTH INVESTORS, INC.
SCHEDULE Ui - REAL ESTATE AND ACCUMULATED DEPRECIATION

DECEMBER 31, 2007
Column A Column B Column € Column D Calumn E Column F Celumn G Calemn H
Cost capitalized
subscquent to Gross amount at which carried ol elose
Initiat Cost 10 Company ecquisition of period
Encum- Buildings & Improve-  Carrying Builings & Accumulaced Date of Date
Properties brences  Land  lmprovements menls Costs Land  Improvemeots Total Depreciation  Construetion Acquired
{dollars in thaurands)
Health Care Centers (2)
Alabama $ -— 3 95 55,165 5 — $— § 9% § 5,165 % 5260 $3,298 NA 10/17/91
Health Care Cenlers (1)
Arizona 1,590 453 6,678 — — 453 6678 7,131 2,055 NiA 8/13/96
Heatth Care Cenlers (4)
Florida — - NiA 10/17/81
2,306 437 2, 37,437 39,74 20,374
641 O 317,43 306 K 9,743 3 & 12131/99
Health Care Centers (1)
Georgia — 52 B&S —_ —_ 52 865 917 787 NA 10/17/61
Health Care Cenlers (1)
1dsho — 122 2,491 an— —_ 122 2,491 2,613 768 NiA 8113196
Health Care Centers (1}
Kansas _— 305 2,247 R —_ 305 2,247 2,552 267 N/A 841401
& 10731104
Health Care Centers (2)
Kentucky —_ 231 2,182 — —_ 231 2,182 2,413 1,472 MA 1087791
Health Care Cenlers (5}
Missouri 1,725 1,165 23,070 —_ — 1,165 23,070 24,2335 13,255 N/A 10/£7/91
& B/1/01
Health Care Centers (3}
South Carolinn —_ 572 11,527 — - 572 11,527 12,09% 11 N/A 10/17791
Health Core Centers (20)
Tennessce _— 1,833 41,297 —_ — 1,835 431,297 43,132 25,76% N/A 10/17/91



MATIONAL HEALTH INVESTORS, INC.
SCHEDULE M1 - REAL ESTATE AND ACCUMULATED DEPRECIATION
DECEMBER 31, 2007

Columia A Columo B Columan C Colema D Columa E Column F Columa G Caoluma H
Cast capitalized
subsequent to Gross amount at which carried at clase
Initial Cost ta Company acquisition of period
Encum- Buildings &  Improve-  Cemying Buildings & ~Accummlated Date of Date
Propertics brances Lend Improvemcois  ments Costs Land [mprovementls Total  Depreciation  Construction Acquired
Health Care Cenlers (8)
Texas -_ 21230 47409 — — 2380 47,400 49689 9,560 N/A 91401
& 3161035
Health Care Centers (1)
Virginis 1,755 176 2510 — —_ 176 2,510 2,686 1,478 N/A 1791
Acute Care Hospital {1)
Kenmcky —_ 540 EG,163 —_ - 540 10,163 10,703 4,116 NfA 6112792
Medical Office Building (1)
Florida —_ 165 3,349 — —_ 165 3,349 3,514 1,669 N/A 63093
Medical Office Building (1)
tlinols — — 1,925 - — — 1925 1,928 355 123198 N/A
Medic| Office Building (2)
Texos - 631 9.677 —_ -_— 631 9,677 10,308 4,016 14195 NIA
& 1087
Auxsisied Living Centers {4) .
Arizon —_ 1,757 13,622 —_ — 1,757 13,622 15,379 3,035 NA 123158
&N
Assisted Living Centers (4)
Florida - 7,095 21,132 32 — 7,095 21,544 28,633 8,937 WA B/G/95,
12731798
& 1/145%
Assisted Liviog Centers (1}
New Jency —_ 4,229 12,030 —_ ~— 4,229 13,030 17,259 4,659 NA 8/6/96
Azsisted Living Centers(I)
Peaonsylvania - 439 1,960 — —_ 439 3,960 4,398 b)) WA 9/1Ls
Assisted Living Cenlers (1)
South Ceralina — 344 2,877 - — 34 2,877 3221 644 N/A 12731198
5




NATIONAL HEALTH INVESTORS, INC.
SCHEDULE 1IE - REAL ESTATE AND ACCUMULATED DEPRECIATION
DECEMBER 31, 2007

Colurnn A Celumn B Column C Celuma D Column E Column F Columa G Column H
Cosl capitalized
subsequent 1o Gross amauat 1 which carried gt close
Initial Cost te Company ecquisition of period
Encut- Buildings &  Improve-  Carrying . Buildings & Accumulated Date of Date
Properties brances Land I[mprovements — ments Costx Lacd  lmprovements  Total Deprecintion  Construction Acquired
Assisted Living Centers (3)
Tenncssce — 871 7,062 — — 7 7.062 7,933 1,562 N/A 12/31/98
& 3/31/99
Retirement Ceater (1)
ldaho — 243 4,182 — —_ 243 4,182 4,425 1,265 N/A 8/13/98
Retizement Ceatar (1)
Missouri — 344 3,181 - — 344 3,181 3,525 1,775 N/A 1041791
Retirement Centers {2)
Tennessee — 64 5,643 -_— _ 64 5,643 5,707 2,728 N/A 10/17/91
£5,711  £26,314 $282,781 $ 312 5 — $26314 $281,093 $309,407 5121952

NOTES TO SCHEDULE Il - REAL ESTATE AND ACCUMULATED DEPRECIATION

(A) Set Notes 3 and 16 of Notes to C

tidated Finsncial Statement

(B) Drcpreciation s calculated using estimated depreciation lives up to 40 years for all completed facilities.
(C) Subsequent to NHC's transfer of the originol real eslate properties in 1991, we have purchased from

NHC $33,909,000 of additions to those properties. As the additions were purchased from NHC rather than

developed by us, the $33,90%,000 has been included in Column C - Initial Cost to us.



NATIONAL HEALTH INVESTORS, INC.
SCHEDULE IlI - REAL ESTATE AND ACCUMULATED DEPRECIATION
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 AND 2005

December 31
2007 2006 2005

Investment in Real Esiate:

Balance ot beginning of peried $376,407 £394.913 $402,067

Additions through cash expenditures 2,491 2,499 12,264

Additions in exchange for rights under mortgage notes receivable — — —_

Sale of properties for cash {69,491) (21,005) (16,868)

Impairment write-downs — — (2.550)

Other — — —

Balance at end of year $309,407 5376,407 5394,913
Accumulated Drepreciation:

Balance at beginning of period $141,208 $131,784 §123,897

Addition charged to costs and expenses 11,751 12,026 12,855

Sale of properties (31,007) (2,602} (4,968)

Balance at end of year $121,952 5141,208 5134,784




MNATIONAL HEALTH INVESTORS, TNC,
SCHEDULE TV - MORTGAGE LOANS ON REAL ESTATE

DECEMBER 31, 2007

Column A Column B Column C Column D Columa E  Column F Columm G Column H
Principal
Amount
of Loan Subject
Final Monthly Qriginal To Delinquent
Interest Maturicy Payment Prior  Face Amount Carrying Ameunt  Principal or
Description Rate Date Terms Liens ofMorigages of Marlgages Interest

First Mortgage Loans:
Flarida 11.5% 2008 $398,000 Neoe 325900000 § 26,518,000 None
Georgia Prime + 2.0% Januacy, 2009 Int. only None $00,000 132,000 None
Georgia(A) 2.0% January, 2009 120,000 None 12,162,000 4,628,000 None
Adlanta, Georgia (A) 6.5% September, 2013 22,000 Nene 5,158,000 369,000 None
TN and FL. Homes 10.00% November, 2008 50,000 Mene 5,196,000 3,949,000 Nane
Osceoln, Florida 2.5% Januery, 2009 70,000 None 7,900,000 6,817,000 None
Dripping Springs, Gainesville,

Texes 2.0% March, 2019 19,000 Noae 2,500,000 2,500,000 None
7 Mortgages, Virginia
($2,134,000 10 53,935,000 cach) §.0%-9.6%  August 2027 to June 2032 165,000 None 20,774,000 18,373,000 Nong
2 Manigages, Massachusetts and New Hampshire {$1,125,000 to 9,000 10
£9,005,000 each} 6.9% Augusi 2011 69,000 None 40,526,000 40,526,000 None
% Morigages, Kansas and Missourd ($707,000 to 52,082,000 each) 8,000 ta
(B) 3.0% to 8.5% December 2014 25,000 None 26,293,000 26,293,000 None

$134,605,000

NOTES TO SCHEDLULE TY - MORTGAGE LOANS ON REAL ESTATE

(A}

8)

1}
@
(£}

We have reduced the carrying amount of this morigege loan by a reserve ar wrile-off caleulated in aceordancs with the provisions of Statement of

Financial Accounting Standards 114,

“Accounting by Creditors for Impairment of s Lozn - An Amendment of FASB Statements No. 5 and 15", The reserve or write-ofF is besed on our

knowledge of the genersl

economic condition in the long-term health care indusiry and the cash flows of the long-term health care facilities that service the morigage loan.
Note A in the amount of $16,513,000 is at 8.5%. Nofe B in the amount of §9,780,000 is at 3% with eIt principal and interesi due at maturity,

See Note 4 of Notes 1o Consolideied Financial Statements.
For lax purposes, the cost of investments is the catrying amount.
Non-morigage notes receiveble unrelated 10 real estate of $7,050,000 at December 31, 2007 are not reported on this schedule.



NATIONAL HEALTH INVESTORS, INC.
SCHEDULE IV - MORTGAGE LOANS ON REAL ESTATE (continued)
FOR THE YEARS ENDED DECEMBER. 131, 2007, 2006 AND 2005

December 31
2007 2006 2005
fin thousands)

Reconciliation of mortgage loans

Balance at beginning of period §90,782 5115901 $109,046
Additions:

New morigage loans 74,835 1,063 22,079

Total Additions 74,835 11,063 22,079
Deductions during period:

Loans written off — — 5,435

Collection of principal, net 31,012 36,182 9,789

Total Deductions 31,012 36,182 15,224

Balance at end of period $134,605 $90,782 $115,901

9

(Back To Tep)
Section 3: EX-23 (EXHIBIT 23)

EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

National Health Invesiars, In¢.
burfreesboro, Tennessee

We herasby consent to the incorporation by reference in the Registration Statements on Ferm $-3 (No, 33-72370 and Na. 33-
$5398) and on Form $-8 (No. 333-127179) of National Health Investors, Inc. of our reports dated February 28, 2008, relating ta the
consolidated financial statements, financial stotement schedules and the effectiveness of National Health Investors, Inc.’s
internal control over financial reporting, which is inciuded in this Annual Report on Form 10-X.

/s/ BDO Seidman, LLP

Nashville, Tennessee
February 28, 2008

(Back To Top)
Section 4: EX-32 (EXHIBIT 32)

Exhibit 32

Certification of Annual Report on Form 10-K
of Natlonal Health Investors, Inc.
Far The Year Ended December 31, 2006

The undersigned hereby certify, pursusnt to 1B U.5.C. Section 906 of the Sarbanes-Oxley Act of 2002, that, to the
undersigned’s best knowledge and belief, the Annual Report on Form 10-X for National Henlth Investors, Inc. (“Issuer”) for the
period ¢cnded December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof {the “Repart™):

{2} fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and
(b} the information contained in the Report fairly prescnts, in all material respects,

the financiat condition and results of operations of the Issuer.




This Certification accompanies the Annual Report an Fonn 10-K of the Issuer for the annual period ended December 31, 2007.

This Certification is executed as of February 28. 2008.

/s/ W. Andrew Adams

W. Andrew Adams

Chairman, Board of Directors and
Chief Executive Officer

/s/ Roger R. Hopkins

Roger. R. Hopkins

Chief Accounting Officer
{Principal Accounting Officer)

A signed original of this written statement required by Section 906 has been provided to National Health Investors, Inc. and will
be retained by National Health Investors, Inc. and fumnished to the Seeurities and Exchange Commission or its staff upon
request.

(Back To Top)

Section 5: EX-31 (EXHIBIT 31.1)

EXHIBIT 311
CERTIFICATION

I, W. Andrew Adams, centify that:

1. Thave reviewed this annual report on Form 10-K of National Health Investors, Inc.;

2. Based an my knowledge, this annual report does nat contain any untrue statement of a material fact or omit to state &
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairty present in
all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this repord;

4, The registrant’s other certifying officer and 1 are responsible for esteblishing and maintaining disclosure conirols and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e}} and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f}) and 15d-15(f)} or the registrant and have:

a, Designed such disclosure controls and procedures, or ceused such disclosure comtrols and procedures to he
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, paniicularly during the period in which
this report is being prepared;

b. Designed such internal contro! over financial reparting, or caused such internal conirol over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financiel reporting and
the preparation of finaocial statements for external purposes in accordanee with generally accepted accounting
principles; :

¢. Evaluated the effeetiveness of the registrant’s disclosure controls and procedures and presented in this report our
canclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal cantrol over financial reporting that occurred during
the registrant’s most recent fiscal quarter {the registrant’s fourth fiscal quarter in the case of an nanual report) that
has materially affected, or is reasonably likely to materially affect, the repistrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer aod I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant™s board of directors (or persons
performing the equivalent function);

a, All significant deficiencies and material weaknesses in the design or operation of inlernal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and
report financial information; and



b. Any fraud, whether or not material, that involves management or other employees who have o significant role ir the
registrant’s internal control over financial reporting.

Date: February 28, 2008 /s W._Andrew Adams
W. Andrew Adams
Chairman, Board of Directors ond
Chief Executive Officer

(Back To Top)
Section 6;: EX-31 (EXHIBIT 31.2)

EXHIBIT 1.2
CERTIFICATION

1, Roger R Hopkins, certify that:

. Thave reviewed this annuai report on Farm 10-K of National Health Investors, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this annual report;

3.  Based on my knowledge, the financial statements, and other financial information included in this repor, fairly present in
all material respecis the financial condition, results of operations and cash flows of the registrant a3 of, and for, the periods
presented in this report;

4. The registrant’s other cerifying officer and I are responsible for establishing and meintaining disclasure controls and
procedures (as defined in Exchangs Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporling (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

e Designed such discloswre cantrols and procedures, or caused such disclosure controls and proeedures to be
designed under our supervision, to ensure ihat material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this zeport is being prepared;

b. Designed such internal contral over financial reporting, or caused such internal control over financial reporiing to be
designed under our supervision, to provide reasonable assurance regarding the reliebility of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢, Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by
this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal conirol over financial reporting that occurred during
ihe registrant's most recent fiscel quarter {the registrant’s fourth figcal quarier in the case of an annual report) that
hes materially affected, or is reasonably likely to materially affect, the regisirant’s internal control over financial
reporting; and

5. The registrant’s other centifying offecer and T have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent function);

a. Al significant deficiencies and materjal weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability 1o record, process, summarize and
report financial information; and

b. Any froud, whether or not material, that involves management or other employees wha have a significant role in the
registrant’s internal contro] over financial reporting.

Date: February 28, 2008 /s/ Roper B_ Hopkins
Roger R. Hopkins
Chief Accounting Officer
(Principal Aecounting Officer)
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Section 1: 10-K (FORM 10-K 2009)

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K
(Mnrk One}

{2 ] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1034
For the fiscal year ended December 31, 2009

or

[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d} OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 001-10822
National Health Investors, Inc.

(Exact name of registrant as specified in its charier)

Maryland 62-1470956
{State or ather jurisd of pomtion or organizalion) (IRE, Employer Tdentifieation No.)
222 Roberl Rose Drive, Murfressboro, Tennessee 37129
(Address of principal executive offices) (Zip Cade)
(615) 890-9100

(Registrant’s telephone number, including aren code)
Securities registered pursuant to Section 12(b) of the Act:

Title of each Class Name of each exchange on which registered
Common stock, $.01 par value New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Acl. Yes[x] No[ ]
Indiente by check mark if the registrant is not required o file reponis pursuant to Section 13 or Section 15¢d) of the Act. Yes[ ]} No[x]

Indicalz by check mark whether the registrant { 1) has filed all reports required ta be filed by Section 13 or 15{d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes[x] No[ ]

Indicate by check mark whether the registrant hos submitied electronically and posted on ils corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months {or for such shorter
period that the registrant was required to submit and post such files). Yes[ ] No[ 1]

Indicate by check mark if disclosure of delinquent filers pursuant to Iiem 405 of Regulation 8-K (§ 229.405) is not contained herein, and will not be
conlained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 111 of this Form 10-K or
any amendment to this Form 10-K. . Yes[ JNo[x]

Indicate by check mark whether the regisirant is a large accelersied filer, an leratcd filer, a non-accel d filer, or a smaller reposting company. Sez
the definitions of “large accelerated filer”, “roceleraied filer” and “smaller reporting company™ in Rule 12b-2 aof the Exchange Act.

Large nceelerated filer [x] Accelerated filer [1
Non-accelerated filer [] Smaller mparting company [ ]
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 125-2 of the Act). Yes[ ] No[x]

The oggregate market vobue of shares of common stack held by non-affiliates on June 30, 2009 (based on the closing price of these shares an the New
York Stock Exchange) was approximately $689,315,000. There were 27,629,505 shares of the registrant’s common stock owtsianding as of February 18,
2010.

DOCUMENTS INCORFORATED BY REFERENCE
Portlons of the Registrant’s definitlve proxy statement for lis 2410 annual meeting of stockholders ure incorporated by reference into Part 111,
Items 10, 11, 12, 13, and 14 of this Form 10-K_







o
5

Part IL

Part I

Table of Contents

Ttem 1. Business.
Ttem 1A Risk Factors.

ltem 1B. Unresolved Staff Comments,

Ttern 2. Properties Owned or Associated with Morigage 1.oan Investments.

ltem 3. Legal Proceedings.

ltem 4. Mackets for Registrant’s Common Equity, Related Shareholder Matiers and Issuer Purchases of Equity
Securities, 20

Item 5. Selected Financial Data,

Item 6. Management's Discussion and Analysis of Financial Condition and Results of Operations.

Item 6A. Quantitative and Qualitative Disclosures about Market Risk.

Itemn 7. Financial Siatements and Supplementary Data.

Item 8. Chanpes in and Disagreements with Accountants on Accounting and Financial Disclosure.

Ttem 8A. Controls and Procedures.

Ttem 9. Directors, Executive Officers and Corporate Governance,

Item 10. Executive Compensation.
1tem 1. Security Ownership of Certain Beneficial Qwners and Management and Related Stockholder Malters.

Item 12. Certain Relationships and Related Transactions.

Jtem 13. Principal Accountant Fees and Services.

Itemn 14, Exhibits and Financial Staternent Schedules.

Signatures

2

24

36

17

63

63

66

&6

66

66

66

67




Tabie of Contents

Partl

Forward-Looking Statements

References throughout this document to the Company include National Health Investors, Inc. and its wholly-owned
subsidiaries. In accordance with the Securities and Exchange Commission’s “Plain English” guidelines, this Annual Report on
Form 10-K has been written in the first person. In this document, the words “we”, *our”, “ours” and “us” refer only to Naiional
Health Investors, loc. and its wholly-owned subsidiaries and not any other person. Unless the context indicates otherwise,
references herein to “the Company™ include all of our wholly-owned subsidiaries.

This Annual Report on Form 10-K and other materials we have filed or may file with the Securities and Exchange Commission,
as well as information included in oral statements made, or to be made, by our senior management contain cerfain “forward-
looking” statements as that term is defined by the Private Securities Litigation Reform Act of 1995. All statements regarding our
expected future financial position, results of operations, cash flows, funds from operations, continued performance
improvements, ability to service and refinance our debt obligations, ability to finance growih opportunities, and similar

o,

statements including, without limitations, those containing words such as *may”, “will", “believes”, anticipates”, “expects™,

. S

“intends”, “estimates™, “plans”, and other similar expressions are forward-looking statements.

Forward-looking statements involve known and unknown risks and uncerainties that may cavse our actual results in future
periods to differ materially from those projected or contemplated in the forward-looking statements. Such risks and
unceriainties include, among other things, the following risks described in more detail under the heading “Risk Factors” under
Ttem 1A:

*  We depend on the operating success of our customers {facility operators) for collection of our revenues during this time of
uneertain economic conditions in the U.5.; '

We are exposed to risk that our tenants and mongagees may become subject to bankrupicy or insolvency proceedings;

We are exposed to risks related to government regulations and the effect they have on our tenants’ and mortgagees’
business;

*  We are exposed o risk that the cash flows of our tenants and morigagees will be adversely nffected by increased liability
claims and general and professional liability insurance costs;

*  We are exposed to risks related to environmental laws and the costs associated with the liability related to hazardous
substances;

*  Wedepend on the success of future acquisitions and investments;
We depend on the ability to reinvest cash in real estate investmenis in a timely manner and on acceptable tenms;

*  We may incur more debt and intend to replace our current credit facility with tonger tenn debt in the future, which long
term debt may not be available on terms acceptable to the Company;

We are exposed to the risk that the illiquidity of real estate investments could impede our ability to respond to adverse
changes in the performance of our properties;

*  We are exposed to the risk that our assets may be subject to impairment charges;

We depend on the ability to continue to qualify as a real estate investment trust;

We have ownership limits in our charter contains with respect to our common stock and other classes of capital stock;

*  We are subject to cerain provisions of Maryland law and our charter and bylaws that could hinder, delay or prevent a
change in control transaction, even il the transaction involves a premium price for our common stock or our stockholders
believe such transaction to be otherwise in their best interests;

See the notes to the Annual Financial Staternents, and “Business™ and “Risk Factors” under Itern 1 and Item 1A herein fora

discussion of various governmental regulations and other operating factors relating to the health care industry and the risk
factors '
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inherent in them. You should carefully consider these risks before making any investment decisions in the Company. These
risks and uncertointies are not the only ones we face. There may be additional risks that we do not presently know of or that we
currenily deem immaterinl, If any of the risks actually occur, our bustoess, financial condition or results of operations could bé

. materially adverscly affected. In that case, the trading price of our shares of stock could decline and you may lose part or all of

your investment. Given these risks and uncertainties, we can give o assurance that these forward-looking statements will, in
fact, occur end, therefore, caution investors not t¢ place undue reliance on them.

ITEM 1. BUSINESS,
General

Nationa! Health Investors, Inc. (“NHI” or the “Company™), a Maryland corporation incorporated in 1991, is a real estate
investment trust ("REIT") which invests in income-producing health care properties primarily in the long-term eare industry. As
of December 31, 2009, we had ownership interests in real estate and mortgage investments {excluding assets held for sale) with a
carrying value totaling approximately $318,449,000 and other investments in preferred stock and marketable securities of
$59,454,000 resulting in total invested assets of $377,903,000. Our mission is to invest in health care real estate which generates
current income that will be distrbuted to stockholders. We have pursued this mission by acquiring properties to lease
nationwide and making mortgage loans, primarily in the long-term health care industry. These investments include skilled
nursing facilities, assisted living facilities, medical office buildings, independent living facilitics and acute care hospitals, all of
which are collectively referred to herein ss "Health Care Faeilities”. We have funded these investments in the past through
three sources of capital: (1) current cash flow, including principal prepayments from our borrowers, {2} the sale of equity
sceurities, and {3) debt offerings, including bank lines of credit, the issuance of convertible debt instruments, and the issuance
of ordinary debt. At December 31, 2009, we had no ouistanding debt.

At December 31, 2009, our continuing operations consisted of investments in real estate and mortgage notes receivable in 108
health care facilities located in 20 states consisting of 78 skilled nursing facilities, 21 assisted living [acilities, 4 medical office
buildings, 4 independent living facilities and 1 acute core hospital. These investments consisted of approximately $223,861,000
of net real estate investments with 16 lessees and $94,588,000 aggregate carrying value of mortgage notes receivable from 14
borrowers, There are 75 health care facilities leased to operators, 41 of which are leased to National HealthCare Carporation
{“NHC"), a publicly-held company and our largest customer. These 41 facilities include 4 centers subleased 10 and aperated by
other companies, the lease payments to us being guaranteed by NHC.

Beginning with our incepticn in 1991, NHC provided advisory services ta us under on Advisory, Administrative Services and
Facilities Agreement {the "Advisory Agreement"). Effective November 1, 2004, we assigned the Advisory Agreement with NHC
1o Management Advisory Source, LLC {“MAS™}, formed by our Chiel Executive Officer and Board Chaimman W. Andrew
Adams. We have no ownership in MAS. Pursuant to this Advisory Agreement, services related to investment activities and
day-to-day managemeot and operations were provided to us by MAS. Accordingly, MAS was subject to the supervision of
and policies established by our Board of Directors. On December 3, 2007, we elected to become a self-managed REIT, with our
own management reperting directly to the Board of Directors, and we terminated the Advisory Agreement with MAS on March
31,2008, Under a consulting agreement with our Board of Directors, Mr. Adams continues to serve os Chief Executive Officer
and remains the Chairman of the Board of Directors. On February 25, 2009, Justin Hutchens assumed the positions of President
and Chief Operating Officer.

All of our investments in real estate and notes receivable are within the United States. We are managed as one reporting unit,
rather than multiple reporting umits, for intemal reporting purposes and for internal decision making. Therefore, we have
concluded that we operatc as a single segment. Information about revenues from our tenants and borrowers, a measure of our
income, and total assets for this segment can be found in Item 7 of this Annual Report.

Types of Health Care Facilities

Skilled nursing facifities. As of December 31, 2009, we owned and leased 47 licensed skilled nursing facilities, 34 of which
are operated by NHC, We also had mortgage loans on 31 licensed skilled nursing facilities. These [acilitics provide some
combination of skilled and intermediate nursing and rehabilitative care, including speech, physical and occupational therapy.
The operators of the skilled nursing [acilities receive payment from a combination of private pay sources and government
programs such as Medicaid and Medicare. Skilled nursing facilities are required to obtain state licenses and are highly
regulated at the federal, state und local level. Most skilled nursing facilities must obtain certificates of need from the state
before opening or expanding such facilities. Some skilled nursing facilities include assisted living beds.
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Assisted Living Facilities. As of December 31, 2009, we owned and leased 19 assisted living facilities and had mortgage
foans on 2 other facilitics. Assisted living facililies are either free-standing or are attached to skilled nursing or retirement
facilities and providc basic reom and board functions for the elderly. Some assisted living projects include licensed skilled
nursing beds. On-site stafl personnel are available to assist in minor medicat needs on an as-needed basis.

Medical office buildings As of December 31, 2009, we owned and leased 4 medical office buildings. Medical office
buildings arc specifically configured office buildings whose tenanis are primarily physicians and other medical practitioners.
Medical office buildings differ from conventional office buildings due to the special requirements of the tenants, Each of our
medical office buildings is leased to one lessee, and is either physically attached to or located on an acute care hospital campus.
The lessee then sub-leases individual office space to the physicians or other medical practitioners. The lessee is responsible to
us for the lease obligations of the entire building, regardless of its ability to sub-lease the individual office space.

Independent living facilities. As of Decernber 31, 2009, we owned and leased 4 independent living facilities, 3 of whbich are
leased to NHC and oné to Sun Healtbcare, Independent living facilities offer specially designed residential units for the active
and ambulatory elderly and provide various ancillary services for their residents including restaurants, activity rooms and social
arcas. Charges for services are paid from private sources without assistance from government programs. Independent living
facilities may be licensed and regutated in some states, but do not require the issuance of a certificate of need such as is
required for skilled nursing facilities.

Acute care hospital. As of December 31, 2009, we owned and leased 1 acuie care hospital. Acute care hospitals provide a
wide range of inpatient and outpatient services and are subject to extensive federal, stats and local legislation and regulation.
Acute care hospitals undergo periodic inspections regarding standards of medical care, equipment and hygiene as a condition
of licensure. Services provided by acute care hospitals are genersally paid for by a combination of private pay sources and
governmental programs. .

Nature of Invesiments

Our investments are typically structured as acquisition of praperties with in-place leases, acquisition of properties through
purchase-leaseback transactions or mortgage loans. We have also provided construetion loans for facilities for which we were
already commitied 1o provide long-tenm financing or for which the operator agreed to enter into a lease with us upon completion
of the construction. The lease rafes of our leases and interest rates on our morigage and construction loans have typically
ranged between 9% and 12% per anoum. We normally charge a commitment fee of 1% based on the purchase price of the
property in a purchase-leaseback transaction or the total principal amount of a mortgage loan. In instances where construction
linancing has alse been supplied, there is generally an additional 1% commitment fee. We believe our lease and loan terms are
competitive within our peer group. Except as described in Note 4 of our consolidated financial siatements, at December 31, 2009
all of our Health Care Fecilities were performing under the terms of their mortgage loans or leases. Typical characteristics of
these transactions are as follows:

Mortgage Loans. In general, our mortgage loans have a maturity of at least 10 years with the principal amariized over 20 to
25 years and a balloon payment due at maturity., Most of the loans are at a fixed interest rate; bowever some have an additional
interest component which is based on the escalation of gross revenues of the facility or fixed rale increases. In most cases, the
owner of the facility has committed to make minimum annoual capital expenditures for the purpose of maintaining or upgrading
their respective facility. Additionally, most of our loans are collateralized by first mortgage liens and corporate or personal
cuarantecs.

Leases. Qur leases generally have an injtial leasehold term of 10 to 15 years with one or more 5-year renewal options. The
leases are “triple net leases” under which the tenant is responsible for the payment of afl taxes, utilities, insurance premium
costs, repairs and other charges relating to the ownership and operation of the Health Care Facilities. The tenant is generally
obligated at its expense to keep all improvements, fixtures and other components of the Health Care Facilities covered by "all
risk” insurance in an amount equal to at least the full replacement cost thereof and to maintain specified minimal personal injury
and property damage insurance. We are an additional insured party on the tenant's insurance policy. The leases also require
the tenant to indemnify and hold us harmless from all claims resulting from the use and cccupancy of each Health Care Facility
by the tenant and related activitics, and to indemnify us against all costs related to any release, discovery, clean-up and removal
of hazardous substances or materials on, or other environmental responsibility, with respect to, each Health Care Facility.

Most of our existing leases contain annual escalators in rent payments. For financial statement purposes, rental income is
recognized on o straigbt-line basis over the term of the tease. All of the acute care and medical office building properties which
we own and lease give the [essec an option to purchase the underlying property at the greater of i} our acquisition costs; ii) the
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then fair market value as established by independent appraisers or iii) the sum of the land costs, construction costs and any
additional capital improvements made to the property by us. In addition, the acute care and medical office building leases
contain a right of first refusal for the lessee if we receive an offer ta buy the undertying leased property.

Some of the cbligations under the leases are guaranteed by tbe parent corporation of the lessee, if any, or affiliates or
individual principals of the lessee. In some leases, the third party operator will also guarantee some portion of the lcase
obligations, Some obligations are backed further by other collateral such as machinery, equipment, furnishings and ather

personal property.

Constriction toans. From time to time, although none are curzently outstanding, we also provide construction loans that by
their terms convert either into purchase-leaseback transactions or mortgage loans upon the completion of the eonstruction of
the facility. The terms of such construction loans are for & pericd which commences upon tbe clesing of such loans and
terminate upan the earlier of (o} the completion of the construction of the applicable facility or {b} a specific date. During the
term of the construction loan, funds are usually advanced pursuant to draw requests made by the borrower in accordance with
the terms and conditions of the loan. In pddition to the security of the lien against the property, we will gencrally require
additional security and collateral in the form of either payment and performance completion bonds or completion guarantees by
the borrower's parent, affiliates of the borrower or one or more of the individuals whe control the barrower.

Investment in Preferred Stock and Marketable Securities. We invest a portion of our funds in the preferred and common
shares of other publicly-held REITs ta ensure the substantial portion of our assets are invested for rcal estate purposes. At
December 31, 2009, our investments in preferred and common shares of publicly-held REITs were $58,317,000 and our
investments in other available for sale marketable securities were 31,137,000, Refer to Notes 5 and 6 of our conselidated
financiol statements for further information,

Competition and Market Conditions

We compete with real estate partnerships, other REITs and otber investors {(including, but not limited to, banks, insurance
companies, and investrnent banks who market securities in mortgage funds) in the acquisitien, leasing and finencing of heallh
care-related entities primarily on the basis of price, available capital, knowledge of the industry and flexibility of financing
structure.

The operators of the Health Care Facilities compete on a local and regional basis with operalors of facilitics that provide
comparable services. Operators compete for patients and staff based an quality of care, reputation, physical appearance of
facilities, services offered, family preference, physicians, staff and price. They compete with independent operators as well as
companies managing multiple facilities, some of which are substantially larger and bave greater resources than the operatars of
the Health Care Facilities. Some of these facilities are operated for profit while others are owned by governmentnl agencies or
tax exempt not-for-profit organizations.

The skilled nursing facilities to which we provide mortgage Joans and which we lease to others receive the majority of their
revenues from Medicare, Medicaid and other povernment programs. From time to time, these facilities have experienced
Medicare and Medieaid revenue reductions brought about by the ¢nrctment of legislation to reduce government costs. In
particular, the establishment of a Medicare prospective payment system {"PPS™) for skilled nursing facility services to replace
the cost-based reimbursement system significanily reduced Medicare reimbursement to skilled nursing facility providers. While
Congress subsequently took steps to mitigate the impact of the prospective payment system on skilled nursing facilities, other
federal Icgislative policies have been sdopted and continue to be proposed that would reduce Medicare and/or Medicaid
payments to nursing facilities. State Medicaid funding is not expected to keep pace with inflation according to industry studies.

Any changes in government reimbursement methodology that reduces reimbursement to levels thot ore insufficient to cover
the operating costs of our borrowers and lessees could adversely impact us. The assisted living industry generaliy relies on
privaie-pay residents who may be negatively impacied in an econamic downturn. The success of these facilities is often
impacted by the existence of comparable, competing lacilities in a Jocal market.

Operators

The majority of the Health Care Facilities are opernted by the owner or lessee. As 2 percent of {otal investments at net book
value, approximately 26% of the Health Care Facilities are operated by publicly-owned companies, 66% are operated by regional
health care opemtors and 8% are operuted by smaller operators. We consider the operator to be an imporant factor in
determining the creditworthiness of the investment, and we generally have the right to approve any changes in opcratars. At
December 31, 2009, operntors who operate more than 3% of our total real estate investments at net book vatue were as follows:
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National HealthCare Corp.; Community Health Systems, Inc,; RGL Development, LLC; Legend Healthcare, LLC; American
HealthCare, LLC; Senier Living Management Corperation, LLC; Health Services Monagement, Inc.; ElderTrust of Florida, Inc.;
Sunrise Senior Living, Inc.; SeniorTrust of Florida, Inc.; and Bickford Senior Living,

NHC Master Agreement to Lease

On December 27, 2005, under an amendment to the Master Agreement, NHC exercised its option to extend the existing lease
on 4] properties for the second renewal term. These 41 properties include 38 skilled nursing facilities (4 of which are subleased
to other parties for whom the lease payments are guaranteed to us by WHC under the Master Agreemnent) and 3 independent
living facilities. The 15-year lease extension began January 1, 2007, and includes 3 additional 5-year renewal options, each at fair
rental value of such leased property as negolinted between the partics and determined without including the value attributable
to any improvements to the lensed property voluniarily made by the {enant at its expense, Under the terms of the lease, rent
escalates by 4% of the increase, if any, in each facility’s revenue over a 2007 base year. We refer to this additional rent
eompaonent as “percentage rent”.

The Master Agreement is o "triple net iease" under which NHC is responsible for ali taxes, utilities, insurance premium costs,
repairs (including structural portions of the buildings) and other charges relating to the ownership and operation of the Health
Care Facilities, NHC is obligated at its expense to keep all improvements and fixtures and other eomponenis of the Health Care
Facilities covered by "all risk” insurance in an amount equal to the fufl replacement costs thereof, insurance against boiler
explosion and similar insurance, flood insurance if the land constituting the Health Care Facility is located within a designated
flood plain area and to maintain specified property damage insureoce, protecting us as well as NHC at such Health Care Facility.
NHC is alse ohligated to indemnify and hold us harmiess from all claims resulting from the use and occupancy of each Health
Care Facility by NHC or persons claiming urder NHC and related activities, as well as to indemnify us against all costs related to
any release, discovery, cleanup and removal of hazardous substances or matcrials on, or other environmental responsibility,
wilh respect to each Health Care Facility leased by NHC.

Our rental income in 2009 was $55,076,000 (334,782,000 from NHC); in 2008 was $48,339,000 (333,700,000 from NHC); and in
2007 was 546,198,000 ($33,700,000 from NHC),

Commitments

As of December 31, 2009, we had pending commitrnents related to two health care real estate projests: (1) one of our leascs
contains & provision whereby we will fund up fo $750,000 of ccrtain capital improvements and operating equipment purchases
with the total being ndded to the base amount from which the lease payment is calculated, and {2) we were committed to fund an
additional $250,000 on a mortgage note receivable. We have sufficient liquidity to fund these commitments and Lo finance new
investments.

In December 2009, we agreed to purchase the six Florida properiies (which are lensed to a third-party for $6.2 million annually,
plus cscalators over the initial lease term expiring in 2014) from CFA for a total of $67 million.

Soorces of Revenues

Gengrel, Qur revenues are derived primarily from rental income and mortgage interest income. During 2009, rental income
equaled $55,076,000 of which $34,782,000 or 63% was from facilities Jeased by NHC. Morigage interest income tofaled
$9,145,000. The source and amount of revenues of our lessces and borrowers are determined by (i) the licensed beds or other
capacity of the Henlth Care Facilities, (ii} the occupancy rate of the Health Care Facilities, (iii) the extent to which the services
provided at each Health Care Facility are utilized by the patients, (iv) the mix of private pay, Medicare and Medicaid patients at
the Health Care Facilities, and (v} the rates paid by private paying patients and by the Medicare and Medicaid programs.

Governmental and other concerns regarding health care costs have and may continue to result in significan! reductions in
payments to health care facilities, and there can be no assurance that future payment rates for either governmental or private
health care plans will he sufficient to cover cost increases in providing services to patients. Any changes in reimbursement
policies which reduce reimbursement to levels that are insufficient to cover the cost of providing patient care have and could
continue to adversely affect revenues of our lessees and borrowers and therehy adversely affect those lessees' and borrowers’
abilities 1o make their lease or debt payments to us, Failure of the lessees or borrowers to make their lease or debt payments
would have a direct and material adverse impact onus,
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Medicare and Medicald. A significant portion of the revenue of our lessees and borrowers is derived from govermnmental-
funded reimbursement programs, such as Medicare and Medicaid. Reimbursement under these programs is subject to periodic
pre- and post-payment review and other audits by federal and state authorities. Medicare is uniform nationwide and reimburses
nursing centers under a fixed payment methodology named the PPS. PPS was instituted as mandated by the Balanced Budget
Act ol 1997.- PPS became effective July 1, 1998. PPS is an acuity based classification system that uses nursing and therapy
indexes adjusted by geogrmphical wage indexes to calculate per diem rates for each Medicare patient. Payment rates are
updated annually and are generally increased each Qctober when the federal fiscal year begins, The acuity classification
system is named Resource Utilizntion Groups 1T (“RUGs”). PPS as implemented had an adverse impact on the heaithcare
industry and our lessees’ and borrowers’ business by decreasing payments materially, which adversely impacted our business.

Refinements in the form of temporary add-ons provided some relief until October 1, 2002. Since then, annual market basket
(inflationary) increases have continucd to improve payments; hawever, other federal legislative policies have been adopted and
continue to be proposed that would reduce Medicare and/or Medicaid payments fo nursing facilities,

Medicaid is a joint federn] and state progrom designed to provide medical essistance to “cligible needy persons™. These
programs arc opcrated by state ogencies that adopt their own medical reimbursement methodology and standards. Payment
rates and covercd scrvices vary from state to state. In many instances, revenues from Medicaid programs are insufficient to
cover the actual costs incurred in providing care to those patients. State Medicaid plans subject 1o budget constraints are of
particular concem to us given the repeal of the Boren Amendment by the Balanced Budget Act of 1997, The Boren Amendment
provided fuir reimbursement protection to nursing facilities. Changes in federal funding and pressure on certain provider taxes
coupled with state budget problems have produced an uncertain environment. Industry studies predict the Medicaid crisis will
continue with states required contribution to Medicare Part D and anticipated budget deficits. States will more than likely be
unable to keep pace with nursing center inflation. States arc under pressure to pursue other alternatives to long term care such
as community and home based scrvices. Furthermore, several of the states in which we have investments have actively sought
to reduce or siow the increase of Medicaid spending for nursing home care.

Mecdicare and Medicaid programs ore highly regulated and subject to frequent and substantial changes resulting from
legislation, adoption of rules and regulations and sdministrative and judicial interpretations of existing law, Moreover, a5 health
care facilities have experienced increasing pressure from private payors atiempting to control health care costs, reimbursement
from private payors has in many cases effectively been reduced to levels approaching those of govemment payors. Healthcare
reimbursement will likely continue to be of significant importance to federal and state authorities. We cannot make any
assessment as to the ultimate timing or the effect that any future legislative reforms may have on our lessees' and bommowers®
costs of doing business and on the amount of reimbursement by government and other third-party payors.

Government Regulation

Licensure and Certification, The health care industry is highly regulated by federnl, state and local law and is directly
aflected by state and local licensing requirements, facility inspections, state and federal reimbursement policies, regulations
concemming capital and other expenditures, certification requirements and other such laws, regulations and rules. Sanctions for
failure to comply with these regulations and laws include (but are not limited to) loss of licensure, fines and loss of certification
1o participate in the Medicare and Medicaid programs, as well as potential criminal penalties. The failure of any lessee or
borrower to comply with such laws, requirements and regulations could affect its ability 1o operate the facility or facililies and
could adversely affect such lessce’s or borrower's ability to meke lease or debt payments to us.

In the past several years, due to rising health care costs, there has been an increased emphasis on detecting and eliminating
fraud and abuse in the Medicare and Medicaid programs. Payment of any consideration in exchange for referral of Medicare
and Medicaid paticnts is generally prohibited by federal statute, which subjects violators 1o severe penalties, including
exclusion from the Medicare and Medicaid programs, fines and even prison sentences. In recent years, both federal and state
governments have significantly increased investigation and enforcement activity to detect and punish wrongdoers. [n addition,
Iegislation has been adopted at both state and federal levels which severely restrict the ability of physicians to refer paticnts to
entities in which they have a financial interest.

1t is anticipated that the trend toward increased irvestigation and enforcement activity in the area of fraud and sbuse, as well
n5 sell-refermal, will continue in future years. Cerain of our investmenis are with lessees or borrowers which ore partiaily or
wholly owned by physicians. In the event that any lessee or borrower were to be found in violation of laws regarding fraud and
abuse or sellreferml, that lessee’s or borrower's ability to operate the facility as a health care facility could be jeopardized, which
could adversely affect the lessee's or borrower's ability to make lease or debt payments to us and thereby ndversely affect us.
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Ceriificates of Need. Certain Health Care Facilitics in which we invest are also generally subject fo state statutes which may
require regulatory approval in the form of a certificate of necd ("CON") prior to the addition or construction of new beds, the
addition of services or cenlain capital expenditures. CON requirements are not uaiform throughoui the United States and are
subject to change. We cannot predict the impact of regulatory changes with respect to CONs on the operations of our lessees
and mortgagees; however, in our primary market areas, a significant reduction in new construction of long-term care beds has
occurred.

Invesiment Policies

QOur investment objectives arc (i) to provide current income for distribution to our stockholders through investments pritnarily
in health care related facilities, (ii) to provide the opportunity to realize capital growth resulting from appreciation, if eny, in the
residual value of our portfolio properties, and (jii} to preserve and protect stockholders’ capital. There can be no assurance that
these objectives will be realized. Our investment policies include making investments in real estale and mortgage notes
receivable, highly-liquid cash accounts, and securities of other publicly-held REITs.

We made new investments in real estate and mortgage assets during 2009 totaling $89,070,000 and we anticipatc maling
additional investments in 2010 that meet our risk profile. In making new investments, we would consider such factors as (i) the
geographic area and type of property, (i) the location, construction quality, condition and design of the property, (iii) the
current and anticipated cash flow and its adequacy to meet operational needs and lease or mortgage obligations and to provide
a competitive market relurn on equity to our investors, (iv) the growth, tax and regulatory environments of the communities in
which the propenties arc located, (v) occupancy and demand for similar health care facilities in the same or nearby communities,
{vi) the quality, expericnce ond creditworthiness of the management operating the facilities located on the property and (vii) the
mix of private and government-sponsored patients. There ean be no assurances that investments containing these atiributes
will be found or closed.

We will not, without the approval of a magority of the Board of Directors, enter into any joint venture relationships with or
acquire from or sell to any director, officer or employec of NHI, or any affiliate thereof, as the case may be, any of our assets or
other property.

The Board of Directors, without the approval of the stockholders, may alter our investment policies if they determine that
such a change is in our best interests and our stockholders™ best interests. The methods of implementing our investment
policies may vary as new investment and financing techniques are developed or for other reasons.

Future investments in health care related facilities or businesses may utilize borrowed funds when it is advisable in the
opinion of the Board of Directors. We may ncgotiate lines of credit or arrange for other short or long-term borrowings from
banks. We may arrange for long-term borrowings from institutional investors or through public offerings. We have previously
invested and may in the future invest in propenies subject to existing loans or secured by morigages, deeds of trust or similar
liens with favoreble terms or in mortgage investment pools,

Exccutive Officers of the Company
The table below sets forth the name, position and age of each of our executive officers. Each executive officer is appointed by

the Board of Directors, serves at its pleasure and helds office for a term of one year. There is no “family relationship” among
any of the named executive officers or with any director, Allinformation is given as of February 18, 2010:

. Name Positlon Age
W. Andrew Adams Chairrnan of the Board and 64
Chief Executive Officer
Y. Justin Hutchens President and Chief Opernting Officer 35
Roger R. Hopkins Chief Accounting Officer 48

W. Andrew Adams has been our Cheirman of the Board. and Chief Executive Officer since our inception in 1991. Mr. Adams
was President and Chief Executive Officer of National HealthCare Corporatien (“NHC"} until be resigned those positions in
2004, He remains on its Board of Directors, and served as Chairman of the Board until 2008. Mr. Adams served as President of
National Health Realry, Ine. (“NHR™} from 1997 until Novemnber 2004 and served ag Chairman of the Board until NHR was
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acquired by NHC in 2007. Mr. Adams serves on the Board of Directors of SunTrust Bank in Nashville, Tennessee. He received
his B.S. ond M.B.A. degrees from Middle Tennessee State University.

I. Justin Huichens was appointed o5 the President and Chief Operating Officer of NH1 on February 25, 2009. Prior to joining
NHI, he held both regional and national management positions with assisted living and long-term care operating companies.
Mr. Hutchens has national operating experience as the Senior Vice-President & COO of Summerville Senior Living in 2003 until
the Summerville merger with Emenitus Senior Living (NYSE:ESC) in 2007 at which time he was appointed the Executive Vice-
President & CCO role of Emeritus, He received a B.S. degree in Human Services from the University of Northem Colorado in
Grecley, CO. Mr. Hutchens undertook his graduate studies in Management at Regis University in Deaver, CO. He completed an
Executive Management Program studying Measurement and Contro! of Organizational Performonce at the University of
Michigan in Ann Arbor, M1,

Roger R. Hopkins joined us in 2005 and was named Chiel Aceaunting Officer on December 31, 2006. Until 2006, he was a
partner in the Tennessee regionnl accounting firm of Redefer Moss & Co, PLLC. He was previously o senior manager in the
Nashville, Tennessee office of Deloitte & Touche, Mr. Hopkins received his B.S. degree in accounting {rom Tennessee
Technological University in 1982 and is a Centified Public Accountant,

We hove o staff of 9, all serving in our corporate office. Essential services such as intermal auditing, tax compliance,
information technology and legal services are outsourced to third-party professional firms.

Investor Informatlon

We maintain a worldwide web site at www.ohinvestors.com. We publish to this web site our annual report on Form 10-K,
quarterly reports on Form 10-Q, current reporis on Form 8-K, and press releases. We have a policy of publishing these on the
web site within two (2) business days alter public release or filing with the SEC.

We also maintain the following documents on the web site:

* The NHI Code of Ethics and Standards of Conduct. This has been adopted for all employees, officers and directors of
the Company. The website will also disclose whether there have been any amendments or waivers to the Code of Ethics
and Standards of Conduct. To date there have been none.

* Information on our “NHI Valuesline” which allows our employees and stockholders unrcstricted access o our Intermal
Auditor, executive officers and directors. The toll free number is 800-526-4064 and the communications may be made

anonymously, if desired.
* The NHI Restated Audit Committee Charter.
* The NHI Compensation Committee Charter.
* The NHI Momination and Corporate Govemance Commitiee Charter.

We will furnish, free of charge, n copy of any of ihe above documents to any interested investor upon receipt of a written
request.

Qur transfer agent is Computershare. Computershare will assist registered owners with the NHI Dividend Reinvestment plan,
change of nddress, transfer of ownership, payment of dividends, replacement of lost checks or stock cenificates. Contact

information is: Computershare Trusi Company, N.A_, P.O. Box 43078, Providence, RI 02940-3078. The toll free number is 800-
942-5909 and the website is www.computershare.com,

The Annual Stockholders' meeting will be held at 11:00 a.m. local time on May 7, 20t0 at the Center for the Arts, 110 College
Street, Murfreesboro, TN,

ITEM 1A. RISK FACTORS,

We depend on the operating success of our customers (facility operators), whose business is focused in the skilled nursing
and assisted living industry, for collection of our revenues during this time of uncertain economic conditions in the U.S.

10
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Revenues to operators of the Health Care Facilities are primarily driven by occupancy, Medicare and Medicaid reimbursement
and private pay rates. Revenues from government reimbursement have, and may continue to, come under pressure due to
reimburscment cuts and from widely-publicized lederal and state budget shortfalls and constraints. Overall weak economic
conditions in the U.S. which affect housing sales, investment returns and personal incomes may adversely affect occupaney
rates of essisted living facilities that generalty rely on private pay residents. Expenses for the Healtb Care Facilities are driven
by the costs of labor, food, utilities, taxes, insurance and rent or debt service. Liability insurance and staffing costs continue to
increase for our operators. To the extent any decrease in revenues and/or any increase in operaling expenses resulls in a facility
not generaling enough cash to make scheduled payments to us, our revenues, net income and funds from operations would be
adversely affected. Such events and circumstances would cause us to evaluate whether there was an impairment of the real
estate or mortgage loan that should be eharged to eamings. Such impairment would be measured as tbe amount by which the
carrying amount of the asset exceeded its fair value. Consequently, we might be unable to majntain or increase our current
dividend and the market price of our stock may decline.

We are exposed to the risk that aur tenants and morigagees may noi be able to meet the rent, principal and interest or
other payments due us, which may result in an operator bankrupicy or insolvency, or that an operator might beconte subject
ta bankrupicy or insolvency proceedings for other reasons.

Although our operating lease agreements provide us the right to evict an operator, demand immediate payment of rent and
exercise other remedies, and our mortgage loans provide us the right to terminate any funding obligations, demand immediate
repayment of principal and unpaid interest, foreclose on the collateral and exercise other remedies, the bankruptcy laws afford
certain rights to a party that has filed for bankruptey or reorganization. An operator in bankrupicy may be able to limit or delay
our ability to collect unpaid rent in the case of a lease or to receive unpaid principal and/or interest in the case of a morigage
loan and to exercise otber rights and remedics. We may be required tn fund certain expenses (e.g. real estate taxes, matntenance
and capital improvements) to preserve the value of a facility, avoid the imposition of liens on a fecility and/or transition a facility
to o new operator. In some instances, we have terminated our lense with an operator and leased the facility to another operator.
In some of those situations, we provided working capital loans to, and limited indemnification of, the new operator. If we
cannot transition a leased facility to a new operator, we may take possession of that facility, which may expose us to certain
successor liabilities. Should such events occur, our revenue and operating cash flow may be adversely affected.

We are expased to risks related to government regulations and the effect they have on our fenanis’ and morigagees’
busincss, :

Our operators” businesses are affected by government reimbursement and private payor rates. To the extent that any of our
Health Care Facilities receive o significant portion of its revenues from governmental payors, primarily Medicare and Medicaid,
such revenues may be subject to statutory and regulatory ehanges, retroactive rate adjustments, recovery of program
overpayments or set-offs, administrative rulings, policy interpretations, payment or other delays by fiscal intermediaries,
government funding restrictions (at a program level or with respect to specific facilities) and interruption or delays in payments
due to any ongoing governmental investigations and audits at such facilities. In recent years, governmental payors have frozen
or reduced payments to health care providers due to budgetary pressures. Changes in health care reimbursement will likely
continue to be of paramount importance to federal and state authorities. We cannot make any assessment as to the ultimate
timing or effect any future legislative reforms may have on the financial condition of the health care industry. There can be no
assurance that adequate reimbursement levels will continue {0 be available for services provided by any facility operator,
whether the facility receives reimbursement from Medicare, Medicaid or private payors. Significant limits on the scope of
services reimbursed and on reimbursement rates and fees could have e material adverse effect on an operstor’s liguidity,
financial condition and results of operations, which could adversely affect the ability of an opemtor to meet its obligations to
us. In addition, the replacement of an operator that has defaulted on its lease or loan could be delayed by the approval process
of any federal, state or local agency necessary for the transfer of the facility or the replacement of the operstor licensed to
manage the facility.

We are exposed fo the risk that the cash flows of our tenanis and morigagees will be adversely offected by inereased
Hability claims and general and professional lability insurance costs.

Long-term eare facility operators {assisted living and skilled nursing facilities) have experienced substantial increases in both
the number and size of paticnt care liability claims in recent years, particularly in the states of Texas and Florida. As a result,
general and professional liability costs have increased and may continue to increase. Nationwide, long-term care liability
insurance rates are incressing because of large jury awards in states like Texas and Florida. Both Texas and Florida have now
adopted skilled nursing facility liability laws that modify or limit tort damages. Despite some of these reforms, the long-tenm care
industry overall continues to experience very high general and professional liability costs. Insurance companies have
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responded to this claims crisis by severely restricting their capacity to write long-term care general and professional liability
policies. No assurance can be given that the climate for long-term care general and professional liability insurance will improve
in any of the foregoing states or any other states where tbe facility operators conduct business. Insurance companies may
continue fo reduce or stop writing general and professional liability policies for assisted living and skilled nursing facilities,
Thus, genernl and professionsi liability insurance coverage may be restricted, very costly or not available, which may adversely
affect the facility operators’ future operations, cash flows and financial condition and may have a material adverse effect on the
facility operators’ ability to meet their obligations to us.

We are exposed fo risks related 1o environmental laws and the casts associated with the liability related to hazardous
substances.

Under various federn] und state laws, owners or operators of real property may be required to respond to the release of
hazardous substances on the property and may be held liable for property damage, personal injuries or penalties that result from
environmental conlamination. These laws alsc expose us to the possibility that we may become lisble to reimburse the
government for damages and costs it incurs in connection with the contemination. Generally, such liability attaches to a person
based on the person’s relationship to the property. Our tenants or borrowers are primarily respansible for the condition of the
property and since we are a passive landlord, we do not “participate in the management” of any property in which we have an
interest. Moreover, we review environmentel site assessment of the properiies that we own or encumber prior to taking an
interest in them. Those nssessments are designed lo meet the “all appropriate inquiry” standard, which gualifies us for the
innocent purchaser defense if environmental liabilities arise. Based upon such assessments, we do not believe thet any of our
properties are subject to material environmental confamination. However, environmental liabilities, including mold, may be
present in our properties and we may ineur costs to remediate contamination, which could have a material adverse efTect on our
business or financial condition.

We depend on the siuccess of future acquisitions and investments.

We are cxposed to the risk that our future acquisitions may nat prave to be successful. We could encounter unanticipated
difficulties and expenditures relating to any acquired properties, including contingent liabilities, and newly acquired properties
might require significant management attention that would otherwise be devoted to our existing business. If we agree fo
provide construction funding 1o an operator and the project is not completed, we may need to take steps to ensure completion
of the project or we could lose the property. Moreover, il we issue equity securities or incur additional debt, or both, fo finance
future acquisitions, it may reduce our per share financial results. These costs may negatively afTeet our results of operations.

We depend on the ability to reinvest cash in real estate invesiments in a timely manner and on acceprable terms.

From time to time, we will have cash available from (1) the proceeds of sales of qur securities, (2) principal payments on our
loans receivable ond (3) the sale of properties, including non-elective dispositions, under the terms of master leases or similar
financial support arrongements. ‘We must reinvest these proceeds, on a timely basis, in health care investments or in qualified
short-term investments. We compete for real estate investments with a broad variety of potential investors. This competition
for aitractive investments may negatively offect our ability to make timely investments on terms acceptable to us. Delays in
acquiring properties may negatively impact revenues and perhaps our ability to make distributions to stockholders.

We may incur more debt and injend to replace our current credit facility with longer term debt In the future, whicl long
term debt may not be available on terms acceptable to the Company.

We operate with a policy of incurring debt when, in the opinion of our Board of Directors, it is advisable, Curremily, we
believe that our low debt levels, availability under our unsecured credit facility and cash balance, will enable us to meet our
obligations and continue to make investments. While we currently have a very low debt ratio, in the future, we may increase our
borrowings. We may incur edditional debt by borrewing under our unsecured credit facility, mortgaging propertics we own
andfor issuing debt securities in & public offering or in a private transection. In addition, our new unsecured credit facility
matures in February 2011. We intend 1o replace any amounts drawn under that credit facility with longer term debt, We believe
we will be able to raise additional debt and equity capital et reasonable costs to refinance our credit facility at or prior to its
maturity, however, ot present there is a significant contraction in financial liquidity globally. In these circumstances, our ability
to raise reasonably priced capital is not guaranteed; we may be unable to raise reasonably priced capital because of reasons
related to cur business or for reasons beyond our control, such as market conditions. If our access to capital becomes limited, it
could have an impact on our ability to refinance our debt obligations, fund dividend payments, acquire properties end fund
acquisitioa activities.




Teble of Conlents

We are exposed to the risk thar the illiguidity af real estate investments could impede our ability to respand to adverse
changes in the performance of our properties.

Real estate investrnents are relatively illiquid and, therefore, our ability to quickly sell or exchange any of our properties in
response to changes in economic and other conditions may be limited. All of our properties are "special purpose” properties
that cannot be readily converted to general residential, retail or office use: Health Care Facilities that participate in Medicare or
Medicaid must meet extensive program requirements, including physical plant and opermtional requirements, which are revised
from time to time. Transfers of operations of Health Care Facilities are subject to regulatory approvals not required for transfers
of other types of commercial operations and other types of res] estate. Thus, if the operation of any of our properties becomes
unprofitable due to competition, age of improvements or other factors such that our lessee or borrower becomes unable to mect
its obligations on the lease or mortgage loan, the liquidation value of the property may be less than the net book value or the
amount owing on any related morigage loan, than would be the case if the property were readily adaplable to other uses. The
sale of the property or the replacement of an operator that has defaulted on its lease or loan could also be delayed by the
approval process of any federal, state or lecal agency necessary for the transfer of the property or the replacement of the
operator with a new operator licensed to manage the facility. No assurances ean be given that we will recognize full value for
any propcrty that we are required to sell for liquidity reasons. Should such events occur, our income and cash flows from
operations would be adversely affected.

We are exposed to the risk that our assets may be subject to impairment charges.

We periodically but not less than quarierly evaluate our real estate investments and other assets for impairment indicators.
The judgment regarding the existence of impairment indicators is based on factors such as market conditions, operator
performance and legal structure. If we defermine that a significant impairment hes occurred, we would be required to make an
adjustment to the net carying value of the asset, which could have a material adverse affect on our resulls of operations and &
non-cash impact on finds from operations in the period in which the write-off occurs.

We depend on the ability to continue to qualify as a real estate investment trust.

We intend to operate as 8 REIT under the Internal Revenue Code of 1986, as amended {the “Code™) and belicve we have and
will continue to operate in such a manner. Since REIT quelification requires us to meet a number of complex requirements, it is
possible that we may fail to fulfill them, and if we do, our eamnings will be reduced by the amount of federal taxes owed. A
reduction in our earnings would affect the amount we could distribute to our stockholders. Also, if we do not qualify as a REIT,
we would not be required to make distrbutions to stockholders, sinee & non-REIT is not required to pay dividends to
stockholders amounting to at least 90% of its anoual REIT taxable jncome,

We have ownership limits in onr charter contains with respect to our common stock and other classes of capitaf stock.

Cur charter, subject to cenain exceptions, conteins restrictions on the ownership and transfer of our common stock and
preferred stock that ore intended to assist us in preserving our qualification ag a REIT. Under our charter, subject to certain
exceptions, no person or entity may own, actually or constructively, more than 9.9% of the ouisianding shares of our steck. Our
Board of Directors, in its sole discretion, may exempt a proposed transferee from the ownership limit and such an exemption has
been granted to members of the Carl E. Adams family. These ownership limits may delay, defer or prevent a transaction or a
change of control that might involve a premium price for our common stock or might otherwise be in the best interests of gur
stockholders.

We are subject to certain provisions of Maryland law and our charter and bylaws that corld hinder, delay or prevent a
change in control transaction, even if the transaction invelves a premium price for eur common stock or our stockhelders
believe such transaction to be otherwise in their best interests,

Certain provisions of Maryland law, our charter and our bylaws have the effect of discowraging, delaying or preventing
transactions that involve an actual or threatened change in eontro), even if these transactions involve a premium price for our
common stock or our stockholders believe such transaction fo be otherwise in their best interests, The Maryland Business
Combination Act provides that, unless exempted, a Maryland corporation may not engage in business combinations, including
mergers, dispositions of 10% or more of its assets, issuances of shares of stock and other specified transactions, with an
"interested stockholder” or an affiliate of an interested stockholder for five years after the most recent date on which the
interested stockholder became an interested siockholder, and thereafler unless specified criteria are met. An interssted
stockholder is gencrally a person owning cor contrelling, directly or indirectly, 10% or more of the voling power of the
outstanding stock of a Maryland corporation. Unless our Board of Directors takes action to exempt us, generally or with respect
to certain transactions, from this statute in the future, the Maryland Business Combination Act will be applicable {o business
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combinations between us and other persons. The Company's Charter and Bylaws also contain certain provisions that could
have the effect of making it more difficult for a third party to acquire, or discouraging & third party from attempting to acquire,
control of the Company. Such provisions could limit the price that certain investors might be willing to pay in the future for the
Common Stock, These provisions include o staggered board of directors, blank check preferred stock, and the application of
Maryland corporate law provisions on business combinations and control shares. The foregoing matters may, together or
separately, hove the effect of discouraging or making more difficult an acquisition or change of control of the Company. '

Other risks.

See the notes 1o the consolidated financial statcments, “Business” under Item § and *Legal Proceedings™ under Item 3 herein
for a discussion of various governmental regulations and operating factors relating to the health care industry and other factors
and the risks inherent in them. You should carefully consider these risks before making any investment decisions in the
Company. These risks and uncertainties are not the only ones facing us. There may be additional risks that we do not
presently know of or that we currenily deem immoterial. 1f any of the risks sctually occur, our business, financial condition or
resulls of operations could be materially adversely affected. In that case, the treding price of our shares of commen stock could
decline, and you rnay lose all or part of your investment. (iiven these risks and uncertainties, we can give no assurance that
these forward-looking statements will, in fact, occur and, therefore, caution investors not to place undue reliance on thern.

ITEM IB. UNRESOLVED STAFF COMMENTS.

None
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ITEM 2. PROPERTIES OWNED OR ASSOCIATED WITH MORTGAGE LOAN INVESTMENTS.

SKILLED NURSING Lease (LY Licensed
Center City Mortgage (M) Beds
ALABAMA
NHC HeaHhCare, Anniston Anniston L 151
NHC HealthCare, Moulton Mouiton L 136
ARIZONA
Sunbridge Estrella Care & Rehabilitation Avondale L 161
FLORIDA
Ayers Health & Rehabilitation Center Trenton M 120
Bayonet Point Health & Rehabilitation Center Hudson L 180
Bear Creek Nursing Center Hudson M 120
Brooksville Healthcare Center . Brooksville M 180
Cypress Cove Care Center Crystal River M 120
Heather Hill Healtheare Ceoter New Port Richey M 120
Parkcway Health & Rehabilitation Center Stuart L 177
Royal Oak Nursing Center Dade City M 120
The Hezlth Center of Merriti Island Merritt Island L 180
The Health Center of Plant City Plant City L 180
GEORGIA
Ashton Woods Rehabilitation Center Atlanta M 157
NHC HealthCare, Rossville Rossville L 112
The Place at Deans Bridge Augusta M 109
The Place at Marlinez Augusta M 100
The Place at Pooler Pooler M 122
IDAHC
Grangeville Health and Rehabilitation Center Crrangeville L 60
KANSAS
Chanute HealthCare Center Chanute M 77
Council Grove HezlthCare Center Council Grove M 30
Haysville HealthCare Center Haysville M 119
Loamed HealthCare Center Larned M 83
Sedgwick HealthCare Center ) Sedgwick M 62
KENTUCKY
NHC HealthCare, Glasgow Glasgow L 206
NHC HealthCare, Madisonville Madisonville L 94
MASSACHUSETTS
Buckley HealthCare Center Greenfield M 120
Holyoke Health Care Center Holyoke M 102
John Adams HealihCare Center Quincy M n
Longmeadow of Tounton Taunten M 100
MISSOURI
Charleviox HealthCare Center St. Charles M 142
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SKILLED NURSING {continued) Lease (L) Licensed
Center City Mortgage (M) Beds
Columbta HealthCare Center Columbia M 97
Joplin HealthCare Center Joplin M 92
NHC Healtheare, Desloge Desloge L 120
NHC Healtheare, Joplin Joplin L 126
NHC Healthcare, Kennett Kennett L 170
NHC Healthcare, Maryland Heights Maryland Heights L 20
NHC HealthCare, St. Charles St. Charles L 120
NEW HAMPSHIRE
Epsom HealthCare Center Epsom M 108
Maple Leaf HealthCare Center Manchester M 114
Villa Crest HealthCare Center Manchester M [1:5]
SOUTH CAROLINA
NHC Healthcare, Anderson Anderson L 260
NHC Healthcare, Greenwood Greenwood L 152
NHC HealthCare, Laurens Laurens L 176
UniHealth Post-Acute Care-Orangeburg Orangeburg L 8
TENNESSEE
NHC Healthcare, Athens Athens L 98
NHC Healthcare, Chattancoga Chattanooga L 207
NHC HealthCare, Columbia Columbia L 106
NHC HealthCare, Dickson Dickson L 21
NHC HecalthCare, Franklin Franklin B L 80
NHC Healthcare, Handersonville Hendersonville L 122
NHC Hesttheare, Hillview Columbia L 92
NHC Healtheare, Johnson City Johnson City L 160
NHC Healthcare, Knoxville Knoxville L 139
NHC Healthcare, Lewisburg Lewisburg L 102
NHC HeglthCare, McMinnville McMinnville L 150
NHC HealthCare, Milan Milan L 122
NHC Healthcare, Oakwood Lewisburg L 60
NHC HealthCare, Pulaski Pulaski L 102
NHC Healthcare, Scott Lawrenceburg L 62
NHC HealthCare, Sequatchie Dunlap L 120
NHC HealthCare, Smithville Smithville L 120
NHC Healthcare, Somerville Somerville L 84
NHC Healthcare, Sparta Sparta L 120
NHC HealthCare, Springfield Springfield L 107
TEXAS
Legend Oaks Healthcare and Rebabilitation Center
(Nerthwest) Houston L 125
Forest Lane Healthcare Center* Dallas L 120
Heritage Manor of Canton® Canton L 110
Heritage Qaks* Arlingten L 204
Heritage Place® Mesquite L 143
Hill Country Care Center Dripping Springs L 60
Legend Oaks Healthcore and Rehabilitation Center (East) Houston L 125
Legend Healthcare & Rehabilitation Paris L 120
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SKILLED NURSING {continued) Lense (LY Licensed
Center City Morigage (M) Beds

Pecan Tree Manor Gainesville L 122

Legend Oaks Healthcare and Rehabilitation Center San Antonio L 125

The Viilage at Richardson* Richardson L 280

Winterhaven Healthcare Center* Houston L 160
VIRGINIA

Heritage Hall - Brookncal Brookncal M 60

Heritage Hall - Grundy Grundy M 120

Heritage Hall - Laurel Meadows Lacrel Fork M 60

Herilage Hall - Virginia Beach Virginia Beach M 90

Herilage Hall - Front Rayal Front Royal M 60

Heritage Hall - Lexington East Lexington M 60

NHC HealthCare, Bristol Bristol L 120
ASSISTED LIVING
ARIZONA

The Place at Gilbert Gilbert L 40

The Place at Glendale Glendale L 38

The Place at Tanque Verde Tucson L 42

The Place at Tucson Tucson L 60
FLORIDA

Indigo Palms at Daytona Daytons Beach L 60

Indigo Palms at Maitland Maitland L 116

Savannah Court of Maitland Maitland L 151

Savannah Court of Palm Beaches W. Palm Beach L M4
ILLINOIS

Bickford of Peoria Peoria L 2
MICHIGAN

Bicldord of Batile Creek Batile Creek L 46

Bickford of Lansing Lansing L 46

Bickford of Midland Midland L 46

Bicldord of Saginaw Saginaw L 45
MINNESOTA '

Traditions Owatonna M 0
NEW JERSEY

Brightan Gardens of Edison Edison L 148
OREGON

East Cascode Retirement Community Medras M %
PENNSYLVANLA

Heritage Hill Senior Community Weatherly L 143
SOUTH CARQLINA

The Place at Conway Conway L 52
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ASSISTED LIVING (continued) Lease (L) Licensed
Center City Mortgage (M) Beds
TEMNESSEE

The Place at Gallatin Gallatin L 49

The Place at Kingsport Kingsport L 49

The Place at Tuliahoma Tullahoma L 49
ACUTE CARE
KENTUCKY

Kentucky River Hospital Jackson L 55
INDEPENDENT LIVING CENTERS
IDAHO

Sunbridge Retirement & Rehab for Nampa MNampa L 183
MISSQURI

Lake St. Charles Retirement Center 5t. Charles L 180
TENNESSEE

Colonial Hill Retirement Center Johnson City L 63

Parkwood Retirement Apariments Chatlanooga L 30
MEDICAL OFFICE BUILDINGS Sq, Ft.
FLORIDA

North Okaloasa Crestview L 271017
ILLINGIS

Crossroads Mt. Yernon L 12910
TEXAS

Hilt Regianal : Hillsboro L 23,000

Pasadena Bayshore Pasadena L 61,500
CORPORATE OFFICE
TENNESSEE Murfressboro N/A 7.000

*Facility was classified as held for sale at December 31, 2009
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The following Lable provides additianal information on our leases which are scheduled to expire based on the maturity date
contained in the most recent lease agreement or extension. Leases associated with facilities held for sale at December 31, 2009
are not considered below. We expect that prior to maturity, we will negotiate new terms of a lease to either the current tenant or
anather qualified operator.

10-YEAR LEASE EXPIRATIONS

Annualized Percentage of

Leases Rentable Number Gross Rent ** Annualized

Year Expiring Square Feet* of Beds (in thousands) Gross Rent
2010 1 - 60 275 0.45%
201 3 35910 404 2,566 4.19%
2012 1 - 55 2817 4.61%
2013 2 27017 148 1,765 2.89%
1014 - - - - -
1015 - - - - -
2016 2 - 295 1,815 2.87%
2017 1 - 114 58S 0.96%
2018 2 61,500 38 1,083 1.77%
2014 2 - 325 BRS 1.45%
Thereafter 3 - 6,637 49,379 80.71%

*Rentable Square Feet represents total square footage in four medical office building investments.
**Annualized Gross Rent reflects 2009 actual rent income (exclusive of strright-line rent adjustments).

‘EM 3. LEGAL PROCEEDINGS.

The Health Care Facilities are subject to claims and suits in the ordinary course of business. Our lessees and mortgagecs
have indemnified and will continue to indemnify us against all liabilities erising from the operation of the Health Care Facilities,
and will indemnify us against environmental or title problems affecting tbe real estate underlying such facilities. While there may
be lawsuits pending against certain of the owners and/or lessees of the Health Care Facilities, management believes that the
ultimate resolution of all such pending proceedings will have no material adverse effect on our financial position, operations and
cash flows.

On December 31, 1999, NHI acquired six Florida properties from the Chapter 11 bankrupicy trustee for York Hannover
Nursing Centers, Inc. On January 1, 2000, NHI sold those properties to Care Foundation of America, Inc., a Tennessee
nonprofit corporation (“CFA"} for $32.7 million, ($6.8 million of which was ultimately due to National HealthCare Corporation
{*NHC™), which had contributed to the purchase price consideration, under the terms of &n inter-creditor agreement between
NHI and NHC), with NHI financing 100% of the purchase price, and the debt having an original maturity date of July 1, 2001,
The maturity date of the debt was subsequently extended several times over the years, with the most recent extension makiog
the balance of $22,936,000 due December 31, 2008. On December 30, 2008, CFA filed for Chapter 11 bankruptcy in the U.S.
District Courl for the Middle District of Tennessee {Case No, 08-12367). On January 2, 2009, CFA filed an adversary proceeding
complaint against NHI in the bankruptcy case (the “CFA Adversary Proceeding”). As disclosed in Note 9 of the notes to the
consolidated financial statemnents, CFA’s complaint alleged in part that NHI exercised dominion and control over CFA’'s board
of directors from 1999 until sometime in 2008 and that MHI had used that control to cause CFA 1o buy and finance the six Florida
homes on terms that were not fair to CFA. CFA also alleged that these transactions constituted “excess benefit transactions™
as defined in Section 4958 of the Internal Revenue Code. NHI denied CFA’s claims and filed a counterclaim secking a
declaratory judgment as to the validity and enforceability of CFA’s outstanding secured debt to NHI. In June 2009, the
bankruptcy court granted a motion to intervene filed by the Tennessee Attorney General's Office. In December 2008, NHI
agreed to purchase the six Florida properties (which are leased to a third-party for $6.2 million annually, plus escalators over the
initial lease term expiring in 2014) from CFA for a total of $67 million; CFA agreed to pay the full amount of its outstanding
balance due to NHI as a credit against the purchase price (CFA had continued 1o pay interest of 3.5% on the principal amount
due during the bankruptcy); and the parties agreed to dismiss with prejudice their respective claims in the CFA Adversary
Proceeding, The transaction and the resolution of the claims were approved by both the bankruptcy court and the Tennessee
Attomey General’s Office. The transaction closed on February 1, 2010.
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In November 2008, NHI was scrved with a Civil Investigative Demand by the Office of the Tennessee Attorney General
(“OTAG"), which indicated that that OTAG was investigating transaetions between NHI and three Tennessee nooprofit
corporations, including CFA. WHI bas provided OTAG with requested information end documents. OTAG has agreed as part
of the resolution of the CFA Adversary Proceeding that it will toke no further action based oo WHI's relationship with CFA. At
this time, however, NHI does not know whether OTAG will commence any legal proceedings with respect to any transaction
with any other nonprofit corporation or, if 5o, what relief will be sought.

On October 20, 2009, Burt Shearer Trustee, o5 trustec of the Shearer Family Living Trust, filed a shareholder derivative
complaint (M.D. Tenn. Case No. 09-991), naming as defendants NHI directors W. Andrew Adams, Robert A, McCabe, Ir.,
Robert T, Webb, and Ted H. Welch and as a nominal defendant NHE. On Jamary 19, 2010, the plaintiff filed an amended
complaint. The amended complaint asserts that the allegations made in the CFA Adversary Proceeding erc truc and that the
individual defendants are responsible for the wrongdeing alleged by CFA in thot proceeding and have thus breached their
fiduciary duties to NHI. The derivative amended complaint alleges that, as a result of that breach of duty, NHI has sustained
damages in an amount not specified. Tbe amended complaint seeks no relief from NHI itself.

PART Li

ITEM 4. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES,

The Company's Charter contains ceriain provisions which are designed to ensure that the Company’s status as a real estate
investment trust is protected for federal income tax purposes. One of these provisions prohibits any stockholder from owning,
cither directly or indirectly pursuant to certain tax attribution rules, more than 9.9% of the Company’s stock. 1o 1991, the Board
created on exception to this ownership limitetion for Dr. Catl E. Adams, his spouse, Jennie Mae Adams, and their lineal
descendants. Effcctive May 12, 2008, we entered into Excepted Holder Agreements with W. Andrew Adams and certain
members of his family. These written agreements are intended to restate and replace the parties” prior verbal agreement. These
agrecments were entered into in connection with the Company’s announcement in 2008 of a stock purchase program pursuant
to which the Company subsequently purchased 194,100 shares of its common stock in the public market from its stockholders.

A separate agreement was entered into with each of the spousc and children of Dr. Car] E. Adams and others within Mr, W,
Andrew Adams’ family. We needed to enter into such an agreement with each family member because of the complicated
ownership attribution rules under the Code. The Agreement permits the Excepted Holders to own stock in excess of 9.5% up to
the limit specifically provided in the individun] agreement and not lose rights with respect to such shares. However, if the
stockholder's stock ownership exceeds the limit then such shares in excess of the limit become “Excess Stock” and lose voting
rights and entitlement 1o receive dividends. The Excess Stock classification remains in place until the stockholder no longer
exceeds the threshold limit specified in the Agreement. The purpose of these agreements is to ensure that the Company does
not violate the prohibition against a real estate investment trust being closely held.

W. Andrew Adams’ Excess Holder Agreement also provides that he will not own shares of stock in any tenant of the
Company if such ownership would cause the Company 1o constructively own more than a 9.9% interest in such tenant. Again,
this prohibition is designed to protect the Company’s status as a real estate investment trust for tax purposes.

In order io qualify for the beneficial tax treatment accorded to a REIT, we must make quarterly distributions to holders of our
common stock equal on an annual basis to at least 90% of our REIT taxable income (excluding net capital gainz}, as defined in
the Internal Revenue Code. Cash available for distribution to our stockholders is primarily derived from interest payments
received on our mortgages and from rental peyments received under our leases. All distributions will be made by us at the
discretion of the Board of Directors and will depend on our cash flow and earnings, our finencial condition, bank cavenants
contained in our financing documents and such other factors as the Board of Directors deems relevant. Our REIT taxable
income is calculated without reference 1o our cash flow. Therefore, under cerlain circumstances, we may not have received cash
sufficient to pay our required distributions.

Common Stock Market Priees and Dividends

Our common stock is traded on the New York Stock Exchange under the symbol “NHI”. As of February 18, 2010, there were
approximately 1,000 holders of record of shares nnd approximately 12,800 beneficial owners of the shares.
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High and low stock prices of our common stock on the New York Stack Exchange and dividends declared for the last two

YEArs Were:
1009
Sales Price
Quarfer Ended High Low
March 31 $28.94 $21.00
Jupe 30 29.46 24.40
Septerber 30 34.58 26.05
December 31 37.90 29.50

The closing price of our stock on February 18, 2010 was $36.07.

Cash

Dividends

Declared
555

55

55

b5

2008
Sales Price
High Low
$33.45 52118
32.83 1196
3500 1151
33.84 17.10

Cash
Dividends
Declared
5.63

55

.35

69

We currently maintain two equity compensation plans: the NHI 1997 Stock Optian Plan (“the 1997 Plan™) and the 2005 Stock
Option, Restricted Stnck and Stock Appreciation Rights Plan (“the 2005 Pian™). Each of these plans has been approved by our
stockholders. The following table provides information as of December 31, 2009 about our common stack that may be igsued

upon grants of restricted stock and the exercise of options under our existing equity compensation plans.

MNumber of securities lo
be issued upon exercise
of outstanding optians,

warrants and rights

Weighted-average
exercise price of
outstanding options,
warraots and rights

Number of securities remaining
available for foture issuance
under equity compensation plans
(excluding securities reflected in
the Brst column)

Equity compensation plans approved
by security holders

253,836

(a} These shares remain available for grant under the 2603 Plan,

$27.72

1,078.967(2)

The following graph demonstrates the performance of the cumulative total retum to the stockholders of our common stock
during the previous five years in comparison to the cumulative total retum on the FTSE NAREIT All REITs Index and the
Standard & Poor’s 500 Stock Index. The FTSE NAREIT All REITs Index is comprised of all tax-qualified real estate investment
trusts that are listed on the Mew York Stock Exchange, the American Stock Exchange or the NASDAQ National Market List.
The FTSE NAREIT All REITs Index is not free float adjusted, and constituents are not required to meet minimum size and

liquidity criteria.

NATIONAL HEAILTH INVESTORS, INC.
Comparison of Cumulative Total Return

£200.00
$180.00 A
$150.00 /
$140.00 . /
$120.00 %
$100.00 A
$50.00
2004 | 2005 | 2006 | 2007 | 2008 | 2009
FAREIT ANREIT [ $10000 | $10830 | $14550 | $11956 | $7502 | 9562
$&P 500 $10000 | $10491 | $12148 | $32815 | $80.73 | $102.00
INHI s100.00 | $95239 | s1a0.00 | $118.64 | $139.06 | Sic887
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ITEM 5. SELECTED FINANCIAL DATA.

The following table represents our financial information for the five years ended December 31, 2009. This financial
information has been derived from our historical financial statements includiog these for the mast recent three years included
elsewhere in this Annual Report on Form 10-K and should be read in conjunction with those consolidated financial statements,
accompanying footnotes and Management's Discussion and Analysis of Financial Condition and Results of Operations in Item
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STATEMENT OF INCOME DATA:
Net reveoues
Non-operating income

Income from continving operations
Discontinued operations:

Operating income (loss) - discontinued
operations

Net gain on dispositions and deconsolidation
Net income

PER SHARE DATA:
Basic eamings per share:
Income from continuing operations
Discontinued operations
Net income per common share
Diluted earnings per share:
Income from continuing operations
Discontinued operations
Net income per common share

OTHER DATA:

Common shares outstanding

Weighted average common shares:
Basic

Diluted

Common dividends declared per share®™

BALANCE SHEET DATA: (at year end}
Mortgages and other notes receivable, nct
Real estate properties, nct

Total assets

Debt

Convertible subordinated debentures
Total stockholders' equity

@) Prior period financial information has been reclassified for presentation of operations discontinued during 2009, along with reclassificatian

NATIONAL HEALTH INYESTORS, INC.
SELECTED FINANCIAL DATA

(dollars in thousands, except share and per share amounts)

Years Ended December 31,

2009 2008% 2007 2006® 2005®

64,221 58,005 5 57,506 57,82 58,757

8,581 6,487 12,464 12,721 22,330

58,136 51,579 5,57 56,561 48,850

6,093 5931 1,726 6,853 4,785

- - 13,138 5804 m

64,229 57,510 3 96,435 69,218 54,408

251 1.36 $ 27 10 1.76

022 0.22 0.75 0.46 020

2,33 2.08 s 348 250 1.96

2.10 1.36 [ 172 204 L.76

0.22 0.21 0.75 0.45 0.1%

232 107 3 147 249 1.0%
27,629,505 27,580,319 27,752,239 27752239 27,830,439
27,586,338 27,706,106 17,703,464 27,744,868 27,699,887
27,618,300 27,731,951 17,783,862 27,778,764 27,830,386

230 242 s 285 237 1.80

94,588 108,640 5 141,655 9,532 118,800

223,861 181332 187,455 235,199 263,129

459,360 457,106 508,732 598,198 590,589

- 3,987 3512 113,492 117,252

- - - - 201

434,612 429,615 446138 431 671 424,968

of ceriain balance sheed line items to conform to the 2009 presentatian.

Including special dividends

Px]

)
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ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

The following discussion and enalysis is based primarily on the consolidated financial statements of National Health
Investors, Inc. for the periods presented and should be read together with the notes thereto contained in this Annual Report on
Form 10-K. Other importani factors are identified in “Item 1. Business” above.

Executive Overview

Nntional Health Investors, Inc. (“NHI” or the “Company”}, a Maryland corporation incorporated in 1991, is & real estate
investment trust ("REIT") which invests in income-producing health care properties primarily in the long-term care industry. As
of December 31, 2009, we had ownership interests in real estate and mortgage investments (excluding assets held for sale) with a
carrying value totaling npproximately $318,449,000 and other investments in preferred stock and marketable securities of
$59,454,000 resulting in tota] invested assets of $377,903,000. Our mission is to invest in health care real estate which generates
current income that will be distributed to stockholders. We have pursued this mission by acquiring properties to lease
nationwide and meking mortgage loans, primarily in the long-term health care industry.

Portfolio

At December 31, 2009, our continuing operations consisted of investments in real estate and mortgage notes reccivable in 108
health care facilities located in 20 states consisting of 78 skilled nursing facilities, 21 assisted living facilities, 4 medical office
buildings, 4 independent living centers, and | acute care hospital. These investments consisted of approximately $223,861,000
of net real estate investments with 16 lessees and $94,588,000 aggregate carrying vatue of loans to 14 borrowers.

OfF these 108 facilities, 41 ore Jeased to NHC, a publicly-held company and our largest customer. During 2009, our rental
income totaled $55,076,000, of which 534,782,000 or 63% was from facilities leased by NHC. These 4] facilities include 4 centers
sublensed to and operated by other companies, the lease payments of which are guaranteed to us by NHC. NHC was our
investment advisor until November 1, 2004.

Consistent with our strategy of diversification, we have increased our portfulio so Lhat the portion of our reai estate portfolio
leased by NHC has been reduced from 100% of our total portiolio on October 17, 1991 (the date we began operations) to 16.8%
of our total real estate portfolio on December 31, 2009, based on the nct book value (carrying amount) of these properties. In
1991, these assets were transferred by NHC to us at their then current net book value in a non-taxable exchange. Many of these
assets were substantially depreciated as a Tesult of having been carried on NHC's books for as many as 20 years. As a result,
we believe that the current fair market value of these asscts is significantly in excess of their net hook value. To illustrate, rental
income in 2009 from NHC was $34,782,000 or approximately 65.2% of our net book value of the facilities leased to NHC.
Subsequent additions to the portfolio related to non-NHC investments reflect their higher value based on existing costs at the
date the investment was made.

As with all assels in our portfolio, we monitor the financial and operating results of each of the NHC properties on a quarterly
basis. In addition te reviewing the consolidated financial resulis of NHC, the individual center financial resulis are reviewed
including their occupancy, patient mix, state survey results and other relevant information.
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The following tables summarize our invesiments in real estate (excluding corporate office and assets held for sale) and mortgage
notes receivable as of December 31, 2009;

Real Estate Properties Properties Beds/Sq. Ft.* Net Investment
Skilled Nursing Faeilities 47 6,260 s 118,528,000
Assisted Living Facilities 19 1,357 82,643,000
Medical Office Buildings 4 124427 = 8,739,000
Independent Living Facilities 4 456 7.177,006
Hospitals 1 55 5,998,000

Total Real Estate Properties 75 713,085,000

Mortgage Notes Receivable
Skilled Nursing Facilities 3 3,481 90,102,000
Assisted Living Facilities 2 146 4,486,000

Total Mortgage Notes Receivable 33 3,627 94,538,000
Total Portfolio 108 H 317,673,000
Investment

Portfelie Summary Properties Percentage Net Investment
Real Estate Properties 75 70.2% $ 223,085,000
Mortgage Notes Receivable 13 29.8% 94,588,000

Total Portlolio 108 100.0% H 317,673,000

Summary of Facilittes by Type .

Skilled Nursing Facilities 78 65.6% H 208,630,000
Assisted Living Facilities 21 274% - 87,129,000
Medical Office Buildings 4 2.8% 8,739,000
Independent Living Facilities 4 23% 7,177,000
Hospitals 1 1.9% 5,998,000

Total Real Estate Portfolio 108 100.0% 5 317,673,000

Partiolio by Operator Type .

Public 48 26.5% 3 84,255,000
Regicnal si 66.0% 209,599,000
Small 9 7.5% 23,819,000

Total Real Estate Portfolio 108 106.0% $ 317,673,000

Public Operators
National HealthCare Corp, 41 16.8% s 53,365,000
Sunrise Senior Living, Inc. [ 3.58% 11,963,000
Community Health Systems, Inc, 4 3.5% 11,262,000
Sun Healthcare Group, Inc. 2 2.4% 7,665,000

Total Public Operators 48 26.5% $ 84,255,000

Operators who operate more than 3% of our fotal reai estatc investments are as follows: National HealthCare Corp.;
Community Health Systems, Inc.; RGL Development, LLC; Legend Healthcare, LLC; American HealthCare, LLC; Senjor Living
Management Corporation, LLC; Health Services Management, Inc.; ElderTrust of Florida, Inc.; Sunrise Senior Living, Inc.;
SeniorTrust of Florida, Inc.; and Bickdord Senior Living,

As of December 31, 2009, the average effective annual rental income was $5,948 per bed for skilled nursing facilities, $7,651 per
bed for assisted living facilities, §14 per square foot for medical office buildings, $3,447 per bed for independent living focilities
and 351,081 per bed for hospitals,

We invest a portion of our funds in the preferred and common shares of other publicly-held REITs to ensure the substantial
pertion of our assets are invested for real estate purposes. At December 31, 2009, our investments in preferred and commen
shares of publicly-held REITs were 558,317,000 and our investments in other available for salec marketable securitics were
§1,137,000. Referto Notes 5 and § of our consolidated financial statements for further information,
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Areas of Focus

We are evaluating and will potentially mnke new investments in 2010 while continuing to monilor and improve our existing
properties. We continue o cautiously evaluate new portfolio investments and monitor the current prices being affered for
henlth care assets. However, even ns we make new investments, we expect to maintain a relatively low level of debt compared to
our total book ¢apitalization. New investments in real eslate and mortgage notes may be funded by our liguid investments and,
if needed, by external financing, We intend to make new investments that meet our risk ¢riteria and where we believe the
spreads over our cos! of capital will generate sufficient retumns 1o our shareholders.

Critical Accounting Policies

We prepare our consolidated finencial statements in conformity with accounting principles generally accepted in the United
States of America. These accounting principles require us to meke estimales and assumptions that affect the reporied amounts
of nssets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements end the reporied
amounts of revenues and expenses during the reporling period, Actual resuits could differ from those estimates and cause our
reported net income to vary significantly from period 1o period. 1f aciual experience differs from the assumptions and other
considerations used in estimating amounts reflected in our consolidated financial staternents, the resulting changes could have
a material adverse effect on our consolidated results of operations, liguidity and/or financial condition.

We consider an accounting estimate or assumption critical if:

1. the nature of the estimates or assumptions is material due to the levels of subjectivity and judgment
necessary to account for highly unceririn matters or the susceptibility of such matters to change; and

2. the impact of the estimates und sssumptions on financial condition or operating performance is material.

Cur significant accounting policies and the associated estimates, judgments and the issues which impact these estimates are
as follows:

1) Valuations and impairments to our investments - The majority of our tenants and borrowers are in the long-term health care
industry and derive their revenues primazily from Mcdicare, Medicaid and other government programs, Amounts paid under
these government programs are subject to legislative and govemment budget constraints. From time to time, there may be
material changes in government reimbursement. In the past, the long-term heelth care industry has at times experienced matérial
reductions in government retmbursement.

The long-term health care industry has olso experienced o dramatic increase in professional liability claims and in the cost of
insurance to cover such claims. These factors combined to cause a number of bankruptcy filings, bankruptey court rulings and
court judgments affecting our lassees and borrowers. In prior years, we had determined that impairment of certain of our
investments had occurred as a result of these events,

Decisions about valuations and impairments of our investments require significant judgments and estimates on the part of
management, For real estate properties, the eed to recognize an impairment is evaluated on a property by property basis.
Recognition of an impairment is based upon estimated undiscounted future cash flows from 2 property compared to the
carrying amount of the property and may be affected by management’s plaxs, if any, ta dispose of the property.

For notes receivable, impairment recognition is based upon un ¢valuation of the estimated collectability of loan payments and
general economic conditions on a specific loan basis. On a quarterly basis, we review our notes receiveble for realizability when
events or circumstances, including Lthe non-receipt of prineipal and interest payments, significant deteriorations of the financial
condition of the borrower and significant adverse changes in general economic conditions, indicate that the carrying amount of
the note receivable may not be recoverable. If necessary, impairment is measured as the amount by which the carrying amount
exceeds the discounted cash flows expected ta be received under the note receivable or, if foreclosure is probable, the Fair value
of the callateral securing the note receivable,

We evaluate our marketable equity securities for other-than-lemporary impairments. An impairment of a marketable equity
security would be considered “other-than-temporary”™ unless we have the ability and intent to bold the investment for a period
of time sufficient for a forecasted market price recovery up to {or beyond) the cost of the invesiment and evidence indicates the
cost of the investment is recovernble within a reasonable period of time.
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While we believe that the camrying amounts of our properties are recoverable and our notes receivable, marketable securities
and other investments are realizable, it is possible that future events could require us to make significant adjustments or
revisions to these estimates.

2) Revenue recognition - mortgage interest and rental income - We coflect interest and rent from our customers. Generally,
our policy is to recognize revenues on an accrual basis as eamed. However, there are certain of our customers, for whom we
have determined, based on insufTicient historical collections and the lack of expected future collections, that revenue for interest
or rent is not probable of collection until received. For these investments, our policy is to recognize interest or rental income
when assured, which we consider to be the period the amounis are collected. We identify investments as nonperforming if a
required payment is not received within 30 days of the date it is due. This policy could cause our revenues to vary significanily
from period to period. Revenue from minimum lease payments under our leases is recognized on a straight-line basis to the
extent that future lease payments are considered collectible. Lease payments that depend on a factor direcily related to future
use of the property, such as an increase in annual revenues aver a base year revenues, are considered to he contingent rentals
and are excluded from minimum lease payments.

3) REIT status end laxes - We belicve that we have operated our business so as to gualify as a REIT under Sections 856
through 860 of the Code and we intend to continue to operate in such a manner, but no essurance can be given that we will be
able to qualify at all times. If we qualify as o REIT, we will generally not be subject to feders] corporate income taxes on our net
income that is currently distributed to our stockholders. This treatment substantially eliminates the “double taxation” {at the
corporate and stockholder levels) that typically applies to corporate dividends. Qur failure to continue to qualify under the
applicable REIT qualification rules and regulations would cause us to owe state and federnl income taxes and would have a
material adverse impact on our financial position, results of operations and cash (lows.

Real Estate and Mortgare Notes Receivable Write-downs and Recoveries

Our borrowers and tenants experience periods of significant financial pressures and difficulties similar to other health care
providers. Governments at both the federal and state levels have enacted legislation to lower or at least slow the growth in
payments to health care providers. Furthcrmore, the costs of professional liability insurance have increased significantly during
this same period. )

Since the inception of our Company, a number of our facility operators and mortgage loan borrowers have experienced
bankruptcy. Others have been forced to surrender properties to us in licu of foreclosure or for certain periods failed to make
timely payments on their obligations to us.

The following table summarizes our write-downs and recoveries for the last three years for both continuing and discontinued
aperations:

Write-downs (Recoveries) Years ended December 31,

fin thousands) 2009 2008 1007

Real estate 5 25 H 1,986 5 -

Mortgages & Notes Receivable (1.077) - {24,298)
] (1,052) 5 . 1,986 3 {24,218)

In February 2009, we received payment in full of $3,150,000 on the pro-rata portion of a note secured by a Georgia nursing
home and recorded o recovery of amounts previously written down of $1,077,000.

During 2008, we recorded an impairment charge of §1,986,000 rclated to two Kansas facilities to reduce the carrying value of
these facilities to fair value, less the cost of selling the facilities. One of the facilities, located in Hoisinglon, Kansas, was sold in
November of 2008, The remaining facility, located in Emporia, Kansas, was sold during the first quarter of 2009, Prior to selling
the Emporia facility, an additional impairment charge of $25,000 was recorded to further reduce its camrying value.

During 2007, two mortgage notes receivable were paid off, resulting in recoveries of amounts previously wrilen down of
$23,000,000. In addition, a recovery from a previous write down of our investment in a mortgage investment pool amounted to
31,238,000. The early payofl of the Health Services Management of Texas, LLC (“HSM™) loan resulted in $21,300,000 of
recoveries of amounts previously written down in 2000, 2001, and 2002 due to significant non-payment issues with the original
borrower, The original borrower and personal guarantor filed bankruptcy, and then the facilities were sold to HSM. The new
owner significantly improved operatiogs due in large panl to increased reimbursement rates to long-term care facilities by the
State of Texas. In 2007, HSM was able to obtain refinancing at a lower interest rate to pay off our notes,
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See Notes 3 and 4 to our consolidated financial statements for details of the properties identified as impaired real estate
investments and non-perfonming loans. We believe that the camying amounts of our real estate properties are recoverable and
notcs receiveble are realizable (including those identified as impaired or non-performing) and supported by the value of the
underlying collateral. However, it is possible that future events could require us to make significant adjustments to these
carrying amounts.

Security Writedowns and Recoveries

On December 10, 2007, we were notified by Bank of America that it's largest, privately placed, enhaneed eash fund called
Columbia Strategic Cash Fund (the “Fund’) would be closed and liquidated. In addition, (1) cash redemptions were ternporarily
suspended, olthough redemptions ¢ould be filled through a pro-rata distribution of the underlying securitics consisting
principally of high-quality corporate debt, mortgage-backed securities and ssset-backed securities; (2) the Fund’s valuation
would be based on the market value of the underlying securitics, whereas historically tbe Fund's valuation was hased on
amortized cost; and (3) interest would continue to accrue, The carrying value of our investment in the Fund on December 10,
2007 was $38,355,000, Subsequent to December 10, 2007, and prior to December 31, 2007, we received a pro-rata disgtnbution of
underlying securities in the Fuod ns deseribed above of $14,382,000 and cash redemptions of principal totaling $4,665,000.
Realized losses an the distribution ond redemption of securities and cash amounted to $236,000. At December 31, 2007, the fair
market value of our invesiment in the Fund was estimated to be 518,835,000 and the fair macket value of our investment in a
separate Investment Management Account (“IMA™) was estimated 1o be $14,294,000 for a total of $13,123,000. Unrealized
losses measured as the difference between fair market value and our original investmend, at cost, amounted to $329,000 and was
reflected as o component of stockholder’s equity at December 31, 2007.

A decline in the market value of any available-for-sale security below cost that is dcemed to be otber-than-temporary results
in on impairment to reduce the carrying amount to fair value. The impairment is charged to operations and a new cost basis for
the security is established. To determine whether an impairment is other-than-temporary, we consider whether we have the
ability and intent to hold the investment until a market price recovery and consider whether cvidence indicating the cost of the
investment is recoverable outweighs evidence to the contrary. Evidence considered in this assessment includes the reasons for
the impairment, the severity and duration of the impairment, changes in value subsequent to a reporting date and forecasted
performance of the investment. In 2008, we concluded there was an other-than-temporary impairment of the Fund and the IMA
totaling $2,065,000 which we charged to operations during the third and fourtb quarters.

For the year ended December 31, 2008, we received cash redemptions of principal from the Fund end IMA totaling .
$23,031,000. Exclusive of the other-than-temporary impairment charges of $2,065,000, realized losses amounted to 5410,000,
which were charged to operations. At Decernber 31, 2008, the fair market value of our investment in the Fund was estimated to
be $4,000,000 and the fair market value of our investment in the separate IMA was estimated to be 53,953,000 for an aggregate
fair value of $7,953,000 and a revised cost basis of the same amount.

For the year ended December 31, 2009, we received cash redemptions of principal from the Fund and IMA totaling $8,491,000.
Net reafized gains for the same period were $538,000 and were recognized as non-operating income. As of December 31, 2009,
both the Fund and the IMA were fully liquidated.

During the fourth quarter of 2009, we sold 190,000 common shares of LTC Properties, Inc. for an average price of $26.00 per
share. As a result of the sale, we recarded $1,931,000 as a gaio on the sale, 5717,000 of which was a recovery of a previously
recorded other-than-temporary impairment,

Litigation Involving Significant Borrawer

At December 31, 2009, we had a non-performing mortgage note receivable from Care Foundation of America (“CFA™) with a
principal balance of $22,936,000. As disclosed in Note % to the consolidated financial stotements, CFA filed a Chapter 11
bankruptcy petition and initiated an adversary proceeding eomplaint against us. It is our policy to recognize mortgage interest
income on non-performing mortgage loans in the period in which cash is received. Under an Agreed Order by the bankruptcy
court, NHI received interest payments during the period of the Chapter 1 | proceedings at an annual interest rate of 5.5% on the
unpaid principal balance beginning January t, 2009. During 2005, we received payment and recognized interest income of
$1,837,000 from CFA, of which $549,000 wes recognized during the three months ended December 31, 2005. In December 2009,
NHI agreed to purchose the six Florida properties {which are leased to a HSM for $6,200,000 annually, plus escalators over the
initial lease term expiring in 2014) for a total of $67,000,000. The traosaction closed on February 1, 2010. We funded
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the purchase with the full satisfaction of the $23,300,000 in principal and inlerest on a mortgage note due from CFA,
529,700,000 in cash deposits and $14,000,000 in advances from NHI's revolving credit facility.

Acquisition of Real Estate

During 2009, we purchased and lcased back four skilled nursing facilitics in Texas from affiliates of Legend Healthcare, LLC,
("Legend™) a privately owned company and one of our current lease customers. The total purchase price of the four facilities
was $55,550,000. The purchase price was funded from our accurnulated cash. The four facilities are being leased to Legend fora
term of 15 years at an initial lease mte of 10%, or §5,555,000, plus a fixed annual rent escalator. Legend has the option to
purchase the facilities after 7 years for $55,550,000 if the appraised value is less thon $60,000,000, 1f the appraisal value is greater
than $60,000,000, the purchase price will be $55,550,000 plus one-half of the appraised value of the facilities in excess of
$60,000,000.

During the fourth guarter of 2009, we completed a purchase/leaseback transaction with Bickford Senior Living and iis affiliates
(“Bickford”) invelving four assisted living facilities in Michigan and one in Illinois. Of the $28,250,000 purchasc price,
$25,250,000 was funded from our accumulated cash with the remainder to be paid as contingent consideration over the next
three years based on Bickford's nchievement of eertain operating financial thresholds. At December 31, 2009, we have recorded
the contingent consideration of $3,000,000 as a iiability to Bickford as we consider the pnyment of this amount to be probable.
The minimum lease payments to NHI will increase at 9.5% of any contingent consideration paid by NHI. The five facilities are
being leased to Bickford over 15 years at an initial lease rate of 9.5% plus annual fixed cscaiators.

During 2009, we paid $769,000 for our corporate office in Murireesboro, Tennessee.

As discussed in Notes 4 ond 9, in Decernber 2009 we agreed to purchase six Florida skilled nursing facilities from Care
Foundation of America, Inc. (CFA) for a total of $67,000,000 snd finalized the acquisition on February 1, 2010. The facilities are
leased to affiliates of Health Services Management, Inc., which commenced October 1, 2009, for $6,200,000 annually, plus a 3%
cscalator starting at the beginning of the third lease year, The lease expires in 2014 and the tenant has e 3 year optional renewal
term. The facilities have been parl of our morigage lonn portfolio for 16 years. The purchase resulted in the dismissal of
pending litigation between NHI and CFA. We funded the purchase with the full satisfaction of tbe $23,300,000 in principal and
interest on & mortgage note due from CFA, $29,700,000 in cash deposits and $14,000,000 in advances from NHY's revolving
credit facility.

Disposition of Assets

In December 2009, we aceepted an camest money deposit of $£150,000 from the cucrent lessee as part of negotiations to sell six
skilled nursing facilities in Texas. We have classified these properties as held for sale in our Consotidated Balance Sheet as of
December 31, 2009. The planned sale of these facilities meets the accounting criteria as being held for sale and we have
reclagsified the results of operations of these facilities as discontinued operations for all periods presented in our Consolidated
Statements of Income.

Our skilled nursing facility in Emporia, Kansas was sold during the first quarter of 2009 for its carrying value of $175,000.

We previously owned and operaled 16 long-tern health care facilities that we acquired through foreclosure or through the
acceptance of deeds in lieu of foreclosure and subsequently sold the facilities (in 2001 and 2004) to unrelated not-for-profit
entities, previding 100% financing (the “Foreclosure Properties”). While the original sales were recognized for tax purposes
under the installment sale method, the operating revenues and expenses of these facilities continued to be recorded in the
consolidated statements of income until such time as the down payment and continuing investment criteria of US GAAP were
met, at which time we would account for the sales under the full accrual method. No installment payments had been made by
the borrowers, On December 31, 2007, the criteria for recording the sales were met, Net assets having a book value of
354,350,000 were deconsolidated, mortgage notes receivable of $66,819,000 were recorded, and o net gain on the saje and
deconsolidation of these assets was recognized of $12,469,000. On December 31, 2007, we received imevacable bank letters-of-
credit from the bormowers totaling 510,200,000 to guarantee down payments on the original notes and commitments to make
monthly principal and imerest payments to us to amortize the remaining note balances. In January 2008, we received down
payments on the notes receivable of 519,100,000 and begen receiving payments of principal and interest totaling $417,000 each
month,

In May 2007, we completed the sale of 2 facility in Milwaukee, Wisconsin to o third party and recognized a gain on sale of
$669,000, Net cash proceeds were 52,288,000 and the cerrying value of the property and equipment sold was $1,619,000.
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Resulis of Operations

Year Ended December 31, 2009 Compared to Year Ended December 31, 2008

The results of aperations for facilities included in assets held for sale or facilities sold, including the gain or loss on such
sales, have been reported in the current and prior periods as discontinued operations. The reclassifications to retrospectively
reflect the disposition of these facilities had no impact on previously reported net income.

Operating Income and Expense

Net income for the year ended December 31, 2009 was $64,229,000 versus 357,510,000 in 2008, an increase of 11.68% due
primarily to higher rent income from existing and new lenses and realized gains and recoveries on sales of marketable securities.
Fully diluted eamings per common share were $2.32 in 2009 versus $2.07 in 2008, an increase of 5.25 or 12.08%,

Total revenues from continuing operations for the year ended December 31, 2009 were 564,221,000 versus $58,005,000 in 2008,
#an increase of 10,7%. Our revenues consist primarily of renta income from leases of our owned facilities and morigage interest
income from our borrowers. Rental income increased $6,737,000 or 13.94%, which consists of (1} an increase of $3,163,000 from
Legend for new leases that commenced in July and August, 2009, (2) the receipt and recognition of $2,000,000 in past-duc rent
from RGL Development, LLC, (3) percentage rent from NHC of $1,082,000 related to 2008 and 2009, (4) an increase of $307,000
related to a lease that commenced in Orangeburg, 5C in October 2008, and (5} various smaller items totaling $185,000. Rental
income from our largest customer, NHC, was $34,782,000 for 2009, an increase of §1,082,000 or 3.21% when compared to the prior
year. Our master Lease with NHC includes'a provision whereby NHC will pay 4% of the amound, if any, by which the gross
revenue of cach NHC facility exceeds the facility’s revenue for the 2007 base year. The financial impact of our investments in
real estate during 2009 is expected to increase tofal rental income in 2010. As described earlier, the acquisition of the CFA
facilitics is expected to increase total rental income in 2010

Mortgage interest income decreased $521,000 or 5.39% due, in part, to (1) a decrease of $721,000 due to the scheduled
principal amortization of our loans, and {2) a decrcase of $688,000 due to the payoff of certain of our Ioans in 2009. These
decreases were offset, in part, by (1) the collection of past-duc interest of $654,000 on a mortgage note receivable from Osceola
Healtheare, and (2) interest of $234,000 on o mortgage note purchased at a discount. As described earlier, the settlement of the
mortgege note receivable from CFA on February 1, 2010 will cause inferest recognized from this borrower to decrease §1,473,000
in2010. Unless we continue to make new investmenis in mortgages in 2010 and future years, our interest income wilt decrense
due to the nonmal amortization of our loans,

Total expenses {excluding loan and realty recoveries which are required to be shown 85 a reduction of expenses for financial
statement purposes) were $15,743,000 for the year ended December 31, 2009 versus §12,913,000 for 2608, an increase of 21.92%
due primarily to (1) an $868,000 increase in depreciation s a result of property acquisitions during 2009, (2) a $356,000 increase
in legal fees primarily relsted to the CFA litigntion, {3) a $1,670,000 increase in gensral and administrative expenses as a result of
higher payroll and non-cesh compensation related to additions to our corporate management ond staff, and {4} smaller
decreases totaling $64,000. Due to our acquisitions in late 2009 and February 2010, depreciation cxpense is expected to increase
significantly in 2010.

Non-Operating Income

Non-operating income primarily includes dividends snd interest on our investments in cash und marketable securities and
realized gains and Josses on sates of our marketable securities. Non-operating income was $8,581,000 in 2009 versus $6,487,000
in 2008, a 32.28% increase duc primarily ta guins and recoveries recognized on sales and redemptions of marketable securities
which totaled $2,402,000. Historically, we have maintained substantial cash reserves and, accordingly, interest income has been
a significant part of non-operating income. We have made property and mortgage investments during 2009 totzling $86,070,000
by using our cash reserves and, as expected, have seen a decline in our interest income (rom cash deposits.

Discontinued Operations

In January 2009, we received in cash and recognized income of $642,000 an the settiement of a terminated lease of one of eur
former Texas facilities which was s0ld in 2005 1o a third-party opcrator.

In March 2009, we completed the sale of a closed facitity in Emporia, Kansas for net procesds of $175,000. The facility was
classified as held for sale at December 31, 2008. In February 2009, we recorded an impairment charge of $25,000 to reduce ifs
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camying velue to expected proceeds, less the cost to sell the facility. This is one of two facilities in Kansas that we sold, In
November 2008, we sold our Hoisington facility. During 2008, we recorded an impairment charge of $1,986,000 relating to the
two facilities to reduce the carrying value of these facilities to fair value, less the estimated cost to sell the facilities. The income
(loss) from discontinued operations of these facilities for the years ended December 31, 2009, 2008 and 2007 was 50, ($2,044,000)
and $73,000, respectively.

In June 2009, we recoppized into income for financial and tax purposes 51,494,000 related to the cancelation of liabilities which
existed at the date of sale in 2004 of a skilled nursing fucility in Washington. In 2008, we recognized into income $4,122,000
related to the cancellation of lisbilities relating to two other skilled nursing facilities in Washington, We recognized this income
at the expiration of the five-year slatute of fimitations, as management concluded bhased on advice from counsel that we were
legally selensed from any potential liability settlements. The income, including the income related 1o the cancelation of liabilities,
from discontinued operations of these facilities for the years ended December 31, 2009, 2008 and 2007 was $1,479,000, $4, 104,000
and $31,000, respectively.

We have classified six facilities in Texas as held for sale in our Consolidated Balance Sheet as of December 31, 2009.
Additionally, we have reciassified the results of operations of these facilities as discontinued operations for all periods
presented in our Consolidated Statements of Income. The income from discontinued operations for these facilities for the years
ended December 31, 2009, 2008 and 2007 was $3,997,000, $3,871,000 and $3,397,000, respectively.

Year Erded December 31, 2008 Compared to Year Ended December 31, 2007

The resulis of operations for facilities included in assets held for sale or facilities sold, including the gain or loss on such
sales, have been reported in the current and prior periods as discontinued operations. The reclassifications to retrospectively
reflect the disposition of these fecilities had no impact on previously reported net income.

Operating Income and Expense

Net income for the year ended December 31, 2008 was $57,510,000 versus $96,435,000 in 2007, a dccrease of 40.4% due
primarily to the non-recurrence of the recoveries in 2007 of amounts previously written down of $24,238,00¢ and net gains on the
disposition and deconsolidation of assets of $13,138,000. Diluted earnings per common share were $2.07 in 2008 versus $3.47 in
2007, a decrease of $1.40 or 40.3%.

Total revenues from continuing operations for the year ended December 31, 2008 were 358,005,000 versus $57,506,000 in 2007,
an increase of 1%. Our revenues consist of morigage interest income from our borrowers and rental income from leases of our
owned facilities. Morigage interest income decreased £1,642,000 or 14.5% due to the accelerated payment of principal by & large
borrower and the payofT of a note having a principal balance of $7,050,000 at maturity. Collections and prepayments during 2008
were $33,015,000 versus $5%,118,000 in 2007. Renta! income increased $2,141,000 or 4.6% due mainly to better negotiated lease
terms on renewal for our existing tenants which accounted for $2,041,000 and rent income of $100,000 from a tenant in our
Ormsngeburg, SC facility acquired in September 2008, Rental income from our largest customer, WHC, was $33,700,000 for 2008
and 2007, respectively, Our master lease with NHC includes a provision whereby NHC will pay 4% of the amount, if any, by
which the gross revenue of each NHC facility exceeds the facility’s revenue for the 2007 base year, We parchased the
Orangeburg facility in 2008,

Total expenses (excluding loan and realty recoveries which are required to be shown ns a reduction of expenses for financial
statement purposes) were £12,913,000 for the year ended December 31, 2008 versus 518,637,000 for 2007, a decrease of 30.7%
due primarily to lower interest expense. For 2008, interest expense was $307,000 versus $4,625,000 in 2007, a decrease of 93.4%.
In July 2007, we paid in full our $100 million unsecured public notes having an interest rate of 7.3%. For 2008, legal expense was
$1,598,000 versus §1,079,000 in 2007, an increase of 48.1% due to the consideration of various strategic altematives to enhance
stockholder value in our cormmon shares and expenses associated with a threatened lawsuit by one of our major customers, Care
Foundation of America, Inc. For 2008, general and administrative expense was $3,585,000 versus $5,657,000 in 2007, a decrease
of $2,072,000 or 36.6% consisting primarily of 51,863,000 related to the termination of our advisory agreement with MAS on
March 31, 2008, Net loao and realty recoveries were reported as a decrease in expenses ond amounied to $24,238,000 in 2007 as
two morigage notes receivable were paid off, Lhe largest recovery of $21,300,000 being the payofT of the HSM-Texas note of
$44,500,000. Another recovery of $1,700,000 related to the payoff of 2 morigage note of $5,721,000 from a former American
Medical Associates facility in Florida. A recovery {rom a previous write down of our investment in 2 mortgage investment pool
amounted to $1,238,000,
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Non-Operating Income

Non-operating income primarily includes dividends ond interest on our investmenis in cash ond marketable securities and
realized gains and losses on sales of cur marketable securities. Non-operating income was $6,487,000 in 2008 versus $12,464,000
in 2007, a 47.9% decrense due primarily to other than temporary impairments and realized losses of §2,475,000 on marketable
secunties and a $4,016,000 decreese in interest earnings on our bank deposits. The decline in interest enmings is due mainly to
our payment in full in July 2007 of our $100 million unsecured public notes and lower intercst rotes on bank deposits.

Discontinued Operations
Our income from discontinued operations in 2008 is described above.

On December 31, 2007, we recognized the sale of the Foreclosure Properties in New England, Missoun and Kansas and
recorded marigage notes receivable secured by the properties with a camrying value of $66,819,000. The sale resulted in a net
gain on sale and deconsolidation of $12,468,000. The net carrying value of the assets and liabilities deconsolidated was
$54,350,000. The income from the discontinued operations of these facilities for the year ended December 31, 2007 was
$3575,000.

In May 2007, we completed the sale of a facility in Milwaukee, Wisconsin to a third party and recognized a gain on sale of
$569.000. Net proceeds were $2,288,000 and the carrying value of the property and equipment sold was $1,619,000. The income
from the discontinued operations of this facility for the year ended December 31, 2007 was $650,000.

Liquidity and Capital Resources

Sources and Uses of Funds

Qur primary sources of cash include rent and interest receipts, proceeds from the sales of real properfy and principal
payments on notes receivable. Qur primary uses of cash include dividend distributions, debt service payments (including
principal and interest), teal property ncquisitions and general and administrative expenses,

These sources and uses of cash are reflected in our consolidated statements of cash flows as summarized below (dollars in
thousands):

Yenr Ended One Yesr Change Year Ended One Year Change

1273112009 12/31/2008 § % 12/31/2007 5

Cash and cash
equivalents
nl beginning

of period L] 100,242 3 75,356 H 24,386 EXL ] 3 158,815 5 (83459

Cash provided
from (uscd
in} .
opereting
activities 69,212 67,134 2,678 3% 66,529

Cash provided
fram (nscd
in) investing

activities (55,278) 52,173 {107.451) (206%) 21,431 30,742

Cash provided
from (used
in) financing

activitics (68,458) (94,421} 25,963 7% (171,419} 76,998

605

Cash nnd cash
equivelents
at cnd of
peried

s 45718 $ 100242 5 (34,529 (54%) s 75,356 5 24,886

Net cash flows provided by discontinued operstions of the Texas facilities during 2009, 2008 and 2007 were $5,000,000,
$3,000,000 and 34,652,000, respectively.

The notes to the consolidated financial statements describe the significant transactions that impactcd our cash flows from
operating, investing and financing activities of the facilities during 2009.

Operating Acrivities — Net cash provided by operating activities was $69,212,000 in 2009 versus $67,134,000 in 2008, an
increase of 3.1%. Net cash provided by operating activities in 2009 consists of net income of $64,220,600 adjusted by the
following non-cash items: depreciation of $8,621,000, net realized gains on sales of marketable securities of $2,404,000 and
working capital changes and smaller items totaling $1,234,000. Working capitnl changes affecting cash were primarily due to the
timing of payments of accounts payable and accrued expenses.
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Net cash provided by operating activities in 2008 consists of net income of $57,510,000, adjusted by depreciation of
£7,943,000, recognized real cstate asset impairments of $1,986,000, and net realized losses and writedowns of marketable
securities of $2,477,000, reduced primarily by working capital changes and smailer items totaling $2,781,000. Working capital
changes affecting cash were primarily due to the timing of payments of accounts payable and accrued expenses.

Net cash provided by opemting activities during 2007 consisted of net income of $96,435,000, and depreciation of $11,751,000,
reduced by loan and reatty recoveries of $24,238,000, net gains on the disposition and deconselidation of assets of $13,138,000,
net gain on the sale of marketable securities of $1,029,000, working capital changes of $3,334,000, plus smaller items totaling
$82,000. Recoveries of amounts previously written down of £23,000,000 related to the prepayment in full of two mortgage loans
and e recovery of §1,238,000 related to a firal residual payment from a morigage investment pool (see discussion above in Real
Estate, Mortgage and Notes Receivable Write-downs/Recaoveries). Net gains on the disposition nnd deconsolidation of assets
and cash deconsolidated from discontinued operations relate 1o the recording of the originel sales of the Foreclosure Properties,
as the down payment and continuing investment criteria in SFAS 66 were met on December 31, 2007. Working capital changes
affecting cash were primarily due to the timing of collections of receivables, the payinents of accounts payable 2nd 1he decrease
in aecrued interest payable due 1o the payoff at par of the principal and interest on our 5100 million unseeured public notes on
July 16, 2007,

Investing Activities — Cash used in investing activities in 2009 was $55,278,000 versus cash provided by investing activities in
2008 of $52,173,000. Cash used to fund real estate purchases and mortgage loans in 2009 was $81,569,000 and $4,501,000,
respectively. Cash was generated from collections and prepayments of mortgage loans of $19,630,000, proceeds from the sale of
marketable securities {net of purchases) of $10,9587,000 and real estate sales of $175,000. We intend to make new investments in
2010 if such investments meet our risk profile and targeted investment retums.

Net cash provided by investing activities was $52,173,000 in 2008. Collections and prepayments on mortgages end other
notes receivable in 2008 was 333,015,000 and consisted of (1) a §15,000,000 payment from ElderTrust of Florida, Inc., {2) a
$4,100,000 down-payment from SeniorTrust of Florida, Inc., (3) collection of $7,050,000 as payment ir full on a note from NHR,
and {4} 86,865,000 of routine collections. Cash used in the acquisition of the Orangeburg, SC facility amounted to $4,015,000.
Cash used for equipment purchases was £33,000. Cash proceeds from the disposition of the Hoisington, KS facility amounted
to $42,000. During 2008, we made no new investments in mortgage or other notes receivable. Sales of marketable sccurities
relate to transactions in an enhanced cash fund.

Cash flows provided by investing activities during 2007 of $21,431,000 included collections and prepayments on mertgages
and other notes receivable totaling $59,1 18,000 and consisted of (1) collections of $5,681,000 as a result of the early payoff from
one Florida-hased nursing facility, (2) a $3,500,000 payoff of a shor-term real estate loan, (3) collections of 544,192,600 in
principal a5 a result of an early payoff from HSM (see discussion above in Real Estate, Mortgage and Notes Receivable Write-
downs/Recoveries), and {4) $5,745,000 of routine collections. Cash proceeds from the disposition of real estate amounted to
$2,337,000 due primanily from the sale of the Milwaukee, Wisconsin facility of $2,288,000 and a partial land sale of $49,000, The
cash balance of the Foreclosure Properties deconsolidated at December 31, 2007 was $14,079,000. During 2007, we made new
investments in mortgage and other notes receivable of $9,716,000 due primarily to our investment in acquiring NHCs interestin
a loan receivahle from a third party. Sales of marketable securities included the cash proceeds of $1,007,000 from the sale of
common shares of NHE. in QOctober 2007. Purchases and other sales of marketable securities relate to transactions in our
cnhanced cash fund.

Financing Aetivities — Cash flows used in financing activities for 2009 were primarily the result of 564,549,000 of dividends
paid and $3,987,000 in scheduled debt payments. The decrease in cash used in financing activities when 2009 is compared to
2008 is primarily due to a $0.22 special dividend paid during 2008 compared to a $0.10 special dividend paid during 2099 as well
as $3,621,000 used to repurchase 194,100 sbares of our common stock in 2008.

Net cash used in financing uctivities in 2008 decreased from 2007 primarily due to $98,455,600 lcss in scheduled principal
payments on debt in 2008,
Liquidity

At December 31, 2009, our liquidity was sirong, with cash and highly-liquid marketable securities of 357,040,000, Cash
proceeds from loan payoffs and the recovery of previous writedowns have been distributed as dividends to stockholdcrs, used
to retire our indebtedness and accumulated in bank deposits for the purpose of meking new mortgage loans and real estate
investments. At December 31, 2009, we had no debt.
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Our liquidity in cash accounts and other readily marketable securities (iraded on public exchanges) continues to increase from
our normel operating cash flows from core business investments in lenses and mortgage notes as shown in our consolidated
financial statements.

On February 1, 2010 we closed on a $100,000,000 unsecured revolving credit facility to fund new healtheare renl esiate
investments. The new credit focility, which was provided by Regions Bank as agent and Pinnacle National Bank as a
participating bank, bears interest at a margin of 250 basis points over LIBOR with a floor of 1% and matures in February 201t.
The facility contains certain representations, warranties, and financial and other covenants customary in such loan agreements.

We intend to comply with REIT dividend requirements that we distribute at least 90% of our taxable income for the year
ending December 31, 2009 and thereafler. We declared total annval dividends of $2.30 per share to stockholders of record in
2009, $2.42 to stockhalders of record in 2008, and 52.85 to stockholders of record in 2007. Dividends dectarcd for the fourth
quarter of each fiscal year are paid by the end of the following January and are Ireated for tax purpases as having been paid in
the fiscal year just ended a3 provided in IRS Code Sec. 857(b)(8). The 2009, 2008 and 2007 dividends declared included special
dividends of $.10, $.22 and $.85 per common share, respectively.

O{ff Balance Sheet Arrangements

We currently have no outstanding guarantees or letters of credit. We may or may not elect to use financiel derivative
instruments to hedge interest rate exposure. At December 31, 2009, we did not participate in any such financial instruments.

Contractual Obligations

3 of December 31, 2009, our contractual payment obligations and commitments were as follows (in thousands):

Total Year ] Year 2 Year3

Real estate purchase liability H 70,000 H 67,500 g 1,000 3 1,500
Cupital improvements 150 750 - -
Morigage note advances 150 150 - -
3 71,000 H 58,500 5 1,000 $ 1,500

Ceontingency

As noted abave, during the fourth quarter of 2009 we completed a purchase/leaseback transaction with Bickford Senior Living
and its affiliates (“Bickford") for $28,250,000. The purchase price was funded from our accumulated cash liquidity and includes
$3,000,000 in contingent poyments to be made over the next three years based on Bickford's expected achievement of certain
operating (inancial thresholds.

Commitmen{s

As of December 31, 2009, we had pending commitments related to two health care real estate projects: (1) one of our leases
conlains a provision whereby we wilt fund up to $750,000 of certain copital improvements and operating equipment purchases
with the total being added to the base amount from which the lease payment is caleufated, and (2) we were commitied to fund an
additional $250,000 on a morigage note receivable. We have sufficient liquidity to fund these commitments and to finance new
investments,

In December 2009, NHI apreed to purchase the six Florida properiies (which are leased 1o a third-party for $6.2 million
annually, plus escalators over the initial lcase term expiring in 2014} from CFA for a total of 567 million.

Funds From Operations

Our funds from operations (“FFO™} were $72,594,000 for the ycar ended December 31, 2009, versus 565,207,000 in 2008, an
increase of 11.3%. The increase in FFQ was primarily the result of (1) $3,484,000 from new leases that commenced during the
year, {2) $2,000,000 collected in past-due lease payments, (3) $1,082,000 in perceniage rent from NHC and other smaller items
totaling $821,000. FFO represenis net earnings available to common stockholders, excluding the effects of assct dispositions,
plus depreciation associated with real estate investments.
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We believe that FFO is an important supplemental measure of operating performance for 8 REIT. Because the historical cost
accounting convention used for real estate assets requires straight-line depreciation (exeept on land), such accounting
presentation implies that ihe value of real estaic assets diminishes predictably over time. Since real estate values instead have
histarically risen and fallen with market conditions, presentation of operating results for a REIT that uses historical cost
accounting for depreciation could be less informative, and should be supplemented with a measure such as FFO. The term FFO
was designed by the REIT industry to address this issue. Our measuére may not be comparable to similarly tifled measures used
by other REITs. Consequently, our funds from operations may not provide a meaningful measure of our performance as
compared to that of other REITs, Since other REITs may not use our definition of FFO, caution should be exercised when
comparing our FFO to that of other REITs. FFO in and of itself does not represent cash generated from operating activities in
accordance with GAAP (FFO does not include chenges in operating assets and liabilities) and thersfore should not be
considered an alternative to net eamings as an indication of operating performance, or to netf cash flow from operating activities
as determined by GAAP in the United States, as a measure of liquidity and is not necessarily indicative of cash available io fund
cash needs.

We have complied with the SEC's interprelation that impairments laken on real property may not be added back to net income
in the calculation of FFO. The SEC's position is that impairments on real property are non-recurring and are not an appropriate
adjustment.

The resuits of operations for facilities included in assets held for sale or facilities sold have been reported in the ¢current and
prior periods as discontinued operations. The reclassifications to retrospectively reflect the disposition of these facilities had
no impact on previously reported FFO. The oet gain on sale of real estate and the deconsolidation of the Foreclosure Properties
previously consolidated is not an element of FFO in 2007.

The following table reconciles net income to FFO (dollar amounts in thousands, except per share amounts):

Year Ended December 31, 2009 2008 2007
Net income s 64,229 5 51,510 5 96,433
Elimination of certain non-cash items in net income:
Real estnte deprecintion - continuing operations 7373 6,667 6,877
Real estate depreciation - discontinued operations 992 1,030 4 730
Gain on partial land sale - continuing operations - - (42)
Gain on dispositions and deconsalidation - '
discontinued operations . - - (13,138)
Funds from operations S 72,594 3 65,201 $ 94,912
BASIC
Weighted average common shares outstanding 27,586,338 17,706,106 17,703 464
Basic FFO per common share s 2.63 5 135 M 3.43
DILUTED
Wejghted average common shares outstanding 27,618,300 27,731,951 27,781 342
Dituted FFO per common share H 2.63 5 235 s 341

Impact of Inflation

Indlation may affect us in the future by changing the underlying value of our real estate or by impacting the cost of financing
our operations. Our revenues are generated primarily from long-term investments and the operation of long-term care facilitics.
Inflation has remaincd relatively low during recent periods, There canr be no assurance that future Medicare, Medicaid or
private pay rate increases will be sufficient to offset future inflation increases. Certoin of our leases require increases in rental
income based upon increases in the revenues of the tenants.

New Accounting Pronouncements

See¢ Note 2 to the Consolidated Financial Statements for the impact of new accounting standards.
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ITEM 6A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Interest Rate Risk

Our cash and cash equivalents consist of highly liquid investments with an original maturity of three months or less. Most of
our morigage and other notes receivable bear interest af fixed interest rates, Qur investment in preferred stock represents an
investment in the preferred stock of another REIT and yields dividends at a fixed mate of 8.5%. As o result of the short-term
nature of our cash instruments and because the interest rates on our investments in notes receivable and preferred stock are
fixed, & hypothetical 10% change in intercst rates has no impact on our future carmings and cash flows related to these
instruments.

We do not use derivative instruments to hedge interest rate risks. The future use of such instruments will be subject to strict
approvals by our senior officers.

Equity Price Risk

We consider our investments in marketable securities of $21,322,000 at December 31, 2009 as available-for-sale securities.
Tncreases and decreases in the fair market value of our investments in other marketable securities are unrealized gains and
losses that are recorded in stockholders’ equity, The investments in marketable securities are recorded at their fair market value
based on quoted market prices. Thus, there is exposure fo equity price risk, which is the patential change in fair value due to a
change in quoted market prices. We monitor our investments in marketable securities to consider evidence of whether any
portion of our original investment is likely not to be recoverable, at which time we would record an impairment charge to
operations, A hypotheticel 10% change in quoted market prices would result in a related $2,132,200 change in the fair value of
our invesiments in marketnble securities,
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ITEM 7. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
National Health Investors, Inc.
Murfreesboro, Tennessee

We have audited the accompanying consolidated batance sheets of National Health Investors, Inc. as of December 31, 2009
and 2008 and the related consolidated statements of income, stockholders’ equity, and cash flows for each of the three years in
the period ended December 31, 2009. These financial statements are the responsibility of the Company’s management. Our
responsihility is to express an opinion on these fioancial statements based on our audits.

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

In our opinian, the cansolideted financial statements referred to above present fairly, in oll material respects, the financial
position of Mational Health Investars, Inc. at December 31, 2009 and 2008, and the results of its operations and its cash flows for
cach of the three yeors in the period ended December 31, 2009, in conformity with accounting principles generally accepted in
the United States of America.

We were also ¢ngaged te audit, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of Mational Health Investors, Inc.’s internal eontrol over financial reporting as of December 31,
2009, based on criteria established in fnternal Contrel — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) and gur report dated February 20, 2010 expressed an unqualified opinion
thereon,

/s! BDO Seidman, LLP

Nashville, Tennessee
February 20, 2010
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NATIONAL HEALTH INVESTORS, INC.
Consolidated Balance Sheets
fin thousands, excep! share amounts)

and

December 3, |
2009 2008
Assets
Real estate properties:
Land H 18,490 $ 26,310
Buildings and imprevements 322,296 284,596
350,786 310,906
Less aceumulated depreciation (126925) (119,574)
Real estate properties, net 223,861 181,332
Mortgage notes receivable, net 94,588 108,640
Investment in preferred stock, at cost 38,132 18,132
Cash and cash equivalents 45,718 100,242
Marketable securities 11,312 26,594
Accounts receivable, net 2,189 1,734
Assets held for sale, net 13,420 200
Deferred costs and other assets 130 132
Total Assels ) 3 450360 3 457,106
Liabltitics and Stockholders' Equity
Notes and bonds payable H - 5 3,987
Earnest money deposit 150 -
Heal estate purchase liability 3,000 -
Accounts payable and accrued expenses 2,754 4,359
Dividends payable 17,959 19,030
Deferred income 885 115
Tolal Liabilities 74,748 27,801
Commitments and Contingencies
Stockholders' Equity
Common stock, .01 par value; 40,000,000 shares authorized; 27,629,505
27,580,319 shares issued and outstanding, respectively 276 276
Capital in excess of par value 459,342 458,911
Cumulative net income 900,611 836,382
Cumulative dividends (940,220) (876,742)
Unrealized gains on marketable securities 14,103 10,788
Total Stockholders’ Equity 434,612 429,615
459,350 3 457,106

Total Liabilities and Stockholders' Equity 5

The accompanying notes to consolidaied financial statements are an integral pars of these consalidated financial statements.
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NATIONAL HEALTH INVESTORS, INC.
Consolidated Statements of Income
(in thousands, excep! share and per share amounts)

Year Ended December 31,
2009 2008 2007
Revenues:
Rental income 3 55,076 3 48,339 ] 44,108
Mortgage interest income 9,145 9,666 11,308
64,231 58,003 57,506
Expenses:
Interest expense 85 308 4,625
Depreeiation 7,629 6,761 6928
Amortization of loan costs %0 15 5
Legal expense 1,954 1,598 1,079
Franchise, excise, and other taxes 730 . 646 173
General and administrative 5,255 3,585 5,657
Loan and realty losses {recoveries) {1,077) - (24,238)
14,666 12,913 {5,601)
Income before von-operating income 49,555 45,002 63,107
Non-operating income {investment interest and other) 3,581 6,487 12,464
Income from continuing operations 58,136 51,579 75,571
Discontinued operations
Income from operations - discontinued 6,093 5,931 7,726
Net gain on dispositions and deconsolidation - - 13,138
Incame frotm discontinued operations 6,093 5,931 20,864
Net income ] 64,229 ] 57,510 § 96,435
Weighted average common shares outstanding:
Basic 27,586,318 27,706,106 27,703 464
Diluted 27,618,300 27,731,951 27,781,862
Eamings per share;
Basie:
Income from continuing operations s 11 $ 1.86 s 273
Discontinued operations 0.22 0.22 0.75
Net income per comrmon share s 33 5 2.08 § 148
Diluted:
Income from continuing operations H 2.10 $ 1.85 $ 172
Discontinued operations 0.22 0.21 0.75
Met income per common share $ 2.3 $ 2.07 $ 3.47

The accompanying notes to conselidated financial statements are an integral part of these consolidated financial statements.
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NATIONAL HEALTH INVESTORS, INC.
Consoltdated Siatements of Cash Flows
(In thousands)
Year Ended December 31,
2009 2008 2007

Cash flows from operating activities: )
Net income 3 64,229 $ 57,510 3 96,435

Adjustments to reconcile net income to net cash pravided from
operating octivities:

Depreciatioo 8,621 1943 11,751
Amortization of loan costs %0 15 75
Amortization of deferred income (39 (22) (26)
Provision for loan and realty losses {recoveries) (1.077) - {24,238)
Imprirment of real estate assets in discontinued operations 25 1,986 -
Net gain oa dispositions and deconsolidations of discentinued operations . - (13,138)
Gain on asset disposals in non-operating incomce - - 42)
Gain on payoff of note receivable - - (468)
Share-basced compensation 853 7 543
Other-than-temporary impairment of marketable securitics - 2,065 -
Net realized (gain) loss on sales of marketnble securities (2,404) 410 (1,029)
Deferred income 359 - -
Changes in operating assels and linbiliies:
Accounts reccivable (455) 167 (204)
Delerred cosis and other assels 15 173 (618)
Accounts payable and accrued expenses (1,605) (3,120) {2.512)
Net cash provided by operating activities 69,212 67,134 $6,529
Cash flows from investing activities:
Investment in morigage and notes receivable {4,501) - (9,716)
Collections of morigage and notes receivable 16,652 33,015 9,245
Prepayment of mortgage notes receivable 2,978 - 49,873
Acquisition of real estate properties (81,569) (4,048) (2,490)
Proceeds from disposition of real estate properties - 175 42 2,337
Cash balances deconsolidated from discontinued operations - - (14,079)
Acquisition of marketable securities {174y - (351,747}
Proceeds from sales of markeioble securities 11,261 23,164 338,005
Net cash {used in) provided by investing activities (55,278) 54173 21,431
Cash flows from financing activities:
Principal payments on notes and bonds (3,987 (5,525} {103,980)
Dividends paid to stockholders (64,549) (85,520) (67,439)
Stock options exercised 78 245 -
Repurchase of common stock . - (3,621) -
Net cash used in {inancing activities (68,458) (94,421) (171,419}
Increase (decrease} in cash and cosh equivalents (54,524} 24,886 (83,459)
Cash and cash equivalents, beginning of year 100,242 75,356 158,815
Cash and cash equivalents, end of year 3 45718 t 100,242 $ 13,356

The accompanying notes to consolidated financial statements are an integral part of these consolidaied financial statements.
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NATIONAL HEALTH INYESTORS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
{in thousands, except share and per share amaunis)

Unrealized
Capilal in (Losses) Gains Totel
Common Stock Excess of Cumulative Cumulative on Marketable Stockholders’
Sharcs Amount Par Value Net lncome Dividends Securities Equity
Balances at December 31, 2006 27,752,239 - 278 1 461,735 5 682,437 H (730,562} H 17,783 s 431,671
Comprehensive income:
Wet income - . - 96,435 . - 96,435
Other comprehensive income
{loss):
Unrealized holding loss
arising during period - {2,386) (2,386)
Less: reclassification
adjustment {or lossss included in net
income - (1,029} (1,029
Net lass recognized in other
comprehensive income (3,415) (3,415

Total comprebeasive income 93,020
Share-based compensation - - 543 - - - 543
Cush dividends: ‘

Dividends to common

stackholders, $2.85 per share - - - . {19,096) - (79,098}
Balances at December 31, 2007 27,752,23% 278 462,278 778,872 {B09,658) 14,368 445,138
Comprehensive income:
et income - - - 57,510 - - 57,510
Other comprehensive income
(foss):
Unrealized halding loss
arising during period - (6,055) (6,055)
Less: reclassification
edjustment for losses included in net
income - 2,475 2,475
Net loss recognized in other .
comprehensive incame {3,580) {3,580)

Tolal comprehensive income 53,930
Shares repurchesed and retired (194,100) @ (3.619) - . - (3,621
Shares issusd:

Stock options exercised 51,680 - 245 - - . 245

Restricted stock gmnts 25,000 - . . _ _ .

Restricted stock forfeitures (54,500} - - - - - -
Share-based compensation - . 7 - . _ ’:
Cash dividends:

Dividends to common

stockholders, $2.42 per share - - - - (67,084} - (67,084)
Belances at December 34, 2008 . 27.,580,31% 276 458,911 836,382 {876,742} 10,788 429,615
Comprehensive income: .
Nelincome - - . 64,229 - - 64,229
Qther comprehensive income
(loss}):
Unreelized holding gein
arising during period - - . - . 4,462 4,462
Less: reclassification
adjustmen for gains included in nct
income - - - - - (1,147} (1,147)
Net grin recognized in ather
eomprehensive income 3,315 3315

Total comprehensive income 67,544
Shares issued:

Stock options exercised 43,186 - 78 - - - 78
Share-bascd compensation - . 853 - B . 853
Cash dividends: '

Dividends 1o cemmon

stockholders, §2.30 per share . - - - (63,478) - (63,478)
Balances st December 31, 2009 27,629,503 3 7% 3 45,84) ¥ 500,610 ¥ {040,220) ] ER (1] T a1agly

The accompanying notes (o conselidated f) ial s are an integral pare of these cansalidated financiol staiements.
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NATIONAL HEALTH INVESTORS, INC.
Notes to Consolidated Financial Statements

NOTE 1. ORGANIZATION

National Health Investors, Inc. ("NHI" or the "Company™), a Maryland corporation incerporated on July 24, 1991, is a real
estate investment trust (“REIT™). Our revenue is derived primarily from rent generated on leased properties, interest income on
mortgage loans and income on other investments. We invest in health care properties including long-term care centers, acute
care hospitals, medical office buildings, assisted living facilitics and independent living facilities. These properties are located
in 20 states throughout the U.S. and are operated by qualified health care providers.

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation — The consolidated financial statements include our accounts and our subsidiaries, all of which are
wholly-owned. Significant intercompany balances and transactions have been eliminated.

Use of Esiimates — The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management {0 make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial stalements, and the
reported amounts of revenues and expenses during the reporting period, Aciual results could differ from ihose estimates.

Real Estate Properties — We record properties at cost, incfuding capitalized interest during construction periods. We use the
stroight-line method of depreciation for buildings and improvements aver their estimated useful lives as follows:

Buildings 40 years
Improvements 3to 25 years

We cvaluate the recoverability of the carrying values of our properties on a property-by-property basis. On a quarterly basis,
we review our properties for recoverability when events or circumstances, including significant physical changes in the
property, significant adverse changes in general economic conditions and significant deteriorations of the underlying cash
flows of the property, indicate that the carrying amount of the property may not be recoverable. The need to recognize an
impairment is based on estimated undiscounted future cash flows from o property compared to the camying value of thet
property. If recognition of an impairment is necessary, it is measured as the amount by which the carrying amount of the
property exceeds the fair value of the property. We have reclassified for all periods presented the operations of the facilities
meeting the accounting criteria ns either being sold or held for sale s discontinued operations in the Consolidated Statements
of Income. Lang-lived assets classified as held for sale are reported separately in the Consolidated Balance Sheet and are
carried at the lower of their amortized cast or fair value, less the cost to sell. There was no change to reported net income for the
prior periods as a result of this reclassification,

Morigage and Notes Receivable — We evalunte the carrying values of our morigage notes receivable on an instrument-by-
instrument basis. On a quarterly basis, we review our notes receivable for recoverability when events or circumstances,
including the non-receipt of principal and intcrest payments, significant deteriorations of the financial condition of the borrower
and significant adverse changes in general economic conditions, indicate that the carrying amount of the note receivable may
not be recoverable. If necessary, an impairment is measured as the amount by which the carrying amount exceeds the
discounted cash flows expected 1o be received under the note receivabie or, if forcelosure is probable, the fair value of the
colloteral securing the note receivable.

Cash Equivalents — Cash equivalents consist of all highly liquid investments with an originel maturity of three months or
less.

Federal Income Taxes = We intend nt all times to qualify as a REIT under Sections 856 through 860 of the Internal Revenue
Code of 1986, as amended. Therefore, we will not be subject to federal income tax provided we distribule at least 90% of our
REIT taxable income to our stockholders and meet other requircments to continue to gualify as a REIT. Accordingly, no
provision for federal income taxes has been made in the consolidated financial statements. Our failure to continue to qualify
under the applicable RELT qualification rules and regulations would have a material adverse impact on our finencial position,
results of operations and cash flows.

Enrnings and profits, which determine the taxability of dividends to stockholders, differ from net income reported for financial
reporting purposes due primarily to differences in the basis of assets, recognition of commitment fees, estimated useful lives
used
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to compute depreciation expense and in the treatment of necrued interest expense that cxisted at the time debentures were
converted to common stock.

Our tax returns filed for years beginniog in 2006 are subject to examination by taxing authorities, We classify interest and
penalties related to uncertain tax positions, if any, in our consolidated financial stetcments as a component of general and
administrative expense.

Concentraiion of Credit Risks — Our credit risks primarily relate to cash and cash equivalents, investments in high yielding
cash funds, and investments in preferred stock, mongages and other notes receivable. Cash and cash equivalents are primarily
held in bank accounts end overnight investments. We maintain our bank deposit accounts with large financial institutions in
amounts that exceed federally-insured limits. We have not experienced any losses in such accounts. Qur morigage and other
notes receivable consists primarily of secured loans with health care facilities as discussed in Note 4. The investment in
preferred stock is in one entity as discussed in Note 5.

Qur financial instruments, principally our investments in preferred stock, marketable securities, and notes receivable, are
subject to the possibility of loss of the carrying values as a result of either the failure of other parties to perform according to
their contractual obligations or changes in market prices which may make the instruments less valuable. We obtain collateral in
the form of first morigage liens and other protective rights and continually monitor these rights in order to reduce such
possibilities of loss. We evaluete the need to provide for reserves for potential losses on our financial instruments based on
management’s periodic review of our portfolio on an instrument-by-instrument basis. See Notes 4, 5, and & for additional
information on notes receivable, investment in preferred stock, and our previous investments in enhanced cash funds.

Marketahle Securities — Our investments in marketable securities are classified as available-for-sale securities. Unrealized
gains and losses on available-for-sale securities are recorded in stockholders’ equity. We evaluate our marketable seeurities for
other-than-temporary impairments on a quarterly basis. Realized gains and losses from the sale of available-for-sale securities
are determined on a specific-identification basis.

A decline in the market value of any available-for-sale or held-to-maturity security below cost that is deemed to be other-than-
temporary results in an impairment to reduce the camying amount to fair value. The impairment is charged to earnings and a new
cost basis for the security is established. To determine whether an impainment is other-than-temporary, we consider whether we
have the ability and intent to hold the investment until a market price recavery and consider whether evidence indicating the
cost of the investment is recoverable outweighs evidence to the contrary. Evidence considered in this assessment includes the
reasons for the impairment, the severity and duration of the impairment, changes in value subsequent to year-end and
forecasted performance of the investment,

Deferred Costs — Costs incurred to acquire financings are amortized by the effective interest method over the term of the
related debt,

Deferred Income— Deferred income primanily incledes non-refundable loan commitment fees received by us, which are
amortized into income by the effective interest method over the expected period of the related loans. In the event that a
potential borrower chooses not to borrow funds from us, the related commitment fees are recognized into income when the
commitment expires.

In management’s opinion, these loan commitment fees approximate the loan commitment fees that we would cumrently charge
to enter into similar agreements based on the terms of the agreements and the creditworthiness of the partics, and the committed
interest rates are approximately the same as current levels of interest rates.

Rental fncome - Base rental income is recognized on & straight-line basis aver the term of the lease. Under certain of our
leases, we receive additional contingent rent, which is based on the increase in revenues of a lessee over a base year or base
guarter. We recognize contingent rent annually or quarterly, when, based on the actual revenues of the lessee, receipt of such
income is assured since the target threshold has been achieved. Revenue from minimum lease payments under our leases is
recognized on a siraight-line basis 1o the extent that future fease payments are considered collectible, Lease payments that
depend on a factor directly related to future use of the property, such as an increase in annual revenues over o base year
revenues, are considered to be contingent rentals and are excluded from minimum lease payments.

We identify leases as non-performing if a required payment is not received within 30 days of the date it is due. Cur palicy

related 1o rental income on non-performing leased real estate propertics is 1o recognize rental income in the period when the
related cash is received.
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Mortgage Interest Income — Morigage interest income js recognized by us based on the interest rates and principal amounts
outstanding on the mortgage notes receivable, Under certain of our mortgages, we receive additional contingent interest, which
is based on the increase in the current year revenues of a borrower over a base year, We recognize contingent interest income
annually when, bused on the actual revenues of the barrower, receipt of such income is assured since the target threshold has
been achieved. We identify loans as non-performing if & required payment is not received within 30 days of the date it is due.

Our policy related to mortgage interest income on non-performing morigage loans is 1o recogaize mortgage interest income in
the period when the cash is received. As discussed in Notes 4 and 9, at December 31, 2009, we had one non-performing loan
with & principal belance of $22,936,000 which was settled on February 1, 2010 as & result of our acquisition of the six facilities
that served as collateral for the loan,

Investment Interest and Qther Income — Investment interest and other income inciudes dividends when declared and interest
when carned from investments in preferred stock and marketable securities, realized gains and losses on sales of marketable
securities using the specific-identification method, interest on cash and cash equivalents and amorization of deferred income.

Segment Disclosures — We ure in the business of owning and financing heelth care properties. We are managed as one
reporting unit, rather than multiple reporting units, for internal purposes and for internal decision making. Therefore, we have
concluded that we operate as a single segment.

New Prenouncements - In June 2009, the Financial Accounting Standards Board (“FASB”) issued Statement No, 168, “The
FASR Accounting Standards Codification™ and the Hierarchy of Generally Accepted Accounting Principles a replacement
of FASB Statement No. 162", FASB Accounting Standards Codification™ (ASC) is the source of authoritative U,S. generally
accepted accounting principles {(GAAP) recognized by the FASB to be epplied by nongovernmental entities. The ASC
organized all existing GAAP pronouncements into various accounting topics using a consistent structure. Alse included is
relevant Securities and Exchange Commission guidance organized using the same topical structure in separate sections. The
ASC was effective for financial statements issued for reporting periads that ended after September 15, 2009, This had an impact
on our financial statements since all references to authoritative accounting fiterature are references in accordance with the ASC.

Subsequent Evenis — We have cvalvated all subsequent events through February 20, 2010, the date the consolidated financial
statements were issued.
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NOTE 3. REAL ESTATE

The following table surmmarizes our real estale properties by type of facility and by state as of December 31, 2009 and 2008
({excluding assets held for sate}:

{Dollar amounts in thousands)

2009

Buildings,
Number lmprovements &
of Construetion in Accumulated Bonds
Facility Type and State Facilities Land Progress Depreciation Payable
Skilled Nursing:

Alabama 2 $ 95 H 5,165 H (3,499) 5 -

Arizona 1 453 6,678 {2,403) -

Florida 4 2,306 37,436 @724 .

Georgia 1 52 865 (852) -

idaho 1 122 2,491 (200} .

Kentucky 2 231 2,182 (1,638)

Missouri 5 1,165 23,068 (14,669} . -

South Carolina 4 871 15,242 (8,439) .

Tennessee 20 1,835 41,297 (28,042} -

Texas § 2410 58,140 {1,475} -

Virginia 1 176 2511 . (1,622} -
Total Skilled Nursing 47 9,717 185,075 (86,264) -
Acute Care: .

Kentucky 1 540 10,163 (4,705) .
Total Acute Care ] 540 10,163 (4,705) -
Medical Qffice Buildings:

Florida I 165 3,349 (1,830) -

Illinois l - 1,925 (614) -

Texas 2 631 9,677 (4,564) -
Total Medical Office Buildings 4 796 14,951 (7,008) -
Assisted Living:

Arizona 4 1,757 13,622 {3,716) -

Florida 4 7,095 21,543 {10,231) .

Hiinois 1 403 4512 (e .

Miehigan 4 1,490 21,825 {50)

New Jersey 1 4229 13,030 (5,296)

Pennsylvania 1 439 3,960 (429)

South Carolina 1 44 2,877 (788) .

Tennessee 3 87 7,061 ) (1,916) .
Total Asststed Living 19 16,628 88,450 {21,436) .
Independent Living:

Idaho 1 243 4,182 (1,487) -

Missouri i 344 3,181 (1,960) -

Tennessee 2 64 5,645 (3,034) -
Total Independent Living 4 651 13,008 (6,481} -

Total continuing operations properties 75 28332 321,647 (126,394) -
Corporate assets ) 158 649 {3n -
3 78,490 3 31229 3 (126,935) 3 -

45




Teble of Contenta

2008
Buildings,
Number lmprovements &
of Construction in Accumulated Bonds
Facility Type and State Facilities Land Progress Depreciation Payable
Skilled Nursing:

Alabama 2 3 95 5,165 (3,399) .

Arizona 1 453 6,678 (2,236) 1,400

Flarida 4 2,306 37,436 (21,551) -

Geargia 1 52 865 {820} -

Idaho 1 123 2491 (834) -

: Kentucky 2 211 2,182 (1,556) B

Missouri 5 1164 23,070 (13,962) 1,225

South Carolina 4 872 15.241 (8,050 -

Tennessec 20 1,835 41,315 (26,921)

Texas 8 2,280 47,408 (10,827) -

Wirginia 1 176 1510 (1,550) 1,362
Total Skitled Nursing 49 9,587 184,381 {91,706) 3,987
Acute Care:

Kentucky 1 540 10,161 {8,412) .
Total Acute Care l 540 10,163 {4,412) -
Medical Office Buildings:

Florida ! 165 3,349 (1,754) -

Mlinois 1 - 1,915 (559) -

Texas 2 631 9,677 (4,294) -
Total Medical Office Buildings 4 7% 14,951 (6,607} -
Assisted Living:

Arizona 4 1,757 13,622 (3,376) -

Florida 4 7,096 21,543 (5,584) -

MNew Jersey I 4,329 13,030 (4,977) -

Pennsylvenia 1 439 3,960 (330) -

South Carolina 1 344 877 (716) -

Tenoessec 3 871 7,061 (1,739) -
Total Assisted Living 14 14,736 62,093 {20,722 -
Indeperndent Living:

ldaho 1 243 4,182 (1,376 -

Missouri 1 44 3,181 (1,368) -

Tennessee 2 64 5,645 (2,883) -
Total Independent Living 4 651 13,008 (6,127) -

Total continuing operations properties 72 $ 26,310 184,596 (129,574} 3,987
Corporate assets - N = -
$ 16,110 284,596 (129,574 3,987

During 2008, certain of our real estate properties were pledged as collateral on individual bonds payable, as noted in the tables

above,
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Acqguisition of Real Estate

During 2009, we purchased and leased back four skilled nursing facilities in Texas from affiliates of Legend Healthcare, LLC,
{“Legend”) a privately owned company and one of our current lease customers. The total purchase price of the four facilities
was §55,550,000, The purchase price was funded from our accumulated cash. The four facilities are being leased 1o Legend for a
" term of 15 years at an initial lease rate of 10%, or $5,555,000, plus a fixed annual rent escalator, Legend has the option to
purchase the facilities after 7 years for $55,550,000 if the appraised value is less than $60,000,000. If the appraisal value is greater
than $60,000,600, the purchase price will be $55,550,000 plus one-balf of the appraised value of the facilities in excess of
$60,000,000.

During the fourth quarter of 2009, we completed a purcbase/leaseback transaction with Bickford Senior Living and its affiliates
(“Bickford™) involving four assisted living facilities in Michigan and one in Illincis. Of the $28,250,000 purchase price,
£25,250,000 was funded from our accumulated cash with the remainder {0 be paid as contingent consideration over the next
three years based on Bickford's achievement of cerlain operating financial thresholds., At December 31, 2009, we have recorded
the contingent consideration of $3,000,000 as a liability to Bickford as we consider tbe payment of this amount to be probzble,
The minimum lease payments to NHI will increase at 9.5% of any contingent consideration paid by NHI. The five facilities are
being leased to Bickford over 15 years at an initial lease rate of 9.5% plus anouel fixed escalators.

Druring 2009, we poid $769,000 to purchase our corporate office in Murfreesboro, Tennessee,

As discussed in Notes 4 and 9, in December 2009 we agreed to purchase six Florida skilled nursing facilities from Care
Foundation of America, Inc. (CFA) for a total of $67,000,000 and finalized the acquisition on February 1, 2010. The facilities are
leased to affiliates of Health Services Management, Inc., which commenced October 1, 2009, for $6,200,000 annually, plus a 3%
escalator starting at the beginning of the third lease year. The lease expires in 2014 and the tenant has a 3 year optionnl renewal
term. The facilities have been part of our mortgage loan porifolio for 16 years. The purchase resulted in the dismissal of
pending litigation between NHT and CFA, We funded the purchase with the full satisfaction of the $23,300,000 in principal and
interest on a mortgage note due from CFA, $29,700,000 in cash dcposits and 514,000,000 in advances from NHI's revolving
credit facility.

Assets Held for Sale

In December 2009, we accepted an earnest moncy deposit of $150,000 from the current lessee as parl of negotiations to sell six
skilled nursing facilities in Texas. We have classified these properties as held for sale in our Consolidated Balance Sheet as of
December 31, 2009. The planned sale of these facilities meets the accounting criteria as being held for sale and we have
reclassified the results of operations of these facilities as discentinued operations for all periods presented in our Consolidated
Statements of Income. The summary of operating results of all facilities classified as discontinued operstions is shown in Note
16.

Foreclosure Properties

We previously owned and operated 16 long-term henlth care facilities in Kansas, Missourd, Massachusetts and New
Hampshire that we acquired through foreclosure or through the acceptance of deeds in lien of foreclosure and subsequently
sold the facilities to unrelated not-for-profit entities, providing 100% financing (the “Foreclosure Properties™). The operating
revenues and expenses of these faeilities continued to be recorded in our Consolidated Statements of Income until such time as
the down payment and continuing investment critcria were met, at which time we would account for the sales under the full
accrual method. On December 31, 2007, the criteria for recording the sales were met. Net assets having a book value of
$54,350,000 were deconsolidated, mortgage notes receivable of $66,819,000 were recorded, and a net gain on the sale and
deconsolidation of these assets was recognized of $12,469,000. On December 31, 2007, we received irrevocable bank letters-of-
credit aggregating $10,200,000 frem the borrowers to guarantee down payments on the notes, and commitments to make
monthty principal and interest payments to us to amortize the remaining note balances, In January 2008, we received down
payments of $19,100,000 on the notes receivable and began receiving principal and interest wotaling $417,000 each month. Qur
continuing involvement with these facilitics is solely as a creditor. The facilities are currently managed by subsidiaries of NHC.
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The results of operations for these foreclosure facilitics have been reclassified to retrospectively reflect the disposition of
these facilities as discontinued operations for all periods presented. Amounts included in operating income of discontinued
operations applicable to these facilities are summarized as follows (in thousands):

Year Ended

Income Statement December 31, 2007
Facility operating revenue H 93,343
Facility operating expenses 86,293
Interest expense 1
Depreciation 3463
Totat Expenses ' 89,768
Net income $ 3,575

NOTE 4. MORTGAGE NOTES RECEIVABLE

The following is a summary of the terms and amounts of mortgage and other notes receivable (dollar amounts in thousands):

Final Number Original Face
Payment of Amount of December 31,
Date Loans Payment Terms in 2009 Moarigage(s} 2009 2008
2008 1 Monthly payment of $352, including interest st 9.5% % 32,708 $ 22936 (D) s 22,936
Bolloon payment due ot maturity.
2009 1 Moathly payment of interest only at Prime plus 2.0% 300 - 41
{5.25% at Decomber 31, 2008)
2009 1 Monthly payment & $50, including interest at 10%, 5,196 - 3,750
Balloon payment due At maturity,
2009 1 Monthly payment of $70, including interest &1 9.5% 7,900 . 6,628
Balloon payment due a1 maturity,
2050 1 Monthly payment of $120, including interest at 9.0% 12,162 6217 (1) 8,463
Belloon payment due at maturity.
2011 8 Manthly payments of $9 to $69, which irclude interest at 6.9% 40,526 21,328 23,458
2013 1 Monthly payment of $22, including interest at 6.5% 5,158 728 () £01
Balloon payment t maturiry.
2014 [ Monthly payments of $8 10 $25, which includes Interest at B.5% 26,293 20,614 21,884
and includes $9.7 million with interest at 3.0% due at maturity
Monthly paymeots of interest at a variable rate, initial rate is
2014 1 12.0% 850 600 .
(1st rate adjustment in October 2010 with principal due at
meturity; additionn) 5250,000 o be drawa during 2010}
2018 1 Moathly payment of 538, including interest at 7.47% 5,033 3,886 -
2019 1 Monthty payment of interest only 9.0% 2,500 2,500 2,500
2027-2032 ¥ Monthly payments ef $19 to $32, which include 20,774 14,779 18,137
interest ranging from 8.0 to 9.6%
¥ 159,400 s 54,083 X 03,840

{1) We recognize interest income in the period in which cash is received because the loan wes previously classified 2s non-performing.
(2) SeeNotes 3, 4 & 9 regerding seitlcmient of this mortgage notz receivable

The morigage notes receivable are secured by mortgages on the real property and UCC licns on the persanal property of the
facilities. Certain of the notes receivable are also secured by guaraniees of significant parties and by cross-collateralization on
properties with the same respective owner.

Care Foundation of America, Inc. (“CFA") - On May 4, 2007, we exercised our right to call NHC's participation

(approximately 22%} wilh us in a mortgage loan with CFA in exchange for the payment in cash of $6,255,000 which represented
NHC's portion of the principal end interest outstanding on the loan. At December 31, 2008, the remaining principal balance and
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carrying veluc of the Joan was $22,936,000. As disciosed in Note 9, CFA filed a Chapter 11 bankrupicy petition and initisted an
adversary proceeding complaint against us. The principal balance and camrying value of the loan st December 31, 2009 was
unchanged. It is our policy to recognize mortgage interest income on non-performing mortgage loans in the period in which
cash is received. Under an Agreed Order by the bankruptcy court, NHI received interest payments during the period of the
Chapter 11 proceedings at an annual interest rate of 9.5% on the unpaid principal balance of $22,936,000. For the y=ar ended
December 31, 2009, we received payment and recognized interest income of $1,837,000 from CFA. As disclosed in Note 9, the
unpaid principal balance was settled in full when we acquired the six facilities for $67,000,000 on February 1, 2010,

In June 2009, we purchased a first morigage note at a discount for $3,901,000 secured by an assisted living facility in
Minnesota. The note has an interest rate of 7.47% and matures February 2018. The note discount is amortized and recognized
as an adjustment to interest income over the remaining term of the note using a method that approximates the effective interest
method. The average annual yield on the note if held to maturity is approximately 12%.

Loan Recoveries

Allgood Heolthcare, Inc. (“Allgoad’) — We previously provided mortgage financing to the purchesers of five Georgia
nursing homes originally owned by Allgood, a former customer, which filed for bankruptcy in Jaouary 2003. We received
payment in full on one note from a bomrower in December 2006, at which time we recorded a recovery of amounts previonsly
written down of $2,073,000. In February 2009, we received payment in full of $3,150,000 on the pro-rata portion of a note secured
by a second nursing home &nd recorded a recovery of amounis previously written down of $1,077,000. We continue to hold
mortgages on the three remaining facilities at a camrying value of $6,217,000.

American Medical Associates, fne. (“AMA") — On May 1, 2004, we provided financing to purchasers of three Florida-based
nursing homes formerly owned by AMA and previously financed by us, The amount of the new mortgage loans totaled
514,450,000 and the notes were to mature May 14, 2009. The notes were recorded net of the $5,200,000 recorded loss on noles ta
AMA in 2002. Management’s analysis of future cxpected cash flows, histerical oceupancy and operating income of the project
resulted in additional net impaiments of $2,000,000 in 2005. Loans secured by two of the properties were paid during 2006,
inclusive of $4,935,000 in recoveries, and a gain of $1,015,000.

In March 2007, the remaining AMA mortgage loans secured by the last of three AMA properties were fully paid We
received 35,721,000 in cash, representing the full principal balances and accrued interest on the loans. As a result, we
recognized recoveries of $1,700,000 and o gain on settlement of the note of $468,000 in 2007.

Health Services Management of Texas LLC ("HSM”) - On July 11, 2007, we received payoff at par of a morigage loan
investment in the amount of $44,500,000. The recovery of amounts previously written down related to this loan amounted to
$21,300,000. The average recorded investment in the HSM loan was $23,060,000 for the year ended December 31, 2007. The
amount of interest income recognized {representing cash received) on the loan was $2,575,000 for the year ended December 31,
2007.

SouthTrust- On December 6, 2007, we received a final residual payment related to a mortgage pool investment. The recovery
of amounts previously writlen down related to this investrment amounied to $1,238,000. Recovery of any amounts previously
written down had been considered highly doubtful. There was no carrying value of this investment at any time during 2007.

NOTE 5. INVESTMENT IN PREFERRED STOCK, AT COST

In Septernber 1998, we purchased 2,000,000 shares of the cumulative preferred stock of LTC Properties, Inc. (“LTC™), a
publicly-held REIT. The nonvoting preferred stock is convertible into common stock at a 1:1 ratio. The closing price of LTC’s
cornmon stock at December 31, 2009 was $26.75 per share. The preferred stock has an annual cumulative coupon rate of 8.5%
payable quarterly and a liquidation preference of $19.25 per share. Dividend revenue amounted to $3,241,000 in each of 2009,
2008, and 2007. The preferred stack is not redeemable by us or LTC. The preferred stock, which is not listed on a stock
exchange, is considered a non-marketable security and is recorded at cost in our consolidated balance sheets, Amounts to be
received from the B.5% coupon rate are recorded as investment income when the dividend is declared. The carrying value of the
preferred stock equals its cost of $38,132,000 at December 31, 2009 and 2008,

In addition to our investment in the prefemmed stock of LTC, we held 674,800 and 774,800 shares of common stock of LTC at

December 31, 2009 and 2008, respectively, with e fair value and carrying value of $18,051,000 and $15,713,000 nt Decemnber 31,
2009 and 2008, respectively, which is included in marketable securities (See Note 6).
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NOTE & INVESTMENT IN MARKETABLE SECURITIES

Our investments in marketable securities include available-for-sale securities. Unrealized gains and losses on availobie-for-
sale securities are recorded in stockholders’ equity. Realized gains and losses from securities sales are determined based upon
specific identification of Lthe securities.

Marketable securitics consisted of the following at December 31, 2009 and 2008 (in thowsands)

2009 2008
Amortized Fair Amaortized Fair
Cost Value Cost Value

Common stock of other [} s $ 5
REITs 5,831 20,185 6,463 17,293
NHC convertible preferred
stock 1,389 1,137 1,390 1,348
Enhanced cash funds - - 7.953 7,953

S 1,220 3 21,3112 H 15,806 5 26,594

Giross unrealized gains and gross unrenlized losscs related to available-for-sule securities were as follows {in
thousandsy: '

2009 2008

Gross unrealized gains [ 14,355 - 10,919
Gross unrealized Josses (25) (131
s 14,103 3 10,788

Naone of these available-for-sale marketable securities have stated maturity dates.

During 2009, 2008, and 2007, we received and recognized $1,480,000, $2,091,000, and, $5,103,000, respectively, of dividend and
interest income from our marketable securities. Such income is included in non-operating incame in the consalidated statements
of income.

Qur investment in NHC converlible preferred stock has been in an unrealized loss position for at least twelve months
immediately prior to December 31, 2009, - We have evaluated the severity and duration of the impairment of this security by
considering the strong financial condition of NHC. We have concluded that we have the ability and intent to hold this
investment for 8 reasonable period of time sufficient for e recovery of fair value,

In November 2009, we sald 100,000 common shares of LTC Properties, Inc. for an average price of $26 per share. As a result,
we recorded $1,931,000 as a gain on the sale, $717,000 of which was a recovery of a previously recorded other-than-temporary
impairment, which was included in non-operating income.

Enhanced Cash Funds — On December 10, 2007, we were notified by Bank of America that its largest, privately-placed,
enhanced cash fund called Columbin Strategic Cash Fund (the “Fund™) would be closed and liquidated. In addition, (1) cash
redemptions were temporarily suspended, although redemptiens could be filled through a pro-rata distribution of the underlying
securities, consisting principally of corporate debt, mortgage-backed sccurities and asset-backed seeurities; (2) the Fund’s
vnluation would be bascd on the merket value of the underlying securities, whereas historically the Fund's valuation was based
on amortized cost; and (3) interest would confinue to sccrue. The carrying velue of our investment in the Fund on December 10,
2007 was $38,359,000. Subsequent to December 10, 2007 and prior to December 31, 2007, we reccived a pro-rata distribution of
underlying securities in the Fund as described above of $14,382,000 to a separate investment management account (“IMA”) and
cash redemptions of principal totaling $4,665,000. Prior to December 31, 2007, realized losses on the distribution and redemption
of securities and cash omounted to $236,000. At December 31, 2007, the fair market value of our ipvestment in the Fund was
estimated fo be $18,235,000 and the fair market value of aur investment in the separate IMA was estimated to be $14,294,000 for
a tota] of $33,129,000, Unrealized losses measured o3 tbe difference between fair market value and our original investment, at
cost, amounted to $329,000 and was reflected as a component of stockholder's equity at December 31,2007,

A decline in the market value of any available-for-sale security below cost that is deemed to be other-than-temporary results
in an impairment to reduce the carrying nmount to fair value. The impairment is charged to operations and a new cost basis for
the security is estoblished, To determine whether an impairment is other-than-temporary, we consider whether we have the
ability
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and intent to hold the investment until a market price recovery and consider whether evidence indicating the cost of the
investment is recoverable outweighs evidence to the contrary. Evidence considered in this assessment includes the reasons for
the impairment, the severity and duration of the impairment, changes in value subsequent to a reporting date and forecasted
performance of the invesiment, In 2008, we concluded there was an other-than-temporary impairment of ihe Fund and the IMA
totaling $2,065,000 which we charged to operations.

For the year ended December 31, 2008, we received cash redemptions of principal from the Fund and IMA totaling
$23,031,000. Exclusive of the other-than-temporary impairment charges of 52,065,000, realized losses amounted to $410,000,
which were charged to operations. At December 31, 2008, the fair market value of our investment in the Fund was estimated to
be $4,000,000 and the fair market value of our investrnent in ihe separate IMA was estimated to be $3,953,000 for an aggregate
fair value of $7,953,000 and & revised cost basis of the same amount.

For the year ended December 31, 2009, we received cash redemptions of principal from the Fund and IMA totaling $8,491,000.
Net realized gains for the same period were $538,000 and were recognized as non-operating income. As of December 31, 2009,
both the Fund and the EMA were fully liquidated,

NOTE 7. FAIR YALUE MEASUREMENTS

The camying amounts of cash and cash equivalents, accounts receivable and accounts payable approximate fair vatue due to
their shori-term nature. We estimate the fair values of other financial instruroents using quoted market prices and discounted
cash flow techniques. At December 31, 2009 and 2008, there were no material differences between the carrying amounts and fair
values of our financial instruments.

Fair value is defined as the exchange price that would be received for an nsset or paid fo transfer e liability {an exit pricc) in the
principal or most advantageous market for the asset or liability in an orderly transaction berween market participanis at the
measurement date. A three-level fair value hierarchy is required to prioritize the inputs used to measure fair value. This hierarchy
requires entities to maximize the use of observable inputs and minimize the use of unobservable inputs. The three levels of
inputs used to measure fair value are ag follows:

Level 1 — Quoted prices in active markets for identical assets or liabilities,

Level 2 — Observable inputs other then quoted prices included in Level t, such as
quoted prices for similar assets and liabilities in active markets; quoted prices for
identical or similar assets and liabilities in markets that are not active; or other inputs
that are observable or can be cormoborated by observable market data.

Level 3 — Unobservable inputs that are supporied by little or no market activity and
that are significant to the fair value of the essets or liabilities. This includes certain
pricing models, discounted cash flow methedologies and similar techniques that use
significant unobservable inputs.

The Company hos segregated all assets and liabilities that are measured at fair value on & recurring basis {at least annually)
into the most appropriate level within the fair value hierarchy based on the inputs used to determine the fair value at the
measurement date in the table below.

Entities have the option to measurc many financial instruments and certain other itemns at fair value. Entities that choose the
fair value option will recognize unrealized gains and losses on items for which the fair value option was elected in earmnings at
each subsequent reporting date. We have currently chosen not to elect the fair value option for any items that are not already
required to be measured at fair valuee.

Assets measured at fair value on a recurring bagis are summarized below (in thousands):

Fair Value Measurements at Decemnber 31, 2009 Using

Quoted Prices in Significant Other Significant

Active Markets for Observable Inputs Unobservable

identical Assets Inputs
Description Total (Level 1) {Level 2) (Leveld)
Common stock of other REITs $ 20,185 § 20,185 3 - ) -
NHC convertible preferred stock 1,137 1.137 . .
Enhanced cash funds . - N B
Total Marketable Securities P 2,3 5 A3 5 - $ -
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Fair Value Measurements at December 31, 2008 Using

Quoted Prices in Significant Other Significant

Active Markets for Observable Inputs Unobservable

Identical Assets Inputs
Description Total (Level 1) (Level 2) (Level 3)
Common stock of other REITs § 17,193 s 1729 [3 H —
NHC convertible preferred stock 1,348 1,348 —_
Enhanced cash funds ’ 7,953 —_ 7,953
Taotal Marketable Securities § 26594 2 18641 $ 7953

Common and Convertible Preferred Stock — The [air value of our common and convertible preferred stock investments are
derived using quoted market prices of identical securities or other observable inputs such as trading prices of identical
securities in active markets.

Enhanced Cask Funds — The fair values of our enhanced cash funds, which are comprised of our invesiments in the
Columbia Strategic Cash Fund ond a separatc Investment Management Account, were determined by third-party pricing
vendors using cerlain significant inputs (e.g. yield curves, spreads, prepaymeats and volatilities) that are unobservable, These
securitics are valued primarily using broker pricing medels that incorperatc transaction details such as contractual terms,
maturity, timing and amount of future cash flows, s well 25 assumptions about liquidity.

Realized gains and (losses) are included in earnings for the years ended December 31, 2009 and 2008 and are reported as non-
operating revenues in the Consolidated Statements of Income. Unrenlized losses for the year ended December 31, 2008 are
reported as other comprehensive losses in the Consolidated Statements of Stockholders’ Equity. During the fourth quarter of
2008, our investment in enhanced cash funds was transferred from Level 2 to Level 3 due to a lack of current observable market
activity. The following tables present a reconciliation of Level 3 assets measured at fair value on a recurring basis for the years
ended December 31, 2009 and 2008, (in thousands);

Total Period Losses Included

2009
in Eamnings Attributable to the
Fair Value Transiers Realized Purchases, Change in Unrealized Losses
Beginning of Inlo Level Gains and Issuances and Fair Valueat  Relating to Assets Held ot End
Year 3 (Losses) Settlements End of Year of Year
Description
Columbia Strategic Cash Fund £ 4,000 3 - b3 329 5 4329 5 5
Investment Management Account 3,953 - 209 4,162
Total Enhanced Cash Funds £ 7953 $ - 5 538 3 8,491 5 )
2008 Tatal Period Losses Included
in Eamings Attribuinble to the
Fair Value Transfers Realized Purchases, Change in Unrealized Losses
Beginning of Inwo Level Gains and Issuances and Fair Valueal  Relnting to Assets Held at Eod
Year 3 (Losses) Settlernents End of Year of Year
Description ]
Columbia Stretegic Cash Fund H —_ 5 18,835 (51,239} (513,596) $ 4,000 § (241
Investment Management Account — 14,294 (905} {9,43%) 3,953 (39)
Total Enhanced Cosh Funds $ — $ 33,129 (52,145} (823,031} § 798, 3 (330)
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NOTE 8. BONDS FAYABLE

Debt consists of the following at December 3§, 2009 and 2008 (in thousands):

Weighted
Average Scheduled Principal Amount
Interest Rate Maturity 2009 2008
First morigage revenue bonds, principal
payable Varable; 1.9% 2014 13 - 3 3,987
in periodic installments, interest payable
monthly

In December 2009, we paid in full our revenue bonds having a principal balance of $3,987,000. The bonds were to have
matured on December 2, 2014. There were no penaltics or other fees related to paying off Lhe bonds early.

On February 1, 2010, we closed on a $100,000,000 unsecured revolving credit facility to fund new healtheare real esmte
investments. The new credit facility, which was provided by Regions Bank as agent and Pinnacle Mational Bank as a
participating bank, bears interest at & margin of 250 basis peints over LIBOR with a floor of 1% and matures in February 201 1.

NOTE 5. COMMITMENTS AND CONTINGENCIES

At Decemnber 31, 2009, we had pending commitments related to two health care real estate projects. Our lease with Emeritus
Senior Living contains a provision whereby we have agreed to fund up to $750,000 of the cost of certain capital improvements
and operating equipment purchases. At December 31, 2009, we were committed to fund en additional $250,000 on a mortgage
note receivabie. We have sufficient liquidity to fund these commitments and to finance new investmenls.

At December 31, 2009, we believe that we bave operated our business so as to qualify es 8 REIT under Section 856 through
860 of the Code, and we intend to continue to operate in such a manner, but no assurance can be given that we will be able to
qualify at all times. If we qualify as a REIT, we will generally not be subject to federal corporate income taxes on our net income
that is currently distributed to our stockholders. This treatment substantially eliminates the “double taxation™ (at the corporate
and stockholder levels) that typically applies 1o corporate dividends. Our failure to continue to qualify under the applicable
REIT rules and regulations would cause us 1o owe state and federal income taxes and would have a material adverse impact on
our financial position, results of operations and cash flows.

The heaith care facilities in which we have invesiments of toans or leases are subject to claims and suits in the ordinary
course of business. Our lessees and mortgagees have indemnified and will continue to indemnify us against all liabilities arising
from the operation of the health care facilities and will indemnify us against environmentat or title problems affecting the real
estate underlying such facilitics. While there may be lawsuils pending against cerfain of the owners and/or lessees of the
health care facilities, management believes that the ultimate resolution of any pending proceedings would have no material
adverse effect on our financial position, operations and cash flows.

On Decemnber 31, 1999, NHI acquired six Florida properties from the Chapter 11 bankruptcy trustee for York Hannover Nursing
Centers, Inc. On January 1, 2000, NHI sold those properties to Care Foundation of Americe, Inc., a Teanessee nonprofit
corporation (“CFA") for $32,7 million, ($6.8 million of which was ultimately due to National HealthCare Corporation ("NHC"),
which had contributed to the purchase price consideration, under the terms of an inter-creditor agrecment between NHI and
NHC), with NHI financing 100% of the purchasc price, and the debt having an original maturity date of July }, 2001, The
maturity date of the debt was subsequently extended several times over the years, with the most recent extension making the
principal balance of $22,936,000 due December 31, 2008, On December 30, 2008, CFA filed for Chapter 11 bankrupicy in the U.S.
District Court for the Middle District of Tennesses (Case No. 08-12367). Oo January 2, 2009, CFA filed an adversary praceeding
complaint against NHI in the bankruptcy case (the “CFA Adversary Proceeding™). CFA’s complaint alleged in part that NHI
exercised dominion and coatrol over CFA’s board of directors from 1999 until sometime in 2008 and that NHI had used that
control to cause CFA to buy and finance the six Florida hemes on terms that were not fair to CFA, CFA alse alleged that these
transactions constituted “excess benefit transactions” as defined in Section 4958 of the Internal Revenue Code. NHI denied
CFA’s claims and filed a counterclaim secking a declarafory judgment as to the validity and enforceability of CFA's outstanding
secured debt to NHI. In June 2009, the bankruptcy court granted a motion to intervene filed by the Tennessee Attorney
General's Offtce. In December 2009, NHI agreed to purchase he six Florida properties (which are leased to a third-party for §6.2
million aonually, plus escalators over the initial lease term expiring in 2014) from CFA for o total of $67 million; CFA agreed to
pay the full amount of its outstanding balance due to NHI as a credit against the purchase price {CFA bad continued to pay
interest of 9.5% on the principal amount due during the bankruptcy); and the parties agreed to dismiss with prejudice their
respective claims inthe CFA Adversary Proceeding. The transaction and the resolution of the claims were
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approved by both the bunkruptcy court and the Tennessee Attorney General's Office. The transaction closed on February 1,
2010,

In November 2008, NHI was served with a Civil Investigative Demend by the Office of the Tennessce Attomey General
(“OTAG"), which indicated that that OTAG was investigating transactions between NHI and three Tennesser nonprofit
corporations, including CFA. NHI has provided OTAG with requested information and documents. OTAG bos agreed as part
of the resolution of the CFA Adversary Proceeding that it will take no further action based on NHI’s relationship with CFA. At
this time, however, NH1 does not know whether OTAG will commence any legal procesdings with respect 1o any transaction
with any other nonprofit corporation or, if so, what relief will be sought.

On Qctober 20, 2009, Burt Shearer Trustee, as trustee of the Shearer Family Living Trust, filed a shareholder derivative
complaint (M.D. Tenn. Case No. 09-991), naming as defendants NHI directors W. Andrew Adams, Robert A. McCabe, Ir.,
Robert T. Webb, and Ted H. Welch and as a nominal defendant NHI. On January 19, 2010, the plaintiff filed an amended
complaint. The amended complaint asserts that the allegations made in the CFA Adversary Proceeding are true and that the
individual defendants are responsible for the wrongdoing alleged by CFA in thet proceeding and have thus breached their
fiduciary duties to NHI. The derivative amended complaint alleges that, as a result of that breach of duty, NHI has sustained
damages in an amount not specified. The amended complaint seeks no relicf from NHI itself.

NOQTE 10. LIMITS ON COMMON STOCK OQWNERSHIP

The Company’s Charter conteins certain provisions which are designed to ensure that the Company’s status as a real estate
investment trust is protected for federal income tax purposes, One of these provisions prohibits any stockholder from owning,
either direetly or indireetly pursuant to certain tax attributton rules, more than 9.9% of the Company's stock. In 1991, the Board
crented an exception to this ownership limitation for Dr. Carl E. Adams, his spouse, Jennie Mae Adams, and their lineal
descendants. Effective May 12, 2008, we entered into Excepted Holder Agreements with W. Andrew Adams and certain
members of his family. These written agreements are intended to restate and replace the parties’ prior verbal agreement. These
agreements were entcred into in connection with the Company's recent stock purchase program pursuant to which the
Company announced that it would purchese up to 1,000,000 shares of its common stock in the public market from its
stackholders.

A separate agreement was entered into with each of the spouse and children of Dr, Carl E. Adams and others within Mr. W.
Andrew Adoms’ family, We needed to enter into such an agreement with each family member because of the complicated
ownership attribution rules under the Code, The Agreement permits the Excepted Holders to own stock in excess of 9.9% up to
the limit specifically provided in the individual agreement and not lose rights with respect to such shares. However, if the
stockholder's stock ownership exceeds the limit then such shares in excess of the limit become “Excess Stock” and lose voting
rights and entitlement to receive dividends. The Excess Stock classification remains in place until the stockholder no longer
exceeds the threshold limit specified in the Agreement. The purpose of these agreements is to ensure that the Company does
not violate the prohibition against a real estate investment trust being closely held.

W. Andrew Adams' Excess Holder Agreement also provides that he will not own shares of stock in any tenant of the
Company if such ownership would cause the Company to constructively own more than a 9.9% interest in such tenent. This
prohibition is designed to protect the Company’s status a5 a real estate investment trusi for tax purposes.

NOTE 11, SHARE-BASED COMPENSATION

We reeognize share-based compensation for all stock options granted over the requisite service period using the fair value for
these grants us estimated at the date of grant using the Black-Scholes pricing model.

The 1997 and 2005 Share-Based Compensation Plans

The Compensation Commitiee of the Board of Directors (“the Committee”} has the authority to select the participants to be
granted oplions; to designate whether the option granted is an incentive siock option (“IS0"), 2 non-qualified option, or a stock
appreciation right; to establish the number of shares of common stock that may be issued vpon exercise of the option; to
esteblish the vesting provision for any award; and to establish the term any award may be outstanding. The exercise price of
any 1S0°s granted will not be less than 100% of the fair market value of the shares of common stock on the date granted and the
term of an SO may not be any more than ten years. The exercise price of any non-gualified options granted will not be less than
100% of the fair market value of the shares of common siock on the date granted unless sa determined by the Committee.
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In May 2005, ovr stockholders approved the 2005 Plan pursuant to which 1,500,000 shares of our common stock were
available to grant as share-based payments to employees, officers, directors or consultants, As of December 31, 2009, 1,078,967
sheres were available for future grants under the 2005 plan. The individual restricted stock and option grant awards vest over
periods up to five years, The term of the options outstanding under the 2005 Plan is five years from the date of grant.

The 1997 Plon provides for the granting of options to key employees and directors of NHI to purchase shares of common
stock at a price no less than the market value of the stock on the date the option is granted. As of December 31, 2009, no shares
were available for future grants under this plan. The term of the options outstanding under the 1997 Plan is five yeers from the
date of the grant.

Compensation expense is recopnized only for the awards that ultimately vest. Accordingly, forfeitures that were not expected
may result in the reversal of previously recorded compensation expense. The compensation expense (income) reported for
share-based compensation related to the 2005 Plan and the 1997 Plan totaled $853,000, $7,000 aad $543,000 for the years ended
December 31, 2009, 2008 and 2007, respectively, consisting of $52,000, ($138,000) and $327,000 for restricted stock and $801,000,
$145,000 and $216,000 for stock options which is included in general and administrative expense in the Consolidated Statements
of income.

Determining Fair Value of Option Awards

The fair value of each optien award was estimated on the grant date using the Black-Scholes option valuation model with the
weighted average assumptions indicated in the following table. Generally, awards are subject to cliff vesting. Each grant is
valued as a single award with an expected term based upon expected employee and termination behavior. Compensation cost is
recognized on the graded vesting method over the requisite service period for each separately vesting tranche of the award as
though the award were, in substance, multiple awards. The expected volatility is derived using daily historical data for periods
preceding the date of grant. The risk-free interest rate is the approximate yicld on the United States Treasury Strips having a life
equal to the expected option life on the date of grant. The expected life is an estimate of the number of years nn option will be
held before it is exercised.

Stock Options
The weighted average fair value per share of options granted was $3.20, $2.53 and $2.59 for 2009, 2008 and 2007, respectively,

The fair value of each grant i5 estimated on the date of grant using the Black-Scholes option-pricing model with the following
weighted average assumptions:

2009 2008 2007
Dividend yield 9.09% 3.08% BI32%
Expected volatility 36.69% 26.91% 20.42%
Expected lives 3.4 years 2.5 years 2.5 years
Risk-free interest rate 1.57% 2.39% 4.64%
Expected forfeiture rate 0.00% 0.00% 0.00%
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Stock Option Activity

The following table summarizes option activity:

Weighted Average Aggregate
Number Weighted Average Remaining Intrinsic Value
of Shares Exercise Price Contractual Life (Years) (in thousands)}
Qutstanding December 31, 2006 266,000 24.14
Options granted under 1997 Plan 57,800 3425
Options granted under 2005 Plen 2,200 34.25
Qutstanding December 31, 2007 326,000 26.00
Qptions granted under 1997 Plan 14,450 30.30¢
Options granted under 2005 Plan 80,550 29.64
Options exercised under 1997 Plan (139.817) 13.40
Options exercised under 2005 Pian {50,348} 26.24
Optians forfeited under 1997 Plan (14,450) 34.25
Optians forfeited under 2005 Plan (46,.217) 28.09
Outstanding December 31, 2008 159,668 29.03
Options granted under 2005 Plan 275,000 1529
Options exercised under 1997 Pian (15,000} 23.90
Options exercised under 2005 Plan 165,832) 25.i8 ‘
Quistanding December 31, 2009 253,836 2.7 2811 $ 2,353
Exercisable December 31, 2009 41,417 $29.28 2,656 s 1,090
Remaining
Grant Options Exercise Contractual
Date Quistanding Price Life in Years
532005 15,000 2390 0.334
5/12006 . 334 3161 1,115
5212006 15,000 23.79 1332
112172006 10,000 24.60 1.551
§/16/2007 45,000 34725 231
21472008 18,500 29.24 3.099
4/25/2008 30,000 30.30 3326
22572009 120,002 1529 3.405
253,836 2811

The weighted averoge remnining contractual life of ail options outstanding at December 31, 2009 is 2.8 years. Including
outstanding stock options, our stockholders have guthorized an additional 1,332,802 shares of common stock that may be

issued under the share-based payments plans.

At December 31, 2009, there were outstanding unvested options to purchase 112,419 shares with a weighted average grant
date fair value of $3.14 per share. As of December 31, 2009, we hed $130,000 of total uarecognized compensation cost related to
unvested options, net of expected forfcifures, which is expected to be recognized over the following periods: 2016-5113,000 and

2011-817,000.

The intrinsic value of total options outstanding at December 31, 2009 was $9.27 per share or $2,353,000. The intrinsic value of
options exercisable at December 31, 2009 was $7.71 per share or §1,090,000. The intrinsic value of the total options exercised for
the year ended December 31, 2009 was $11,81 per share or $2,136,000.
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Restricted Stock Activity

The following table summarizes restricted stock activity:

Weighted
Average
Remainiog Aggregate
Weighted
Number Avernge Vesting Period Intringic Value
of Shares Grant Price (Years) {in thousands)

Non-vested ai December 31,

2007 43,700 n'a 2.646 b 1,359
Vested during the period (12,175) n/a - .
Restricted Stock granted 25,000 $29.24 - -
Restricted Stock forfeited (54,500) n/a - -

Mon-vested at December 31,

2008 T025 a 1.511 193
Vested during the period 1,925) n/a . -

Non-vesied at December 31,

20098 5,100 wa 1.026 ] 189

Remaining

Grant Shares Grant Vesting

Date Non-vested Price Period

31106 1,350 521.62 0.832

V4108 3,750 829.24 1096
5100

The closing market price of our common stock at December 31, 2009 was $36.99 per share, which is the implied intrinsic value
of the restricted stock.

At December 31, 2009, we had $36,000 of total unrecognized compensation cost related to unvested restricted stoek issued
which is expected 1o be recognized over the following periods: 2(H 0-$25,000; 2011-510,000; and 2012-51,000.

NOTE 12. SUPPLEMENTAL CASH FLOW INFORMATION

Cash payments for interest on our debt obligations were 591,000, $351,000 and §7,860,000 for the years ended December 31,
2009, 2008 and 2007, respectively.

As described in Note 3, on Decemnber 31, 2007, we recorded the previous sale of 16 facilities that were, prior to that time,
required to be consolidated into our consolidated financial statements under the requirements of SFAS 66 since they did not
meet the accounting criteria for recognition of a sale for financial reporting purposes. Amounts increased (decreased) as
follows:

fin thousands)

As of December 31, 2007
Mortgage notes receivable, net § 66,819
Real estate properties, net (36,357)
Accounts receivable, net (7,176)
Deferred costs and other assets (13,310)
Accounts payable and other accrued expenses - (17.072)

In 2009, we recorded property and equipment additions and an expected rcal cstate acquisition liability of $3,000,000
associated with a purchasc/leaseback transaction with Bickford Senior Living. )
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NOTE 13. EARNINGS PER SHARE

Basic enrnings per common share are based on the weighted average number of common shares outstanding during the

reporting period. Diluted eamings per common share assume the exercise of stock options and vesting of restricted shares

: using the treasury stock method. The following table summarizes the average number of common shares and the net income
' used {n the calculation of basic and diluted eamings per share (in thousands, except share and per share amounts):

Year Entied December 31,
2009 2008 2007

Income from continuing operations available

to common stockholders b 58,136 H 51,579 M 75,571
Discontinued operations 6,093 5,931 20,864
Net income available 1o common
stockholders § 64,220 $ 57,510 $ 96,435
BASIC:
Weighted average common shares
outstanding - ) 27,586,138 27,706,104 27,703,464
Income from continuing operations per

common share H 2il $ 1.86 s 27
Discontinued operations per common share 0.22 022 : 0.75
Net income per common share 5 233 $ 2.08 $ 3.48
DILUTED:
Weighted average common shares 11,586,338 27,706,106 27,703,464
Stock options 28,825 18,485 58,954
Restricted stock shares 3,137 7,360 21,444
Average dilutive common shares
outstanding 27,618,300 27,731,951 21,783,862
Income from continuing operations per .

common share s 2.10 $ i.86 H 2.72
Discontinued operations per common share 0.22 .21 0.75
Net income per common share 3 132 5 2.07 $ 3.47
Incremental shares excluded since anti-
dilutive;

Stock options 9,906 11,469 4,936

The above incremental shares were excluded from the computation of diluted earnings per share since inclusion of these
incrementa! shares in the ealculation would have been anti-dilutive.
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NOTE 14, COMMON STOCK DIVIDENDS (Unandited}

Dividend payments per share to common stockholders are characterized for 2009 individual tax purposes as follows:

Taxable as Taxable as Return

Ordinary Capital of
Dividend Payment Date Income Gain Capital Totals
May 8, 2009 $ 519318 $ 024786 5 .0058%5 3 55
August 10, 2009 519318 014786 005896 .55
November 10, 2009 519318 024786 005894 A5
January 29, 2010 < £19317 024786 005897 65

$2.177271 § 099144 5 23585 § 230

(1) Declared for stockholders of record December 31, 2009
NOTE 15. RELATIONSHIP WITH NATIONAL HEALTHCARE CORPORATION
Leases

Magjor lease customer — Of the 108 health care facilities in which we have investments, 41 facilities are currently leased under
operating leases to NHC, a publicly-held eompany and ouwr largest customer. Qur rental income in 2009 was 535,076,000
(§34,782,000 from NHC); in 2008 was $48,340,000 (513,700,000 from NHC); and in 2007 was $46,198,000 {$33,700,000 from NHC).

COn October 17, 1991, concurrent with NHC's conveyance of 43 properiies to us, we leased to NHC 40 long-term care facilities
and 3 independent living facilities. The master lease with NHC is a "triple net lease™ under which NHC is responsible for paying
all taxes, utilities, insurance premium cosis, repairs and other charges relating to the ownership of the facilities. NHC is
abligated at its expense to maintain adequate insurance on the facilities' assets.

On December 27, 2005, under an amendment te the original master lease, NHI and NHC agreed to a [case extension to cover
the remaining 41 facilities. The 41 properties include 4 centers leased to other parties, the lease payments of which are
guaranteed to us by NHC under the Master Lease. The 15 year lease extension began January 1, 2007, and includes 3 additional
5-year renewal options, each at fair rental value of such leased property as negotiated between the parties and determined
without including the value attributable to any improvements to the leased property, voluntarily made by the lenant nf its
expense. Under the terms of the 1ease, base rent for 2007 was $33,700,000 with additional percentage reot being equal to 4% of
the increase in the gross revenue of each facility over a 2007 base year. We did not reeognize any perceniage rent from NHC
during 2007 and 2008, During 2009, we received and recognized $541,000 in percentage rent for 2008 and $541,000 in percentage
rent for 2009,

Future minimum lease payments — At December 31, 2009, the future minimum lease payments (excluding percentage rent) to
be received by us nnder our operating leases with NHC and other lessees are as follows:

NHC Others Total

2010 5 33,700,000 H 24,106,000 5 57,806,000
2011 33,700,000 21,554,000 59,254,000
2012 33,700,000 19,788,000 53,488,000
2013 33,700,009 18,019,000 51,719,000
2014 33,700,000 17,303,000 51,003,000
Thereafier 269,600,000 147,282,000 416,882,000
b 438,100,000 H 249,052,000 5 687,152,000

Advisory Agreements
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Beginning with our inception in 1991, NHC had provided advisory services to us under an Advisory, Administrative Services
and Facilities Agreement (the "Advisory Agreement"). Effective November 1, 2004, we assigned the Advisory Agreement with
WNHC to Management Advisory Source, LLC {“MAS™), formed by our Chief Executive Officer and Board Chairman W. Andrew
Table of Contents

Adams. We have no ownership in MAS. Pursuant to this Advisory Agreement, services related to investment activities and
day-to-day management and operations were provided to us by MAS. Accordingly, MAS was subject to the supervision of
and policies established by our Board of Directors. On December 3, 2007, we elected to become a self-managed REIT, with our
own management reporting directly to the Beard of Directars, and we terminated the Advisory Agreement with MAS on March
31, 2008. Under a consulting agreement with our Board of Directors, Mr. Adams continues to serve as Chief Executive Officer

" pnd remains the Chairman of the Board of Directors, On February 25, 2009, Justin Hutchens assumed the positions of President
nnd Chief Operating Officer.

Our expense under the consulting agreement with Mr, Adams to serve as Chief Executive Officer for the year ended December
31, 2009 was £722,000. Our expense under the consulting agreement with Mr. Adams to serve as President and Chief Executive
Officer from March 31, 2008 through December 31, 2008 was $900,000. During the first three months of 2008, the expense
recorded under the Advisory Agreement was $862,000. The expense recorded under the Advisory Agreement was $3,625,000
for 2007,

Facilily Management Services — Subsidiaries of NHC have previously managed the former foreclosure properties for
management fees equal 10 a weighted average of 5.35% of net revenues of the foreclosure properties. Management fees totaled
$5,022,000 for the year ended December 31, 2007.

Ownership of Common Stock - At December 31, 2009, NHC owned [,630,462 shares of our common stock. At December 31,
2009, we owned 101,670 shares of NHC's convertible preferred stock.

NOTE 16. DISCONTINUED OPERATIONS

As described in Note 3, we have accepied an eamnest money deposit of $150,000 from the current lessee as part of
negotiations to scll six skilled numsing facilities in Texas. We have classified these properties as held for sale in our
Consolidated Balance Shect as of December 31, 2009, The planned sale of these facilities meets the accounting criteria s being
held for sale and we have reclassified the results of operations of these facilities as discontinued operations for all periods
presented in our Consolidated Statements of Income.

Kansas Facilities — During 2008, we recorded an impairment charge of $1,986,000 related to two Kansas facilities to reduce the
carrying value of thesc facilities to fair value, less the estimated cost of selling the facility. One of the facilities, located in
Hoisington, Kansas, was sold in November of 2008, At December 31, 2008, the remaining facility was classified as held for sale
in the Consolidated Balance Sheet. The facility met the accounting criteria as being held for sale and the results of its
operations have been reported in all periods as discontinued operations in the Consotidated Statements of Income. The fair
value of the land, buildings and improvemenis less the cost to sell was estimated to be $200,000 at December 31, 2008. In
February 2009, we recorded an impairment charge of $25,000 to reduce its carrying value to expected proceeds, less the cost to
sell the facility, In March 2009, we completed the sale of the remaining facility in Emporia, Kansas for net cash procesds off
$175,000. The loss from discontinued operations of these facilities for year ended December 31, 2008 was $2,044,000 versus
income of $82,000 for the same period in 2007.

Washingion Facilities — In September 2008, we recognized into income for financial and tax purposes 54,121,000 related to the
cancelation of liabilities which existed at the date of sale in 2003 of two nursing home facilities in Washingion. At the expiration
of the five-year statute of limitations, management conctuded based on advice from counsel that we were legally released from
any potential liability settlements. During 2039, we recognized into income an additional $1,494,000 which met the
oforementioned coiteria.

Foreclosure Properties — As described in Note 3, on December 31, 2007, we recognized the sale of 16 foreclosure properties
and recorded mortgage notes receivable secured by the properties with a carrying value of $66,819,000. The transition resuited
in 0 net gain on sale and deconsolidation of $12,469,000. The net carrying value of the assets and liabilities deconsolidated was
§54,350,000.

Milwaukee South Healthcare Center ~ In May 2007, we completed the sale of a facility in Milwaukee, Wisconsin to a third
party and recognized & gain on sale of $669,000. Net cash proceeds were $2,288,000 and the carrying value of the property and
equipment sold was 51,619,000




For 2009, 2008 and 2007, we have reclassified for all periods presented the operations of ihe facilities meeting the accounting
criteria as either being sold or held for sale as discontinued operations.
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Income from discontinued operations is as follows (in thousands, excep! per share amounts):

Year Ended December 31, 2009 2008 2007

Revenues:

Rental income H 5,000 H 5,000 § 5413
Facility operating revenue - - 93,383
5,000 5,000 98,856

Expenses:

Tnterest - - 7
Depreciation 992 1,182 4,821
Facility operating expenses . 26 22 86,302
Impairment of real estate assets 25 1,986 -

1,043 3,190 91,130

Operating income (loss) 3,957 1,810 7,726
Non-operating income . 2,136 4,121 -
Gaino on sale of assets - - 13,138

Total discontinued operations H 6,093 $ 5,911 5 20,864

Weighted average common shares outstanding:

Basic 27,586,338 27,706,106 27,703,464
Dituted 27618300 27,731,951 27,783,862
Discontinued operations income per common share: :
Basic H 0.2 H 0.22 H 0.75
Diluted 5 0.22 H 021 $ 0.75
NOTE 17. NON-OPERATING INCOME
Non-aperating income is outlined in the table below (in thotsands):

Year Ended December 31, 2009 2008 2007
Dividends H 4,668 $ 4,687 § 4654
Realized gains (losses) on sales of secunties 1,686 (410} 1,629
Other-than-temporary impairment of marketable

securities - (2,065} -
Recovery of previous write~down of marketable

securities ni - -
Interest income 1,241 3,050 7066
Gain on settlement of notes receivable - - 453
Gain on sale of certificate of need - Davidson

County, TN - 1,298 -
Other income (expense) 269 (73) (753)

s 8,581 H 6,487 $ 12,464
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NOTE 18. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following table sets forth selected quarterly financial data for the two most recent fiscal years {in thousands, except per
share amounts).

2009 1st 2nd 3d 4th
Quarter Quarter Quarter Quarier
Net Revenues 3 14,692 3 14,827 H 18,373 16,529
Non-operating income L735 1,700 1856 3,290
Tocome frorm continuing operations 13,446 12,924 16,475 15,291
Discontinued operations - §,603 2,491 999 1,000
Net income § 15,049 5 15415 5 17,474 16,291
Weighted average common shares outstanding:
Basic 27,574,544 27,578,000 27,589,161 27,603,645
Diluted 27,582,228 27,592,050 27,642,237 27,656,684
Earnings per share:
Basic:
Income from centinuing operations $ 049 $ 0.47 $ 0.60 0,55
Discontinued operations 0.06 0.0% 0.03 0.04
Net income per common share 3 0.55 5 .56 3 0.63 0.59
Diluted:
Income from continuing operations 5 0.49 s 047 $ 0.60 0.54
Discontinued operations .06 0.09 0.03 0.04
Net income per commen share § 0.55 3 - {156 i 0.63 058
2008 1st 2nd id 4th
Quarter Quarer Quarter Quarler
Net Revenues H 14,10% H 15,002 5 14,369 14,525
Norn-operating income 1,978 1,785 701 2,013
Income from continuing operations 12,484 13,882 12,457 12,756
Discontinued operations - 915 911 3,494 611
Net incomne $ 13,399 $ 14,793 1 15,951 13,367
Weighted avernge common shares outstanding:
Basic 17,730,686 17,753,051 27,767,394 27,573,294
Diluted 17,786,415 27,777,291 27,785,708 27,578,380
Eamings per share:
Basic:
Income from continning operations $ 045 H 030 $ 0.45 0.46
Discontinued operations 0.03 (.03 0.12 0.04
Net income per commen share b 0,48 5 {.53 H 0.57 0.50
Diluted:
Income from continuing operations $ D45 £ 0.50 5 0.45 0.46
Discontinued operations 0.03 (.03 0.2 0.03
Net income per common share [ 0.48 $ .53 5 0.57 0.49

Cerianin quarterly financizl information shown above differs from smounts previously reported ia the Forms 10-Q pnd Form 10-
K for those periods due to reclassifications to retraspectively reflect the dispositions of certain facilities as discontinued
operations for &l periods presented. .
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCQUNTING AND FINANCIAL
DISCLOSURE

Nooe.
ITEM 8A. CONTROLS AND PROCEDURES,

Evaluation of Disclosure Controls and Procedures - Based on their evaluation as of December 31, 2009, the CEQ and principal
accounting officer of the Company have concluded that our disclosure contrels and procedures (as defined io Rules 13a-15(c)
and 15d-15(e) under the Securities Exchange Act of 1934, as amended) were eflective to ensure that the information required to
be disclosed by us in this Annual Report on Form 10-K was recorded, processed, summarized and reported within the time
periods specified in the SEC's rules and instructions for Form 10-K. No change in our internal contro] over financial reporting
occurred during our last fiscal quarter that materially affected, or is reasonably likely 1o affect, our internal control over financial
reporting.
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MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of National Health Investars, Inc. is responsible for establishing and mainaining adequate internal control
over financial reporting as defined in Rules 13a-15(f) and 15d-15() under the Securities Exchange Act of 1934, The Company’s
internal control over financial reporting is designed to provide reasonablc assuranee regarding the relinbility of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. The Company’s internal control over financial reporting includes those palicies and procedures that: (i) pertoin to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of
the Company; (ii) provide reasonable essurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States of Americe, and that receipts and
expenditures of the Company arc being made only in accordance with authorizations of management and dircctors of the
Company; and (jif) provide reasonable agsurance regarding prevention or timely detection of uneuthorized acquisition, use or
disposition of the Company’s assets that could have a material effect on the financial statements.

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

Menagement assessed the elfectiveness of the Company’s internal control over finoncizl reporting as of December 31, 2009
using the criteria set forth by the Commiitec of Sponsoring Organizations of the Treadway Commission (COSO) in Internal
Control-Integrated Framework. Based on that assessment, management concluded that the Company's internal control over
financial reporting was effective as of December 31, 2009, The Company's independent registered public accounting firm, BDO
Seidmen, LLP, hes issued an attestation report on the effectiveness of the Company’s intemal control over financial reporting
included herein.
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REPORT OF INDEPENDENT REGISTERED FUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
National Health Investors, Inc.
Murfreesboro, Tennessee

We have audited National Health Investors, Inc.'s internal contro] over financial reporting as of December 31, 2009, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (the COSO criteria). Mational Health Investors, Ine’s management is responsible for maintaining effective
intemnal control aver financial reporting and for its assessment of the elfectiveness of internal control over financial reporting,
included in the accompanying Item 8A, Management's Annual Report on Internal Contral Over Financial Reporting. Owe
responsibility is to express an opinion on the company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of Lhe Public Company Accounting Oversight Board {United
States). Those standards requirc that we plan and perform the pudit to obtain reasonable assurance about whether effective
intenal control over financial reporting was maintsined in all material respects. Qur audit included obtasining an understanding
of internal control over financial reparting, assessing the risk that & material weakness exists, and testing and evaluating the
design and opcrating effectiveness of internal conirol based on the assessed risk. Qur audit also included performing such
other procedures es we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion.

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

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

In our opinion, National Healtb Investors, Inc. maintained, in all material respects, effective intemal confrol over finencial
reporiing as of December 31, 2009, bascd on the COSQC criteria.

‘We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of National Health Investors, Inc. as of December 31, 2009 and 2008, and the related
eonsolidated statements of income, stockholders' equity, and cash flows for each of the three years in the period ended
December 31, 2009 and our report dated February 20, 2010 expressed an unqualified opinion thereon,

/s/ BDO Seidman, LLP

Mashville, Tenpessee
Febnary 20, 2010
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PART Il
ITEM 9. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.
We have filed with the New York Stock Exchange (“NYSE") the Annuel CEO Certification regarding the Company's
compliance with the NYSE’s Corporate Governance listing standards as required by Section 303A.12(a) of the NYSE Listed
Company Manual, Additionally, we have filed as exhibits to this annual report on Form 10-K for the year ended December 31,

2009, the applicable certifications of our Chief Executive Officer and our Chiel Accounting Officer as required under Section 302
ol the Sarbanes-Oxtey Act ol 2002.

Incorporated by reference from the information in our proxy statement for the 2010 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year to which this report refates.

ITEM 10. EXECUTIVE COMPENSATION.

Incorporated by reference from the information in our proxy statement for the 2010 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year to which this report relates.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

Incorporated by reference from the information in our proxy statement for the 2010 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year to which this report relates.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Incorporated by reference from the information in our proxy statement for the 2010 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year to which this report relates.

ITEM 13. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Incorporated by reference from the information in our definitive proxy statement for the 2010 annus] meeting of stockholders,
which we will file within 120 days of the end of the fiscal ycar to which this report relates.

PART IV
ITEM 14. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.
(a) n Financial Statements
The Consolidated Financial Statements are included in Ttem 7 and are filed 25 part of this report.
2) Financial Statement Schedules

The Financial Statement Schedules and Report of Independent Registered Public Accounting Firm on Financial
Staternent Schedules are listed in Exhibit 13,

@ Exhibits

Fixhibits required as pari of (his report are listed in the Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securitics Exchange Act of 1934, the Registrant has duly
caused this repert to be signed on its behalf by the undersigned, thereunto duly authorized,

NATIONAL HEALTH INVESTORS, INC.
BY: /s/ W. Andrew Adams

W. Andrew Adams
Chief Executive Qfficer

Date: February 20, 2010

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated,

Signature Title Date
{8/ W. Andrew Adams Chairman of the Board and February 20, 2010
W. Andrew Adoms Chief Executive Officer
(Principal Executive Officer)
s/ Roger R. Hopkins Chief Accounting Officer February 20, 2010
Roger R. Hopkins {Principal Accounting Officer)
/s/ Robert A, McCabe, JIr. Director February 20, 2010

Robert A. McCabe, Ir.

s/ Robert T. Webb Director February 20, 2010
Robert T. Webb

/s/ Ted H. Welch Director February 20, 2010
Ted H. Welch A
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Exhibit No.

NATIONAL HEALTH INVESTORS, INC,
FORM 10-K FOR THE FISCAL YEAR ENDED DECEMBER 31, 2009

EXHIBIT INDEX

Description

Page No. or Location

31

32

4.1

10.1

10.2

103

10.4

10.5

10.6

10.7

10.8

Articles of Incorporation

Bylaws

Form of Common Stock Certificate

Material Contracts

Amendment No. 5 10 Master Agrecment 1o Lease dated
December 27, 2005, effective January £, 2007.

Advisory, Administrative Services ond Facilities Agreement
between National Health Investors, Inc. and Management Advisory
Source, LLC dated November 1, 2004

1997 Stock Option Plan

2005 Stock Option Plan

Excepted Holder Agreement — W. Andrew Adams

Form of Excepted Holder Agreements —
Partigs other than W. Andrew Adams

Consulfing Agreement with W. Andrew Adams

Incorporated by reference
to Exhibit 3.1 to Form 8-11
Registration Statement
No.33-41863

Incorporated by reference
to Exhibit 3.2 to Form §-11
Registration Statement
No. 3341863

Incorporated by reference
to Exhibit 39 to Form 8-[1
Registration Statement
No. 33-41363

Incorporated by reference

10 Exhibits 10.1 thru

10.9 to Form 84 Registration
Statemnent No. 33-41863

Incorporated by reference
to Exhibit 10.2 to Form 10-K
dated March 10, 2006

Incorpornted by reference
10 Exhibit 10.3 to Form iG-K
dated March 10, 2006

Incorporated by reference
to the 1997 Proxy Statement as
filed

Incorporated by reference

to Exhibit 4.10 1o the Company's
registration statement on Form S-8
filed August 4, 2005.

Incorporated by reference
to Exhibit 1.6 to Form 10-K
dated February 24, 2009

Incorporated by reference
to Exhibit 10.7 to Form [0-K
dated February 24, 2009

Incorporated by reference
to Exhibit 1.8 to Form 10-K
dated February 24, 2009
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10.9

10.10

10.11

32

Amended and Restated Consulting Agreement

entered into on the 25 day of February, 2009
betwesn National Health Investors, Inc. and
W. Andrew Adams

with W. Andrew Adams

Employment Agreement with Justin Hutchens

Agrecment with Care Foundation of Amernica, Inc,
Financigl Statement Schedules
Consent of Independent Registered Public Accounting Firm

Rule 13a-14(a)/15d- i4{a) Cenification
of Chief Executive Officer

Rule [3a-14(a)/15d-14(a) Certification
of Principal Accounting Officer

Certification pursuant to 18 U.S.C. Sectian

1350 by Chief Executive Officer and
Principal Accounting Officer

69

Incorporated by reference

to Exhibit 10.1 to Form 10-Q
dated May 5, 2009

Incorporated by reference
w Exhibit 1.2 to Ferm 10-Q
dated May 5, 2009

Filed herewith

. Filed herewith

Filed herewith

Filed Herewith

Filed Herewith

Filed Herewith
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EXHIBIT 13

NATIONAL HEALTH INVESTORS, INC.
INDEX TO FINANCIAL STATEMENT SCHEDULES

Financial Staternent Schedules

Report of Independent Registered Public Accountiog Firm on Financial Statement Schedules
Schedule II - Valuation and Qualifying Accounts
Schedule IIT - Real Estate and Accumulated Depreciation

Schedule I'V - Mortgage Loans on Real Estate
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Report of Independent Registered Public Acconnting Firm
Board of Directors and Stockholders
National Health Investors, Inc.
Murfreesboro, Tennessee
The audits re(erred to in our report dated February 20, 2010 relating to the consolidated financial statements of National Health
Investors, Inc., which is centained in Item 7 of this Form 10-K, included the audits of the financial slatement schedules listed in
the accompanying index. These financial statement schedules are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these {inancial statement schedules based upon our audits.
In our opinion such financial statement schedules, when considered in relation 1o the basic consolidated financial statements
token as o whole, present fairly, in all material respects, the information set forth therein.
/s/ BDO Seidman, LLP
Nashville, Tennessee

February 20, 2010
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Description

For the year ended
December 31,
2009 - Loan loss
allowance

For the year ended
December 31,
2008 - Loan loss
allowance

For the year ended
December 31,
2007 - Lean loss
allowance

NATIOCNAL HEALTH INVESTORS, INC.

SCHEDULE IT - VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31, 2009, 2008, AND 2007

Balance
Beginning
of Period

(in thousands)

Additions
Charged to Costs

and Expenses (1}

Balance
Deductions End of Pediod
5§ — 5 —
5§ — i —
£E — [ J—

(1) In the Consolidated Statements of Income, we report the net amount of our provision for loan and realty losses and our
recoveries of amounts previously written down. For 2009, net recoveries were $1,077,000 and there was no provision for losses
during the year. For 2008, there were no recoveries and there was no provision for losses during the year. For 2007, net

recoveries were $24,238,000 and there was no provision for losses during the year.
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Properties

Encum-
brances

Skilled Nursing

Facilitics
Anniston, AL
Moulton, AL
Avondale, AZ
Hudsor, FL
Merritt Tsland,
FL

. Plant City, FL.

Stuart, FL
Rossville, GA
Grangeville, ID
Glasgaw, KY
Madisonville,
KY
Deslage, MO
Joplin, MO
Kenneti, MO
Maryland
Heights, MO
St. Charles, MO
Anderson, §C
Greenwaod, 5C
Laureng, SC
Omangeburg, 5C
Athens, TN
Chattancaga,
TN
Columbia, TN
Dickson, TH
Franktin, TN
Hendersonville,
TN
Celumbia, TN
Iohnson City,
N

Knexville, TN
Lewishurg, TN
McMinoville,
N

Milen, TN
Lewisburg, TN
Pulaski, TN

DECEMBER 31, 2009

(i1 thousands)

NATIONAL HEALTH INVESTORSS, INC.
SCHEDULE 117 - REAL ESTATE AND ACCUMULATED DEPRECIATION

Gross Amount al Which
Cast
Initial Cost to Company Capitelized Carried at Close of Period
Subsequent
Buildings & to Buildings &

Land [mprovements Acquisilion Land Improvements Total
70 H 4,477 $ - 70 |4 4,477 £ 4,547
25 688 - 25 583 713

453 6,678 - 453 6,678 7,131
413 10,742 - 413 10,742 i1,155
2014 8,869 - 701 8,869 9,570
405 -y - 408 8777 9,182
787 9,048 - 787 9,048 9,835
52 845 - 52 465 917
122 2,49¢ - 12} 2,491 2,613
33 1,75t - 33 1,751 1,784
168 43} - 198 431 629
178 3,804 - 178 3,804 3,982
175 4,034 - 175 4,034 4,209
130 4,928 - 180 4,928 5,108
482 5,512 - 482 53512 5,994
i49 4,790 - 149 4,790 4,939
308 4,643 - 308 4,643 4,951
222 3,457 - 222 3,457 3,679
42 3426 - 42 3,426 3,458
300 3,715 - 300 3,715 4,015
38 1,463 - a8 1,463 1,501
143 1,309 - 143, 1,309 2,452
96 551 - o6 651 747
90 3,541 - A€M 3,541 3,631
47 1.130 - 47 1,130 1,197
383 2,991 - 363 2,991 3,354
58 714 - 58 716 774
85 1,918 - B3 1,918 2,003
384 2,692 . 384 2,692 3,076
30 708 - an 708 738
73 3618 - 73 3,618 3,691
41 1,826 - 41 1,826 1,867
16 287 - 16 287 303
54 3921 - 54 3,921 31,975

73

Date

Accumulated Acquired/
Depreciation Constructed
5 2,817 10/17/1991
682 10/17/19%
2,403 2/13/199%6
6,189 10/17/199¢
5347 10/17/199%
5,783 1011199
5,405 10/17/1991
852 10/17/199%
200 8/13/1996
1,259 10/17/1991
3g0 1/171/1991
2,398 10/17/1991
2,010 10/17/1991
3,215 L0/111991
4,018 1041741991
3,027 10/17/1991
3,444 10/171991
2,588 10/17/1981
2,280 10/17/1991
128 9/25/2008
1,223 10/17/1981
1,772 10/17/1991
574 1071711981
2,440 1041741694
798 10/17/19831
1,26% 1041741991
525 10/17/1981L
1,600 1041741991
1,974 10/17/1981
570 1071741991
2418 107171991
1,303 107171991
286 10717199
2,537 10/17/1991
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Cost
Initial Cost to Company Capilalized Carried at Close of Period Dele
Subsequent
Encum- Buikdings & 0 Buiklings & Acc |ated Acquired
Properties brances Land Improvements Acquisition Land Improvements Total Depreciation Constructed
Lawrenceburg,

. - 8% 2,900 - 98 1,500 2,998 1,797 10/17/1991
Dunlap, TN - 35 3,679 - 35 1,679 3,714 2,069 1071771991
Smithville, TN - i3 3.216 - 35 3,816 3.851 1,380 10/17/1991
Somerville, TN - 26 678 - 26 678 704 556 10/17/1991
Sparin, TN - BO 1,601 - 80 1,601 1,681 1,097 1041771991
Springficld, TN - a4 854 - 44 BS4 898 854 101771991
Dripping
Springs, TX - 100 1,059 - 100 1,059 1,159 168 3/16/2005
Gainesville,

X - 200 3,640 - 200 3,640 3,840 520 3/16/2005
Patis, TX - 60 12,040 - 60 12,040 12,100 183 6/30/2009
Sen Antonio,
TX - 300 12,150 - 300 12,150 12,450 201 6302009
East Houston,
TX - 650 14,550 - 650 14,550 15,2060 e 673012009
NW Houston,
X - 1,100 14,700 - 1,100 14,700 15,800 184 73172009
Bristel, VA . 176 2,511 - 176 2,511 2,687 1,622 10/17/1991
- 9717 195,075 - 9,717 195,075 204,7%2 86,264

Agsisted Living

Facilities
Gilben, AZ - 451 3,142 - 451 3,142 3,593 361 12/31/1998
Glendale, AZ . 387 3,824 - 3g? 3.824 4,211 1,048 12/31/1998
Tucson, AZ - 477 3,742 - 477 3,742 4,219 1,610 3/3171999

Tucson, AZ - 442 2,914 - 442 2914 3,356 798 1213171998
Mhnitlond, FL - 1,687 5,428 - 1,687 5,428 TS 1,941 12/23/1998
Daytena
Beach , FL - Ly} 2,668 - 320 2,668 2,988 m 1242371998
Mbitlend, FL - 2,17 9,161 - 2,317 9,161 11,478 4315 8/6/1996
W, Palm
Besch, FL - 2,771 4,286 - 2,7 4,286 7,057 3,244 8/6/1996
Peoria, IL 1 403 4,531 1 403 4,532 4,935 i0 10/1912009
Midland, M1 2 504 6,610 2 504 6,612 TG 15 10/192009
Batile Creek,

M1 3 398 3,090 k] 398 3,093 3,491 7 10/19/2009
Lansing, M1 4 340 7,904 4 340 7,908 8,248 18 10/19/200%
Saginaw, Ml 5 248 4,207 5 248 4,212 4,460 10 10/19/2009
Edison, N1 - 4,229 13,030 - 4,229 13,030 17,25% 5,296 8/6/1996
Weatherly, PA - 439 3,960 - 439 3,960 4,399 428 9/1/2005
Conway, SC - 344 2,877 - 344 2,877 3,221 788 12/31/1998
Gallatin, TN - 316 2,21 - 326 2,277 2,603 654 /311999
Kingsport, TN - 354 2,568 . 354 2,568 1,922 703 12/31/1998
Tullzhoms,
™ - 191 2,216 - ig1 2,216 2,407- 598 30111939

i3 16,628 88,435 15 16,628 88,450 105,078 22,436

NATIONAL HEALTH INVESTORSS, INC.
SCHEDULE HI - REAL ESTATE AND ACCUMULATED DEPRECIATION
DECEMBER 31, 2009

(in thousands}

Gross Amount at Which
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NATIONAL HEALTH INVESTORSS, INC,
SCHEDULE 11l - REAL ESTATE AND ACCUMULATED DEPRECIATION
DECEMBER 31, 2009
{in thousands)

Gross Amount at Which

Cost
Lnitial Cost to Company Capilalized ) Carried at Close of Period Dale
Subscquent -
Encum- Buildings & o Buildings & Accumulnted Acquired/
Praperiies brences Land Improvements Acquisitioz Land Improvements Total Depreciation Construeted
Acute Care
Hospital
Jackson, KY - 540 10,163 - 540 10,163 10,703 4,705 671271992
Independent
Living Facilities
Nempa, ID - 243 4,182 - 243 4,182 4,425 1,487 8/13/1996
St. Charles,
MO - 344 3,181 - 344 3,181 3,525 1,960 1071741991
Johnson City,
TN - 55 4,078 - 55 4,078 4,133 2,068 1071741991
Chattanoogs,
™ - 9 1,567 - 9 1,567 1,576 966 10/17/1991
- 651 13,008 - 651 13,008 13,659 6,481
Medicat Office
Buildings
Crestview, FL - 165 3,349 - 165 3,349 3,514 1,830 6/30/1993
Mt Vernon,
IL - - 1,925 - - 1,925 1,925 614 12/31/1998
Hillshoro, TX - . - 3,336 - - 3,33 3,336 1,067 311997
Pasadena, TX - 631 6,341 . 631 6,341 6,972 3,497 L/1/1995
- 796 14,951 - 796 14,951 15,747 7,008
Total continning
operntions
properties 15 28,332 321,632 15 28,332 321,647 349,979 126,894
Corperate
Bsst1s 158 649 158 649 807 31

3 15 ¥ 2890 T 322,281 T 15 ¥~ 25,450 ¥ 322,296 T 350,786 ¥ 126925

NOTES TO SCHEDULE IIl - REAL ESTATE AND ACCUMULATED DEPRECIATION

(A) Set Notes 3 and 15 of Notes to Consalidated Financial Statements.
(B) Depreciation is calculated using estimated depreciation lives up to 40 years for all completed facilities.
(C) Subsequent to NHC"s transfer of the original roal estate properties in 1991, we have purchesed from
NHC $33,909,000 of additions to those propertits. As the additions were purchased from NHC rather than
develaped by us, Lhe $33,909,000 has been included as Initial Cost to Company.
(D)} This schedulz excludes asszis held for sale wilh an original cost of $44,689,000 and eccamulaled depreciation of $11,269,000.
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SCHEDULE 111 - REAL ESTATE AND ACCUMULATED DEPRECIATION

NATIONAL HEALTH INVESTORS, INC.

FOR THE YEARS ENDED DECEMBER 11, 2009, 2008 AND 2007

Investment in Real Estate:

Balance at beginning of period
Additions through cash expenditures
Additions through contingent labilities
Sale of properties for cash

Impaimment write-downs
Reclassification for assets held for sale
Balance at end of year

Accumulated Depreciation:

Balance at beginning of period
Addition charged to costs and expenses
Sale of properties

Reclassification for assets held for sale
Balance at end of year

December 31,
2009 2008 2007
{in thousands)
£ 310,906 £ 309,407 £376,407
81,569 4,048 2,491
1,000 - -
- {133) (69,491}
- (1,986) -
{44,689} (430) -
5 350,786 $ 310,906 5 309,407
$ 129,574 $ 121552 § 141,208
8,520 7943 1,751
- (2h) (31,007
(11,269) (230) -
§ 126,925 $ 129,574 § 121,952
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NATIONAL HEALTH INVESTORS, INC.

SCHEDULE TV - M%mﬁﬁmn REAL ESTATE!

Principal Amount

of Loan Subject
Final Monthly Original To Delinquent
Carrying
[nterast Maturity Peyment Prior Face Amount Amount - Principal or
Description Rate Date Terms Liens of Mortgeges of Mctzages® Interest
Florida (A} 9.5% 2008 $353,000 None $32,708,000 $ 22,935,000 $ 22,936,000
Georgia(B) 2.0% January 2010 120,000 None 12,162,000 6.217.0008 None
8 Mortgages, Massachusetts and New 6.9% August 2011 9,000 10 Nooe 40,526,000 21,328,000 Nane
Hampshire ($1,125,000 t¢ $9,005,000 each) 69,000
Allenla, Georgie {B) 6.5% September, 2013 22,000 None 5,158,000 228.000%} Nane
B Mortgages, Kanses and Missourt 3.0% 0 8.5% December 2014 8,000 10 None 26,293,000 21,614,000 None
($707,000 to $2,082,000 zach) (€} 25,000
Madros, Oregon 12% February 2014 Interest Only None £50,000 600,000 None
Owntonna, Minnesota 7.47% February 2018 33,000 None 5,033,000 3,886,000 None
Dripping Springs & Gainesville, Texas 2.0% March, 2019 15,000 None 2,500,000 2,500,000 None
T Mortgages, Virginia B.0%-9.6% August 2027 o lune 19,000 10 None 20,774,000 14,779,000 None
($2,134,000 to 53,935,000 each) 2032 32,000
94,588,000

NOTES TO SCHEDULE 1V - MORTGAGE LOANS ON REAL ESTATE

(A)

()]

<)

(1]
@
(€3]

NHI's originai face amount of the mortgage was $25,900,000. In May 2007, we purchesed the second mertgege whose original amount was $6,808,000 for its then current balance of
56,186,000, The carrying amount of $22,936,000 is the curreni balance of the first and secand martgege. As discussed in Nolc 9 to the censalidated financial stalements, Lhe note was
setited in full in February 2010 when we acquired (he undetlying eollatersl focilities.

We have reduced Lhe carmying amouni of this morigage loen by & reserve or wrile-ofl. The reserve or write-o(T is hased on our knowledge of the gencral
economic coadition in the long-term health care industry and the cash Aows of the long-term health care facilities that service the morigage taon.

Note A in the origine} amount of $16,513,000 is ot 8.3%. Note B in the original amount of §9,780,000 is a1 3% wilh all principa) ond interest due at maturity.
See Note 4 to Consolidated Financisl Statements for more informalien on our morigage loan receivables,

For tax purposes, the cost of investments is the earrying amount.
Loan is currently on non-sccruzl status. We recognize interest income in the period in which cash is received.
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NATIONAL HEALTH INVESTORS, INC.
SCHEDULE IV - MORTGAGE LOANS ON REAL ESTATE (continued)
FOR THE YEARS ENDED DECEMBER 31, 2009, 2008 AND 2007

December 31,
2009 2008 2007
fin thousands)
Reconciliation of morigage loans
Balance nt beginning of period § 108,640 § 134,605 $ 90,782
Addittons:
New morigage loans 4,501 -— 74,835
Total Additions ' 4,501 — 74,835
Deductions during period:
Collection of principal, net 18,553 25,965 31,012
Total Deductions 18,553 15965 31,012
Balance at end of period § 94 588 § 108,640 5 134,605
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Section 2: EX-10.11 (EXHIBIT 10.11)

Exhibit 10.11
NHILETTERHEAD

December 3, 2009

Care Foundation of America, Inc.
Attn: Mr. Joe Keane

611 Commerce Street, Suite 3125
Nashville, TN 37203

Robert E. Coaoper, Jr.
Attomey General and Reporter
P. O. Box 20207

Nashville, TN 37202-0207

Re: Confidential Settlement Discussions Pursnant to Rule 408, Federal Rules of Evidence
Dear Sirs:

Pursuant to our conversations over the past week, National Health Investors, Inc. (“"NHI™)
proposes to settle all claims between it and Care Foundation of America, Inc. (“CFA™) and its
subsidiaries (the LLC’s of which CFA is sole member, collectively, the “Debtors™) including those
agserted in the lawsuit with CFA and the Attorney General, Care Foundation of America, Inc,, et al. v,
National Health Investors, Inc., Adv. Proc. No. 3:09-0002, as follows:

1. NHI or its wholly-owned subsidiary designee will purchase the six Florida nursing
homes and any fumniture, fixtures, equipment or inventory owned by the Debiors, as well as all Debtors’
interests in the current leases between Debtors and the varions Health Services Management, Inc.
subsidiaries (the LLCs of which Health Services Management, Inc. is sole member, collectively “HSM™)
(the “CFA” Assets”) for sixty-seven million dollars ($67,000,000) in cash (the “Purchase Price™),
closing to occur not more than ninety (90) days from the date of this letter. NHI will use its reasonable
best efforts to close the sale in sixty (60) days. In the event the sale does not close within sixty (60)
days from the date of this letter, the interest rate on the NHI claim will be reduced from 9.5% to 4.25%
per annum commencing on the sixty-first (615!} day from the date of this letter. The sale will be on an
“as is, where is” basis, with no representations, covenants or warranties from Debtors of any kind; and
Debtors will not be required to provide NH! with any title insurance policies, surveys, or environmental
studies. Debtors shall retain all other assets existing as of the closing date, including all cash and lease
payments accrued or received by Debtors prior to the closing date (the lease payments for the month in
which the closing occurs to be pro-rated as of the closing date) 2nd any other claims they may have
against third parties. Debilors shall convey and transfer fee simple title to the real estate relating to the
nursing homes by special warranty deed, subject to the existing leases of HSM (the “HSM Leages™,
and sball convey title to any personal property by an “as-is, no warranty” bilt of sale, pursuant o a
Court Order that the sale is frce and clear of all liens and claims except for the HSM Leases. NHI shall
be responsible for paying all closing costs, recording fees, documentary stamp taxes or other customary
fees in connection with the foregoing conveyances. However, each party shall be responsible for its
own legal fees in conncction with the closing.




Joe Keane and Robert Cooper, Jr.
February 20, 2010
Page 2

2. The terms of this Agreement are contingent upon eniry of an Order by the US.
Banknuptcy Court for the Middle District of Tennessee approving this agreement and approving the sale
of the CFA Assets to NHI frce and clear of all liens and claims except for the HSM Leases (the
“Settlement Order”).

i Upon entry of the Settlement Order, the lawsuit will be dismissed with prejudice, and
mutual releases releasing the parties, as well as their current and former officers, directors, employees,
agents and atlorneys, and all former CFA directors will be exchanged, except that (a) the claim of NHI-
filed in the underlying bankruptey proceeding, In re Care Foundation of America, Inc., et al., Case No.
08-12367 (KLM) (the “Bankruptcy Cases™), will be allowed in full, without costs or atlomneys fees, in
the amount of $23,106,109 plus accrued and unpaid interest to the date of closing, and will be paid in
full at the closing of the sale by a credit against the Purchase Price in the amount of $23,106,109 plus
accrued and unpaid interest to the date of closing; (h) the indemnity obligations created by this
Agreement will not be released; and (c) Debtors shall not be deemed to have released any claims
Debtors may have against any third parties, including, without limitation: (i} HSM or its present or
former officers, directors, or employees, or (ii) National Healthcare Corp. or its present or former
officers, directars, or employees (collectively, “NHC"), except to the extent any actions or services by
NHC (or its predecessor National Healthcorp) were taken on behalf of NHI; provided, however, the
release provided to NHC or National Healthcorp shall not apply to any claims arising out of any
transactions involving NHC or National Healthcorp and Standifer Place or any non-profit entity other
than CFA. Upon closing of the sale, NHI shall have no further claims in the Bankuptcy Cases,

4. The parties acknowledge that this offer to purchase the Debtors’ nursing homes and
interests in the leases of those nursing homes was not solicited by Debtors, and Debtors have not taken
any action {0 market, ot even considered marketing, the nursing homes.

5. NHI agrees to indemnify and hold harmiess Debtors (and their current and former
officers, directors, and employees) from any claims made by HSM (or any of its affiliated entities) (a} as
a result of this compromise and settlement, (b) as a result of the transfer of ownersbip of real estate
pursuant to this compromise and settlement, or (¢} arising out of or in connection with the HSM leases,
including any reasonable and necessary attomeys fees and expenses incurred by Debtors in defending
such claims. If any such claim is made, Debtors promptly will tender the defense of those claims to NHI
and counsel selected by NHI whosc fees and expenses NHI shall pay. CFA will cooperate fully in the
defense of any such claims.

6. NHI further agrees to mdemnify and hold harmless Debtors (and their current and
former officers, directors, and employees) with respect ta all other liabilities, whether asserted or not,
contingent or fixed, or known or unkntown, arising out of Debtors’ ownership of the CFA Assels, that
have accrued against the Debtors as of the closing date, including, but not limited to, Lhe two tort claims
filed in the Bankruptcy Case that ate more specifically described on Exhibit A attached hereto, but
excluding any of the Debfors’ normal operating expenses, including but not limited to salaries and
director fees, and administrative expense claims allowed in the

3207126.7
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Bankruptcy Cases, and those other liabilities specifically described on Exhibit B hereto. NHI's
obligation to indemnify and hold Debtors harmless from the claims referenced in this paragraph include
indemnifying Debtors for any attorneys fees and expenses incurred by Debtors in defending such claims
if NHI declines 1o act after the defense of such claims is tendered to it. The two tort claims will be
objected to by CFA, and CFA will then tender the prosecution of those objections and the defense of
any actions by the tort claimants to NHI and counsel of its choice, which objections NHI will prosecute
fo resolution as expeditiously as possible. NHI shall bear the expenses of the prosecution of the
objections, incinding all of Debtors® reasonable and necessary legal fees and expenses incurred in
connection with same, CFA will cooperate fully in the prosecution of the objections and in the defense
by NHI of the claims or underlying tort lawsuits. CFA further agrees mot to dismiss the Bankruptcy
Case until the tort claims are resolved.

7. WHI's obligation to indemnify and hold Debtors harmless from the claims referenced in
the paragraphs above shall survive a sale of all or substantially all of NHI s assets, and sball also be
binding on any successors of NHI. Further, NHF's indemnity obligations under Sections 5 and 6 of this
Agreement shall survive the closing of the sale, transfer and conveyance of the CFA Assets by Debtors
to NHI or its wholly-owned subsidiary designee as contemnplated by this Agreement.

& CFA agrees not to make or to agree to any amendments or modifications of the HSM
leases without the cxpress written consent of NHI. CFA represents that the HSM leases have not been
amended except for Amendments 1-35, are still in full force and effect and require no further amendment
to make them assignable pursuant to this agreement.

9. The Attorney General joins in this letter to acknowledge his approval of same and to
state as follows:

a. No further actions will be taken by the Attorney General based on NHl’s
relationship with CFA; the Attorney General, however, may use any information received from NHI
pursuant fo the Atlomney General’s investigation of WHI's relationship with CFA in any investigation,
other legal proceedings he may decide to bring, or in discharge of his official duties.

b. The Attorney General has previously advised CFA and hereby advises NHI
that he will not approve the sale of CFA Assets to any other Tennessee nonprofit entity; and

c. The Attorney General will require NHI to agree that it will not directly or
indirectly sell the CFA Assets to another Tennessce nonprofit entity, or create another Tennessee
nonprofit entity to purchase the CFA Assels.

d NHI will agree to notify the Attorney General of any subsequent sale of the
CFA Assets.

3207126.7
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8. NHI specifically agrees to the conditions of the Attomey General.

9. This setilement is being made to resolve disputed claims and shall not be deemed an
admission of liability or wrongdoing by NHI or any party. The partics agree to enter into ordinary and
customary documentation of transactions of this type and to use their best efforts to obtain the approval
of the Court in the Bankrupicy Case. CFA agrees neither it nor its attorneys will disclose any
information sbout ar obtained in, through discovery or otherwise, this dispute to any person unless
required to by subpoena, after notice to NHI, or by law. This letter agreement may be executed in
multiple counterparts, which together when executed by all parties will constitute a single agreement.

Very truly yours,
NATIONAL HEALTH INVESTORS, INC.

/s/). Justin Hutchens

J. Justin Hutchens
President and Chief Operating Officer

Approved and Accepted:

CARE FOUNDATION OF AMERICA, INC.

By:  /s/James Earlc III /s/Joe Keane
Title:  President Treasurer
Date:  December 3, 2009 December 3, 2009

ROBERT E. COOPER, IR.
ATTORNEY GENERAL AND REPORTER

By: /s/Robert E. Cooper, Ir.

Title:

Datc: _December 4, 2009

32071267
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EXHIBIT A

1. Estate of Betty Jean Lott (Proof of Claim dated 6/17/09 and filed against Royal Oak Lessor/LLC).
Underlying case: Estate of Beity Jean Lott v. Royal Qak Nursing Center, LLC and others (6th Judicial
Circuit Ct., Pasco Co., FL, No. 51-2008-CA-11035-ES).

2. Carol Jeffrey as PR of Estate of Paul Haag (Proof of ¢laim dated 6/24/09 and filed against Care
Foundation of America, Inc.). Underlying case: Carol Jeffrey as PR of Estate of Paul Haag v. Cypress
Cover Care Center, LLC and others (5th Judicial Circuit Ct., Citrus Co., FL, No. [Unknown]).

EXHIBIT B

Those pre-petition claims, other than the claims identified in Exhibit A, that are allowed in Debtors’
Bankruptcy Cases.

Endnotes

312071267
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EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Natignal Health Investors, Inc.
Murireesboro, Tennessee

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (No. 33-72370 and No. 33-
B5398) and on Form 3-8 (No. 333-127179) of Nutional Health Investors, Inc. of our reports dated February 20, 2010, relating 1o the
congolidated financial statements, financial statement schedules and the efTectiveness of National Health Investors, Ine.’s
internal control over financial reporting, which is included in this Annual Report on Form 10-K.

{s/ BDO Seidman, LLP

MNashville, Tennessee
Febrary 20, 2010
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EXHIBIT 31.1
CERTIFICATION
1, W, Andrew Adams, certify that:
1. 1 hnve reviewed this annoal report on Form 10-X of National Health Investors, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 10 state a material

fact necessary to make the statements made, in light of the circumstances under which such statcments were made,
not misleading with respect to the period covered by this annual report;

3 Based on my knowledge, the financiel statements, and other financial information included in this report, fairly present
in all material respects the financial eondition, results of operations and cash flows of the registrant as of, and far, the
periods presented in this report; :

4 The registrant’s other certifying offteer and I are responsibie for establishing and maintaining diselosure controls and
procedures (as defined in Exchange Act Rules 13a-15(c) and 15d-15(e)) and internal control over financial reporting {as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)} for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, fo ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particulerly during the period
in which this report is being prepared;

b. Designed such internal control over financial reperting, or ceused such internal control aver financisl
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally aceepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controfs and procedures ond presented in this
report our conclusions about the effcctiveness of the disclosure controls and procedures, as of the end of the
period cavered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal contral over financial reporting that occurred
during the registrant’s mast recent fiscal quarter (the registrant’s fourth fiscal guarter in the case of an annual
report) that hag materially nffected, or is reasonably likely to materiaily affect, the regisirant's internal control
over financial reporting; and

5. The registrant’s other cenifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s nuditors and the audit committee of the registrant’s board of directors (or
persons performing the cquivalent functions);

a All significant deficiencies and material weaknesses in the design or operstion of internal control over
financial reporting which are reasonably likely to adverscly affect the registrant’s ability to record, process,

sunmarize and report financial information; and

b.  Any fraud, whether or not material, that involves management or other emplayees who have a significant role
in the registrant's internal control aver financial reporting.

Dale: February 20, 2010 /s/ W. Andrew Adams

W. Andrew Adams
Chairman, Board of Directors and
Chief Executive Officer

(Back To Tap}
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EXHIBIT 31.1
CERTIFICATION
I, W. Andrew Adams, cerlify that:
l. 1 have reviewed this annual repor on Form 10-X of National Health Investors, Inc:;
2 Based on my knowledge, this report does not conlain any untrue statement of a material fact or omit to slate a material

fact necessary to maeke the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this repont, fairly present
in all material respects the {inancial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I arc responsible for establishing and maintaining disclosure controls and
procedures {as defined in Exchange Act Rules 13a-15(c) and 15d-15(e)} and internal control over financial reporting {as
defined in Exchaoge Act Rules 13a-15{f} and 15d-15(f)) for the registrant and have:

a Designed such diselosure controls and procedures, or caused such disclosure controls and procedures 1o be
designed under our supervision, to ensure that material information relating to the regisirant, including its
consolidated subsidiaries, is made kmown to us by others within those entities, particularly during the period
in which this report is being prepared;

b. Designed such intemal control over financial reporting, or caused such intemnal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

[ Evaluated the effeciivencss of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure contrals and procedures, as of the end of the
period covered by this report based on such evatuation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that oceurred
during the registrant’s most recent fiscal quarter {Lhe registrant's fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based an our most recent evaluation of internal control
aver financial reporting, to the registrant's auditors and the audit committee of the registrant’s board of directors {or
persons performing the equivalent functions);

a. All sipnificant deficiencies ond material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant's ability 1o record, process,
summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant’s internal control over financial reporting.

Date: Fehruary 20, 2010 /s/ W. Andrew Adams
W. Andrew Adams
Chairman, Board of Directors and

Chiefl Ex-eculive Officer
1
(Back To Top)
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Exhibit 32

Certliication of Annoal Report on Form 10-K
of National Health Investors, Inc.
For The Year Ended December 31, 2009



The undersigned hereby cerlify, pursuant to 18 U.5.C. Section 1350, as added by Section 906 of the
Sarbanes-Oxley Act of 2002, that, to the undersigned's best knowledpe and belief, the Annual Report on Form §0-K
for National Health Investors, Ioc. (“issuer™) for the period ended December 31, 2009 as filed with the Securities and
Exchange Commission on the date hersof (the “Report™):

(a) fully complies with the requirements of section 13{a) or 15(d) of the Securities
Exchange Act of 1934; and

()] the information contained in the Report fairly presents, in ail material respects,
the financial condition and results of operations of the Issuer.

This Certification accompanies the Annual Report on Form 10-K of (he Issuer for the annnal period ended December
31, 2009.

This Certification is executed as of February 20, 2010,

s/ W. Andrew Adams

W. Andrew Adams

Chairman, Board of Pirectors and
Chief Executive Officer

{/RogerR. Hopking
Roger. R. Hopkins

Chiefl Accounting Officer

(Principal Accounting Officer)

A signed original of this written statement required by Section 906 has been provided to National Health Investors,
Inc. and will be retained by National Health Investors, Inc. and furnished to the Securities and Exchange Commission
or its staff upon request.

(Back To Top}







NHI 10-K 12/31/2008

Section 1: 10-K (2008 10-K)

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

(Mark One)
[x] ANNUAL REPORT PURSUANT TQ SECTION 13 QR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2008

OR
{ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1534

For the transition period from to
Commission File Number 001-10822

National Health Investors, Inc.
{Exact name of registrant as specified in its charter)

MARYLAND 62-1470956
{State or other jurisdiction of incorporation or organization) (1.R.S. Employer Identification Number)
750-B South Church Strect, Murfreesboro, Tennessee 37130
(Address of principal execulive offices) {Zip Code)

Registrant’s telephone number, including area code: (615} 830-91.00

Securities registered pursuant to Section 12(b} of the Act:

Title of cach Class Name of each exchange on which registered
Shares of Common Stack New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes:[ ] No:[x]

Indicate by check mark if the registrant is not required to file reports pursuant to Seetion 13 or Section 15(d) of the Act.
Yes:[ ] No:fx]

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d} of the
Securities Exchenge Act of 1934 during the preceding 12 maonths {or for such shorter period that the registrant was required

1o file such reports), and {2) has been subject to such filing requirements for the past 90 days. Yes: [x] Ne:{ }

Indicate by check mark if disclosure of delinquent filers puruant to Item 405 of Regulation 5-K is not contained herein,
and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated
by reference in Part 111 of this form 10-K or any amendment to this Form 10-K. [ ]

Indicate by check mark whether the registrant is 8 large accelerated filer, an accelerated filer, a non-accelerated fiter or a
smaller reporting company. Sce the definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporling
company” in Rule 12b-2 of the Exchange Act. Large accelerated filer [x] Accelerated filer [ }  Non-accelerated fiter (Do

not ¢check if a smaller reporting company) [ ] Smaller reporting company [ }

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
Yes:{ ]  No:[x]

The nggregate market value of shares of common steck held by non-affiliates on June 30, 2008 (based on the closing price
of these shares on the New York Stock Exchange) was approximately $706,284,000. The number of shares of Common Stock
outstanding as of Februnry 20, 2009, was 27,580,319,

DOCUMENTS INCORPORATED BY REFERENCE
Portions of the Registrant’s definitive proxy statement for its 2009 annual meeting of stockhalders are incorporated by
reference into Part LI, Items 10, 11, 12, 13, and 14 of this Form 10-K.
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PART L

Forward-Looking Statements

References throughout this document to the Company include National Health Investors, Inc. and its whoily-owned
subsidiaries. In accordance with the Securities and Exchange Commission’s *Plain English” guidelines, this Annual Report on
Form 10-K has been written in the first person. In this document, the words “we”™, “our”, “ours” and “us" refer only to National
Health Investors, Inc. and its wholly-owned subsidiaries and not any other person. Unless the context indicates otherwise,
references herein to “the Company” include all of our wholly-owned subsidiaries.

This Annual Report on Form 10-K and other materials we have filed or may file with the Securities and Exchange Commission,
as well as information included in ornl statements made, or to be made, by our senior management contain certain “forward-
locking” statements as that term is defined by the Private Securities Litigation Reform Act of 1995. All statements regarding our
expected future financial position, results of operations, cash flows, funds from operations, continued performance
improvements, ebility to service and refinance our debt cbligations, ability to finance growth opportunitics, and similar
statements including, without limitations, those containing werds such as “may”, “will”, “believes™, anticipates”, “expects”,
“intends™, “estimates”, “plans”, and other similar expressions are forward-looking statements.

Forward-locking staternents involve known and unknown risks and uncertainties that may cause our actual results in future
perdods to differ materially from those projected or contemplated in the forwnrd-looking ststements. Such risks and
uncertainties include, among other things, the following risks described in more detail under the heading “Risk Factors™ under

Item 1A:

*  We depend on the operating success of our customers {facility operators) for collection of our revenues during this time of
uncertain and potentially worsening economic conditions in the U.S.;

*  Weare cxposed to risk thai our tenants nnd mortgegees may become subject to bankruptey or insolvency proceedings;

*  We are exposed to risks related to government regulations and the effect they have on our tenants’ and mortgagees’
business;

*  We are exposed to risk that the cash [lows of our tenanls and mortgagees will be adversely affected by increased liability
ctaims and generat and professtonal liability insurance costs;

*  Wedepend on the success of future acquisitions and investments;

*  We are exposed to risks related to environmenta] laws and the costs associated with the liability related to hazardous
subslances;

*  We depend on the ability to reinvest cash in real estate investments in a timely manner and on acceptable terms;

*  We are exposed o potential future losses in our investment in enhanced cash funds managed by a division of Bank of
America;

*  We are involved in recent litigation brought against us by one of our mongagees, the ultimate outcome of which is
uncertain;

*  We depend on the ability to continue o qualify as a REIT;

See the notes to the Annual Financial Statements, and “Business” and “Risk Factors™ under Item 1 and Item 1A hercin for a
discussion of various governmental regulations and other operating factors refating to the bealth care industry and the risk
factors inherent in them. You should carefully consider these risks before making any investment decisions in the Company.
These risks and unceriainties are not the only ones we face. There may be additional risks that we do not presently know of or
that we currently deem immaterial. If any of the risks actually occur, our business, financial condition or results of operations
could be materinliy ndversely affected. In that case, the trading prices of our shares of stock could decline and you may lose part
or all of yaur investment. Given these risks and uncertinties, we can give no assurance that these forward-looking statements
will, in fact, occur and, therefore, caution investars not to place undue relianee on them.




ITEM 1. BUSINESS,

Genernl

National Health Investors, loc. (“NHI" or the “Company™), a Maryland corporation incorporated in 1991, is a real estats
investment trust ("REIT") which invests in income-producing health care properties primarily in the long-term care industry. As
of December 31, 2008, we had ownership interests in real estate and mortgage investments (excluding essets held for sale)
totaling approximately $289,972,000 and other investments in preferred stock and marketable securities of $64,726,000 resulting
in total invested assets of $354,698,000. Cur mission is to invest in health care real estate which generates current income that
will be distributed to stockholders. We have pursued this mission by making mortgage loans and acquiring properties to lease
nationwide, primarily in the long-term heaith care industry. These invesiments include long-term care facililies, acute care
hespitals, medical office buildings, retirement eenters and assisted living facilities, all of which are collectively referred to herein
ns "Health Cere Facilities”. We have funded these investments in the past through three sources of capital: (1) current cash
flow, including principal prepayments from our borrowers, (2} the sale of equity securities, and (3) deht offerings, including bank
lines of credit, the issuance of convertible debt instruments, and the issuance of ordinary debt. At December 31, 2008, we had
no outstending bank lines of eredit or convertibie debt instruments.

As of December 31, 2008, we had approximately $289,972,009 in real estate assels and mortgage notes receivable investments
in 123 health care facilities located in 17 states consisting of 83 long-term care facilities, | acute care hospital, 4 medical office
buildings, 14 assisted living facilities, 4 retirement centers and 17 residential projects for the developmentally disabled. These
investments consisted of approximately $108,640,000 aggregate carrying amount of Ioans to 14 borrowers and $181,332,000 of
sale-leascbaek agreements with 16 lessees. Of these 123 facilities, 41 are leased to National HealthCare Corporation (“NHC"), a
publicly-held company and our largest customer. These 41 facilities include 4 centers subleased to and operated hy other
companies, the lease payments to us being guaranteed by NHC.

Beginning with our inception in 1991, NHC had provided advisory services to us under an Advisory, Administrative Services
and Facilitics Agreement (the "Advisory Agreement”). Effective November 1, 2004, we assipned the Advisory Agreement with
WHC to Management Advisory Source, LLC (“MAS"), formed by our President, Chief Executive Officer and Board Chairman W.
Andrew Adams. We have no ownership in MAS. Pursuant to this Advisory Agreement, services related to investtnent
activities and day-to<lay management and operations were provided to us by MAS. Accordingly, MAS was subject to the
supervision of and policies established by our Board of Directors. On December 3, 2007, we elected to become a self-managed
REIT, with our own management reporting directly to the Board of Direclors, and we notified MAS of our intent to terminate the
Advisory Agreement effective March 31, 2008. On January 29, 2008, we received notice from Mr. Adams that he intended to
resign as President of NHI effective March 31, 2008. Under an agreement with our Board of Directors, Mr. Adams will continue
to serve es President until March 18, 2009 at which time Justin Hutchens will assume the positions of President and Chief
Operating Officer. 1t is anticipated that Mr. Adams will remain with us as Chief Executive Officer and as Chairman of the Board
of Directors.

All of our investments in real estate and notes receivable are within the United States. We are managed as one reporting
ugit, rather than multiple reporting units, for intemal reporting purposes and for intemal decision making. Therefore, we have
concluded that we operate as a single segment. Information about revenues from our tenants and borrowers, a measure of our
income, and total assets for this segment can be found in Item 8 of this Annual Repon.

Types of Health Care Faeilities

Long-term care facilities. As of December 31, 2008, we owned and leased 49 licensed long-term care facilities, 34 of which
were operated by NHC, All of the §5 remaining licensed Jong-term care facilities are leased to other long-term care companies.
We also had cutstanding first mortgage loans on 34 additional licensed long-term care facilities. All of these facilities provide
some combination of skilled and intermediate nursing and rehabilitative care, including speech, physical and occupational
therapy. The operators of the long-term care facilities receive payment from a combination of private pay sources and
government programs such as Medicaid and Medicare. Long-lerm care facilities are required to obtain state licenses and are
highly regulated at the federal, state and local level. Most long-term core focilities must obtain certificates of need from the state
before opening or expanding such facilities. Some long temm-care facilities include assisted living beds.

Acute and long term care hospitals. As of December 31, 2008, we owned and leased 1 acute care hospital. Acute care
hospitals provide a wide range of inpaticnt and outpatient services and are subject to extensive federal, state and local
legislation and regulation, Acute and long-term care hospitals undergo periodic inspections regarding standards of medical
care, equipment and hygiene as a condition of licensure. Services provided by acute and tong-term care hospitals are generally
paid for by a cambination of private pay sources and governmental programs.




Medical office buildings. As of December 31, 2008, we owned and leased 4 medical office buildings. Medical office
buildings are specifically configured office buildings whose tenants are primarily physicians and other medical practitioners.
Medical office buildings differ from conventional office buildings due to the special requirements of the tenants and their
patients. Each of our owned medical office buildings is leased io one lessee, and is either physically attached to or located on
an acute care hospital campus. The lessce then [eases individual office space to the physicians or other medical practitioners,
The lessee is responsible to us for the lease obligations of the entire building, regardless of its ability to lease the individual
office space. ’

Assisted Living Facilitles. As of December 31, 2008, we owned and leased 14 assisted living facilities. Assisted living
facilities are either free-standing or are attached to long-term care or retirement facilities and provide basic reom and board
functions for the elderly. Some assisted living projects include licensed long-term care {nursing home) beds. On-site stafl
personnel are aveilable to nssist in minor medical needs on an as-zeeded basis.

Retirerent Centers. As of December 31, 2008, we owned and leased 4 retirement centers, 3 of which are lcased to NHC and
one to Sun Healthcare. Retirement centers offer specially designed residential units for the active and ambulatory elderly and
provide various nncillary services for their residents including restaurants, activity rooms and social areas. Charges for services
are paid from private sources without assistance [rom government programs. Retirement centers may be licensed and regulatcd
in some states, but do not require the issuance of a certificate of need such as is required for long-term care facilitics.

Residences for the developmentally disabled, As of December 31, 2008, we had outstanding first morigage notes on 17
residences for ihe developmentally disabled. Residences for the developmentally disabled are generally small home-like
environments which accommodate six to eight mentalty or developmentally disabled persons. These persons obtain custodial
care which includes food, lodging, cducation and transportation services. These community based services are replacing the
large state institutions which have historically provided care to the developmentally disabled. Services to the developmentally
disabled are primarily paid for by state Medicaid programs.

Nature of Investments

Our investments ore typically structured as either purchase-leaseback transactions or morigage loans. We also provide
construction loans for focilities for which we have already committed to pravide long-term financing or for which the operator
agrees to enter into a lease with us upon completion of the construction. The lease rates of our leases and the interest rates on
the morigage loans and construction loans have historically ranged between 9% and 12% per annum. We fypically charge a
commitment fee of 1% based on the purchase price of the property of a purchase-leaseback or the total principal loan amount of
@ mortgage loan. In instances where construction financing has alse been supplied, there is generally an additional 1%
commitment fee for the construction financing. We believe our lease terms, mortgage loan and construction loan terms are
competitive in the market place. Except for certain properties, as described under “Real Estate and Mortgage Write-downs
(Recoveries)” in Item 7, all of the operating Health Care Facilities are currently performing under their morigage loans or leases.
Typical characteristics of these transactions are as follows:

Mortgage Loans. 1n general, the term of our mortgage loans is 10 years with the principal emortized over 20 to 25 years and a
balloon payment due at the end of the 10 year texm, Most of the loans are at a fixed interest rate; however some have an
additional interest component which is based on the escalation of gross revenues at the project level or fixed rate increases. 1n
most cases, the owner of the property has committed o make minimum annual capital improvements for the purpose of
maintenance or upgrading their respective facilities. Additionally, most of our loans are collateralized by first mortgage liens
and eorporate or personal guaraniees.

Leases. Our leases generally have an initial leasehold term of 10 to 15 years with one or more 5-ycar renewel options. The
Jeases arc "triple net leases” under which the tenant is responsible for the payment of all taxes, utilities, insurnnce premium
costs, repairs and other charges relating to the ownership and eperation of the Health Care Facilities. The tenant is generally
obligated at its cxpense to keep all improvements and fixturcs and other components of the Health Care Facilities covered by "all
risk” insurance in an amount equal to at least the full replacement costs thereof and to maintain specified minimal personal injury
and property damage insurance, protecting us as well as the tenants at suchk Health Care Facilities. The Jeases also require the
tenant to indemnify and hold us harmless from all ¢laims resuiting from the use and occupancy of each Heulth Care Facility by
the tenant end relnied activities, as well as to indemnify us against all costs related to any release, discovery, clean-up and
removal of hazardous substances or materials on, or other environmental responsibility, with respect to, each Health Care
Facility.

Most of our existing leases contain annual escalators in rent payments. All of the acute care and medical office building
praperties which we own and lease give the lessee an option to purchase the underlying property at the greater of i) our
acquisition costs; ii) the then fair market value as established by independent appraisers or iii) the sum of the land costs,




construction costs and eny additional capital improvements made to the property by us. In addition, the acute care and medical
office building lcases contain a right of first refusal for the lessee if we receive an offer to buy the underiying leased property.

Some of the obligations under the leases are guaranteed by the parent corpomation of the lessee, if any, or afliliates or
individual principals of the lessee. In some leases, the third party operator will also guarantee some portion of the lease
obligations. Some obligations are backed further by other collateral such as machinery, equipment, furnishings and other
personal property.

Censtruction loans. From time to time, although none are currently outstanding, we also provide construction lonns that by
their terms convert cither into purchase-leaseback transactions or martgage loans upon the completion of the construction of
the facility. The terms of such construction loans are for a period which eommences upon the closiog of such loans nnd
termninate upon the earlier of (a) the completion of the construction of the applicable facility or (b) & specific date. During the
term of the construction toan, funds are usually advanced pursuant to draw requests made by the borrower in accordance with
the terms end conditions of the loan. In addition to the security of the lien against the property, we will generzlly require
additional security and collateral in the form of either payment and performance completion bonds or completion guarantees by
the borrower's parent, affiliates of the borrower or one or more of the individuals who control the horrower. No such loans are
currently outstanding.

Investment in Preferred Stock and Marketable Securities. We invest a portion of our funds in the preferred and common
shares of other publicly-held REITs to ensure the substantial portion of our assets are invested for real estate purposes. At
December 31, 2008, our investments in preferred and common shares of publicly-held REITs were $55,425,000 and our
investments in other availahle for sale marketable securities were $9,301,000, Refer to Notes 5 and & of our consolidated
financial statements for further information,

Disposition and Deconsolidation of Assels

We previously owned and operated 16 long-term health care facilities that we ecquired through foreclosure or through the
acceptance of deeds in liew of foreclosure and subsequently sold the facilities to unrelated not-for-profit entities, providing
100% financing (the “Foreclosure Properties”). The operating revenues and expenses of these facilities continued to be
recorded in our Consolidated Statements of Income until such time as the down payment and continning investment criteria of
Financial Accounting Stanrdards Board (“FASB") Statement No., 66, “Accounting for Sales of Real Estate” (“SFAS 66™) were
met, at which time we would account for the sales under the fufl accrual method. On December 31, 2007, the criteria for recording
the sales were met. Net assets having a book value of $54,350,000 were deconsolidated, mortgage notes receivahle of
$66,819,000 were recorded, and a net gain on the sale and deconsolidation of these assets was recognized of $12,469,000. On
December 31, 2007, we received irevocable bank letterg-of-credit aggregating $10,200,000 from the borrowers to guarantee down
payments on the notes, and commitments to make meonthly principal and interest payments to us to amortize the remnining note
balances. In January 2008, we received down payments of $19,100,000 on the notes receivable and began receiving principal
and interest totaling $417,000 each month.

Competition and Market Conditdons

We compete with real estate partnerships, other REITs and other investors {including, but not limited to, banks, insurance
companies, and investment bankers who market securities in mortgage funds) in the acquisition, Ieasing and financing of health
care-refated entities primarily on the basis of price, available capital, knowledge of the industry and flexibility of financing
structure.

The operators of the Health Care Facilities compete on a local and regional basis with operators of facilities that provide
comparable services. Operators compete for patients and staff based on quality of care, reputation, physical appearance of
facilities, services offered, family preference, physicians, staff and price. They compete with independent operators as well ns
companies managing multiple facilities, some of which are substantially larger and have greater resources than the operators of
the Health Care Facilities, Some of these facilities ore operated for profit while others are owned by gevermmental ageneies or
1ax exempt not-for-profit organizations.

The long-term care facilities to which we provide mortgage loans and which we lease to others receive the majority of their
revenues from Medicare, Medicaid and other government programs. From time to time, these facilities have experieoced
Medicare and Medicaid revenue reductions brought about by the enactment of legislation to reduce government costs.

Beginning January 1, 2006, CMS (Centers for Medicare and Medicaid Services) implemented major changes to the Prospective
Payment System (“PPS") payment methodology (see Sources of Revenues under this Item 1) that reduced payments to facilities
by about 5%. State Medicaid funding is not expected to keep pace with inflation according to industry studies. Additionally,
the assisted living industry experienced slower fill up rates on new projects and more competition for their mature projects as
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overbuilding occurred in certain markets. Any changes in reimbursement methodology that reduces reimbursement to levels
that are insufficient to cover the operating costs of our borrowers and lessees could adversely impact us.

Operators

The majority of the Health Care Facilities are operated by the owner or lessee. Asa percent of total investments, 323 of the
Health Care Facilities are operated by publicly-owned companies, whilc 58% are operated by regional health care operators and
10% are operated by smaller operatars. We consider the operator o be an important factor in determining the creditworthiness
of the investment, and we generally have the right to approve any changes in operators, Operators who operate more than 3%
of our total real estate investments are as follows: NHC, THI of Baltimore, Inc., Sunrise Senior Living, Inc,, Health Services
Managemen!, Inc., Community Health Systems, Inc., ElderTrust of Florda, Inc, RGL Development, LLC, Senior Living
Management Corporation, LLC, American HealthCare, LLC, and SeniorTrust of Florida, Inc.

NHC Master Agreement to Lease

On December 27, 2005, under an amendment to the Master Lease, NHC exercised its option fo eatend the existing lease on 41
properties for the second renewal term. These 41 properlies include 38 skilled nursing homes (4 of which are subleased to other
perties for whom the lease payments are guaranteed to us by NHC under the Master Lease) and 3 retirement centers. The 15
year lease extension began January 1, 2007, and includes 3 additionat 3-year renewal aptions, each at fair rental value of such
leased property es negotiated between the parties and determined without including the value attributable to any improvements
to the leased praperty, voluntarily made by the tenant at its expense. Under the terms of the lease, rent escalates by 4% of the
increase, if any, in each facility's revenue over a 2007 base year. Our renta] income in 2008 was $53,339,000 ($33,700,000 from
NHC); in 2007 was $50,850,000 (§33,700,000 from NHC); and in 2006 was $43,789,000 ($31,305,000 from NHC).

The Master Agreement is & "triple net lease” under which NHC is responsible for all taxes, utilities, insurance premium costs,
repairs (including structural portiens of the buildings) and other charges relating to the ownership and operation of the Health
Care Facilities. NHC is obligated at its expense to keep all improvements and fixtures and other components of the Health Care
Facilities covered by "all risk” insurance in an emount equal to the full replacement costs thereof, insurance against bailer
explosion and similar insurance, flood insurance if the land constituting the Health Care Facility is located within a designated
ftood plain area and to mainLain specified property damage insurance, protecting us as well as NHC at such Health Care Facility.
NHC is also obligated to indemnify and hold us harmless from all claims resulting from the use and occupancy of each Health
Care Facility by NHC or persons claiming under NHC and related activitics, as wetl as to indemnify us against all costs related to
any release, discovery, cleanup and removal of hazardous substances or materials on, or other environmental respansibility,
with respect to each Health Care Focility leased by NHC.

Commltments

At December 31, 2008, we had no pending commitments to fund health care real estate projects. We currently have sufficient
liquidity to finance new investments and ta repay borrowings at or prior to maturity.

Scurces of Revenues

General Our revenues ore derived primanly from mortgage interest income and rental income. During 2008, mortgage
interest incame equaled $9,666,000. Rental income totaled $53,339,000 of which $33,700,000 or 63% was from facilities leased by
NHC. The source and amaunt of revenues of our lessees and borrowers are determined by (i) the licensed bed or other capacity
of the Health Care Facilities, (ii) the occupancy rate of the Health Care Facilities, {iii) the extent to which the services provided a
each Health Care Facility are utilized by the patients, (iv) the mix of private pay, Medicare and Medicaid patients at the Health
Care Facilities, and () the rates paid by private paying patients and by the Medicare and Medicaid programs.

Govemmental and other concerns regarding health care costs have and may continue ta result in significant reductions in
payments to health care facilities, and there ean be no assurance that future payment rates for either goveromental or private
health care plans will be sufficient to cover cost increases in providing services to patients. Any changes in reimbursement
policies which reduee reimbursement to levels that are insufficient to cover the cost of providing patient care have and could
continue to adversely affect revenues of our lessees and borowers and thereby adversely affect thase Jessees’ and borrowers'
abilities to make their lease or debt payments to us. Failure of the lessees or borrowers to make their lease or debt payments
would bove a direct and material adverse impact on us.

Medicare and Medicaid. A significant portion of the revenue of our lessees and borrowers is derived from governmental-
funded reimbursement programs, such as Medicare and Medicaid. Reimbursement under these programs is subject to periodic
pre- and post-payment review and other audits by federal and state authorities.




Medicare is uniform nationwide and reimburses nursing centers under a fixed payment methodology named the PPS. PPS
was instituted as mandated by the Balanced Budget Act of 1997. PPS became effective July 1, 1998, PPS is an acuity based
classification system that uses nursing and therapy indexes adjusted by geographical wage indexes to calculate per diem rates
for each Medicare patient, Payment rates are updated annually and are generally increased each October when the federal fiscal
year begins. The acuity classification system is named Resource Utilization Groups 11I (*RUGs”). PPS as implemented had an
adverse impact on the healthcare industry and our lessecs’ and borrowers' business by deereasing payments materiatly, which
adversely impacted our business. Refinements in the form of temporary add-ons provided some relief until Qctober 1, 2002,
Annual market basket (inflationary) increases have continued to improve payments,

Medicatd is a joint federal and state program designed #o provide medical assistance to “eligible needy persons”, These
programs arc operated by state agencies that adopt their own medical reimbursement methodology and standards. Payment
rates and covered services vary from state to statc. In many instances, revenues from Medicaid programs are insufficient to
cover the actual costs incurred in providing care to those patients. State Medicaid plans subject to budget constraints are of
particular concern to us given the repeal of the Boren Amendment by the Balanced Budget Act of 1997. The Boren Amendment
provided fair reimbursement protection to nursing facilities. Changes in federal funding and pressure on certain provider taxes
coupled with state budget problems have produeed an uncertain environment, Industry studies predict the Medicaid crisis wili
continue with states required contribution to Medicare Par D and anticipated budget deficits. States will more than likely be
unable to keep pace with nursing center inflation. States are under pressure to pursue other alternatives to long term care such
as community and home based services, Furthermore, several of the states in which we have investments have aetively sought
to reduce or slow the increase of Medicaid spending for nursing home care.

Medicare and Medicaid programs are highly repulated and swbject to frequent and substantial changes resulling fiom
legislation, adoption of rules and regulations and administrative and judicial interpretations of existing law. Moreowver, as health
care facilities have experienced increasing pressure from private payors attempting to control health care costs, reimbursement
from private payors has in many cases effectively been reduced to levels approaching those of government payors.

Government Regnlation

Licensure and Certification, The health care industry is highly regulated by federa), state and loeal law and is directly
affected by state and local licensing requirements, facility inspections, state and federal reimbursement policies, regulations
concerning capital and other expenditures, certification requirements and other such laws, regulations and rules. Sanctions for
faifure to comply with these regulations and laws include (but are not limited to) loss of licensure, fines and loss of certification
to participate in the Medicare and Medicaid programs, as well as potential criminal penalties. The failure of any lessee or
borrower to comply with such laws, requirements and regulations could affect its ability to operate the facility or facilities and
could adversely affect such lessee's or borrower's ability t0 make lease or debt payments to us.

In the past several years, due to rising health care costs, there has been an increased emphasis on detecting and eliminating
fraud and abuse in the Medicare and Medicaid programs. Payment of any consideration in exchange for referral of Medicare
and Medicaid patients is generally prohibited by federal statute, which subjects violators to severe penalties, including
exclusion from the Medicare and Medicaid programs, fines and even prison sentences, In recent years, both federal and state
governments have significantly increased investigation and enforcement activity to detect and punish wrongdoers. In addition,
legislation has been adopted at both state and federal levels which severely restrict the ability of physicians to refer patients to
entities in which they have a financial interest.

It is anticipated that the trend toward increased investigation and enforcement activity in the area of fraud and abuse, as well
as self-referral, will continue in future years. Certain of our investments are with lessees or borrowers which are partially or
wholly owned by physicians. In the event that any lessee or borrower were to be found in violation of laws regarding fraud and
ebuse or self-referral, that lessee's or borrower's ability to operate the facility asa health care facility eould be jeopardized, which
could adverscly affect the lessee's or borrower's ability to make lease or debt payments to ug and thereby adversely affect ns.

Certificates of Need. Certain Health Care Facilities in which we invest are also generally subject to state statates which may
require regulastory approval in the form of a centificate of need ("CON") prior to the addition or construction of new beds, the
addition of services or certain capital expenditures. CON requirements are not uniform throughout the United States and are
subject to change. We canoot predict the impact of regulatory changes with respect to CONs on the operations of our lessees
and mortgagees; however, in our primary market areas, a significant reduction in new construction of long-term care beds has
occurred.




Investment Policies

Our investment objectives ore (i) to provide current income for distribution to our stockholders through investmenis primarily
in health care related facilities, (if) to provide the opportunity to realize capital growth resulting from appreciation, if any, in the
residusl value of our portfolio properties and (iii) to preserve and protect stockholders' capital. There can be no assurance that
these objectives will be realized. Our investment policies include making investments in real estate, mortgage and other notes
receivahle, highly-liquid cash accounts, cnhanced cash funds, ond securities of other publicly-beld REITs.

We did not make significant new investments in real csiate assets during 2008 due to our conservative approach to
evaluating the risks and unceriainties in the overall economy and its potential negative impact on the operations of long-letm
care and assisted living facilities. We anticipate making new mortgage and/or real estate investments in 2009 that meet our risk
profile. Tn making new investments, we would consider such faclors as (i) the geographic area and type of property, (i) the
location, construction quality, condition and design of the property, (iii) the current and anticipated cash flow end its adequacy
1o meet operational needs and Jease or morigage obligations and to provide a competitive market return on equity to our
investors, (iv) the growth, tax and regulatory environments of the communities in which the properties are located, {v)
occupancy and demand for similar health eare facilitics in the same or nearby communities, (vi) the quality, cxperience and
creditworthiness of the management aperating Lhe facilities located on the property and (vii) the mix of private and government-
sponsored patients. There can be no assurances that invesiments conlaining these attributes will be found or closed.

We will not, without the approval of a majority of the Board of Direciors, enter into any joint venturc relationships with or
acquire from or sell to any director, officer or employee of NHC or NHI, or any afTiliate thereof, as the case may be, aoy of our
nssets or other property.

The Board of Directors, without the approval of the stockholders, may alter ur investment policies if they determine that
such o change is in our best interests and our stockholders’ best interesis. The methods of implementing our investment
policics may vary as new investment and financing technigues are developed or for other reasons.

We may incur additional indebtedness in the future to make investments in health care related facilitics or businesses when it
is advisable in the opinion of the Board of Directors. We may negotiate other lines of credit or arrange for other short or long-
term bormowings from banks. We may arrange for long-term borrowings from institutional investors or through public offerings.
We have previously invested and may in the future invest in properties subject to existing loans or secured by mortgages,
deeds of trust or similar liens with favorable terms or in mortgage investment pools.

Advisory Agreement

Management Advisory Source, LLC - We determined that it was in our best interest to accentuate our independence from
NHC, our largest tenant. Therefore, effective November 1, 2004, we assigned our Advisory Agreement with NHC (deseribed
below and since terminated) to a new company, MAS, formed by our President, Chief Executive Officer and Beard Chairman, W.
Andrew Adams. We have no ownership in MAS.

Under the Advisory Agreement, we engaged MAS to use its best efforts (2) to present to us a continuing and suitable
invesiment program consistent with our investment policies adopted by the Board of Dirsctors from time to time; (b} to manage
our day-ta-day affairs and operations; and (c) to provide administrative services and facilities appropriate (or such management.
Accordingly, MAS was subject to the supervision of and policies established by our Board of Directors. From November 1,
2004 to October 1, 2006, MAS outsourced non-managerial functions of the Advisory Agreement such as payroll processing,
accounting, treasury and the like to NHC. Effective October 1, 2006, MAS began to provide these services.

The Advisory Agreement provided that without regard to the amount of compensation received by the Advisor under the
Advisory Agreement, the Advisor wes to pay ull expenses in performing its obligations including the employmeat expenses of
the personnel providing services to us. The Advisory Agrecment further provided that we pay the expenses incurred with
respect to and allocable to the prudent operation and business of NHI including any fees, salaries and other employment costs,
taxes and expenses paid to our directors, officers and employees who are not also employees of the Advisor. The Advisory
Agreement provided that MAS was entitled to annual compensation which was calculated on a formula related to the increase
in funds from operations per common share (as defined in the Advisory Agreement).

On December 3, 2007, we elecied o become a selEmanaged REIT with our own management reporting directly to the Board of
Directors. We notified MAS of our intent to terminate the Advisory Agreement effective March 31, 2008, On January 29, 2008,
we received notice from Mr. Adams that he intends to resign as President of NHI. Under an agreement with our Board of
Directors, he will continue to serve as President until March 18, 2009 at which time Justin Hutchens will assume the positions of




President and Chief Cperating Officer. Tt is anticipated that Mr. Adams will remain with us as Chiel Executive Officer and
Chairman of the Board of Directors,

NHC - We entered into the Advisory Agreement on October 17, 1991 with NHC as "Advisor” under which NHC provided
management and advisory serviees to us through November 1, 2004. The Advisory Agreement was initially for a stated term
which expired December 31, 1997. Thereafter, the Advisory Agreement was on a year-to-year term, but terminahle on 90 days
notice and terminable for cause at any time. For 1993 and later years, the Advisor was entitled to annual compensation which
was caleulated on a formula related to the increese in funds from operations per common share (as defined in the Advisory
Agreement).

Pursuant to the Advisory Agreement, the advisor managed all of our day-to-day affairs ond provided all such services
through its personnel or .contractual agreements. The Advisory Agreement provided that without regard to the amount of
compensation received by the Advisor under the Advisory Agreement, the Advisor pay all expenses in performing its
obligations inctuding the employment expenses of the persnonel providing services to us. The Advisory Agreement further
provided that we pay the expenses incurred with respect (o and allocable to the prudent operation and business of NHI
including any fees, salaries aod other employment costs, taxes and expenses paid to our directors, officers and employees who
are not also employees of the Advisor.

Aequisition Offer

On October 5, 2006, we received an offer from W, Andrew Adams, our President, Chief Executive Officer and Chairman, a
significant stockholder and President of MAS, our Advisor, to acquire all of our outstanding shares of common stock for $30
per share, the offer being subject to certain conditions and contingencies. The Board of Directors formed a Special Committee
consisting of its four independent dircctors. The Special Committee hired The Blackstone Group L.P. as its financial advisor to
assist in evaluating this or any other proposed transactions. The Special Committee rejected the initial offer. A second offer
was made by Mr. Adams 1o purchase the shares at $33 per share, and this offer was rejected. Cn April 4, 2007, Mr. Adams sent
to the Special Commitiee a third offer of $34 per share. This offer was rejected by the Special Committee on April 6, 2007. On
April 17, 2007, we issued a press release in response to apparent market rumors and the large volume of tradcs in our common
stock. The press release announced that we were engaged in preliminary discussions snd the exchange of information
regarding a possible combination of interests with another company. On June 8, 2007, Mr. Adams notified us of the withdrawal
of his offer. On October 22, 2007, we issued a press release announeing that the Special Committee had decided to cease
negotiations with third parties involving the possible sale of the Company, terminate the engagement of The Blackstone Group
L.P. as its financial advisor, and dissolve the Special Committee,

Executive Officers of the Company
The table below sets forth the name, position and age of each of pur executive officers, Each executive officer is appointed

by the board of directors, serves at its pleasure and holds office for a term of one year. There is no “family relationsbip” among
any of the named executive officers or with any director. All information is given as of February 16, 2009:

Neme Position Age
W, Andrew Adams President, Chairman of the Board and 63
Chief Executive Officer
Roger R. Hopkins Chief Accounting Cfficer 47

W. Andrew Adams (Chairman of the Board and Chief Executive Officer) has been our Chairman of the Board, President and
Chief Executive Officer since our inception in 1991. Mr. Adams was president and chicf executive officer of National HealthCare
Corporation (“NHC™) until he resigned those positions in 2004, He remains on its board of directors, ond served as chairman of
the board until 2008, Mr, Adams served as president of National Health Realty, Inc. (“NHR™) from 1997 until November 2004
and served as chairman of the board until NHR was acquired by NHC in 2007. Mr. Adams serves on tlie board of directors of
SunTrust Bank in Nashville, Tennessee. He received his B.S. and M.B.A. degrees from Middle Tennessee State University.

On February 18, 2009, the Board of Directors named Justin Hutchens, 34, as the new President and Chief Operating Officer
effective March 18, 2009. He has held a variety of mansgement positions with long-term care and assisted living facility
companies, most recently as Chiel Operating Officer and Executive Vice President of Emeritus Senior Living, Inc. since 2007. Mr.
Hutchens received a B.S. degree in human services from the University of Northern Colorado in 1995 and a M.S. degree in
management from Regis University in 1998,




Roger R Hopkins joined us in 2006 and wos named Chief Accounting Officer on December 31, 2006. Until 2006, be was a
pariner in the Tennegsee regional accounting firm of Rodefer Moss & Co, FLLC. He was previously & senior manager in the
Nashville, Tennessee office of Deloitic & Touche. Mr. Hopkins received his B.5. degree in accounting from Tennessee
Technological University in 1982 and is a Certified Public Accountant

Since terminating the Advisory Agreement effective March 31, 2008, we assumed the employment of some of the MAS
employees and we now have a staff of 7, all serving in our corporate offices.

Investor Information

We maintain a worldwide web site at www nhinvestors.com. We publish 10 this web site our annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, end press releases. Webaven policy of placing these on the web
site within two (2) business days afier public release or filing with the SEC.

We also maintain the following documents on the web site:

The NHI Code of Ethics and Standerds of Conduct. This has been adopted for oll employees, officers and directors of
the Company. The website will also disclose whether there have been any amendments or waijvers to the Code of Ethics
and Standards of Conduct. To date there have been none.

Information on our “NHI Valuesline” which allows our employees and steckholders unrestricted access to our Internal
Auditor, executive officers and directors. The toll free number is 800-526-4064 and the communications may be made
anonymously, if desired.

The NHI Restated Audit Committee Charter.
The NHI Compensation Commitiee Charter,
The NHI Nomination and Corporate Gavernance Committes Charter

We will fumnish, free of charge, a copy of any of the above decuments o eny interested investor upon receipt of a written
request,

Our transfer agent is Computershare. Computershare will assist registerad owners with the NHI Dividend Reinvestment plan,
change of address, transfer of ownership, payment of dividends, replacement of lost checks or stock certificates. Contact
information is: Computershare Trust Company, N.A., P.O. Box 43078, Providence, R1 02940.3078. The toll free number is 800-
9425909 and the website is www.computershare.com.

The Annual Stockholders’ mecting will be held at 11:00 a.m. on May 1, 2009 at the Center for the Arts, 110 College Street,
Murfreesborg, TN.

ITEM 1A. RISK FACTORS,

We depend on the operating success of onr customers (facitity operators), whose business is focused in the skilled nursing
and assisted living industry, for collection of our revenues during this time of uncertain and petentially worsening economic
conditions in the U.S.

Revenues to opemtors of the Health Care Facilities are primarily driven by occupancy, Medicare and Medicaid
reimbursement and private pay rates. Revenues from govermnment reimbursement have, and may continue, to come under
pressure due to reimbursement cuts and from widely-publicized federal and state budget shortfalls and constraints. Overall
weak economic conditions in the U.S. which affect housing sales, investment retumns and personal incomes may adversely
affect occupancy rates of assisted living facilities that generally rely oo private pay residents. Expenses for the Health Care
Facilities are driven by the costs of labor, food, utilities, taxes, insurance and rent or debt service.  Linbility insurance and
staffing costs continue to increase for our operators. To the extent any decrease in revenues and/or any increase in operating
expenses results in a facility not generating cnough cash to make scheduled payments to us, our revenues, net income and
funds from operations would be edversely affected. Consequently, we might be unable to maintain or increase our current
dividend and the market price of our stock may decline.




We are exposed to the risk that our tenants and morigagees may not be able fo mee! the rent, principal and interest or
other payments due us, which may resuit in an operator bankruptey or insolvency, or thaf an operafor might become subject
to bankruptcy or insolvency proceedings for other reasons,

Although our operating leasc agreements provide us the right to eviet an opertor, demand immediate payment of rent and
exercise other remedies, and our morigage loans provide us the right to terminate any funding obligations, demand immediate
repayment of principal and unpaid interest, foreclosc on the collateral and exercise other remedies, the bankruptey laws afford
certain rights to a party that has filed for bankruptcy or reorganization. An operator in bankruptcy may be able to limit or delay
our nbility to collect unpaid rent in the case of s [ease or to receive unpaid principal andfor interest in the case of a morigage
loan and to exercise other rights and remedies. We may be required to fund certain expenses {e.g. real estate taxes, maintenance
and capital improvements) to preserve the value of a facility, avoid the imposition of liens on a facility and/or transition a facslity
10 2 new operator. In some instances, we have tcrminated our Jease with an operator and leased the facility to another operator,

In some of those situations, we provided working capital loans to, and limited indemnification of, the new operntor, If we
cannot transition a leased facility to a new operator, we may take possession of that facility, which may expose us to certain
successor liabilities. Should such events occur, our revenue and operating cash flow may be adversely affected.

We are exposed to risks refated fo government regulations and the effect they have on our tenants’ and mortgagees’
business.

Qur operators” businesses are affected by government reimbursement and private payor ratcs. To the extent that any skilled
nursing, hospital or project for the developmentally disabled facility receives a significant portion of its revenues from
governmental payors, primarily Medicare and Medicaid, such revenues may be subject to statutory and regulatory changes,
retroactive rate adjustmenis, recovery of program overpayments or set-offs, administrative rulings, policy interpretations,
payment or other delays by fiscal intermediaries, government funding restrictions (at a program level or with respect to specific
facilities) and interruption or delays in payments duc to any ongoing governmental investigations and audits at such facility. In
recent years, govemmental payors have frozen or reduced payments to health care providers due to budgetary pressures.
Changes in health care reimbursement will likely continue to be of paramount importance to federnl and state authorities. We
cannot make any assessment as to the ultimatc timing or effect any future legislative reforms may have on the financial
condition of the health care industry. Therc can be no assurance that adequate reimbursement levcls will eontinue to be
available for services provided by any facility operator, whether the facility receives reimbursement from Medicare, Medicaid or
private payors. Significant limits on the scope of services reimbursed and on reimbursement rates and fees could have a
material adverse effect on an operator's liquidity, firancial condition and results of operations, which could adversely affect the
ability of an operator to meet its obligations to us, In addition, the replacement of an operator that has defaulted on its lease or
loan could be delayed by the approval process of any federnl, state or Jocal agency necessary for the transfer of the facility or
the replacement of the operator licensed to manage the facility.

We are exposed to the risk that the cask flows of our tenants and morigagees will be adversely affected by increased
liabilivy claims and gencral and professional liability insurance costs.

Long-term care facility operators (assisted living and skilled nursing facilities) have experienced substantial inrcreases in both
the number and size of patient care liability claims in recent years, particularly in the states of Texas and Florida. As a result,
general and professional liability costs have increased and may continue to increase, Nationwide, long-ierm care liability
insurance rates are increesing because of large jury awards in states fike Texss and Florida. In 2004 and 2005, both Texas and
Florida adopted skilled nursing facility liability laws that modify ot limit tort damages. Despite some of these reforms, the long-
term care industry overall continues to experience very high general and professional liability costs. Insurance companies have
responded to this claims crisis by severely restricting their capacity to write long-term care general and professional liebility
policies. No assurance can be given that the climate for long-term care general and professional liability insurance will improve
in any of the foregoing states or any other states where the facility operators conduct business. Insurance compunies may
continue to reduce or stop writing general and professional liebility policies for assisted living and skilled nursing facilities.
Thus, general and professional liability insurance coverage may be restricted, very costly or not available, which may adversely
affect the facility operators' future operations, cash flows and financial condition and may have a materia) adverse effect on the
fcility operators’ ahility to meet their obligations to us. -

We depend on the success of futire acquisitions and invesiments.

We are exposed to the risk that our future acquisitions may not prove to be successful. We could encounter unanticipated
difficulties and expenditures relating to any acquired properties, including contingent liabilities, and newly acquired properties
might require significant management atiention that would otherwise be devoted to our ongoing business. If we agree to
provide construction funding to an operator and the project is not completed, we may need to take steps to ensure completion
of the




project or we could lose the property. Moreover, if we issue equity securities or incur additional debt, or both, to finance future
acquisitions, it may reduce our per share financial results, These costs may negatively affect our results of operntions.

We are exposed o risks related 1o environmental laws and the costs associated with the ligbility related to hatardous
substances.

Under various federal and stale laws, owners or operators of real property may be required to respond to the release of
hazardous substances on the properly and may be held liable for property damage, personal injuries or penalties that result from
environmental contamination. These laws also expose us to the possibility that we may become liable to reimburse the
government for damages and costs it incurs in connection with the contamination. Generally, such liability attaches to a person
based on the person’s relationship o the property. Our tenants or borrowers are primarily responsible for the condition of the -
property and since we are a passive landlord, we do not “participatc in the management” of any property in which we have an
interest. Moreover, we review environmental site assessment of the properties that we own or encumber prior to taking an
interest in them. Those assessments are designed to meet the “all appropriate inquiry” standard, which qualifies us for the
innocent purchaser defense if environmental liabilities arise. Based upon such assessments, we do not believe that any of our
propertics are subject to material environmental contamination, However, environmental lisbilities, including meold, may be
present in our properties and we may incur costs to remediate contamination, which could have a material adverse effect on our
business or financial condition,

We depend on the abilfity to reinvest cash in real estate investments in a timely manner and on acceptable terms.

From time to time, we will have cash available from (1) the proceeds of sales of our securities, (2) principal payments on our
loans receivable and (3) the sale of properties, including non-clective dispositions, under the terms of moster leases or similar
financial support arrangements. We must reinvest these proceeds, on a timely basis, in health care investments or in qualified
shorl-term investments. We compete for real estate investments with a broad variety of potential investors. This competition
for attractive investments may negafively af(fect our ahility fo make timely investments on terms acceptable to us. Delays in
acquiring properties may negatively impact revenues and perhaps aur ability to make distributions to stockholders.

We are exposed fo potential future losses In our investment in enhanced cash funds manoged by a division of Bank of
America.

We have investments in enhanced cash funds at December 31, 2008 with Columbia Management, a division of Bank of
America, with an estimated fair market value of $7,953,000 which is net of ather than temporary impainment losses recognized of
$2,065,000 in 2008. The funds were abruptly closed in December 2007 by Columbia and are being liquidated in an orderly
fashion for investors. The funds contain a wide variety of high-quality corporate debt securitics, but also a significant amount
of asset-backed and mongage-backed securities that have become impaired as a result of a decline in our natien’s economy and
adverse impacts to the financial markets and various financial instruments. We had not experienced any losses on our
investment in these funds prior to December 2007. A worsening of the nation’s economy could adversely affect the value of the
underlying securities of the funds as Columbia continues it liquidation strategy during 2609 and 2010, and we would be required
to recognize further [osses on our investment.

We arc involved in recent litigotion brought against us by one of our morigagees, the ultimate outcome of which is
uncertain.

As described further in Item 3, one of our mortgagess has threatened to file a lawsuit against us. We have also disclosed in
Form 8-K on January 12, 2009 that the mortgagee had filed for Chapter 11 bankrupicy on December 30, 2008 and had filed an
adversary proceeding complaint against us in the bankruptcy case. The current balance of the morigage loan owed to us is
approximately $22.9 million. We had consistently worked with the mortgagee to extend the maturity date of its mortgage note
several times since the inception of the note on January 1, 2002, the most recent extcnsion making the halance due December 31,
2008. We adamantly deny the morigagees claims made in their adversary procceding, and intend to vigorously defend against
their complaint and enforce payment of the amounts owed 0 us. Due to the recent filing of this action against us, we cannot
cstimate either the timing or outcome of this litigation; however, an unfavorable oulcome could have a material adverse effect on
us.

We depend on the ability to continue to gualify as a REIT.

We intend to operate as & REIT under the Intemnal Revenue Codc of 1986, as amended {the “Code™) end believe we have and
will continue to operate in such a manner, Since REIT gualification requires us to meet a number of complex requirements, it is
possible that we may fail to fulfill them, and if we do, our eamings will be reduced by the amount of federal taxes owed. A
reduction in our earnings would affect the amount we could distribute to our stockholders, Also, if we do not qualify es a REIT,
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we would not be required to meke distributions to stockholders, since a non-REIT is not required to pay dividends to
stockholders amounting to at least 90% of its annual REIT taxeble income.

Other rishs.

See the notes to the annual financial statements, “Business™ under Item ] and “Legal Proceedings” under Item 3 herein for a
discussion of various governmentel regulations and operating factors relating to the health cars industry and other factors and
the risks inherent n them. You should carefully consider these risks before making any investment decisions in the Company.

These rsks and uncertainties are not the only ones facing us. There may be additional risks that we do not presently know of
or that we currently deem immaterial. If any of the risks actually occur, our business, financial condition or resulis of operations
could be materially adversely affected. 1n that case, the trading price of our shares of common steck could decline, and you may
lose ol or part of your investment. Given Lhese risks and uncertaipties, we can give no assurance Lhat these forward-looking
statements will, in fact, oceur and, therefore, caution investors not to place undue reliance on them.

ITEM 1B. UNRESOLVED STAFF COMMENTS,

None
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ITEM Z. PROPERTIES OWNED OR ASSOCIATED WITH MORTGAGE LOAN INVESTMENTS.

LONG TERM CARE Lease (LY Licensed
Center City Morigage (M) Beds
ALABAMA
NHC HeallhCare, Anniston Anniston L 151
NHC HealthCare, Moulton Moulton L 136
ARIZONA
Sunbridge Estrella Care and Rehabilitation** Avondale L 161
FLORIDA
Ayers Health and Rehabilitation Center Trenton M 120
Bayonet Point Health & Rehnbititation Center Hudson L 180
Bear Creek Mursing Center Hudson M 120
Brooksville Healthcare Center Brooksville M 180
Cypress Cove Care Center Crystal River M 120
Heather Hill HealihCare Center New Part Richey M 120
Qsceola Health Care Center St. Clond M 120
Parkway Health and Rehabilitation Center Stuart L 177
Royal Oak Mursing Center Dade City M 120
The Health Center of Merritt Island Merritt Island L 180
The Health Center of Plant City Plant City L 180
Savannah Cove of Maitland* Maitland L 19
West Palm
Savanngh Cove of the Palm Beaches* Beach L 10
GEORGIA
Ashion Woods Rehabilitation Center Rossville M 157
The Place at Martinez Augusta M 100
The Place at Deans Bridge Augusta M 100
The Place at Pooler Pooler M 122
NHC HenlthCare, Rossville Rossville L 112
The Place at Augusta Augusts M 100
IDAHO
Grangeville Health and Rehabilitation Center Grangeville L 50
Sunbridge Retirement and Rehabilitation for Nampa®* Nampa L 46
KANSAS
Chanute HealthCare Center Chanute M m
Council Grove HerlthCare Center Council Grove M 80
Emporia Rehabilitation Center {vacant)*** Emporia L 79
Huysville HealthCare Center Haysville M 119
Lamed HealthCare Center* Lamed M 54
Sedgwick HealthCare Center Sedgwick M a2
KENTUCKY
NHC HealthCare, Glasgow* Glasgow L 194
WHC HealthCare, Madisonville Madisonville L 94
MASSACHUSETTS
John Adams HealthCare Center Quincy M 71
Buckley HealthCare Center Greenlizld M 120
Holyoke HealthCare Center Holyoke M 102
Longmeadow of Taunton Taunton M 100
MISSOURI
Charleviox HealthCare Center St. Charles M 142
Columbia HealthCare Center Columbia M 97




LONG TERM CARE (continued) Lease (LY Licensed
Center City Mortgage (M) Beds
MISSOURI (continued)
Joplin HealthCare Center Joplin M 9
NHC HealthCare, Desloge** Desloge L 120
NHC HealthCare, Joplin Joplin L 126
NHC HealthCare, Kennett** Kennett L 170
Maryland
NHC HealthCare, Maryland Heights Heights L 220
NHC HealthCare, St. Charles St. Charles L 120
NEW HAMPSHIRE
Epsom HealthCare Center Epsom M 108
Maple Leaf HealthCare Center Manchester M 114
Villa Crest HealthCare Center Manchester M 165
NEW JERSEY
Brighton Gardens of Edison* Edison L 10
SOUTH CAROLINA
NHC HealthCare, Anderson Anderson L 250
NHC HealthCare, Greenwood Greenwood L 152
NHC HealthCare, Laurens Laurens L 176
UniHealth Post-Acute Care - Orangeburg Orangeburg L 28
TENNESSEE
NHC HealthCare, Athens Athens L o8
NHC HealthCare, Chattanooga Chattancoga L 207
NHC HealthCare, Columbia Columbia L 106
NHC HealthCare, Dickson* Dickson L 191
NHC HealthCare, Franklin Franklin L 80
NHC HealthCare, Hendersonville Hendersonville L 122
NHC HealthCare, Hillview Columbia L 92
NHC HealthCare, Johnson City Johnson City L 160
NHC HeallhCare, Knoxville Knoxville L 13%
NHC HealthCare, Lewisburg Lewisburg L 102
NHC HealthCare, McMinnville McMinnville L 150
NHC HealthCare, Milan Milan L 122
NHC HealthCare, QOakwood Lewisburg L 60
NHC HealthCare, Pulaski Pulaski L 102
NHC HealthCare, Scott Lawrenceburg L 62
NHC HealthCare, Sequatchie Dunlap L 120
NHC HeahhCare, Smithville* Smithville L 114
NHC HeatthCare, Somenville* Somerville L 7
NHC HealthCare, Sparta Sparta L 120
NHC HealthCare, Springfield Springfield L 107
TEXAS
Forest Lane Healthcare Center Dallas L 120
Heritage Manor - Canton Canton L 110
Heritage Place Dallas L 149
Heritage Qaks Arlington L 204
Dripping
Hill Country Care Center Springs L 60
Pecan Tree Manor Gainesville L 12
The Village at Richardzson Dallas L 280
Winterhaven Healthcare Center Housion L 160
VIRGINTA
NHC HealthCare, Bristol** Bristol L 120
Heritage Hall- Charlottesville Charlottesville M 120




LONG TERM CARE (continoed) Lease (LY Licensed
Center City Mortgage (M) Beds
VIRGINIA (continued)
Heritage Hall- Brookneal Brookneal M 60
Heritage Hall- Lexingion Lexington M 60
Heritage Hall- Virginia Beach Virginia Beach M 90
Heritage Hall- Front Royal Front Royal M (1]
Heritage Hall- Grundy Grundy M 120
Heritage Hall- Laure] Meadows Laure] Fork M 60
ACUTE CARE PROPERTIES
- KENTUCKY

Kentucky River Hospital Jackson L 55
MEDICAL OFFICE BUILDINGS

Sq. Ft.
FLORIDA
North Okalooss Crestview L 007
ILLINOIS
Crossroads Mt. Vernon L 12,910
TEXAS
Hill Regional Hillsboro L 23,000
Pasadena Bayshore Pasadena L 61,500
RETIREMENT CENTERS Licensed

Beds

IDAHO
Sunbridge Retirement and Rehab for Nampa* Nampa L 115
KANSAS
Lamed HealthCare Center* Larmed M 10
MISSOURI
Lake St. Charles Retirement Center © St.Charles L 155
TENNESSEE
Calonial Hill Retirement Cenler ) Johnson City L 63
Parkwood Retirement Apartments Chattenooga L 30

ASSISTED LIVING AND DEVELOPMENTALLY DSABLED

ARIZONA

The Place at Gilbert Gilbert L 40
The Place st Glendale Glendale L 38
The Place at Tanque Verde Tucsan L 42
The Place at Tucson Tucson L 60
FLORIDA

19th Street Group Home Gainesvile M [
107th Place Group Home Belleview M 6
Bessent Road Group Home Starke M 6
Claudia Drive Group Home Jacksonville M 6
Colctta Drive Group Home Orlando M 6
Frederick Avenue Graup Home Daytona Beach M 6
High Deseri Court Gronp Home Jacksonville M 6
Plaza Oval Group Home Casselberry M 6
Rosewood Group Home Ormond Beach M 6
Second Street Group Home Ocala M 6
Spring Street Group Home Lake City M [1




ASSISTED LIVING AND DEVELOPMENTALLY DISABLED (cantinued) Lease (LY Licensed

Center City Morlgage (M} Beds

FLORIDA (continued)

Suffitdge Drive Group Home Bonita Springs M [

Savannah Court of Maitland* Maitland L 112

Indigo Palms at Daytona Daytona Beach L 60

Indigo Palms at Maitland Maitland L 116
‘West Palm

Savanpeh Courl of Palm Beaches* Beach L 114

Tunis Street Group Home Jacksonville M [

Walnut Street Group Home Starke M 6

IDAHO

Sunbridge Retirement and Rehab for Nampa®* Nampa L 2

KANSAS

Lamed HealthCare Center* Larned M 19

KENTUCKY

NHC HealthCare, Glasgow* Glasgow L 12

MISSOURI

Lake St. Charles Retirement Center 5t. Charles L 25

NEW JERSEY

Brighton Gardens of Edison* Edison L 118

PENNSYLVANIA

Heritage Hill Senior Community Weatherly L 143

SOUTH CAROLINA

The Place at Canway Conway L 5

TENNESSEE

717 Cheatam Street Springfield M 8

305 West Hillcrest Drive Springfield M H

307 West Hillcrest Drive Springfield M 8

NHC HealthCare, Dickson* Dicksen L 0

NHC HealthCare, Somerville* Somerville L 12

NHC HealthCare, Smithville* Smithville L 6

The Place at Galtatin Galiatin L 49

The Place at Kingsport Kingsporl L 49

The Place at Tuilahoma Tullahoma L 49

*These facilities are listed in multiple categories (numbers of beds are not duplicated elsewhere in this table).
**These facilities collateralize the first mortgage revenue bonds payable by us at December 31, 2008 of $3,987,000.
***The facility was classified as held for sale at December 31, 2008.




The following teble pravides additional information on our leases which are scheduled to expire based on the maturity date
contained in the most recent lease agreement or extension. We expect that prior to maturity, we will negotiate new terms of a
lease to either the current tenant or another qualified operator.

10-YEAR LEASE EXPIRATIONS

Annualized Percentage of

Leases Rentable Number Gross Rent ** Annualized

Year Expiring Square Feet* of Beds {in thousands) Gross Rent
2009 1 — 370 $ 3,150 5.9%
2010 2 — 1,083 5,282 9.9%
2011 4 35,910 406 2,542 4.8%
2012 1 — 55 3,032 5. 7%
013 2 27,017 148 1,730 3.2%
2014 — — — — —
2015 — — — — —
2016 1 — i51 935 1.7%
2017 2 — 260 1,158 2.2%
2018 2 61,500 88 1,077 2.0%
Thereafter k| — 5872 34,534 64.6%

*Rentable Square Feet represents total square footage in four medical office building investments,
**Annualized Gross Rent reflects 2008 actual rent income (exclusive of straight-line rent adjustments).

ITEM 3. LEGAL PROCEEDINGS.

The Health Care Facilities are subject 1o claims and suits in the ordinary course of business. Qur lessees and mortgagees
have indemnified and will continue to indemnify us against all liabilities arising from the operation of the Health Care Facilities,
and will indemnify us against environmental or title problems affecting the real estate underlying such focilitics. While there may
be lnwsuits pending against certain of the owners and/or lessees of the Health Care Facilities, management believes that the
ulimate resolution of all such pending proccedings will have no material adverse effect on our financial pesition, operatiens and
cash flows.

On December 31, 1999, WHI acquired six Florida properties from the Chapter 11 bagkruptcy trustee for York Hannover
Nursing Centers, Inc. On January 1, 2000, NHI sold those properties to Care Foundation of America, Inc., 2 newly-formed
Tennessee nonprofit corporation (“CFA”) for $32.7 million, with NHI financing 100% of the purchase price and the debt having
an original maturity date of July 1, 200t. Thc maturity date of the dcbt was subsequently extended several times over the years,
with the most recent extension making the balance of $22,936,000 due December 31, 2008, NHI received notice that on Decernber
30, 2008, CFA filed for Chapter 1! bankruptcy in the U.S. District Court for the Middle District of Tennessee (Case No. 08-12367).
On January 2, 2009, CFA filed an adversary proceeding complaint against NHI in the bankruptcy case. NHI had previously
disclosed in its most recent Form 10-Q that CFA had threatened to file such a lawsuit. As disclosed in Note 9 of the notes to the
consolidated financial statements, CFA's complaint alleges that NH] exercised total dominion and control over CFA's board of
directors from 1999 until sometime in 2008 and that NHI used that control to couse CFA to buy and finance the six Florida homes
on terms that were not fair 1o CFA. CFA also alleges that these transactions constituted “excess benefit transactions” as
defined in Section 4958 of the Internal Revenue Code. As part of its complaint, CFA secks o declaratory judgment and asserts
claims for breach of fiduciary duty, fraud, conversion, and unjust enrichment. CFA claims that it has sustained compensatory
and punitive damages in excess of $25 million. NHI adamany denies CFA’s claims and intends to vigorously defend against
CFA’s complaint. An unfavorable outcome in such litigation or in IRS proceedings arising from CFA's claims could have a
material adverse effect on NHI's consolidated financial position, results of operutions or cash flows.

NHI hns also been served with a Civil Investigative Demand by the Office of the Tennessee Attorney General, which has
indicated it is investigating transoctions between NHI and three separate Tennessee nonprofit corporations, including CFA. At

this time, NHI does noi know whether the Tennessee Attomey General's office will commence any legal proceedings or, if so,
what relief will be sought.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitied to a vote of shareholders during the fourth quarter of 2008.




PART I

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES.

The Compony's Charier contains certain provisions which are designed to ensure that the Company's status as a real estale
investment trust is protected for federal incotme 1ax purposes. One of such provisions prohibits any stockhalder from owning,
either dircctly or indirectly pursuant o eertain tax attribution rules, more than 9.9% of the Company's stock. In 1991, the Board
credled an exception to this ownership limitation for Dr. Carl E. Adams, his spouse, Jennie Mae Adams, and their lineal
descendants. Effective May 12, 2008, we entered into Excepted Holder Agreements with W. Andrew Adams and certain
members of his family. These written agreements are intended to restate and replace the parties’ prior verbal agreement. These
agreements were entered into in connection with the Company's recent stock purchase program pursuant to which the
Company snnounced that it would purchase up to 1,000,000 shares of its common stock in the public market from its
stockholders.

A separate agreement was entered into with each of the spouse and children of Dr. Caorl E. Adams and others within Mr. W.
Andrew Adams’ family. We needed to enter into such an apgreement with each family member because of the complicated
ownership attribution rules under the Code. The Agreement penmits the Excepted Holders to own stock in excess of 9.9% up to
the limit spccifically provided in the individual agreement and not fose rights with respect to such shares. However, if the
stockholder's stock ownership exceeds the limit then such sbares in excess of the limit become “Excess Stock™ and lose voting
rights and entitlement to receive dividends, The Excess Stock classification remains in place until the stockholder no longer
exceeds the threshold limit specified in the Agreement. The purpose of these agreements is to ensure that the Company does
not violate the prohibition against a real estate investment trust being closely held.

W. Andrew Adams' Excess Holder Agreement also provides that he will not own shares of stock in any tenant of the
Company if such ownership would cause the Company to eonstructively own more than a 9.9% interest in such tenant. Again,
this prohibition is designed to protect the Company’s status as a real estate investment trust for tax purposes.

In addition, the parties to the Excepted Holder Agreements agree to vote their shares of common stock of the Company in
favor of a propased Charter amendment that the Company intends to recommend to its shareholders at its 2009 annual meeting,

In order to qualify for the beneficial tax treatment accorded to a REIT, we must make quarterly distributions to holders of our
common stock equal on an annual basis to at least 90% of our REIT taxable income (excluding net capital gains), as defined in
the Intenal Revenue Code. Cash available for distribution to our stockholders is primarily derived from interest payments
received on our mortgages and from rental payments received under our leases. All distributions will be made by us at the
discretion of the Board of Directors and will depend on our cash flow and earnings, our financial condition, bank covenants
contained in our financing documents and such other factors as the Board of Directors deems relevant, Our REIT taxable
income is calculated without reference to our eash flow. Therefore, under certain circumstances, we may nat have received cash
sullicient 1o pay cur required distributions.

Common Stock Market Prices and Dividends

Our common stock is traded on the New York Stock Exchange under the symbol “NHI". As of February 20, 2009, there were
approximately 1,000 holders of record of shares and npproximately 12,800 beneficial owners of the shares.

High and low stock prices of our common stock on the New York Stock Exchange and dividends declared for the last two
years were:

2008 P}
Cash Cash

Sales Price Dividends Sales Price Dividends

Quarter Ended High Low Declared Higb Low Declared
March 31 §33.45 $21.18 5.63 $33.49 £21.712 5.50
June 30 31.8) 27.96 .55 3554 30.99 S0
September 30 35.00 27.52 55 34.98 2821 .50
December 31 33.84 17.1¢ 69 33.17 27.00 135

The closing price of our stock on February 20, 2009 was 325.68. On February 20, 2009, we announced a first quarter dividend
of §.55 per common share to stockholders of record on March 31, 2009.
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We currently maintain {wo equity compensation plans: the NHI 1997 Stack Option Plan (“the 1997 Plan™) and the 2005 Stock
Option, Restricted Stock and Stock Appreciation Rights Plan (“the 2005 Plan”). Each of these plans has been approved by our
stackholders. The following table provides information as of December 31, 2008 about our common stock that may be issued
upon grants of restricted stock end the exercise of options under our existing equity compensation plans.

MNumber of securities

Number of securities remaining ovailable for fature
to be issued upon Weighted-average issuance under equity

exercise of exercise price of compensation plans

outstanding options,  outstanding options, (excluding securities
warrants and righis warrants ood rights reflected in the first column)

Equity compensation plans approved
by security holders 159,668 §29.03 1,353,967(a)

() These sharcs remain available for grant under the 2005 Plan.

The following graph demonstrates ihe performance of the cumulative total return to the stockholders of our common stock
during the previous five years in comparison to the cumulative total retumn on the FTSE NAREIT All REITs Index and the
Standard & Poor’s 500 Stock Index. The FTSE NAREIT All REITs Index is comprised of all tax-qualified real estate investment
trusts that are listed on the New York Stock Exchange, the American Stock Exchange or the NASDAQ Naticnal Market List.
The FTSE NAREIT All REITs Index is not free float adjusted, and constituents are not required to meet minimum size and
liquidity criteria.

NATIONAL HEALTH INVESTORS, INC.
Comparison of Cumulative Total Return
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ITEM 6. SELECTED FINANCIAL DATA.

The [lollowing table represents our financial information for the five years ended December 31, 2008. This financial
information has been derived from our historical financial statements including those far the most recent three years inctuded
elsewhere in this Annual Report on Form 10-K and should be read in conjunction with those consolidated financial statements,
accompanying footnoles and Management’s Discussion and Analysis of Financial Condition and Results of Operations in Item
1.
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NATIONAL HEALTH INVESTORS, INC.
SELECTED FINANCIAL DATA
(dollars In theusands, except share and per share amounts)

As of and for the Year Ended December 31 2008 20078 20061 2005& 2004}
Net revenues $ 63,005 S 6,158 § 60,770 5 61,779 § 63,692
Noo-operating income 6,487 12,464 12,721 2331 12,381
Income from conrtinuing operations 55,451 78,955 58,685 50,424 53,572
Discontinued operations:
Operating income (loss} - discontinued operations 1,059 4,338 4,729 321 1,264
Net gain on dispositions and deconsolidation — 13,138 5,814 773 1,543
Net income 57,510 96,435 69,228 54,408 56,379
Dividends to preferred stockholders — — — — (514}
Net income available to common stockholders $ 572510 § 96,435 S 65,223 $ 54408 $ 55865
Eamings per share:
Basic:
Income from contineing operations 3 .00 13 2.85 5 112 ) 1.82 s 195
Discentinued operations .08 63 38 .14 10
Net income per common share 1.08 3.48 .50 1.96 2.05
Diluted: '
Income from continuing operations § 2.00 H 284 $ 211 H 181 $ 193
Discontinued operntions 07 .63 3R 14 .i0
Net income per common share 2.07 3.47 2.4% 1.95 2.03
BALANCE SHEET DATA:
Mortgages and other notes receivable, net $ 108,640 § 141,655 § 99532 § 118800 3§ 112072
Real estate properties, net 181,532 187,455 335,194 263,129 278,170
Total assets 457,106 500,732 598,198 550,589 633,701
Debt 3,537 9,512 113,492 117,252 154,432
Convertible subordinated debentures — — — 01 L116
Total stockholders' equity 429,615 446,138 431,671 424 968 425,530
OTHER DATA:
Common shares outstanding 217,580,319 27,752,239 21,752,235 17.830.439 27,545,018
Weighted average common shares:
Basic 27,706,106 27,703,464 27,744 8638 27699827 27,257 826
Diluted 21,731,951 27,783,862 27,778,764 27,830,886 27,531,084
Common dividends declared per share H 242 3 285 - 237 5 1.80 H 1.85

’

@ prior period financial information has been reclassified for presentation of operations discontinued during 2008, along with reclassification of certain
balance sheet line items to conform to the 2008 presentation.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

The following discussion and analysis is based primarily on the consolidated financial statements of National Health
lavestars, Inc. for the periods presented and should be read together with the notes thercto contained in this Annual Report on

Form 10-K. Other important factars are identified in “Itemn 1. Business™ abave.

Executive Overview

National Henlth Investors, Inc, ("NHI" or the "Company”), 2 Maryland corporation, is a real estate investment trust (“RETT™)
that invests primarily in income-producing health carc properties with emphasis on the long-term health care sector. As of
December 31, 2008, we had ownership interests in real estate and mortgage investments (excluding assets held for sale) totaling
approximately $289,972,000 and other investments in preferred stock and marketable securities of $64,726,000 resulting in total
invested assets of approximately $354,698,000. Founded in 1991, our mission is to invest in health care real cstate which
generates current income that will be distributed to stockholders. We have pursued this mission by making mortgage loans and
acquiring properties to lease nationwide, primarily in the long-term health care industry.

Portfolio

As of December 31, 2008, we had investments in ren] estate and mortgage notes receivable in 123 health care facilities located
in 17 states consisting of 83 tong-term care facilities, | acute care hospital, 4 medical office buildings, 14 assisted living farilities,
4 retirement centers and 17 residential projects for the develépmentally disahled. These investments consisted of approximately
$108,640,000 npggregate carying value amount of loans to 14 borrowers and £181,332,000 of real estate investrents with 16
lessees.

OF these 123 facilitics, 41 are Jeased to NHC, & publicly-held company and eur largest customer. During 2008, our 1ental
income fotaled $53,339,000 of which $33,700,000 or 63% was from facilities leased by NHC. These 41 facilities include 4 centers
subleased o end operated by other compantes, the leasc payments of which are guaranteed to us by NHC. NHC was our
investment advisor until November 1, 2004,

Consistent with our strategy of diversification, we have increased our portfolio so that the portion of our real estate portfolio
leased by NHC has been reduced from 100% of our total porifolio on October 17, 1991 (the date we began operations) to 19.7%
of our total real estate portfolio on December 31, 2008, based on the net book value (camrying amount) of these properties. In
1991, these assets were transferred by NHC to us at their then current net book value in & non-taxable exchange. Many of these
assets were substantially depreciated as a result of having been carried on NHC's books for as many as 20 years. As aresult,
we believe that the current fair market valuc of these assets is significantly in excess of their net book value. To illustrate, rental
income in 2008 from NHC wns $33,700,000 or approximately $8.9% of our net book volue of the facilities leased to NHC.
Subsequent additions to the porifolio related to non-NHC investments reflect their higher value based on existing costs at the
date the investment was made.

As with ll assets in our portfolio, we monitor the financial and opersting results of each of the NHC properties on a quarterly
basis. In addition to reviewing the consolidated financial results of NHC, the individual center financial results are reviewed
including their occupancy, patient mix, state survey results and other relevant information,

At December 31, 2008, 32% of the total invested assets of the Health Care Facilities were operated by publicly-held company
operators, 58% by regional operators, and 10% by small operators.
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The following tables swinmarizze our portfolio at December 31, 2008 {excluding assets held for sale):

Portfolio Statistics Investment
Properties Percentage Investment
Real Estate Propertics - 72 62.5% H 181,332,000
Mortgages and Notes Receivable 51 37.5% 108,640,000
Total Portfolio 123 100.0% 5 289,972,000
Real Estate Properties Properties Beds Investment
Long Term Care Centers 49 6,788 H 162,264,000
Assisted Living Facilities 4 1,133 36,106,000
Medical Office Buildings 4 124,427 5q. . 9,140,000
Independent Living Facilities 4 ’ 458 7,531,000
Haospitals 1 55 5,291,000
Tota) Real Estate Properties 72 181,332,000
Mortgage Notes Receivable
Long Term Care Centers 4 3,581 104,890,000
Developmenially Disabled 17 108 3,750,000
Total Morigage Notes Receivable 51 108,640,000
Taotal Portfolio 123 $ 290,172,000
Investment
Summary of Facilities by Type Propertics Percentage Investment
Long-term Care Centers . 83 71.4% [ 207,154,000
Assisted Living Facilities 14 19.3% 56,106,000
Medical Office Buildings 4 1.2% 9,140,000
Independent Living Facilities 4 2.6% 7,531,000
Hospitals i 2.2% 6,291,000
Developmentally Disabled 17 1.3% 1,750,000
Totel Real Estate Porifolio 123 100.0% $ 289,972,000
Investment
Partfolin by Operator Type: Properties Percentage Investment
Public 65 32.1% t 92,973,000
Regional 47 58.0% 168,263,000
Small 11 9.9% 18,736,000
Tota! Real Estate Portfolio 123 100.0% 3 289,972 0A0
Investment
Public Operators Percentage Investment
National HealthCare Corp. 19.7% s 57,217,000
Community Health Systems, Tnc, 4.2% 12,282,000
Sunrise Senior Living, Inc. 4.1% 11,780,000
Sun Healthcare Group, Inc. 2.7% 7,944,000
Res-Care, Inc. 1.3% 3,750,000
Total Public Operators 32.0% $ 92,973,000

Operators who operate more than 3% of our tolal real estate investments are as follows: NHC, THI of Baltimore, Inc., Sunrise
Senior Living, Inc., Health Services Management, Inc, Community Health Systems, Inc., ElderTrust of Florida, Inc., RGL
Development, LLC, Senior Living Management Corporation, LL.C, American HealthCare, LLC, and S¢niorTrast of Florida, 1nc.

As of December 31, 2008, the avernge effective annual rental income was $5,723 per bed for long term care centers, $6,373 per
bed for assisted living facilities, $3,945 per bed for independent living facilities, $55,127 per bed for hospitals and $13 per square
oot for medical office buildings.

We invest a portion of our funds in the preferred and common shares of other publicly-held REITs to ensure the substantial
portion of our asscts arc invested for real estate purposcs. At December 31, 2008, our investments in prefemred and common
shares of publicly-held REITs were $55,425,000 and our investments in other available for sale marketable securities were
$9,301,000. Refer to Notes 5 and 6 of our consolidated financial statements for further information,
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Areas of Focus

W anticipate making new investments in 2009 while continuing to moniter and improve our existing properties, We
continue to cautiously evaluate new portfolio investments and monitor the current prices being offered for health care assets,
However, even as we make new investments, we cxpect to maintain a relatively low level of debt compared to our equity. New
investments may be funded by our liquid investments ond, if needed, by external financing. We will make new investments
where we belicve the spreads over our cost of capital will generate returns to our investors.

We have focused on lowering our debt for the past five years. On July 16, 2007, we paid off our 7.3% unsecured notes
totaling $100 million when they matured. Our debt to equity ratio on December 31, 2008 was 0.93%, the lowest level in our
history. Our liquidity is also strong with cash and marketable securities of $126,836,000 exceeding our total debt outstanding of
$3,987,000 at December 31, 2008,

On December 27, 2005, we roached an agreement with NHC to extend through December 31, 2021 our current lease on 41 of
our reel estate propertics. These 41 facilities include four centers which are subleased to other partics. This exiension assures
an ongoing relationship with our largest customer.

Critical Accounting Palictes

We prepare our consolidated financial statements in conformity with aceounting principles generally accepted in the United
States of America. These accounting principles require us to make estimates ond assumptions that affect the reporied amounts
of nssets and liabilities and disclosure of contingent assets and liabitities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates and cause our
reported net income to vary significantly from period to period. If actual experience differs from the assumptions and other
considerations used in cstimating amounts reflected in our conselidnted financial statements, the resulting changes could have
a materin] adverse effect an our consolidated results of operations, liquidity and/or financial condition.

We cansider an accounting estimate or assumption critical if:

1. the nature of the estimates of assumptions is material due to the levels of subjectivity and judgment
necessary to account for highly uncertain matters or the susceptibitity of such matters ta change; and

2. the impact of the estimates and assumptions on financial condition or aperating performance is material.

Our significant accounting policies and the associated estimates, judgments and the issues which impact these estimates are
as follows:

1) Valuations and impairments to our investments - The majority of our tenanis and bomrowers are in the lJong-term health
care industry and desive their revenues primarily from Medicare, Medicaid and other government programs. Amounts paid
under these government programs are subject to legislative and government budget constraints. From time to time, there may
be material changes in government reimbursement. In the past, the long-term health care industry has at times experienced
material reductions in government reimbursement.

The long-term health care industry has alse experienced a dromatic increase in professional liability claims and in the cost of
insurance to cover such ¢laims. These factors combined to cause a number of bankruptcy filings, bankruptcy court rulings and
court judgments affecting our lessees and borrowers. In prior years, we had determined that impairment of certain of our
investments had occurred as a result of these events.

Decisions shout valuations and impairments of our investments require significant judgments and estimates on the part of
management. For real cstate properties, the need to recognize an impairment is evaluated on a property hy property basis in
accordance with FASB Statement No. 144, “Accounting for the Impairment and Disposal of Long-Lived Asseis™ ("SFAS 1447).
Recognition of an impairment is based upan estimated undiscounted future cash flows from a property compared 1o the
carrying amount of the property and may be affected by management’s plans, if any, o dispose of the property.

For notes receivable, impnirment recognition is based upon on evaluation of the estimated collectibility of loan paymenis and
general economic conditions on a specific loan basis in accordance with FASB Statement No. 114, “Accounting by Crediters for
Impairment af a Loan - An Amendment af FASB Statements No. 5 and 15" (“SFAS 114"™). On a quarterly basis, we review our
notes receivable for realizability when events or circumstances, including the non-receipt of principel and interest paymenis,
significant deteriorations of the financial cendition of the borrower and significant adverse changes in general cconomic
conditions, indicate that the camying amount of the note receivable may not be recaverable. If necessary, impairment is
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measured as the amount by which the carrying amount exceeds the discounted cash flows expected to be received under the
note receivable or, if foreclosure is probable, the fair value of the collateral securing the note receivable.

We evaluate our marketable securities for other-than-temporary impairments consistent with the provisions of FASB
Statement No. 115, “Adccounting for Certain Investments in Debt and Equirty Securities” (*SFAS 1157) as amended by EITF 03-
0l “The Meaning of Other-Than-Tempeorary Impairment and its Application to Certain Investments”. An impairmment of a
marketable security would be considered “other-than-temporary™ unless we have the ability and intent to bold the investment
for a period of time sufficient for a foreL:‘asted markct price recovery up to {or beyond) the cast of the investment and evidence
indicates the cost of the investment is recoverable within a reasonable period of time.

While we believe that the carrying amounts of our propertics are recoverable and our notes receivable, marketable securities
and other investments are realizable, it is possible that future events could require us to make significant adjustments or
revisions to these estimates.

2) Revenue recognition - mortgage interest and rental income - We collect interest and rent from our castomers. Generally
our policy is to recognize revenues oo an accrual basis a5 earmed. However, there are certain of our cusiomers for whom we
have determined, based on insufficient historical collections and the Iack of expected future collections, that revenue for interest
or rent is not probable of collection until received. For these nonperforming investments, our policy is 1o recognize interest or
rental income when assured, which we consider to be the period the amounts are collected. We identify investments as
nonperforming if a required payment is not received within 30 days of the date it is due. This policy could cause our revenues
1o vary significantty from period to period. Revenue from minimum lease payments under our leases is recognized on a straight-
line basis as required under FASB Statement No. 13 “Accounting for Leases™ (“SFAS 13”) to the extent that future lease
payments are considered collectible. Lease payments that depend on a factor directly related to future use of the property, such
as an increase in annual revenues over a base year revenucs, are considered to be contingent rentals and are excluded from
minimum lease payments in accordance with SFAS 13.

3) REIT status and taxes - We believe that we have operated our business so as to qualify as a REIT under Sections 856
through 860 of the Code and we intend to continue 10 operate in such a manner, but no assurance can be given that we will be
able to qualify at all times. If we qualify as a REIT, we will generally not be subject to federal corporate income taxes on our net
income that i5 currently distributed to our stockholders. This treatment substantially eliminates the “double taxation™ {at the
corporate and stockholder levels) that typically applies 1o corporate dividends. OQur failure to continue to qualify under the
applicable REIT qualification rules and regulations would cause us to owe stote and federal income taxes and would have a
material adverse impact on our financial position, results of operations and cash flows.

Reul Estate, Montgape and Notes Receivable Write-downs (Recoveries)

Qur borrowers and tenants experience periods of significant financial pressures and difficulties similar to other health care
providers. Governments at both the federal and state levels have enacted legislation to lower or at least stow the growth in
payments to health care providers. Furthermore, the costs of professional liability insurance have increased significantly dunng
this same period.

Since the inception of our Company, a number of our faCiIil:y operators and mortgage loan borrowers have cxperienced
bankruptcy. Others have been forced to surrender propertics to us in lieu of foreclosure or for certain periods failed to make
timely payments on their obligations to us.

The following table summiarizes our wiite-downs and recoveries for the last three years for both continuing and discontinued
operations, recorded in accordance with the provisions of SFAS 114 and SFAS 144:

Write-downs (Recoveries) Years ended December 31,

(in thousands) 2008 2007 7006

Real estate . 8 1,986 - _— - —_

Mortgages & Notes Receivabie {net) — {24,238) (7,934)
5 1,986 5 . (247%) s (7.939)

During 2008, we recorded an impairment charge of $1,986,000 related to two Kansas facilities to reduce the carrying value of
these facilities to fair value, fess the cost of selling the facilities, One of the facilities, located in Hoisinglon, Kansas, was sold in
Movember of 2008. We have classified the remaining facility as held for sale in the consolidated halance sheet and estimate the
property will be sold within the next twelve months.




——

Subsequent to year-end, we received payment in full of one of our mortgage notes receivable which resulted in a recovery of
amounts previously written down and other gains totaling $1,234,000.

During 2007, two morigoge notes receivable were paid off, resulting in recoveries of amounts previously written down of
§23,000,000. In eddition, a recovery from a previous write down of our investment in a mortgage investment pool amounted to
$1,238,000. The early payoff of the Health Services Management of Texas, LLC {“HSM™) loan resulted in 521,300,000 of
recoverics of amounis previously written down in 2000, 2001, and 2002 due fo significant non-payment issues with the original
borrower. The original borrower and personal guarantor filed bankruptcy, then the facilities were sold o HSM. The new owner
gignificantly improved the operations of the [facilities due in large part to increased reimbursement ratcs to long-term care
centers by the State of Texas. In 2007, HSM was able to obtain refinancing at n lower interest rate to pay off our notes.

During 2006, three mortgage notes reccivable were paid off, resulting in recoveries of amounts previously written down of
$9,008,000. One working capitai note with an outstanding balance of $1,074,0(¢ was wrirtcn down due 1o non-payment.

See Note 4 to our consolidated financial statements for details of the properties identified as impaired real estate invesiments
and non-performing loans. We believe that the carrying amounts of our real estate properties are recoverable and notes
receivable are realizable (including those identified as impaired or non-performing) and supporied by the value of the underlying
collateral. However, it is possible that future cvents could reguire us to moke significant adjustments to these camying amounts.

Security Writedowns and Recoveries

On December 10, 2007, we were notified by Bank of America that it's largest, privately placed, enhanced cash fund called
Columbia Strategic Cash Fund {the “Fund™) would be closed and liquidated. In addition, (1) cash redemptions were temporarily
suspended, although redemptions could be filled through a pro-rato distribution of the underlying securities consisting
principally of high-quality corporate debt, mortgage-backed securities and asset-backed securities; (2) the Fund's valuation
would be based on the market value of the underlying securities, whereas historically tbe Fund’s valuation was based on
amortized cost; and (3) interest would continue to accruc. The carrying value of our investment in the Fund on December 10,
2007 was $38,359,000. Subsequent to December 10, 2007, and priot to December 31, 2007, we received a pro-rata distribution of
underlying securities in the Fund as described sbove of $14,382,000 and cash redemptions of principal totaling $4,665,000.
Realized losses on the distribution and redemption of seeurities and cash amounted to $236,000. At December 31, 2007, the fair
market value of our investment in the Fund was estimated to be $18,835,000 and tbe fair market value of our investment in a
separate Investment Management Account (“IMA™) was estimated to be $14,294,000 for a total of $33,129,000. Unrealized
Josses measured as the difference bebween fair market value and our original invesiment, at cost, amounted to $329,000 and wes
reflected as a component of stockhalder’s equity at December 31, 2007.

A decline in the market value of any available-for-sale security below cost that is deemed to be other-thun-temporary results
in an impairment to reduce the carrying amount to fair value. The impairment is charged to operstions and a new cost basis for
the security is established. To determine whether an impairment is ather-than-temporary, we consider whether we have the
ability and intent to hold the investment until a market price recovery and consider whether evidence indicating the cost of the
investment is recoverable outweighs evidence to the contrary. Evidence considered in thig assessment includes the reasons for
the impairment, the severity and duration of the impairment, changes in value subsequent to a reporting date and forecasted
performance of the investment. Tn 2008, we concluded there was an other-then-temporary impairment of the Fund and the IMA
totaling $2,065,000 which we charged to operations during the third and fourth quarters.

For the year ended December 31, 2008, we received cash redemptions of principal from the Fund and IMA totaling
$23,031,000. Exclusive of the other-than-lemporary impairment charges of $2,065,000, realized losses amounting to $410,000 were
¢charged to operations. In 2008, the fair merket valuc of our invesiment in the Fund was estimated to be $4,000,000 and the fair
market value of our investment in the separte IMA was estimated to be $3,953,000. Subsequent to year-end, we received cash
redemptions of principal of $707,000 from the Fund and $863,000 from the IMA. There were no writedowns or recoveries relating
to our investment in marketable securitics in 2007 or 2006.

We are in regular communication with the manager of the Fund and the IMA in order to monitor the net assct value and the
expected cash redemption dates based upon the manager's liquidation strategy. Cash redemptions nre estimated by the Fund
manager o occur periodically over the next two years. Interest continues to sccrue and is paid to us each month inte our
regular bank account. There may be furiher declines in the value of our investments in the Fund and the IMA. To the extent
that we determine there is a further decline in the fair market value based on up-to-date information provided to us by the Fund
manager, we may recognize additional losses in future periods.




Acquisition of Real Estate

On September 26, 2008, we scquired for $4,015,000 in cash the assets and labilities of a nursing home facility in Qrangeburg,
SC consisting of land of $300,000, buildings and improvements of §3,715,000, and current assets and liabilities of $1,022,000
each. The facility was simultaneously leased to a third party eperztor.

Disposition of Assets

We previously owned end operated 16 long-term health care facilities that we acquired through forectosure or through the
acceptance of deeds in lieu of foreclosure and subsequentty sold the facilities (in 2001 and 2004) to unrelated not-for-profit
entities, providing 100% financing (the “Foreclosure Properties”). While the original sales were recognized for tax purposes
under Lthe installment sale method, the operating revenues and expenses of these facilities continued to be recorded in the
consolidated statements of income until such time as the down payment and continuing investment criteria of FASB Statement
No. 66, “Accounting for Selcs of Real Estate” (“SFAS 66™) were met, at which time we would account for the sales under the full
accruel method. No instaliment payments had been made by the borrowers. On December 31, 2007, the criteria for recording the
sales were met. Net assets baving a book value of $54,350,000 were deconsolidated, mortgage notes receivable of $66,819,000
were recorded, and a net gain on the sale and deconsolidation of these assets was recognized of $12,469,000. On Becember 31,
2007, we received imevocable bank letters-of-credit from the borrowers totaling $10,200,000 to guarantee down payments on the
original notes and commitments to make monthly principal and interest payments to us to amortize ithe remaining note balances.

in January 2008, we received down payments on the notes receivable of $19,100,000 ond began receiving payments of principal
and interest totaling $417,000 each month,

Results of Operations

Year Ended December 31, 2008 Compared to Year Ended December 31, 2007

In accordance with SFAS 144, the results of operations for facilities included in assets held for sale or facilities sold,
including the gain or loss on such sales, bave been reported in the current and prior perieds as discontinued operations. The
reclassifications to retrospectively reflect the disposition of these facilities had no impact on previously reported net income.

Net income for the year ended December 31, 2008 was 557,510,000 versus $96,435,000 in 2007, a decrease of 404% due
primarily to the non-recurrence of the recoveries in 2007 of emounts previously wriHen down of $24,238,000 and net gains on the
disposition and deconsolidation of assets of $13,138,000. Fully diluted eamings per common share were $2.07 in 2008 versus
$3.47 in 2007, a decreasc of $1.40 or 40.3%.

Total revenues from continuing operetions for the year ended December 31, 2008 were $63,005,000 versus $62,158,000 in 2007,
an increase of 1.4%. Our revenues consist of mortgage interest income from our borrowers and rental income from leases of our
owned facilities. Mortgage interest income decreased $1,642,000 or 14.5% due to the accelerated payment of principal by a large
borrower and the payofY of a note having a principal balance of $7,050,000 at maturity, Cellections and prepayments during 2008
were $33,015,000 versus $59,118,000 in 2007. Rental income increased $2,489,000 or 4.9% due mainly to beiter negotiated lease
terms on renewal for our existing tenants which accounted for $2,389,000 and rent income of $100,000 from a tenant in our new
Orangeburg, SC facility acquired on September 26, 2008. Rental income from our largest customer, WHC, was $33,700,000 for
2008 and 2007, respectively, Our master leage with NHC includes a provision whereby NHC will pay 4% of the amount, if any,
by wbich the gross revenue of each NHC faeility exceeds the facility’s revenue for the 2007 base year, We purchased the
Orangeburg facility in 2008 and expe<t rental income of $380,000 for 2009,

Total expenses (excluding loan and realty recoveries which are required to be shown as a reduction of expenses for financial
slatement purposes) were 514,041,000 for the year ended December 31, 2008 versus $20,851,000 for 2007, a decrease of 32.7%
due primarily to lower interest expense. For 2008, interest expense was $307,000 versus $4,625,000 in 2007, a decrease of 93.4%.

In July 2007, we peid in full our $100 million unsecured public notes having an interest rate of 7.3%. Unless we increase our

borrowings, we expect interest expense to deeline further in 2009. For 2008, legal expense was $1,598,000 versus $1,079,000 in
2007, an increasc of 48.1% due to the consideration of various strategic alternatives to enhance stockholder value in our
common shares and expenses associated with a threatened lawsuit by one of our major customers, Care Foundation of America,
Ine. For 2008, general and administrative expense was 53,585,000 versus $5,657,000 in 2007, a decrease of $2,072,000 or 36.6%
consisting primarily of 51,863,000 related to the termination of our advisory agreement with MAS on March 31, 2008. We expect
these expenses to increase during 2009 and thereafler as we replace officers who have resigned in 2008 and we complete our
management team_ Net loan and realty recoveries were reported as & decrcase in expenses and amounted to $24,238,000 in 2007
s two mortgage notes receivable were paid off, the largest recovery of $21,300,000 being the payoff of the HSM-Texas note of
$d44 500,000, Another recovery of 51,700,000 related to the payeff ol a mortgage note of

28




$5,721,000 from a former Ameriean Medical Associates ficility in Florida. A recovery from a previous write down of our
investment in a mortgage investment pool amounted to $1,238,000.

Non-Operating Income - 2008 vs. 2007

Non-operating income primarily includes dividends and interest on our investments in cash and marketzble securities and
realized gains and losses on sales of our markelable seeurities. Non-operating income was 36,487,000 in 2008 versus $12,464,000
in 2007, a 47.9% decrease due primarily to other than temporary impairments end tealized losses of $2,475,000 on marketable
securities and a 54,016,000 decrease in interest earnings on our bank deposits. The decline in interest earnings is due mainly to
our payment in full in July 2007 of our $100 million unsecured publie notes and Jower interest rates on bank deposits.

Discontinued Operations -

During 2008, management decided to sell two Kanses facilities for which the current lessce bad defauited on payment to us
ond had taken steps to close the facilities. There were no nursing home operators interested to lease the facilities. Therefore,
we recorded an impairment charge of $1,986,000 related to the two facilities to reduce the carrying vatue of these facilities to fair
value, less the estimated cost to sell the facility. One of the facilities, located in Hoisington, Kansas, was sold in November
2008. We have classified the remaining facility as held for sale in the consolidated balance shest and estimate the property will
be sold within the next twelve months. In sccordance with SFAS 144, the facility meets the accounting criteria as being held for
sale and the results of its operations have been reported in the current and prior periods as discontinued operations in the
Consalidated Statements of Income. The income {loss) from discoptinued operations of these facilities for the year ended
December 31, 2008 and 2007 was ($2,044,000) and $73,000, respectively.

In September 2008, we recognized info income for financia) and tax purposes $4,122,000 of deferred credits which existed at
the date of sale in 2003 of two nursing home facilities in Washington. At the expiration of the five-year statute of limitations,
management concluded, based on advice from counsel, that we were legally released from any potential liability settlements.
The income from the discontinued operations of these facilities for the year ended December 31, 2008 and 2007 was $4,104,000
and $31,000, respectively.

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

In accordance with SFAS 144, the results of operations for facilities included in assets held for sale or facilities sold,
including the gain or loss on such sales, have been reported in the current and prior periods as discontinued operations. The
reclossifications to retrospectively reftect the disposition of these facilities had no impact on previously reported net income.

Net income for the year ended December 31, 2007 was $96,435,000 versus $69,228,000 in 2006, an increase of 39.3% due
primarily to the recoveries in 2007 of amounts previously written down of $24,238,000 compared to 57,934,000 in 2006, and net
gains on the disposition and deconsolidation of assets of $13,138,000 in 2007 compared to $5,814,000 in 2006 {described more
fully below). Fully diluted eamnings per common share were $3.47 in 2007 versus 52.49 in 2006, en increase of 5.98 or 39.3%

“Total revenues for the year ended December 31, 2007 were $62,158,000 versus $60,770,000 in 2006, 2n increase of 2.3%, Qur
revenues consisted of morigage interest income from our borrowers and rental income from leases of our owned facilities.
Mortgage interest income decrensed $3,673,000 or 24.5% due to the increased collections and prepayments of our mortgage
notes pertfolio. Collections and prepayments during 2007 were $59,118,000 versus $36,517,000 in 2006. Rental income increased
$5,061,000 or 11.1% due mainly to negotiating better lease terms with new and existing tenants of our facilities which accounted
for $5,723,000, but was offset by the loss of $662,000 in rental income from the two New Jersey [acilities sold in 2006. Rental
income from our largest customer, NHC, was $33,700,000 and $31,309,000 for 2007 and 2006, respectively.

Totol expenses (excluding loan and realty recoveries which ore required to be shown as reduction of expenses for financial
statement purposes) were 520,851,000 for the year ended December 31, 2007 versus 522,817,000 for 2006, a decrease of 8.6% due
primarily fo lower interest expense. For 2007, interest expense was $4,625,000 versus $8,126,000 in 2006, a decrease of 43.1%. In
July 2007, we paid in full our $100 million unsccured publie notes having an interest rate of 7.3%. Unless we increase our
borrawings, we expect interest expense to decline further in 2008. For 2007, legal expense was $1,079,000 versus 582,000 in
2006, an increase of B5.4% due to the consideration of various strategic alternatives o enbance stockholder value in onr
common shares. Net loan and realty recoveries were reported as a decrease in expenses and amounted to §24,238,000 in 2007 as
twb morigage notes receivable were paid off, the largest recovery of $21,300,000 being the payofl of the HSM-Texns note of
$44,500,000. Another recovery of $1,700,000 related to the payoi of a mortgage note of $5,721,000 from a former American
Medical Associates facility in Florido. A recovery from n previous write down of our investment in a mortgage investment pool
smounted to $1,238,000. Loan and realty recoveries of $9,008,000 in 2006 related to the payoff of three morigage notes
receivable, and were offset by a write down of $1,074,000 on & note receivable due to non-payment. On December 3, 2007, we
elected to become a sell-managed REIT and notified our investment and administrative manager, MAS, of our intent to terminate
our agreement effective March 31, 2008, We incurred management fees io MAS of $3,625,000 in
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2007 for their sarvices. While we currently expect to be able 10 operate with e similar cost structure for genernl and
administrative services in 2008, our plans are not yet finalized and we are unable to predict such costs fully.

Non-Operating Income — 2007 vs. 2006

Non-operating income primarily includes dividends and interest on our investments in cash and marketable securities and
realized gains and losses on the sales of our marketable securities. Non-operating income is $12,464,000 in 2007 versus
$152,721,000 in 2006, a 2.0% increase. In QOctober 2007, we realized a gain on the sale of our 111,800 shares of NHR common stock
when NHR, was acquired by NHC. In cxchange for each NHR share owned, shareholders received §9 cash plus NHC converlible
preferred stock having a value of $13.66 per share. In October 2006, the payoff of mertgage loans on two former American
Medical Associates facilities resulted in a gain of $1,015,000.

Discontinued Operations -

On December 31, 2007, we recognized the sale of the Foreclosure Properties io New England, Missouri and Kansas and
recorded mortgage notes receivable secured by the properties with e carrying value of $66,819,000. The sals resulted in a net
gain on sale and deconsolidation of $12,469,000. The net carrying value of the assets end liabilities deconsolidated was
£54,350,000. The income from the discontinued operations of these facilities for the year ended December 31, 2007 and 2006 was
£3,575,000 and 53,732, respectively.

In May 2007, we completed the sale of a facility in Milwaukee, Wisconsin to a third party and recognized a gain on sale of
$669,000. Net proceeds were $2,288,000 and the camrying value of the property and equipment sold was $1,619,000. The income
(loss) from the discontinued operations of this facility for the year ended December 31, 2007 and 2006 was $650,000 and
($81,000), respectively.

In May 2006, we so0ld the Regal and Royal nursing facilities in New Jersey for net cash proceeds of $17,570,000 and
recognized a gain of $5,690,000. The income from the discontinued operations of these facilities for the year ended December
31, 2006 was $543,000.

In March 2008, we received $5,482,000 from the sale by the current owner of a nursing facility in Town & Country, Missouri.
The camrying amount of this facility was 55,358,000, This property was sold in December 2004 to a not-for-profit entity and we
provided 100% financing. As a result of having received final proceeds related to this feeility during 2006, we recognized the
December 2004 sale of this property and recognized a $124,000 gain. The loss from the discontinued operations of this facility
for the year ended Decernber 31, 2006 was (§172,000).

Liguidity 2nd Capital Resources

Sources and Uses of Funds

Qur primary sources of cash include rent and interest receipts, proceeds from the sales of real property and principal
payments on notes receivable, Qur primary uses of cash include dividend distributions, debt service payments (including
principal and interest), rea! property nequisitions and general and administrative expenses. These sources and uses of cash are
reflected in our consolidated statements of cash flows as summarized below (dollars in thousands):

Year

Year Ended Ome Year Change Ended One Year Change

Doliars Per

Two Year Change

12/31/08 12/31/07 Dollars Perccolage 12/31/06 Dollars Per

Cash and
cash
cquivalents

at
beginning

of peried  § 75,356 $138,815 (383,459) (33%) 3109519 $49,296 45%  ($34,163) (31%)

Cash
provided
from {usad
in)
operating

activities 67,134 66,529 6035 1% 57,805 8,724 15% 9,329 16%

Cash
provided
from {used

in)
investing

aclivilies 52,173 21,431 30,742 143% 51L170 (29,739) {38%%) 1,003 2%

Cash

provided

from (used
in)
financing

activities (94,421) {171,519) 76,9498 {45%) (59,679 (111,740) 187% (34,742) 58%

Cash and
cash
equivalents

af ¢nd of

period $100,242 $75,156 524,886 33y, F158,8IS {183.459) (53%) ($58,573) (a7%)
—

Separate reporting of cash flows from discontinued operations in the consolidated statement of cash flows is not required
under FASE Stat t No. 95 “Stas t of Cash Flows". Cash {lows used in the discontinued operations of the Emporia and
Hoisington, Kansas facilities during 2008 were $3,000.
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The notes to the consolidated financial statements describe the sigrificant transactions that impact our cash flows from
operating, investing and financing activities of the facilities during 2008,

Operating Activities — Net cash provided by operating sctivities generally inciudes our net income adjusted for non-cash
iterns such as depreciation and amertization, working capital changes, investment write-downs and recoveries, gains/losses on
the disposition of assets and share-based compensation. Net cash provided by operating activities was $67,135,000 in 2008
versus $56,529,000 in 2007, an increase of 1%. Net cash provided by operating activities in 2008 consists of net income of
$57,510,000, adjusted by depreciation of $7,943,000, recognized real esiate asset impairmenis of $1,986,000, and net realized
losses and writedowns of marketable securities of $2,477,000, reduced primarily by working cepital changes and smaller items
totaling $2,781,000. Working capital changes affecting cash were primarily due to the timing of payments of accounts payable
and accrued expenses.

Net cash provided by operating activities during 2007 consisted of nct income of $96,435,000, and depreciation of
$11,751,000, reduced by loan and realty recoverics of $24,238,000, net gains on the disposition and deconsolidation of assets of
$13,138,000, nct gain on the sale of marketable securilies of $1,029,000, working capital changes of $3,334,000, ptus smaller items
totaling $82,000. Recoveries of amounts previously written down of $23,000,000 related to the prepayment in full of two
mortgage loans and a recovery of $1,238,000 related to a final residual payment flom a mortgage investment pool (see discussion
sbove in Real Estate, Mortgage and Notes Receivable Write-downs/Recoveries). Net gains on the disposition and
deconsolidation of assets and cash deconsolidated from discontinued operations relate to the recording of the original sales of
the Foreclosure Properties, as the down payment and confinuing investment criteria in SFAS 66 were met on December 31, 2007.
Working capital changes affecting cash were primarily due to the timing of collections of receivables, the payments of accounts
payablc and the decrease in accrued interest payable due to the payofT a par of the principal and interest on our $100 million
unsecured public notes on July 16, 2007.

Net cash provided by operating activities during 2006 of $57,805,000 consisted primarily of net income of $69,228,000, and
deprecintion and amortization of $12,026,000, reduced primarily by net loan and realty recoveries of $7,934,000. Recoveries of
amounts previously written down of $9,008,000 related fo the mortgage loan payoffs of three borrowers and were offsct by one
loan write down of $1,074,000. There was & net gain on the sale of real estate of $5,814,000 comprised of $5,690,000 related to the
sale of two New Jersey facilities and $124,000 reiated to the sale of one Missouri facility. There was a grin on the payofl of a
note receivable of $1,015,000. Cash used in other operating activities was primarily due to the timing of payments of accounts
payable and the increase in capital improvement reserves.

Investing Activities - Net cash provided by investing activities was $52,173,000 in 2008 versus $21,431,000 in 2007, an
increase of 143.4%. Collections and prepayments on mortgages and other notes receivable in 2008 wns 333,015,000 and
consisted of (1} 2 $15,000,000 payment from ElderTrust of Florida, Inc., {2) a $4,100,000 down-payment from SeniorTrust of
Florids, Inc., (3) collection of $7,050,000 as payment in full on a note from NHR, and (4) $6,865,000 of routine collections, Cash
used in the acquisition of the Orangeburg, SC facility amounted to $4,015,000. Cash used for equipment purchases was $33,000,
Cash proceeds from the disposition of the Hoisington, KS facility amounted 1o £42,000. During 2008, we made no new
investrments in morigage or other notes receivable. Sales of marketable securities relate to transactions in an enhanced cash
fund. We intend to make new investments in 2009 if such investments meet our risk profile and targeted investment rerurmns.

Cash flows provided by investing activities during 2007 of $21,431,000 included collections and prepayments on mortgages
and other notes receivable totaling $59,1 18,000 and consisted of (1) collections of $5,681,000 as a result of the early payofT from
one Florida-based nursing facility, (2) o $3,500,000 payofT of a short-term real estate loan, (3) collections of $44,192,000 in
principal as a result of an early payoff from HSM (see discussion above in Real Estate, Mortgage and Notes Receivable Write-
downs/Recoveries), and {4) $5,745,000 of routine coltections. Cash proceeds from the disposition of real estate amounted to
£2,337,000 due primarily from the sale of the Milwaukee, Wisconsin facility of $2,288,000 and a partial land sale of $49,000. The
cash balance of the Foreclosure Properties deconsolidated at December 31, 2007 was $14,079,000. During 2007, we made new
investments in mortgage and other notes receivable of £9,716,000 due pritnarily to our investment in acquiring NHC's interest in
2 loan receivable from a third party. Sales of marketable securities included the cash proceeds of $1,007,000 from the sale of
common shares of NHR in October 2007. Purchases and other sales of marketable securities relate to transactions in our
enhanced cash fund.

Cash flows provided from investing activities during 2006 of $51,170,000 included collections and prepayments on morigage
and other nmotes receivable tolaling $36,517,000 which consisted of early payoffs of 519,664,000 from four bormowers and
$16,853,000 of routine collections relnted to scheduled maturities and settlements of existing loans. Dispositions of property
and equipment provided $24,215,000 of cash ftow related to the sale of two New Jersey facilities for $17,570,000 and & Missouri
facility for $6,645,000. Investments in mortgages and other notes receivable increased by $11,063,000 due, primarily, to the
funding of a note receivable from NHR in the original amount of $10,450,000. Purchases and sales of marketable securities relate
to transactions in on enbanced casb fund.
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Financing Activities - Net cash used in financing activities was $94,422,000 in 2008 versus $171,419,000 in 2007. Cash of
$1,621,000 was used during 2008 to repurchase and retire 194,100 shares of our commen stock. On April 29, 2008, our Board of
Direclors authorized the repurchase of up to 1,000,000 shares over the following twelve months. Cash paid in dividends were
$85,521,000 and included o special dividend of $.85 per common share disbursed in January 2008. On January 30, 2009, we paid
£19,030,000 in dividends to stockholders. In 2009, we will consider the use of debt and equity securities to finence new real
estate investments, though we may decide to use our available cash deposits for such investments.

Met cash used in financing activities in 2007 and 2006 consisted primarily of scheduled principal payments on debt of
$103,980,000 and $3,760,000, respectively, and dividends paid to stockholders of $67,439,000 and $52,545,000, respectively. In
2006, cash of §3,530,000 was used 1o repurchase and retire 146,200 shares of our common stock.

Ligquidity

At December 31, 2008, our liquidity was strong, with cash and highly-liquid marketable securities of $118,883,000 which is
exclusive of §7,953,000 invested in an enhanced cash fund and in a separate IMA containing positions in most of the same
underlying securities {discussed sbove). Cash proceeds from loan payoffs and the recovery of previous write-downs have
been distributed as dividends to stockholders, used to retire our indebtedness and accumulated in bank deposits for the
purpose of making new mortgage loan and real estate investments. At December 11, 2008, we have a low level of remaining debt
of £3,987,000 and it is serviced through our normal operations, Our debt to book capitnlization ratio has declined to 0.93%, the
lowest [evel in our 17 year history.

Our lignidity in cash accounts and other readily marketable securities (traded on public exchanges) continues to increase
frem our normal operating ¢ash flows from core business investments in leases and morigage ootes as shown in our
consolidated financial statements, Qur investment in the enhanced cash fund and scparate IMA is not expected 1o have an
affect on our ability to timely meet our obligations, to pay dividends to stockholders, or make prudent real estate investments
when available (see discussion under Critical Accounting Policies above).

We intend to comply with REIT dividend requirements that we distribute at least 90% of our taxable income for the year
ending December 31, 2008 and thereafter. We declared total ennual dividends of $2.42 per share to stockhoiders of record in
2008, $2.85 1o stockholders of recond in 2007, and $2.37 to stockhelders of record in 2006. Dividends declared for the fourth
quarter of each fiscal year are paid by the end of the following January and are trented for tax purpases as hoving been paid in
the fiscal year just ended as provided in IRS Code Sec. 857(b)(8). The 2008, 2007 ond 2006 dividends declared included special
dividends of §.22, $.85 and $.45 per commen share, respectively.

Contractual Obligations and Contingent Liabilities

3 of December 31, 2008, our contractual payment obligations and commitments were as follows:

Contractual Obligations

(in thousands) : After 5
Total Year | Years 2-3 Years 4-5 Years

Debt principal [3 3,987 $ 1,392 H 1,845 5 490 H 260
Debt interest {a) 158 . 77 61 17 3
s 4,145 $ 1,469 $ 1,906 5 507 H 263

{2} Forvariable rate debt, firture nterest commitments were calculated using interest rates existing at December 31, 2008.

Off Balance Sheet Arrangements

We currently have no outstanding guarantees or letters of credit. We may or may not elect to use financial derivative
insiruments to hedge interest rate exposure. At December 31, 2008, we did not participate in any such financial instruments.

Commilmenis

At December 31, 2008 we had no pending commitments to fund health care real estate projects, We currently have sufficient
liquidity to finance new investmenis and to repay borrowings at or prior to maturity.

Funds From Opertions

Our basic and diluted funds from opemations (“FFO™) are $65,207,000 for the year ended December 31, 2008, versus
$94.912,000 in 2007, a decrease of 31.3%. The decrease in FFO was primarily due to ioan recoveres in 2007 of amounis
previously written down of $24,238,000, a decrcase in depreciation of $3,808,000 from 2007 related primarily to real estate sold,
and an increase in 2008 of securitics writedowns and realized losses of $2,239,000. FFO represents net earnings available to
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common stockholders, excluding the effects of asset dispositions, plus depreciation associated with real estate investments,
Diluted FFO assumes, if dilutive, the conversion of converiible subordinated debentures, the conversion of cumulative
convertible preferred stock and the exercise of stock options using the treasury stock method.

We believe that FFO is an important supplemental measure of operating performance for a REIT. Because the historical cost
accounting convention used for real estate assets requires straight-line depreciation (except on land), such accounting
preseatation implies that the value of real estate nssets diminishes predictably over time. Since real estate valoes instead have
historically risen and fallen with market conditions, presentation of operating results for a REIT that uses historical cost
accounting for depreciation could be less informative, and should be supplemented with a measure such as FFQ. The term FFO
was designed by the REIT industry to address this isswe. Our measure may not be comparable to similarly titled measures used
by other REITs. Consequently, our funds from operations may not provide a meaningful measure of our performance as
compared 1o that of other REITs. Since other REITs may not use our definition of FFO, cantion should be exercised when
comparing our FFO to that of other REITs, FFO in and of itself does not represent cash generated from opernting activities in
accordance with GAAP (FFO does oot include changes in operating assets and liabilities) and therefore should not be
considercd en alternative to net eamings as an indication of operating performance, or to net cash flow from operating activities
as determined by GAAP in the United States, as a measure of liquidity and is not necessarily indicative of cash available to fond
cash needs.

We have complied with the SEC’s interpretation that impairments taken on real property may not be added back to net
income in the calculation of FFQ. The SEC’s position is that impairments on real property are non-recurring and are oot an
appropriate adjustment.

The results of operations for facilities included in assets held for sale or facilities sold heve been reported in the current and
prior periods as discontinued operations. The reclassifications to retrospectively reflect the disposition of these facilities had
no impact on previously reported FFO. The net gain on sale of real estate and the deconsolidation of the Foreclosure Properties
previously consolidated due to the requirements of SFAS 66 is not an element of FFO in 2007,

The following table reconciles net income to FFO (dallar amounts in thousands, except per share amounis):

Year Ended December 31, 2008 2007 2006
Net income $ 57,510 $ 96,435 $ 69,228
Elimination of non<ash items in net income:
Real estate depreciation 7,658 7,868 ) 7,546
Real estate depreciation in discontinued operations 39 3,789 3,261
Gain on partial jand sale — continuing operations — (2} —
Gain on dispositions and deconsolidation — discontinued
operations — (13,138) (5,814)
Basic funds from operations available to common stockholders § 65,207 § 54,912 8 74221
Diluted funds from operslions available to common
stockholders $ 65,207 $ 94912 $ 74,22)
Basic funds from operations per share § 235 $ 343 $ 268
Diluted funds from operations per share 235 3.42 167
Shares for basic funds from operations per share 27,706,106 27,703,464 27,744 868

Shares for diluted funds from operations per share 27,731,951 27,783,862 27,778,764

Impact of Inflation

Inflation may affect us in the future by changing the underlying value of our real estate or by impacting the cost of financing
our operations. Our revenues are generated primarily from long-term investments and the operation of long-term care facilities.
Inflation has remained relatively low during recent periods. There can be no assurance that future Medicare, Medicaid or
private pay rate increases will be sufficient to offset future inflation increases. Certain of our leases require increases in rental
income based upon increases in the revenues of the tenants.

New Accounting Pronouncements

See Note 2 to the Consolidated Financial Statements for the impact of new accounting standards.
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TTEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Intcrest Rate Risk

Our cash and cash equivalents consist of highly liquid investments with an original maturity of three months or less. Most
of our mortgage and other notes receivable bear interest at fixed interest rates. Our investment in preferred stock represents an
investment in the preferred stock of another REIT ond yields dividends at a fixed rate of 8.5%. As a result of the short-term
naturc of our cosh instruments and because the interest rates on our investmenis in notes receivable and preferred stock are
fixed, a hypothetical 10% change in interest rates has no impact on our future carnings and cash flows related to these
instruments.

As of December 31, 2008, $3,987,000 of our debt bears infercst at variable rates. A hypothetical 10% increase or decrease in
intcrest rates would decrease o increase, respectively, our future earnings and cash flows related to these debt instruments by
$15,800.

We do not use derivative instruments to hedge interest rate risks. The [uture use of such instruments will be subject to strict
approvals by our senior officers.

Equity Price Risk

We consider our investments in marketable securities of $26,594,000 at December 31, 2008 as available-for-sale securities. We
concluded that the decline in the market value of our investment in the Fund and separate IMA is an other-than-temporary
impairment which was charged to operations. Increases and decreeses in the fair market value of our investments in other
marketable securitics are unrealized gaing and losses that are recorded in stockholders’ equity in accordance with SFAS 115.
The investments in merketable securities are recorded at their fair market value based on quoted markct prices. Thus, there is
exposure 10 equity price risk, which s the potential change in fuir value due to a change in quated market prices. We monitor
our investments in marketable securities 1o consider evidence of whether any portion of our original investment is likely not to
be recoverable, ot which time we would record an impairment charge to operations. A hypothetical 10% change in quoted
market prices would result in a related 32,659,400 change in the fair value of our investments jo marketable securities. '




ITEM & FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
National Health Investors, Inc.
Murifreesboro, Tennessee

We have sudited the accompanying consolidated balance sheets of National Health Investors, Inc. as of December 31, 2008
and 2007 and the related consolidated statements of income, stockholders’ equity, and cash flows for each of the three years in
the period ended December 31, 2008, These financial statements are the responsibility of the Company s management. Our
responsibility is to express on opinion on these financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of National Health Investors, Inc. at December 31, 2008 and 2007, and the results of its operations and its cash {lows for
each of the three years in the period ended December 31, 2008, in conformity witb accounting principles generally accepted in
the United States of America.

We were also engaged to audit, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the elTectiveness of National Healtb Investors, Inc.’s internal control over financial reporiing as of December 31,
2008, based on criteria established in Infernal Contrel — Integrated Framework issued by the Commitiee of Sponsoring,
Organizntions of the Treadwny Commission {COS0O} and our repon dated February 23, 2009 expressed an unqualified opinion
thereon,

s/ BDO Seidman, LLP

Nashville, Tennessee
February 23, 2009
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NATIONAL HEALTH INVESTORS, INC.
Consolidated Balance Sheets
(In thousands, except share and per share amounts)

December 31,
2008 7007
Assets
Resl estate properties:
Land s 26310 s 26,314
Buildings and improvements ’ 284,596 283,093
310,906 309,407
Less accumuloted depreciation (129,574) (121,952)
Real estate properties, net 181,332 187,455
Morigage and other notes receivable, net 108,640 141,655
Investment in preferred stock, at cost 38,132 38,132
Cash and cash equivalents 100,242 75,156
Marketable securities 26,594 35,816
Accounts receivable, net 1,734 1,899
Assets held lot sale, net ' 200 —
Deferred costs and other assels 232 419
Total Assets ] 457,106 $ 500,732
| Linbilitics
| Notes and bonds payable 5 3,987 $ 9,512
i Accounts payable and other accrued expenses 4,359 7479
Dividends payable 19,030 37,466
Deferred income 115 137
Tolal Liabilities 27,491 54,594
Commitments and Contingencles
Stockholders' Equity
Common stock, $.01 par value; 40,000,000 shares authorized; 27,580,319
and
27,752,239 shares issucd and outstanding, respectively 276 278
Capital in excess of par value 458,911 462,278
Cumulative net income 836,382 718,872
Cumulative dividends {876,742) (809,658)
Unrealized gaing on marketable securities 10,788 14,368
Total Stockholders’ Equity 419,615 446,138
Total Liabilities and Stockholders' Equity 5 457,106 [ 500,732

The accampanying noles to consolidated financial statements are an integral part of these consolidated finoncial statements.
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NATIONAL HEALTH INVESTORS, INC,
Consolidated Stat & of I
{In thousands, excep! share and per share amounts)

Year Ended December 31,
2008 2007 2008
Revenues:
Rental income s 53,539 5 50,850 3 45,789
Mortgage interest income 9,666 11,308 14,981
63,005 62,158 60,770
Expenses: .
Interest expense 308 4,625 8,126
Depreciation 7,888 3,192 8,365
Amortization of loan cosls 15 75 135
Legal expense 1,598 1,079 352
Franchise, excise, and other taxes 647 px£] 204
General and administrative 3,585 5,657 5,328
Loan and realty losses (recoveries) — {24,238) (7,934)
14,041 (4,337) 14,806
Income before non-operating income 48,964 66,495 45,964
Non-operating income {investment interest and
other) 6,487 12,464 12,721
Income from continuing operations 55,451 78,959 38,685
Discontinued operations
Income from operations - discontinued 2,059 4,338 4,729
Net gain on dispositions and deconsolidation — 13,138 5,814
Income from discontinued operations 2,059 17,476 10,543
Net income 3 57,510 H 96,435 M 69,228
Weighted average common shares outstanding:
Basic 27,706,106 17,703,464 17,744,868
Diluted 27,731,951 27,783,862 27,778,764
Earnings per share:
Basic:
Income {rom continuing operations ] 2.00 3 285 $ 212
Discontinued operations .08 63 38
Net income per common share $ 2.08 5 3.43 § 150
Dilued:
Income from continuing operations $ 2.00 b 184 H 11
Discontinued operations 07 63 38
Net income per common share 5 2.07 3 347 $ 249

The accompanying holtes to consolidated financial statetmenis are an integral part of these consolidated financial statements.
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NATIONAL HEALTH INVESTORS, INC.
Consolidated Statements of Cash Flaws
(In thousands)
Year Ended December 31,
2008 2007 2006

Cash flows from operating activities:
Net income $ 51,510 % 96435 % 69,228
Adjustments to reconcile net income to net cash -
provided from
operating activities:

Depreciation 7,943 11,751 12,026
Provision for loan and realty losses
(recoveries) — (24,218) (7.914)
Impairment of real estate assets in
discontinued operations 1,986 — —
Net gain on dispositions and
deconsolidations of discontinued operations — (13,138) (5,814}
Gain on asset disposals in non-operating
income — (42) —
Gain on notes receivable —_ (468) (1,015)
Share-based compensation 7 543 519
Qther-than-temporary impairment of
marketable securities 2,065
Net realized loss (gain) on sales of marketable
securities 410 (1,029) —
Amortization of loan costs 15 15 135
Amortization of deferred income (22) (26) @217
Changes in operating assets and liabilities:
Accounts receivable 167 (204) (629)
Deferred costs and other assets 173 (618) (3.057)
Accounts payable and other accrued
expenses {3,120) (2,512) (5,437}
Net cash provided by operating
activities 67,134 66,529 57,805

Cash flows from investing nctivities:
Investment in morigage and other notes

receivable — (9,716} (11,063)

Callection of morigage and other notes

receivable 33,015 9,245 16,853

Prepayment of mortgage notes receivable — 49,873 19,664

Acquisition of reat estate properties (4,048) (2,491) (2,499)

Disposition of real estate properties 41 3,337 24,215

Cash balances deconsolidated from

discontinued operations — (14,079) —

Purchases of marketable securities — (3151,747) {478,176

Sales of marketable securities 23,164 333,009 482,176

Nct cash provided by investing

activities 52,173 21,431 51,170
Cash flows from financing activities:

Payments on notes and bonds (5,525) (103,980) (3,760)

Redemption of convertible subordinated

debentures — —_ (201}

Dividends paid to stockholders (85,520} (67,439) (52,54%)

Stock options exercised 245 —_ -

Repurchase of common stock (3,621) — (3,530)

Sale of common stock —_ — 357

Net cash used in financing activities {94,421} (171,419) (59,679)

Increase (decreasc) in cash and cash equivalents . 24,886 (83,459) 49,296
Cash and cash equivalents, beginning of year 75,356 158,815 109,519
Cash and cash equivalents, end of year s 100,242 H 75,356 3 158,815

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




NATTONAL HEALTH INVESTORS, INC,
CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY
{In thousands, except share ond per share amounts)

Unrealized
{Losses)
Capital in Gains Total
on
Common Stock Excess of Cumulative Cumulative Marketable Stockholers”
Shares Amount Par Value Net Incame Dividends Securities Equity
1
Balances a1 December 31, 2005 27,830,439 $ 278 464,189 5 613,209 {$664,730) § 11,822 $424,968
Comprehensive income:
Netincome — — — 69,228 — - 69,228
Unrealized geing on marketsble
securilies — — — — — 5,961 5,961
Total comprehensive income 75,189
Shares repurchased and retired (146,200) {1} (3.529) — — — (3,530)
Shares igsued:
Stock options exercised 15,000 - 357 - — — 357
Restricted slock 53,000 1 ) — — — —
Shase-based compensation — -_— 319 — — — 519
Cash dividends:
Dividends to common s1eckholders, '
$2:37 per share — — - — (65,832) = (65,832)
Balances at December 31, 2006 27,752,239 278 461,735 682,437 (730,563} 17,783 431,67t
Comprehensive income;
Net income _ —_ _ 96,435 —_ — 96,435

(Onher eomprehengive income:
Unrealized helding loss erising
during peziod {2,386) (2.386)
Less: reclassification ndjustment
for gains included in net

inceme — — — — - {1.029) (1,029}
Net loss recognized in other
comprehensive income {3,415) (3,415)
Tolal comprehensive income —
Share-bosed eompensation — — 543 — — - 543
Cash dividends:
Dividends ta commoa steckholders,
$2.85 per share — _— - — (79.096) —_ {79,096}
Balances at December 31, 2007 27,752,239 278 462,278 778,872 (809,658) 14,358 446,138
Comprehensive income;
Net income - — — 57,510 — — 57.510

Other comprehensive income:
Unrealized helding loss erising
during period (6.055) (6.,055)
Less: reclassification adjustment
for losses included in net

income — — —_ —_ — 2,475 2475
Net loss recognized in other
comprehensive income (3,580) (3,580
Totel comprehensive income T 53930
Shares repurchased and refived (194,100) @ 3,619 - - - T Gen
Shares issucd:
Stock eptions exercised 51,680 - 245 _ —_ —_ 245
Resiricted stock granis 25,000 — —_— —_ — — —
Restricted stock forfefiures {54,500) - — —_ _ — —
Share-besed compensation - — — 7 — — — 7
Cash dividends:
Dividends Lo cornmon stockholders,
$2.42 per shate — — — — (67,084) —_ (67,084)
4
Balances st December 31, 2008 27,580,319 5 276 458,911 5 836,382 ($576,742) $10,788 $ 429,615

The accompanying notes lo consolidated financial statements are an integral part of these consolidated financial statements.
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NATIONAL HEALTH INVESTORS, INC.
Notes to Consolidated Financial Statements

NOTE 1. ORGANIZATION

National Health Investors, Inc. {"NHI" or the "Company™), & Maryland corporation incerporated an July 24, 1991, is a real
estate investment trust {*REIT”). Our revenue is derived primarily from interest income on mortgage koans, rent gencrated on
leased properties and income on other investments. We iavest in health care properties including long-term care centers, acute
care hospitals, medical office buildings, assisted living facilities and retirement centers. These properties arc located in 17 states
throughout the U.S. and are operated by qualified health care providers.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentatian - The consolidated financiat statements include our accounts and our subsidiaries, all of which are
wholly-owned. Significant intercompany balances and transactions have heen eliminated.

Use of Estimates - The preparation of financial statements in conformity with accounting principles generelly accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statemnents, and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Real Estate Properties - We record properties ot cost, including capitalized interest during construction periods. We use the
straight-line method of depreciation for buildings and improvements over their estimated useful lives s follows:

Buildings 40 years
Improvements 310 25 years

In accordance with Financial Accounting Standards Board ("FASB”) Statement No. 144, “dccaunting for the Impalrment or
Disposal of Long-Lived Assets ("SFAS 144"), we evaluate the recoverability of the carrying values of our properties on a
property-by-property basis. On a quarterly basis, we review our praperties for recoverability when events or circumstances,
including significant physical changes in the property, significant adverse changes in general economic conditions and
significant deteriorations of the underlying cash flows of the property, indicate that the carrying amount of the property may
not be recaverable. The need 1o recognize an impairment is based on estimated undiscounted future cash flows from a property
ecampared to the carrying value of that property. If recognition of an impairment is necessary, it is measured as the amount by
which the carrying amount of the property exceeds the fair value of the properly. In accordance with SFAS 144, the results of
operation of facilities sold have been retrospectively reported in discontinued operations for the current and prior periods
shown since their operations and cash flows can be clearly distingnished operationally. There is no change to reported net
income for the prior periods as a result of this standard,

Morigage and Other Notes Receivable - In accordance with FASB Statement No. 114, “dccounting by Creditors for
Impairment of « Loan - An Amendment of FASE Statements No. 5 and 157 ("SFAS 114"}, we evaluate the carrying values of our
morigage nnd other notes receivable on an instrument-by-instrument basis. On a quarterly basis, we review our notes
receiveble for recoverability when events or circumstances, including the non-receipt of principal and interest payments,
significant deteriorations of the financial condition of the borrower and significant adverse changes in general economic
conditions, indicate that the carrying amount of the note receivable may not be recoverable, If necessary, an impairment is
measured as the amount by which the carrying amount exceeds the discounted cash flows expected to be received under the
note receivable ar, if foreclasure is probable, the fair value of the collateral securing the note receivable.

Cash Equivalens - Cash equivalents consist of all bighly liquid investments with an original maturity of threc months or less.

Federal fncome Taxes - We intend at all times to qualify as a REIT under Sections 856 through 860 of the Internal Revenue
Code of 1986, as amended. Therefore, we will not be subject to federal income tax provided we distribute ot least 90% of our
REIT taxable income to our stockholders and meet other requirements to continue to qualify as a REIT. Accordingly, no
provision for federnl income taxes has been made in the consolidated finaneial statements. Our failure 1o continuc to qualify
under the applicable REIT quelification rules and regulations would have a material adverse impact on gur financial position,
results of operations and cash flows.

Eamings and profits, which determine the taxability of dividends te stockholders, differ from net income reporied for financial
reporting purposes due primarily 1o differences in the basis of assets, recognition of commitment fees, estimated useful
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lives used to comnpute depreciation expense and in the treatment of accrued interest expense that existed at the time debentures
were converted to common stock.

Our tax returns filed for years beginning in 2005 are subject to examination by taxing authorities, We classify interest and
penalties related to uncerain tax positions, if any, in our consolidated financial statements es n component of general and
administrative expense,

Concentration of Credit Risks - Qur credit risks primarily relate to cash and cash equivalents, investments in high yielding
cash funds, and investments in prefemed stock, mortgages and other notes receivable. Cash and cash equivalents are primarily
held in bank accounts ond overnight investments. We maintain our bank deposit accounts with large financial institutions in
amounts that exceed federally-insured limits. We have not experienced any losses in such accounts. Our mortgage and other
notes receivable consists primarily of secured loans with health care facilities as discussed in Note 4. The investment in
preferted stock is in one entity as discussed in Note 5. High yielding cash funds, also kmown as enhanced cash funds, are
invested primarily in corporate debt, mortgege-backed securities, and asset-backed securities, as described in Note 6.

Our financinl instruments, principally our investments in preferred stock, marketable securities, and notes receivable, are
subject to the possibility of loss of the carrying values as a result of either the failure of other parties to perform according to
their contractual obligations or changes in market prices which may make the instruments less valuable. We obtain collateral in
the form of first morigage liens and other proteclive rights and continvally monitor these rights in order to reduce such
possibilities of loss. We evaluate the need to provide for reserves for potential losses on our financial instruments based on
management's periodic review of our portfolio on an instrument-by-instrument basis. See Notes 4, 5, aod 6 for additional
information on notes receivable, investment in preferred stock, and investment in enhanced cash funds.

Marketable Securities - Our investments in marketable securities are classified as available-for-sale securities. Unrealized
gains and losses on available-for-sale securities are recorded in stockholders' equity in accordance with FASB No. 115,
"Accounting for Certain Investments in Debt and Equity Securities” ("SFAS 115™). We evaluate our marketable securities for
other-than-temporary impairments consistent with the provisions of SFAS 115. Realized gains and losses from the sale of
availabte-for-sale seeurities are determined on a specific-identification basis.

A decline in the market valuc of any availablc-for-sale or held-to-maturity security below cost that is deemed to be othet-
than-temporary results in an impairment to reduce Lhe carrying amount to fair value. The impairment is charged to earnings and
a new cost basis for the security is established. To determine whether an impairment is other-than-temporary, we consider
whether we have the ability and intent to hold the investment until a market price recovery and consider whether evidence
indicating the cost of the investment is recoverable outweighs evidence to the contrary. Evidence considered in this
assessment includes the reasons for the impairment, the severity and duration of the impairment, changes in value subsequent
to year-end, and forecasted perforrnance of the investment

Deferred Costs - Costs incurred to acquire {inancings are amortized by the effective interest method over the term of the
related debt,

Deferred Income - Deferred income primarily includes non-refundable loan commitment fees received by us, which are
amartized into income by the effective interest method over the expected period of the related loans. In the event that a
potential borrower chooses not to borrow funds from us, the related commitment fees are recognized into income when the
comumitment expires.

In management's opinion, these loan commitment fees approximate the loan commitment fees that we would currently charge
to enter into similar agreements based on the terms of the agreements and the creditworthiness of the parties, and the committed
interest rates are approximately the same as current levels of interest rates.

Rental Income — Besc rental income is recogrized on a straight-line basis over the term of the lease. Under centain of our
leases, we receive additional contingent rent, which is based an the increase in revenues of a lessee over a base year or base
quarter, We recognize confingent rent annually or quarterly, when, based on the actual revenues of the lessee, receipt of such
income is assured since the target threshold has been achieved. Revenue from minimum leasc payments under our leases is
recognized on a straight-line basis as required under FASB Statement No. 13 “dccounting For Leases” (“SFAS 13™) to the
extent that future lease payments are considered collectible. Lease payments that depend an a factor directly related to future
use of the property, such as an increase in annual revenues over a base year revenues, are considered to be contingent rentals
and are excluded from minimum lease paymendts in accordance with SFAS 13,
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We identify leases as non-performing if 8 required payment is not received within 30 days of the date it is due. Our policy
related to rental income on non-performing leased real estate propertics is to recognize rental income in the period when the

related cash is recsived.

Mortgoge Interest Income - Mortgage interest income is recognized by us based on the interest rates and principal amounts
outstanding of the mortgage notes receivable. Under certain of our mortgages, we receive additional contingent interest, which
is based on the increase in the current year revenues of a borrower over a base year. We recognize contingent interest income
annually when, based on the actual revenues of the borrower, receipt of such income is assured since the target threshold has
been achieved, We idenltify loans ss non-performing if a required payment is not received within 30 days of the date it is due.
Our policy related to mortgage interest income on non-performing mortgage loans is o recognize mortgage interes! income in
the period when the cash is received. At December 31, 2008, we had one non-performing loan with a principal balance of
£22,936,000.

Invesiment Interest and Other Income - Investment interest and other income includes dividends when declared and interest
when eamed from investments in preferred stock and marketable securities, realized gains and losses on sales of marketable
securities using the specific-identification method, interest on cash and cash equivalents and amortization of deferred income.

Stock-Based Compensation — We account [or stock-based compensation arrangements under FASB Statement 123 (Revised
2004) “Share-Based Payments” (“SFAS 123(R)"). See Note 11 for additional diselosures about our stock-based compensation.

Comprehensive Income— FASB Statemnent No. 130, "Reperting Comprehensive Income", requires that changes in the
amounts of certain items, including unrealized gains and lesses on certain securities, be shown in the consolidoted financial
statements, We report our comprehensive income in the consolidated statements of stockholders’ equity.

Segment Disclosures - FASB Staternent No. 131, “Disclosures About Segments of an Enterprisc and Related Information™,
establishes standards for the manner in which public business enterprises report information about opernting segments, We are
in the business of owning end financing health care propertics. We are managed as one reporting unit, rather than multiple
reporting units, for internal purposes and for internal decision making. Therefore, we have concluded that we operaie as a
single segment.

New Accounting Pronouncements - In September 2006, the FASB issued Statement No, 157, "Fair Value
Measurements” (“SFAS 157™). This standard defines fair value, establishes a framework for measuring fair value and expands
disclosure requirements about fair value measurements. SFAS No. 157 was effective for our Company on Jenuary 1, 2008.
However, in February 2008, the FASB released FASB Staff Position 157-2 — “Effective Date of FASE Statement No. 137",
which delayed the effective date of SFAS No. 157 uniil January 1, 2009 for all nonfinancial assets and nonfinaneial ligbilities,
except those that are recognized or diselosed ot fair value in the financial statements on a recurring basis (at Jenst annually).
The adoption of SFAS No. 157 for our financiol assets and liabilities did not have a material impact on our consolidated
financial position or results of operations. We do not expect the adoption of SFAS No. 157 for our nonfinancial assets and
liabilitigs, effective January 1, 2009, will have a material impact on our conselidated financial position or results of operations.

In February 2007, the FASB issued Statement No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities
— Including an amcndment of FASE Statement No. }15" (“SFAS 159"). This standard amends FASB Statement No. 115,
“Aecounting for Certain Invesimeni in Debt and Eguity Securities,” with respect to accounting for a transfer to the trading
category for Bll entitics with available-for-sale and trading securities electing the fair valus option, This standard allows
companies to elect fair value accounting for many financial instruments and other items that cumently are not required to be
accounted as such, altows differcnt applications for electing the option for a single item or groups of items, and requires
disclosures to faeilitate comparisons of similar assets and liabilities that are accounted for differently in relation to the fair value
option. SFAS 159 was cffective for fiscal years beginning after January i, 2008. The implementation of SFAS 159 did not have a
material impoct on our consolidated financial position or results of operations.

In December 2007, the FASB issued Statement No. 160, "Nencontroiling Interests in Consolidated Financial Statements - An
Amendment of ARB No. 51" ("SFAS 160"). This standard amends Accounting Rescarch Bulletin No. 51 “Consolidated
Financial Statements,” and FASB Statement No. 128, “Earnings Per Share.” A noncontrolling interest is defined in SFAS No.
160 as & portion of equity in a subsidiary not attributable, directly or indirectly, to a parent. The standard states that accounting
and reporting for minority interests will be recbaracterized as noncontrolling interests and classified as a component of equity.
The standard is cffective for fiscal years, ond interim periods within those fiscal years, beginning on or after December 15, 2008,

We currently have no investments with minority interests.
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In December 2007, the FASB issued Statement No. 141 (Revised 2007), “Business Combinafions™ (“SFAS 141(R)"), which
changes the nccounting for business combinatiens including the following: (i) the measurement of ucquirer shares issued in
consideration for & business combination, (ii) the recognition of contingent consideration, (iii) the accounting for preacquisition
gain and loss confingencies, (iv} the recognition of capitalized in-process research and development, (¥) the accounting for
acquisition-related restructuring cost accruals, (vi) the treatmeot of acquisition related transaction costs, and (vii) the
recognition of changes in the acquirer’s income tax valuation allowance. SFAS 141(R) applies prospectively to business
combinations for which the acquisition date is on or after the beginning of the first annuel reporting period beginning on or afier
December 15, 2008. Early adoptioo is prehibited. Aceordingly, we are required to record and disclose business combioations, if
any; following existing generally accepted accounting principles until fanuary 1, 2009. We do not expect the adoption of SFAS
141(R)) to have ao impact on our consolidated financial position, results of operations, or cash flows,

In May 2008, the FASB issued Statement No, 162, “the Hierarchy of Generally Accepted Accounting Principles” (“SFAS
162"} which identifies the sources of accounting principles and the framework for selecting the principles to be used in the
preparation of financial statements of nongovernmental entities that are presented in conforrity with generally nccepted
accounting principles in the United Siates (“the GAAP hierarchy™). The current GAAP hierarchy is set forth in the AICPA
Statement on Auditing Standards No. 69, “The Meaning of Present Fairly in Conformity with Generally Accepted Accounting
Principles” (“SAS No. 69”). The FASB believes the GAAP hierarchy should be directed to entities because it is the entity (not
the auditor) that is responsible for seleeting accounting principles for financial statements that are presented in conformity with
GAAP. Accordingly, the FASB concluded that the GAAP hierarchy should reside in the accounting literature established by
the FASB and has issued SFAS 162 to achieve that result. SFAS 162 is effective 60 days follawing the SEC’s approval of the
Public Accounting Oversight Board amendments to SAS No. 69. We do not expect the adoption of SFAS 162 to bave an impact
on our consolidated financial position, results of operations, or cash flows. ‘
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NOTE 3. REAL ESTATE

The following table summarizes our real estate propertics by type of facility and by state as of December 31, 2008 and 2007
{excluding assets held for sale):

{Dollar amounis in thousands)

2008
Buildings,
Improvements
Number & Mortgage
of Construction in Accumulated MNotes

Facility Type and State Facilities Land Progress Depreciation Payable
Long-Term Care:
Alabama 2 H 95 § 5165 5 3399 P —
Arizona 1 453 6,678 2,236 1,400
Florida 4 2,306 37436 21,551 —_
Georgin 1 52 865 820 —_
Idahe 1 122 2,491 834 —
Kentucky 2 211 1,182 1,556 —
Missouri 5 1,165 23,070 13,962 1,225
South Caralina 4 872 15241 8,050 —
Tennessee 20 1,835 41,315 26,921 —
Texas 8 3,280 47,408 10,827 —
Virginin 1 176 1510 1,550 1,362
Total Long-Term Care 49 9,387 184,381 91,706 3,987
Acuie Care:
Kentucky i 540 10,163 4412 —
Total Acute Care 1 540 10,163 4412 —
Medical Office
Buildings:
Florida t 165 . 3349 1,754 —
{llinois I -— 1,925 . 559 —
Texas 2 631 9677 4,264 _—
Total Medical Office 796 14,951 6,607 T
Buildings q
Assisted Living:
Arizona 4 }757 13,622 3,376 —
Florida 4 7,096 21,543 9,584 —
New Jersey 1 4,229 13,036 4977 -
Pennsylvania | 439 3960 330 -
South Carolina 1 RER] 1877 6 —
Tennessce 3 871 7,061 1,139 —
Total Assisted Living 14 14,736 62,093 20,722 —
Retirement Cenlers:
1daho t 243 4,182 1,376 —
Missouri 1 344 3,18 1,868 —
Tennessee 2 64 5,645 2,883 —
Total Retirement 651 13,008 6,127 —_
Centers 4

Total 2 § 26310 $ 284,596 § 129,574 $ 3,987




L
=l
~3

Buildings,
Improvements
Number & Mortgage
of Construction in Accumulated Notes
Facility Type and State Facilities Land Progress Depreciation Payable
Long-Term Care: .
Alabama 2 s 85 § 5,163 § 3,298 5§ —
Arizona L 453 6,678 2,085 1,590
Florida 4 2,306 37417 20,374 1
Grorgia 1 52 865 787 —
ldzho 1 m 2,491 768 —
Kansas 1 305 2,247 167 —
Kentucky 2 23] 2182 1,472 —
Missouri 5 1,185 23,070 13,255 1,725
South Carolina 3 5N 11,527 1127 —
Tennessee 20 1,835 41,297 25,769 —
Texas ] 2,280 47,409 % 560 —
Virginia 1 176 2,510 1,478 1,755
Total Long-Term Care 49 9,592 182,378 86,810 5,711
Acute Care: :
Kentucky 1 540 10,163 4,116 —
Total Acute Care 1 540 10,163 4,116 ~—
Medical Qffice
Buildings:
Florida 1 165 3,349 1,669 —
Ilinais I —_ 1,925 505 —
Texas 2 631 9677 4,016 —
Total Medical Office
Buildings 4 796 14,551 6,190 —
Assisted Living:
Arizoon 4 1,757 13,622 3,035 —
Florida 4 7,095 21,544 8,937 —_
New Jersey 1 4,229 13,030 4659 —_
Pennsylvenia 1 439 3,960 23] —
South Carolina 1 344 2,877 644 —
Tennessee 3 871 7,062 1,562 —
Total Assisied Living 14 14,735 62,095 19,068 —
Retiremen! Centers:
Idaho | 243 4,182 1,265 —
Missouri 4 344 . ERE 1,775 —
Tennessee 2 64 3,643 2,728 —
Total Retirement Centers 4 651 13,006 5,768 —
Total 72 5 26314 $ 283,093 $ 121952 3 51

Certain of our real estate properties are pledged as collateral an individual mortgage notes payable, as noted in the tables above.
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Forcclosure Propertigs

We have previously treated the New England, Kansas and Missouri properties described below as fareclosure properties for
federal income tax purposes. With certain elections, unqualified income genernted by the properties is expected to be trented as
qualified income for up to six years from the purchase date for purpose of the income-source tests that must be satisfied by
RE!TSs to maintain their tax status. All of the properties have been recognized as sold or disposed of for tax purposes, However,
as described below, the operations of the New England, Kansas and Missouri properties continued to be ineluded in our
consolidated financial statements until their sale for financial reporting purposes effective December 31, 2007, at which time they
become classified as discontinued operations,

New England Properties - During 1999, we assumed the operations of seven New England facilities, During 2001, we sold
these properties to a not-for-profit entity and provided 100% financing consisting of 6.9% first mortgage proceeds totaling
£40,526,000, maturing in August 2011. For financial reporting purposes, we did not record the sale of the pssets, and continued
to record the results of operations of these properties cach period up until December 31, 2007 es described below. For tax
reporting purposes, the sale had been recognized in 2001 with gain on sale to be recorded under ibe installment method as cash
payments are received. For financial reporting purposes, sale proceeds received from the buyer would be reported ns a deposit
until the down payment and continuing investment criteria of FASB No. 66, “Accounting for Sales of Real Estote” (*SFAS 667)
were met, at which time we would report the sale under the full accrual method. Prior to December 31, 2007, no installment
payments had been made by the borrower. On December 31, 2007, the criteria for recording the sale were met. Net assets
having a book value of $39,411,000 were deconsolidated, mortgage notes receivable of $40,526,000 were recorded, and a net gain
of $1,115,000 on the sale and deconsolidation of these assets was recognized and retrespectively recorded as discontinued
operations, We received an incvocal?lc bank letter of credit from the borrower of $6,100,000 on December 31, 2007 to guarantee
the down payment on the notes (which we received on Jenuary 18, 2008, along with an additional down payment of $8,900,000,
all of which came from the borrower’s bank accounts) ond a commitment from the borrower to make monthly principal and
interest payments to us beginning in January 2008 in an annual amount aggregating $3,700,000 to amortize the loan. Cur
continuing involvement with these facilities is solely as a creditor, The facilities are currently managed by subsidiaries of NHC,

The results of operations for the New England facilities have been reclassified 1o retrospectively reflect the disposition of
these facilities as discontinued operations for all periods presented. Amounts included in operating income of discontinued
operations applicable to the New England facilities are summarized as follows (in thousands}:

Year Ended December 31,

Incame Statement: 2007 2006
Facility operating revenue $ 57.869 $ 56,39t
Facility operating expenses 52,998 51,128
Interest expense 4 9
Depreciation 2,753 2,682
Total Expenses 55,755 53,816
Net income $ 2,114 $ 2,575

Kansas and Missouri Properties - In July 2001, we pssumed the operations of eight nursing homes in Kansas and Missouri
and have included the operating results of these facilities in our consolidated {inancial statements since thot date. During 2004,
we sold the properties to o not-for-profit entity for $26,293,000 and provided 100% financing. Proceeds consisted of un 8.5%
note for $16,513,000 maturing December 31, 2014 and a note for $9,780,000 with interest at 3% through December 31, 2007 and at
prime plus 1% thereafler, maturing December 31, 2014. For financial reporting purposes, we did nat record the sale of the assets
and continued to record the results of operations of these properties each period up until December 31, 2007 as described
below. For tex reporting purpascs, the sale had been recognized in 2004 with gain on sale to be recorded under the installment
method as cash payments ave received. For financial reporting purpeses, sale proceeds received from the buyer would be
reported as a deposit until the down payment and coatinuing investment criteria of SFAS 66 were mel, ot which time we would
account for the snle under the full accrual method. Prior to December 31, 2007, no installment payments had been made by the
borrower, On December 31, 2007, the criteria for recording the sale were met. Net assets having a book value of 514,939,000
were deconsolidated, mortgage notes receivable of $26,293,000 were recorded, and o net gain on the sale and deconsolidation of
these assets was recognized of $11,354,000 and retrospectively recorded 2s discontinued operations. We received an
irrevocable bank ledter of credit of $4,100,000 on December 31, 2007 from the borrower to guarantee the down payment on the
notes {which we received on January 18, 2008 from the borrower’s bank accounts) and a commitment from the borrower to make
monthly principal and interest payments to us beginning in January 2008 in an annual amount aggregating $1,300,000 to
amortize the
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loan. Our continuing involvement with these facilities is solely as a creditor. The faciiities are currently managed by
subsidiaries of NHC,

In July 2001, we assumed the cperations of a nursing facility known as Town & Country, Missouri. In December 2004, we
sold the property to a not-for-profit entity and provided 100% financing. During 2006, the facility was sold by the owner and we
received §5,482,000 in cash as full payment. The carrying amount of this facility was $5,358,000 composed of net realty of
$6,520,000, reduced by nel liabitities of $1,162,000. As a result of having receivcd final proceeds related to this facility, we
recorded the December 2004 sale of this property and recognized a $124,000 gain in 2006, at which time we retrospectively
classified the operations of the facility as discontinued operations,

The results of operatinns for the Kansas and Missouri facilitics have been reclassified to retrospectively reflect the
disposition of these facilities as discontinued operations for all periods presented. Amounts included in operating income of
discontinued operations applicable to the Kansas and Missouri facilities are summarized as follows (in thousands):

Year Ended Decernber 31,
Income Statement: 2007 2006
Facility operating revenue 3 35474 3 35,331
Facility operating expenses ) 33,295 33,498
Interest (income) expense ki [EY]
Depreciation 715 727
Total expenses . 34,013 34,221
Net income 3 1,461 13 1110

Acquisition of Oranpeburg, SC facility

In September 2008, we scquired for 54,015,000 in cash the assets of & nursing heme facility in Orngeburg, SC consisting of
tand of $300,000, buildings and improvements of $3,715,000, and current assels and liabilities of $1,022,000 each, The facility
was simultaneously leased to a third party operator.

Assets Held for Sale

During 2008, management decided to sell two Kansas facilities for which the current lessee had defaulted on payment to us
and had taken steps fo clnse the facilities. There were no nursing home operators interested to lease the facilities, Therefore,
we recorded an impairment charge of $1,986,000 related 1o the two facilities to reduce the carrying value nf these facilities to fair
value, less the estimated cost to sell the facility. One of the facilities, located in Hoisinglon, Kansas, was sold in November
2008. We have classified the remaining facility as held for sale in the consolidated balance sheet and in February 2009 we
received a purehase contract for the facility in an amount that will not result in a materin foss from our current carrying value. In
accordance with SFAS 144, the facility meets the accounting criteria es being held for sale and the resulis of its operations have
been reported in the current and prior periods as discontinued operations in the Consolidated Statements of Income.

NOTE 4. MORTGAGE AND OTHER NOTES RECEIVABLE

The following is 2 summary of mortgage and other notes receivable by type (dotlar amounts in thousands):

December 31,
. 2008 2007
Mortgage loans s 108,640 g 134,605
Other loans - NHC — 7,050
s 108,640 P 141,655
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The following is & summary of the terms and amounts of mortgage and other notes receivable (dofiar amounts in thousands):

Final Number Original Face
Payment of Amount of December 31,
Date Lorns Payment Terms in 2005 Mortgage(s) 2008 2007
2008 1 E-;[ngn;hsly paymenl of $33Z, including interess $ 32,708 $ 21,936 S 26,518
Bziloon payment due at maturity.
Monthly payment of interest only at Prime ()]
2009 ] plus 2% 300 83 132
(5.25% at December 31, 2008)
2009 1 P‘-;:zlhly payment of $50, including inlercst at 5,196 3,750 3,949
Balloon payment due al meturity.
2009 1 ;ﬂ;;thly payment of $70, including interest at 2,900 6,618 6517
.5%
Balloon poyment due at maturity.
2013 1 M;J;:/.thly payment of $22, including interest at 5,158 801 (1} 869
Balloon payment at maturity.
2010 1 Monthly payment of $120, including imerest 12,162 2.463 {1} 8628
£19.0% *
Balloon payment dug al matuaricy,
2019 I Monthly poyment of interest only 9.0% 2,500 2,500 2,500
2027-2032 7 m:;llly poyments of $19 to $32, which 20,774 18,137 18,373
interest ranging from 8.0 to 9.6%
Monthly payments of 39 to $69, which
201 § include inlerest ot §,9% 40,526 13,458 40,326
(An imevocable letter-of-credit guaranteed
$6.1 million of principal at December 31,
2007)
Monthly peyments of 38 10 $25, which
2014 8 includes interest at 8.5% 26,293 21,884 26,293
(An irrevocable letier-of-credit gusraniced
£4.1 million of principal st December 31,
2007}, and includes $9.7 million with interest
a1 3,0% due al maturity
Term Loans
2008 1 ::l:nmly payment of interest only ot LIBOR 10,450 _ 7,050
1% in addition to quarierly principal payments
of
£415,

$ 163,567 S 108,640 T 141,633

(1) Loan is currently on non-nccrual status, We recognize interest income in the
period in which eash is received.

The mortgage notes receivable are secured by first morigeges on the real property and UCC liens on the personal properly of
the focilities. Cerain of the notes receivable are also secured by guarantees of significant parties and by cross-collateralization
on properties with the same respective owner.

National HealthCare Corporation {"NHC") - On May 4, 2007, we exercised our right to call NHC's participation
(approximately 22%) with us in a mortgage loan with Care Foundation of America, Inc. (“CFA") in exchange for the payment in
cash of £6,255.000 which represented NHC’s portion of the principal and interest outstanding on the loan. At December 31,
2008, the remaining principal balance of the loan was $22,936,000. As disclosed in Note 9, CFA has filed 8 Chapter 11
bankruptcy petition and has initisted an adversary proceeding complaint agrinst us.

On February 3, 2006, we purchased by assignment a $10,450,000 bank term loan owed by National Health Realty, Inc. (NHR”),
formerly a publicly-held real estate investment trust that merged with NHC in October 2007 (see Note 6). The assigned loan as
amended required moanthly interest payments ai the interest rate of 30-day LIBOR plus 1.00% and quarterly principal payments
of 425,000, The unpaid principal balanos at Decemnber 31, 2007, of §7,050,000 was paid in full on January 3, 2008.

Loan Write-downs

Aligood HealthCare, Inc. (“Afigood”} — We had two loans secured by five Georgia nursing home properties that were
operated by Allgood. In January 2003, the borrowers filed for bankruptey protection. We reported 2 $2,000,000 write-down of
onc of the loans in the first quarier of 2005 to adjust the loan to its estimated net realizable value. The Joan was paid during 2006
and is discussed in the “Loan Recoveries” section below. Estate proceeds of $1,247,000 received in 2006 were applied to one of
the jonns,




In December 2005, two of these facilities were s0ld by the bankrupicy trustee pursuant to & plan of liquidation. Prior to the
sale, we assigned our right to credit bid our mortgages 1o o third parly operator who was the successful purchaser of these
lacilities. We provided the purchaser with $4,000,000 of first morigage (inancing and agreed to loan up to a total of $800,000 of
working capital. We had a first lien on all assets of the barrowers, including accounts receivable,

Effective July 1, 2006, two of the remaining properties were sold by the bankruptcy trustee to affiliates of the purchaser of the
first two properties. We provided the purchaser with long-term first morigage financing totaling $12,162,000 collateralized by all
four faeilities and we received an option to purchase the facilities. The note bears interest at 9% and matures July 1, 2016. The
commitment to loan working capital was reduced from $800,000 to $300,000 (worldng capital balznce of $83,000 at December 31,
2008} and can be used by any of the four facilities.

Prior to December 31, 2006, we gave notice 1o the purchasers of the four facilities of our intent o exercise its purchase option
for the four facilities in the amount of $12,162,000. On March 1, 2007, the election to purchase the four facitities was rescinded
after a new financing agreement was finalized. Under the new agreement, the $12,162,000 frst mortgage was ipcreased 1o
£14,300,000 and the working capital loan was reduced to $300,000, The first mortgage loan bears interest at 9%. Principal is
amortized over a 25-year period and matures on January 31, 2010, The working capital loan bears intcrest at prime plus 2%, with
principal due at maturity on January 1, 2009 and was collected in fislf subsequent to year-end. Management believes that the
remaining carrying amount of the loans of £8,546,000 at December 31, 2008 is supported by the value of the underlying coltateral,

Milwaukee South Heafthcare, LLC — Management's analysis of the future expected cash flows consistent with SFAS 114,
payment history, historical occupancy and operating income of the facility resulted in a write-down in 2006 of $1,074,000 related
to our working capital loan to the operator of this leased facility. The camying amount of the loan at December 31, 2006 was
zero. As described in Note 16, we sold this facility on May 1, 2007 to a third party and recognized a gain of $669,000.

Loan Recoveries

During 2008 there were no recoveries related to previous loan or realty writedowns. Recoveries in 2007 and 2006 are
described as follows:

American Medical Associates, Ine. (“AMA"} — On May 1, 2004, we provided financing to purchasers of three Florida-based
nursing homes formerly owned by AMA and previously financed by us. The amount of the new morigage loans totaled
$14,450,000 and the notes were to mature May 14, 2009. The notes were recorded net of the $5,200,000 recorded loss on notes to
AMA in 2002, Management's analysis of future expected cash flows consistent with SFAS 114, historical occupancy and
operating income of the project resulted in additional net impairments of $2,000,000 in 2005. Loans secured by two of the
properties were paid during 2006, inclusive of $4,935,000 in recoveries, and a gain of $1,015,000.

In March 2007, the remaining AMA morigage loans secured by the last of three AMA properties were fully paid. We received
$5,721,000 in cash, representing the full principal balances and accrued interest on the loans. As s result, we recorded
recoveries of $1,700,000 and a gain on setttement of the note of $468,000.

The emount of interest income recognized (representing cash received)} on the AMA loans was $72,000 and 81,377,000 for the
years ended December 31, 2007 and 2006, respectively.

Health Services Management of Texas LLC ("HSM") - On July 11, 2007, we received payoff at par of a morigage loan
investment in the amount of $44,500,000. The recavery of amounts previously written down related to this loan amounted to
$21,300,000. The average recarded investment in the HSM loan was $23,060,000 for the year ended December 31, 2007. The
amount of interest income recognized (representing casb received) on the loan was 52,575,000 and 53,774,000 for the years
ended December 31, 2007 and 2006, respectively.

SouthTrusi- On December 6, 2007, we received a final residual payment related to a mortgage pool investment. The recovery
of amounts previously written down related to this investment amounted to $1,238,000, Recovery of any amounts previously
written down had been considered highly doubtful. There was no carmrying velue of this investment at any time during 2006 or
2007,

Miracle Hill Nursing and Convalescent Center (“Miracle Hill"} — In September 1996, we provided financing to Mirecle Hill.
Management's past analysis of the future expected cash flows consistent with SFAS 114, past, current and anticipated
aperating income of the project, and liquidity of the facility resulted in the recording of a $2,000,000 write-down of this mortgage
loan in the second quarter of 2005. fu Novernber 2006, the Miracle Hill note matured and was fully paid off, at which time we
recorded a loan recovery of $2,000,000. '
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The averege recorded investment in the Miracle Hill loan was $2,194,000 for the year ended December 31, 2006. The reinted
amount of interest income recognized {representing cash received) on the loan was $504,000 and $508,000 for the years ended
December 31, 2006 and 2005, respectively.

Aligood HealthCare, Inc. ("Allgood”) - On July 1, 2006, one of the five original properties was sold to o third party operator
by the bankruptcy trustee with us consenting to such sale. We provided the purchaser with short-term morigage financing
totaling $5,692,000. The note matured and was paid in full on December 31, 2006, at which time we recorded a loan recovery of
$2,073,000. In February 2009, we Teceived payment in fuli of our mortgage note receivable with one of the Allgood fecilities
which resulted in a recovery of emounts previously written down and other gains totaling $1,234,000.

NOTE 5. INVESTMENT IN PREFERRED STOCK

In September 1998, we purchased two million shares of the cumulative preferred stock of LTC Propertics, Inc. ("LTC"), 2
publicly-held REIT. The nonvoting preferred stack is convertible into common stock at a 1:1 ratio. The preferred stock has an
annual cumulative coupon rate of 8.5% payable quarterly and & liguidation preference of §19.25 per share. Dividend revenue
amounted 1o $3,241,000 in each of 2008, 2007, and 2006. The preferred stock is not redeemable by us or LTC, The preferred
stock, which is not listed on a stock exchange, is considered a non-marketable security aecounted for under Accounting
Principles Board Opinion No, 18 “The Equity Method of Accounting for Investments in Common Stock,” and is recorded at cost
in the consolidated balance sheefs. Amounts to be received from the 8.5% coupon rate are recorded as investment income
when the dividend fs declared. The carrying value of the preferred stock consists of its cost and was $38,132,000 ot each
December 31, 2008 and 2007,

In addition to our investment in the preferred stock of LTC, we hold 774,800 shares of common stock of LTC (with a fair value
and carrying value of $15,713,000 and $19,409,000 at December 31, 2008 and 2007, respectively), which is included in marketable
securilies (See Note 6).

NOTE 6. INVESTMENT IN MARKETARLE SECURITIES
Onur investments in marketoble securities include available-for-sale securities. Unrealized gains and losses on available-for-
sale securities are recorded in stockholders’ equity in accordance with FASB Statement No. 115 “decounting for Certain

Investments In Debt and Equity Securitles” (“SFAS 115™). Realized gains and losses from securities sales are determined based
upon specific identification of the securities.

Marketable securities consist of the following at December 31, 2008 and 2007 ¢in thousands).

2008 2007

Amortized Fair Amortized Fair

Cost Value Cost Value
Commen stock of other REITs s 6,463 § 17,193 § 6,463 § 21,122
NHC converible preferred stock 1,390 1,348 1,527 1,565
Enhanced cash funds 7,953 7,953 33,458 33,129
$ 15,806 § 26,59 § 41,448 § 55316

Gross unrealized gains nnd gross unrenlized losses related to available-for-sale securities are as follows (in thonsends):

2008 2007
Gross unrealized gains s 10,919 3 14,785
Gross unrealized losses : {131) 417)
Total $ 10,788 § 14,368

None of these available-for-sate marketabie securities have stated maturity dates.

During 2008, 2007 and 2006, we received and recognized $2,091,000, $5,103,000, and $6,476,000, respectivcly, of dividend and
interest income from our marketable securities. Such income is included in non-operating income in the consolidated statements
of income.

In October 2007, Nations] Health Realty, Inc. (“NHR") was merged into National HealthCare Corporation (“NHC"). In
exchange for cach share of NHR stock owned, shareholders received §9 cash plus NHC convertible preferred stock valued at
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$13.66 per share. At that date, we owned 111,800 shares of NHR comrmon stack, The realized gain of $1,266,000 was recorded in
non-opernting income.

On December 10, 2007, we were notified by Bank of America that its largest, privately-placed, enhanced cash fimd called
Columbia Strategic Cash Fund (the “Fund™) would be closed and liquidated. In addition, (1) cash redemptions were tempaorarily
suspended, altbough redemptions could be filled through a pro-rata distribution of the underlying securities, consisting
principally of corporate debt, mortgage-backed securities and asset-backed securities; (2) the Fund's valuation would be based
on the market value of the underlying securities, whereas historicaliy the Fund’s valuation was based on amortized cost; and (3)
interest would continue to accrue. The carrying value of our investnment in the Fund on December 10, 2007 was $38,359,000.

Subsequent to December 10, 2007 end prior to December 31, 2007, we received a pro-rata distribution of underlying securities in

the Fund ns described above of $14,382,000 to a separate investment management nccount (“IMA™) and cash redemptions of
principal totaling $4,665,800. Prior to December 31, 2007, realized losses on the distribution and redemption of securities and
cash amounted to $236,000. At December 31, 2007, the fair market value of our investment in the Fund was estimated fo be
$18,835,000 and the fair market value of our investment in the separate IMA was estimated to be $14.294,000 for a tota} of
$33,129,000. Unrenlized losses measured as the difference between fair market value and our original investment, at cost,
amounted to $329,000 and was reflected as n component of stockholder's equity at December 31, 2007.

A declime in the market value of any available-for-sale security below cost that is desmed to be otber-than-temporary results
in an impairment to reduce the corrying amount to fair value. The impairment is charged 1o operations and a new cost basis for
tbe sccurity is established. To determine whether an impairment is other-than-temporary, we consider whether we have the
ability and intent to hold the investment until & market price recovery and coosider whether evidence indicating the cost of the
investment is recoverable outweighs evidence to the contrary, Evidence considered in this assessment includes the reasons for
the impairment, the severity and duration of the impaiment, chaoges in value subsequent to a reporting date and forecasted
performance of the investment. 1n 2008, we concluded there was an other-than-temporary impairment of the Fund and the IMA
totaling $2,065,000 which we charged to operations.

For the year ended December 31, 2008, we received cash redemptions of principal from the Fund ond IMA totaling
$23,031,000. Exclusive of the other-than-temporary impairment charges of $2,065,000, realized losses amounted to $410,000,
which were eharged to operations. At December 31, 2008, the fair market value of our investment in the Fund was estimated to
be $4,000,000 and the fair market value of our investment in the separate IMA was estimated to be $3,953,000 for an aggregate
fair value of $7,953,000 and a revised cost basis of the same amount. Subseguent to year-end, we received cash redemptions of
principal of $707,000 from the Fund and $865,000 from the IMA.

We are in regular communication with the manager of the Fund and the IMA in order to monitor the ned asset value and the
expected cash redemption dates based upon the manager’s liguidation strategy, Cash redemptions are estimated by the Fund
manager to occur periodically over the next two years. Interest continues to accrue and is paid to us each month into our
regular bank account. There may be further declines in the value of our investments in the Fund and the IMA, To the extent
that we determine there is a further decline in the fair market value based on up-to-date information provided to us by the Fund
manager, we may recognize additional losses in future periods,

NOTE 7. FAIR VALUE MEASUREMENTS

The carrying amounts of cash and cash equivalents, accounts receivable and accounts payable approximate fair value due to
their short-term nature. We estimate the fair values of other financial instruments using quoted market prices and discounted
cash flow techniques. At December 31, 2008 and 2007, therc were no material differences between the carrying amounts and fair
values of our financial instruments,

Effective January 1, 2008, the Company adopted SFAS 157, which defines Fair value as the exchange price that would be
received for an asset or paid fo transfer a liability (an exit price) in the principal or most advantageous market for the assat or
linbility in an orderly transection between market participants at the measurement date. SFAS 157 establishes a three-level] fair
value hierarchy that prioritizes the inputs used to messure fair value. This bierarchy requires entities to maximize the use of
observable inputs and minimize the use of unobservable inputs, The three levels of inputs used to measure fair value are as
follows:

Level | — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than quoted prices included in Lavel 1, suck as quoted prices for similar assets and
liabilities in active markets; quoted prices for identical or similar assets and Jiabilities in markets ihat ere not active; or
other inputs that are observable or can be corroborated by observable market data,
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Level 3 — Unobservable inputs that are supported by little or ro market activity and that are significant to the fair value
of the assets or liabilities. This includes certain pricing models, discounted cash flow methodologies and similar
techniques that use significant unobservable inputs.

The Company's adoption of SFAS 157 did not have an impaet on our financial position or results of operations. The
Company has segregated all financial assets and liabilitics that are measured ot fair value on o recwrring basis (ot least annually)
into the most appropriate level within the fair value bierarchy based on the inputs used to determine the fair value at the
mcasurement date in the lable below. FASB Staff Position FAS 157-2 delayed the effective date for all nonfinancial assets and
liabilities until January 1, 2009, except those that are recognized or disclosed at fair value in the financial statements on a

recurring basis.

Effective January 1, 2008, the Company sdopted SFAS No. 159, which provides entities the option to measure many financiel
instruments and certain other iterns at fair value. Entities that choose the fair value option will recognize unrealized gaing and
losses on items for which the fair value option was elected in earnings at each subsequent reporting date. The Company has
currently chosen not to elect the fair value option for any items that are not already required to be measured ai fair value.

Asscts measured at fair volue 00 a recurring basis are summarized below {in thousands):

Fair Value Measurements at December 31, 2008 Using

Quoted Prices in Significant Other Significant

" Active Markets Observable Unobservable

for Identical Inputs Inputs
Assets

Description Total (Level 1) (Level 2) (Level 3}

Common stock of other

REITs $ 179 $ 17,293 3 — 1 —
NHC convertible preferred
stock 1,348 1,348 —_ —
Enhanced cash funds 7,953 — — 7,953
Total Marketable
Securities £ 26,504 § 18,641 M — $ 7953

Common and Convertible Preferred Stock = The fair value of our common and convertible preferred stock investments are
derived using quoted market prices of identical securities or other observable inputs sucb as troding prices of identical
securities in active markets.

Enhanced Cash Funds — The fair values of our enhanced cash funds, which are comprised of our investments in the
Columbia Strategic Cash Fund and a separate Invesiment Management Account, were determined by third-party pricing
vendors using cerlain significant inputs (e.g. yield curves, spreads, prepayments and volatilities) that are unobservable. These
securities are valued primarily using broker pricing models that incorporate transaction details such as contractuc! terms,
maturity, timing and amount of future cash flows, as well as assumptions about liquidity,

The following table presents a reconciliation of Level 3 nssets measured at fair value on o recurring basis ot December 31,
2008. Ourinveslment in enhanced cash funds was transferred from Level 2 to Level 3 due to a lnck of eurrent observable market
activity, during the fourth quarter of 2008,

Tolal Period Losses
Included in Eamings
Attributable to the

Fair Purchases, Fair Change in Unrealized
Value Transfers Realized Issuances Value at Losses Relating 1o
Beginning Inio Losses and and End of Assets Held at End of
(in thousands) of Year Level 3 Impairments Setilements Year Year
Description
Columbia .
Strategic Cash 5 5 s )
Fund -_ 18,835 ($1,239) ($13,598) 4,000 (241}
Investment
Mnnagement
Account — 14,294 {906) (9,435) 3,953 (B9}
Total
Enhanced
Cash b3 3 3 $
Funds — 33,129 ($2,145) {£23,031) 7.953 (330}
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Gains and losses {realized and unrealized} included in eamihgs for the year ended December 31, 2008 are reported as non-
aperating revenues as follows:
Non-Operating

Revenues
Tota) losses included in earnings {82,145
Change in Unrealized Losses Relating to Assets Held at End of Year {§330)
NOTE 8. NOTES AND BONDS PAYABLE
Debt consists of the following at December 31, 2008 and 2007 {in thousands):
Weighted
Average Final Principal Amouont
Interest Rate Maturities 2008 2007
First mortgage revenue bonds, principal
payable Variable, 1.9% 2009102014  § 3,987 '3 5
in periodic installments, interest payable
manthly
Senior notes, principal and interest Variable 2008 — 3,201
payable guarierly
3 3,987 $ 9,512

On August 1, 2008, we paid off in cash one of our first mortgage revenue bonds of $538,000. The bonds were to have
matured on November 1, 2010. There were no penalties or other fees related to paying off the bonds early.

At December 31, 2008, NHI had first mortgage revenue bonds payable of $3,987,000 collateralized by deeds-of-trust on four
nursing facilities, The debt bears interest at variable mtes (1.3% to 2.5% at December 31, 2008) with maturities from 2009 to 2014,
Subsequent to year-end, first mortgage bonds having a balance of $1,225,000 were paid in full.

The nggregate principal maturities of all debt as of December 3, 2008 are as fallows:

2009 5 1,392,000
2010 1,615,000
2011 230,000
2012 240,000
2013 250,000
Thereafler 260,000
5 3,987,000

NOTE 9. COMMITMENTS AND CONTINGENCIES

At December 31, 2008 we had no pending commitments to fund health care real estate projects. We currently have sufficient
liquidity to finance new investments and to repay borrowings at or prior to maturity.

At December 31, 2008, we believe that we have operated our business so as to qualify as a REIT under Scction 856 through
860 of the Code, and we intend to continue to operate in such a manner, but no assurance can be given that we will be able to
qualify at all times. If we qualify as a REIT, we will generally not be subject to federal corporate income taxes on our net income
that is currently distributed to our stockholders. This treatment substantialty eliminates the “double 1axation” (at the carporate
and stockholder levels) that typically applies to corporate dividends. Our failure to continue to qualify under the applicable
REIT rules and regulations would cause us to owe state and federal income taxes and would have a material adverse impact on
our financial position, results of operations and cash flows.

The health care facilities in which we have investments of loans or leases are subject to claims and suits in tbe ordinary
coursc of business. Qur lessees and morigagees have indernnified and will tontinue 10 indemnify us against all liabilities arising
from the operation of the kealth care facilities and will indemnify us against environmental or title problems affecting the real
estate underlying such facilities. While there may be lawsuits pending apainst certain of the owners and/or lessees of the
health care [acilities, management believes that the ultimate resolution of any pending proceedings would have no material
adverse effect on our financiat position, operntions and cash flows.
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On December 31, 1999, NHI acquired six Florida propertics from the Chapter 11 bankruptcy trustee for York Hannover
Nursing Centers, Inc. On January 1, 2000, NHI sold those properties to Care Foundation of America, Inc., 8 newly-formed
Tennessee nonprofit corporation (“CFA™) for $32.7 million, with NHI financing 100% of the purchase price and the debt having
an origina} maturity date of July §, 2001. The maturity date of the debt was subsequently extended several times over the years,
with the most recent exiension making the balance of $22,936,000 due December 31, 2008. NHI received notice that on December
30, 2008, CFA filed for Chapter 11 bankruptsy in the U.S, District Court for the Middle District of Teanessee (Case No. 08-12367).
On January 2, 2009, CFA filed an ndversary proceeding complaint against NHI in the bankruptey case. NHI had previously
disclosed in our most recent Form 10-Q that CFA had threatened to file such a lawsuit. CFA's complaint alleges that NHI
exercised total dominion and control over CFA's board of directors from 1999 until sometime in 2008 and (hat NHI used that
control 1o cause CFA to buy and finance the six Florida homes on terms Lhat were not fair to CFA. CFA also alleges that these
transactions constituted “excess benefit transactions™ as defined in Section 4958 of the Internal Revenue Code. As part of its
complaint, CFA seeks a declaratory judgment and asserts claims for breach of fiduciary duty, fraud, conversion, and unjust
corichment. CFA clnims that it has sustained compensatory and punitive damages in excess of $25 million. NHI adamantly
denies CFA’s claims and intends to vigorously defend against CFA’s complaint. Anunfavorable oulcome in such litigation or
in IRS proceedings arising from CFA's claims could bave a material adverse effect on NHI's consolidated financiat position,
results of operations or cash flows.

NHI has also been served with o Civil Investigative Demand by the Office of the Tennessee Attorocy General, which has
indicated it is investigating transactions between NHI and three separate Tennessee nonprofit corporations, including CFA. At
this time, NHI does not know whether the Tennessee Attorney General’s office will commence any legal proceedings or, if so,
what relief will be sought. :

NOTE 10. LIMITS ON COMMON STOCK OWNERSHIP

The Company’s Charter contains certain provisions which are designed to ensure that the Company’s status as a rea estate
investment trust is protecied for federal incame tax purposes. One of such provisions prohibits any stockholder from owning,
cither directly or indirectly pursnant to certain tex atiribution rules, more than 9.9% of the Company's stock. in 1991, the Board
created an exception to this ownership limitation for Dr. Cerl E. Adams, his spouse, Jennie Mae Adams, and their lineal
descendants. Effective May 12, 2008, we entered into Excepted Holder Agresments with W. Andrew Adams and certain
members of his family. These written agreements are intended to restate and replace the parties’ prior verbal agreement. These
agreements were entered into in connection with the Company’s recent stock purchase program pursuant to which the
Company announced that it would purchase up to 1,000,000 shares of its common stock in the public market from its
stockholders,

A scparate agreement was entered into with each of the spouse and children of Dr. Cari E. Adams and others within Mr. W.
Andrew Adams® family. We needed to enter into such an agreement with each family member because of the complicated
ownership attribution rules under the Code. The Agreement permits the Excepted Holders to own stock in excess of 9.9% up to
the limit specifically provided in the individual agreement and not losc rights with respect to such shares. However, if the
stockholder's stock ownership exceeds the limit then such shares in excess of the limit become “Excess Stock™ and lose voting
rights and entitlement to receive dividends. The Excess Stock classification remains in place until the stockholder no ionger
excecds the threshold limit specified in the Agreement. The purpose of these agreements i5 to ensure that the Company does
not violate the prohibition against a real estate investment trust being closely held.

W, Andrew Adams’ Excess Holder Agreement also provides that be will not own shares of stock in any tenant of the
Company if such ownership would cause the Company to constructively own more than a 9.9% interest in such tenant. Again,
this prohibition is designed to protcet the Company's status as n real estate investment trust for tax purposes.

NOTE 11, STOCK-BASED COMPENSATION

Effective January i, 2006, we adopted FASE No. 123(R), “Share-Based Payment” (“SFAS 123(R)"), using the modified
prospective application transition method, Undcr this methad, compensation cost is recognized, beginning Janvary 1, 2006,
based on the requirements of SFAS 123(R) for all sbare-based payments granted afler the effective date, and based on
Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation” (*SFAS 123"), for all
awards granted to employees prior {o January 1, 2006 that remained unvested on the effective date.

The 1997 and 2005 Share-Based Compensation Plans

The Compensation Committee of the Board of Dircctors (“the Committee™) has the authority to select the participants ta be
granted options; to designate whether the option granted is an incentive stock option (“I50"™), a non-qualified option, or a stock

54




appreciation right; fo establish the number of shares of common steck that may be issued upon cxercise of the option; to
establish the vesting provisien for any award; and to establish the term any awerd may be outstanding. The exercise price of
any ISO's granted will not be less than 100% of the fair market value of tbe shares of common stock on the date granted and the
term of an ISO may not be any more than ten years. The exercise pricc of any non-qualified options granted will not be less than
100% of the fair market value of the shares of common stock on the date granted unless so determined by the Committee.

In May 2005, our stockholders approved the 2005 Plan pursuant to which 1,500,000 shares of our common stock were
available to grant as share-based payments to employees, officers, directors or consultants. As of December 31, 2008, 1,353,967
shares are nvailable for future grants under the 2005 plan. The individual restricted stock and option grant awards vest over
periods up to five years. The term of the optiens outstanding under the 2003 Plan is five years from the date of grant.

The 1997 Plan provides for the granting of options te key employees and directors of NHI to purchase shares of common
stock at a price no less than the market value of the stock on the date the option is granted. As of Dccernber 31, 2008, no shares
are available for future grants under this plan. The term of the options outstanding under the 1997 Plan is five vears from the
date of the grant.

Under FAS 123(R), compensation expense is recognized only for the awards that ultimately vest. Accordingly, forfeitures
that were not expected have resulted in the reversal of previously recorded compensation expense. The compensation expense
({income) reported for share-based compensation rclated to the 2005 Plan and the 1997 Plan totaled $7,000, $543,000 and $515,000
for the years ended December 31, 2008, 2007 and 2006, respectively, consisting of ($138,000), $327,000 and $345,000 for restricted
stock and $145,000, $216,000 and $174,000 for stock opfions which is included in general and administrative expense in the
Consolidated Statemenis of Income.

Determining Fair Value Under SFAS No. 123(R)

The fair value of each option award was estimated on the grant date using the Black-Scholes option valuation model with the
weighted average assumptions indicated in the following table. Generally, awards are subject to cliff vesting. Each grant is
valued as a single award with an expecied term based upon expected employee end termination behavior. Compensation cost is
recognized on the graded vesting method over the requisite service period for each separately vesting tranche of the award as
though the award were, in substance, multiple awards. The expected volatility is derived using daily historical data for periods
preceding the date of grant. The risk-free interest rate is the approximate yield on the United States Treasury Strips having o life
equal to the expected option life on the date of grant. The expected life is an estimate of the number of years an option will be
held before it is exercised.

Stack Options

The weighted avernge fair value per share of options granted was $2.53, $2.59 and $1.95 for 2008, 2007 and 2006, respectively.
The fair volue of each grant is estimated on the date of grant using the Black-Scholes option-pricing model with the following
weighted average assumptions used for grants in 2008, 2007, and 2006:

_ 2008 2007 2006
Dividend yield B.08% 8.32% 8.71%
Expected volatility 24.91% 20.42% 2193%
Expected lives 2.5 years 2.5 years 2.7 years
Risk-free interest rate 239% 4.64% 4.83%
Expected forfeiture rate 0.00% 0.00% 0.00%
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Stock Option Activity

The following table summarizes option activity:

Weighted
Averge Apgrepate
Weighted
Number Average Remaining Intrinsic Value
Contractual Lile (in
of Shares Exercise Price (Yearsy thousands)
Qutsianding December 31, 2005 135,000 $23.50
Options granted under 2005
Plan 86,000 25.32
Options granted under 1997
Plan 60,000 2379
Options excrcised under 1397
Plan (15,000) 2379
Outstanding December 31, 2006 266,000 24,14
Options granted under 1997
Plan 51,800 1425
Options granted under 2005
Plan 2,200 3425
Quisianding December 31, 2007 326,000 26.00
Options granted under 1997
Plan 14,450 30.30
Options granted under 2005
Plan 80,550 29.64
Options exercised under 1997
Plan (139,817) 23.40
Options exercised under 2005
Pian (60,848) 26.24
Options forfeited under 1997
Plan (14,450} 34.25
Options forfeited under 2005
Plan (46217 2809
Outstanding Decernber 31, 2008 159,668 $29.03 3.000 5 256
Exercisable December 31, 2008 120,000 $29.73 2885
Remaining
Grant Options Exercise Contractual
Date Outstanding Price Life in Years
4/20/04 15,000 52350 0333
573/05 15,000 26,78 1333
511106 3,668 23.62 2.250
512106 15,000 .79 1333
21/06 15,000 24,50 1.583
5167 45,000 34.25 347
24408 21,000 19,14 4.083
4/29/08 30,000 30,30 4417
159,668 3.000

The weighted average remaining contractual life of all options outstanding at December 31, 2008 is 3 years. Including
outstanding stock options, our stockholders have authorized an additionel 1,5t3,635 shares of common stock that may be
issued under the sharc-based poyments plans.

At December 31, 2008, there were ouistanding unvested options to purchase 39,668 shares with n weighted average grant
dale fair value of $2.18 per share. As of December 31, 2008, we had $35,000 of total unrecognized compensation cost refated (o
unvested options, net of expected forfeitures, which is expecied ta be recognized over the following periods: 2009-821,000; 2010-
$10,000; and 2011-54,000.

The closing market price of our common stock 0t December 31, 2008 was $27.43 per share. The intrinsic value of total options

outstanding at December 31, 2008 was §1.60 per share or $256,000. The intrinsic value of oplions exercisable at December 31,
2008 was $2.30 per share or $276,000.
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Restricted Stock Activity

The following table summarizes restricted stock pctivity:

| Weighted
| Average
Remaining Agpregale
Weighted
Number Average Vesting Period Intrinsic Value
| of Shares Grant Price (Years) (in thousands}
: Restricted Stock granted in
I 2006 under 2005 Plan and -

Mon-vested at December 31,

5 2006 53,000 $ 2596 — -_
i Vested during the period (4300) n/a — $ 120

Non-vested at December 31,

2007 48,700 nfa 1646 $1,359
| Vested during the period (12,1715 /a — —
E Restricted Stock granted in
i 2008 under 2005 Plan 25,000 29.24 -— —
f Restricted Stock forfeited in
; 2008 under 2005 Plan (54,500} n/a — —
: Non-vested at December 31,

; 2008 7,025 n/a 1511 s 1.
Remaining,
Grant Shares Grant Vesting
Date Non-vested Price Period
572006 2025 $21.62 1.333
2/4108 5,000 520,24 1583

7025

The weighted average remaining vesting period of all restricted shares outstanding at December 31, 2008 is 1.511 years. The
closing market price of our eommeon stock at December 31, 2008 was $27.43 per share, which is the implied intrinsic value of the
restricted stack.

At Decemnber 31, 2008, we had 388,000 of total unrecognized compensation cost related to unvested restricted stock issued
which is expected to be recognized aver the fallowing periods: 2009-$52,000; 2010-$25,000; 2011-$10,000; and 2012-31,000.

NOTE 12, SUPPLEMENTAL CASH FLOW INFORMATION
Cash payments for interest on our debt obligations were $351,000, $7,860,000 and §7,368,000 (or the years ended December 31,
2008, 2007 and 2006, respectively.

required to be consolidated into our consolidated financial statements under the requirements of SFAS 66 since they did nat
meet the accounting criteria for recognition of a sale for financial reporting purposes. Amounts increased (decreased) as

follows:

(in thousands})

As of Decemnber 31, 2007
Morigage notes receivable, net $ 66319
Real estate properties, net . (36,857)
Accounts receivable, net (0176
Deferred costs and other assets (13,310)
Accounis payable and other accrued expenses (17,072)

|
As described in Note 3, on Decemher 31, 2007, we recarded the previous sale of 16 facilities that were, prior to that time,
]
]
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NOTE 13. EARNINGS PER SHARE

Basic earnings per common share are based on the weighted average number of common shares outstanding during the
reporting period. Diluted earnings per comman share assume the exercise of stock options and vesting of restricted shares
using the weasury stock method. The following toble summarizes the average number of common shares and the net income
used in the caleulation of basic and diluted eamings per share (in thousands, except share and per share amounts):

Year Ended December 31, 1008 2007 2006
BASIC:
Weighted average common shares outstanding 27,706,106 27,703 464 27,744,868
Income from continuing cperations available
tn common slockholders 5 55451 § 78,959 5 38,685

Discontinued operations 2,059 17476 10,543
Net income availzble to common stockholders s 57,510 $ 96,435 $ 69,228
Income from continuing operations per

commeon share s 2.00 H 285 1 112
Discontinued operations per common share .08 53 38
Net income per commeon share s 2.08 s 3.48 [3 2.50
DILUTED:
Weighted average commoo shares 27,706,106 21,103,464 17,744,868
Stock options 18,485 53,954 28,415
Restricted stock shares 7,360 21,444 5,481
Average dilutive cammon shares outstanding 27,731,951 17,781,862 27,778,764
Income from continuing operations

available to common stockholders s 55,451 $ 78,959 s 558,685

Discontinued operations 2,059 17,475 10,543
Net income available 1o common stockholders [ 57,510 3 96,435 3 $69,228
Income from continuing operations per

comman share 5 2.00 H .84 H 211
Discontinued operations per common share 07 63 38

Net income per common share 5 .07 g 347 s 249

Incremental shares excluded since anti-dilutive:
Stock optians 11,469 4,935 50,000

In accordance with FASH Statement No. 128, “Earnings per Share”, the above incremental shares were excluded from the
computation of diluted eamnings per share since inclusion of these incremental shares in the caleulation would have been anti-
dilutive.

NOTE 14. COMMON STOCK DIVIDENDS (Uraudited)

Dividend payments per share to cammeon stoekholders are characterized for 2008 individual tax purposes as foflows:

Taxable as Taxable as Retumn

Ordinary Capital of
Dividend Payment Date Income Gain Capital Totals
May 4, 2008 $ 5818 $ 036423 $.010294 5 63
August 8, 2008 503283 036423 010294 A5
November 10, 2008 503282 036423 010295 55
Jemuary 30, 2008 643282 036422 010296 69

$ 223313 $ 145601 $.041179 $ 2,42

(1) Declared for stockholders of record December 31, 2068




NOTE I5. RELATIONSHIP WITH NATIONAL HEALTHCARE CORPORATION
Leases

Major lease customer - Of the 123 health care facilities in which we have investments, 41 facilities are currently leased under
operating leases to NHC, a publicly-held company and our largest customer. Our rental income in 2008 was $53,339,000
($33,700,000 from NHC); in 2007 was $30,850,000 (333,700,000 from NHC); and in 2006 was $45,789,000 ($31,309,000 from NHC).

Initial fease - On October 17, 1991, concurrent with NHC's conveyance of 43 properties to us, we leased to NHC 40 long-term
care facilities and 3 retirement centers. Each lease was for an initial term expiring December 31, 2001, with two additional five-
year renewal terms ai the option of NHC, assuming no defaults. During 2000, NHC exercised its option to extend the lease term
for the first five-year renewal term under the same terms and conditions ag the initial term. Ench lease with WHC is & "triple net
lease" under which NHC is responsible for paying all taxes, utilities, insurance premium costs, repairs and other charges relating
to the ownership of the facilities. NHC is obligated at its expense to maintain adequate insurance on the facilities' assets.

During the initial term and the first renewal term which ended on December 31, 2006, NHC was abligated to pay annual base
rent on all 41 facilities of $15,238,000. The leases alse obligated NHC to pay as debt service rent all payments of interest and
principal due under each morigage to which the conveyance of the facilities was subject. Payments for debt previously
serviced were required for the shorter of the remaining life of the mortgage or lease term.

In addition to hase rent and debt service rent, NHC paid percentage rent to us equal to 3% of the increase in the gross
revenue of each facility through December 31, 2006. Effective January 1, 2000, we smended our lease agreements with NHC to
pravide for the calculation of percentage rent based on quarterly revenue increases rather than annual revenue increases, We
recognized $4,829,000 of percentage rent from NHC during 2006.

Lease.amendment and exiension - On December 27, 2005, under an amendment to the master lease, NHC exercised its option
to extend the existing lease on 41 properties for the sccond renrewal term. ‘The lease was scheduled to expire on Decerber 31,
2006 unless extended by NHC. The terms of the existing lease remained in place for 2006,

The 41 properties include 4 centers leased to other parties, the lease payments of which are guarenteed to us by NHC under
the Master Lease. The 15 year lease cxtension began January 1, 2007, and includes 3 additional 5-year renewal options, each at
fair rental value of such leased property as negotiated between the parties and determined without including the value
attributable to any improvements to the leased property, voluniarily made by the tenant at its expense. Under the terms of the
lease, base rent for 2007 was $33,700,000 with additional percentage rent being equal to 4% of the increase in the gross revenue
ofeach facility over a 2007 base year. We did not recognize any percentage rent from NHC during 2007 and 2008.

Future minimum lease payments - At December 31, 2008, the future minimum lease payments (excluding percentage rent) to
be received by us under our operating leases with NHC and other lessees are as follows:

NHC Others Total
2009 £ 33,700,000 $ 17,264,000 % 50,964,000
1010 33,700,000 $12,533,000 46,233,000
2011 33,700,000 $10,627,000 44,327,000
2012 33,700,000 $ 7,339,000 41,039,000
2013 133,700,000 $ 5,464,000 39,164,000
Thereafter 5 269,600,000 § 17,462,000 3 287,062,000

Advisory Agreements

Management Advisory Source, LLC - We determined that it was in our best interest to accentuate our independence from
NHC, our largest tenant. Therefore, effective November 1, 2004, we assigned our Advisory Agreement with NHC (described
below) to a new company, MAS, formed by our President, Chief Executive Officer and Board Chairman, W, Andrew Adams. We
have no ownership in MAS.

Under the Advisory Agreement, we engaged MAS to use its best efforts (a) to present to us a continuing and suitable

investment program consistent with our investment policies adopted by the Board of Directors from time to time; (b) to manage
our day-to-day affairs and operations; and (¢} to provide administrative services and facilities appropriate for such management.
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Accordingly, MAS was subject to the supervision of and policies established by our Board of Directors. From November 1,
2004 to October i, 2006, MAS outsourced non-managerial functions of the Advisory Agreement such as payroll processing,
accounting, treasury nnd the like to NHC. Effective October 1, 2006, MAS began to provide these scrvices.

The Advisory Agreement provided that without regard to the amount of compensation received by the Adviser under the
Advisory Agreement, the Advisor was to pay all expenses in performing its obligations including the employment expenses of
the personnel providing services to us. The Advisory Agreement further provided that we pay the expenses incurred with
respect to and allocable 1o the prudent operation and business of NHI including any fees, salaries and other employment costs,
taxes and expenses paid to our directors, officers and employees who are not also employees of the Advisor. The Advisory
Agreement provided that MAS was entitled to annual compensation which was calculated on a formule related to the increase
in funds from operations per common share (as defined in the Advisory Agreement).

On December 3, 2007, we elected to become a seff-managed REIT with our own management reporting directly to the Board of
Directors. We notified MAS of our intent to ierminate the Advisory Agreement effective March 31, 2008, On January 29, 2008,
we received notice from Mr. Adams that he intended to resign as President of NHI. Under an agreement with our Board of
Directors, he will continue to serve as President until March 18, 2009 at which time Justin Hutchens will assume the positions of
President and Chief Operating Officer. It is anticipated that Mr. Adams will emain with us as Chief Executive Officer and
Chairman of the Board of Directors. During the first threc months of 2008, the expense recorded under the Advisory Agreement
was $862,000. Qur expense under a censulting agreement for Mr. Adams to conlinue to serve as President and Chief Executive
Officer alter March 31, 2008 was $900,000 through December 31, 2008, The expense recorded under the Advisory Agreement
wase §3,625,000 and $3,499,000 for 2007 and 2005, respectively.

NHC - We entered inta the Advisory Agreement on Octaber 17, 1991 with NHC es "Advisor" under which NHC provided
management and advisory services to us through Nevember 1, 2004, The Advisory Agreement was initially for a stated term
which expired December 31, 1997, Thereafter, the Advisory Agreement was on a year-to-year term, but terminable on 90 days
notice and terminable for cause a1 any time. For 1993 and later years, the Advisor was entitled to annual compensation which
was calculated on a formula related o the increase in funds (rom operations per common share (as defined in the Advisory
Agreement),

The Advisory Agreement was initially for a stated term which expired December 31, 1997. Since then, the Agreement was on
a year-to-year term, but termineble on 90 days notice and terminable for cause at any time, For 1993 end later years, the Advisor
was entitled to annual compensation which was calculated on a formula related to the increase in funds from operations per
common share {as defined in the Advisory Agreement).

Pursuant to the Advisory Agreement, the advisor managed all of our day-to-day affairs and provided all such services
through its personnel or contractual agreements. The Advisory Agreement provided that without regard to the amount of
compensation received by the Advisor under the Advisory Agreement, the Advisor pay all expenses in performing its
obligations including the employment expenses of the personnel providing services to us, The Advisory Agreement further
provided thet we pay the cxpenses incurred with respect to and allocable to the prudent operation and business of NHI
including any fees, salaries and other employment costs, taxes and expenses paid to our directors, officers and empleyees who
are not also employees of the Advisor.

Factlity Management Services — Prior to 2008, subsidiaries of NHC managed the former foreclosure propenies for
management fees equal to a weighted average of 5.35% of net revenues of the foreclosure properties. Management fees totaled
$5,022,000, and $4,903,000, for the years ended December 31, 2007 and 2006, respectively.

Ownership of Common Stock - At December 31, 2008, NHC owned 1,630,462 shares of our common stock, At December 31,
2008, we owned 101,800 shares of NHC’s convertible preferred stock.

NOTE 16. DISCONTINUED OPERATIONS

Kansas Facilities - During 2008, we recorded an impairment charge of 51,986,000 related to two Kansas facilities to reduce the
currying value of these facilities to fuir value, less the estimated cost of selling the facility. One of the facilities, located in
Hoisington, Kansas, was sold in November of 2008. We have classified the remaining focility as held for sale in the
consolidated balance sheet and estimate the property will be sold with in the next twelve months. In accordance with SFAS 144,
the facility mects the accounting criteria as being held for sale and the results of its operations have been reported in the current
and prior periods as discontinued operations in the Consolidated Statements of Income. The fair value of the land, buildings
and improvements less the eost to sell is estimated to be $200,000 at December 31, 2008. The loss from discontinued operations
of these facilities for year ended December 31, 2008 was $2,044,000 versus income of $82,000 for the same period in 2007.
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Washington Facilities - In September 2008, we recognized into income for financial and tax purposes $4,121,000 of deferred
credits which existed at the date of sale in 2003 of two nursing home facilities in Washington, At the expiration of the five-year
statute of limitations, management concluded based on advice from counsel that we were legally released from any potential
liability settlements. We expect to recognize into income during mid-2009 an additional amount of $1,500,000 of deferred credits
which will meet the aforementioned criteria.

Foreclosure Properties - As described in Note 3, on December 31, 2007, we recognized the sale of 16 foreclosure properties
and recorded mortgage notes receivable secured by the properties with a carrying value of $66,819,000. The transition resulted
in a net gain on sale and deconsolidation of $12,469,000. The net carrying value of the assets and liabilities deconsolidated was
§54,350,000.

Milwaukee South Healthcare Center - In May 2007, we completed the sale of a facility in Milwaukee, Wisconsin to a third
party and recognized a gain on sale of $669,000. Net cash proceeds were $2,288,000 and the carrying value of the property and
equipment sold was $1,619,000,

Regal and Royal Healthcare - In May 2006, two New Jersey nursing facilitics were sold generating net eash proceeds of
$17,570,000 and a gain recognized of $5,690,000.

Town and Country - In March 2006, we received $5,482,000 in cash from the sale by the current owner of a nursing facility in
Town & Country, Missouri. The carrying amount of this facility was $5,358,000 composed of net realty of $6,520,000, reduced
by net liabilities of $1,162,000, This property was sold in December 2004 to a nat-for-profit entity and we provided 100%
financing. As a result of having received final cash proceeds related to this facility during 2006, we recognized the December
2004 sale of this property and recognized a $124,000 gain.

For 2008, 2007 and 2006, we have reclassified for all periods presented the operations of the facilitics meeting the accounting
criteria as either being sold or held for sale as discontinued operations in accordance with SFAS 144.

Income from discontinued operations is as follows (In thousands, except per share amounis):

Year Ended December 31, 2008 2007 2006
Revenues:
Rental income 5 — 5 822 g OLisM
Facility operating revenue —_ ' 93,383 91,529
— 94,205 92,683
Expenses:
Interest —_ 7 5
Dcpreciation 55 3,558 3,062
Franchise, exeise, and other laxes — — 16
Facility operating expenses 22 86,302 84,262
Impairment of rea! estate assets 1,986 — —
2,063 89,867 87,955
Operating income {logs) ) 2,063 - 4338 4,728
Non-operating income 4,122 — —
Gain on sale of assets -_— 13,138 5814
Total discontinued operations 3 2,059 $ 17476 $ 10,542
Discontinued operations income per common share:
Basic § 08 £ .63 5 38
Dituted b J 3 63 Y 38
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NOTE 17. NON-OPERATING INCOME

Nen-operating incame is outlined in the table below (in thousands):

]

Year Ended December 31, 2008 2007 2006
Dividends § 4,687 3 4654 £ 4,626
Equity in income — investees —_ — 26
Realized gains (losses) on sales of securities {410) 1,029 -
Qther-than-temporary impairment of marketable securities (2,065) — —
Interest income 3,050 1,066 6,889
Gain on settlement of notes receivable _ 468 §H5
Gain on sale of certificate of need 1,298 — —
Other 13 (753} 165

5 6,487 £12,464 512,721

In October 2008, we sold our Certificnte of Need for 124 licensed nursing home beds in Davidson County, Tennessee to a
third party for $1,488,000 in cash. We recognized 2 gain of $1,298,000.




NOTE 18, SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

The following teble sets forth sclected quarterly financial daia for the two most recent fiscal years (in thousands, except per
share amountis).

lsl 2nd. 3rd 4!]1
1008 Cuarter Quarter Quarter Quarter
Net Revenues 5 15359 5 1s,151 5 15610 $ 15774
Non-operating income 1,978 1,785 701 2,023
Income from continning operntions 13,418 14,816 13,460 13,758
Discontinued operations -
Income (toss) from operations -
discontinued {19 (13) 2,491 {351
Net income 5 13,399 5 14,793 5 15,951 5 13,37
Earnings (loss) per share:
Basic:
Income from continuing operations § Ll s 53 5 48 s 51
Discontinued operations — — 09 {.01)
Net income per common share 5 48 $ 53 5 ST 3 50
Diluted:
Income from continuing operations 13 48 5 53 M 48 H St
Discontinued operations — — 09 .02)
Net income 3 48 s 53 5 ST 3 .49
5 znd er 4t
2007 uarter {Juarter uarter uarter
Net Revenues 5 15399 5 16,156 5 15589 15014
Non-operating income 1,470 2,984 2,556 3454
Income from continuing operations 14,592 13,094 35,437 15,836
Discontinued operations -
Income from operations -
discontinued 889 1,218 1,101 1,130
Met gain on dispositions and
deconsolidation — 669 — 12,469
Net income § 15481 § 149381 § 36,538 § 29435
Eamings per share;
Basic:
Income from continuing operations s 53 H 47 $ 128 H 57
Discontioued operations 03 .07 .04 49
Net income per common share H .56 ] 54 $ 1.32 ] 1.06
Diluted:
Income from continuing operations s 53 $ A7 $ 127 b 57
Discontinued operations .03 .07 04 49
Net income S 56 B 54 $ 131 § 1.06

Certain quarterly financial information shown above differs from amounts previously reported in the Forms 10-Q and Form 10-
K for those periods due to reclnssifications to retrospectively reflect the dispositions of certain facilities as discontinued
operatigns for all periods presented.

63




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
ITEM 9A. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures - Based on theie evaiuation as of December 31, 2008, the CEO and
principal accounting officer of the Company have concluded that our disclosure controls and procedures {as defined in Rules
13e-15(c) and 15d-15(¢) under the Securities Exchange Act of 1934, as amended) were effective to ensure that the information
required to be disclosed by us in this Annual Report on Form 10-K was recorded, processed, summarized and reported within
the time periods specified in the SEC's rules and instructions for Form 10-K. No change in our internal control over financial
reporting occurred during our last fiscal quarter that materially affected, or is reasonably likely to affect, our internal control over
financial reporiing.




MANAGEMENT'S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of National Health Investors, Inc. (the “Company”) is responsible for establishing and maintaining
adequate internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act
of 1934, The Company’s internal control over finencial reporting is designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purpescs in accordance with generatly
accepted accounting principles. The Company’s internal control over financial reporting includes those policies and procedures
that: (i) pertain to the maintenance of records that, in reasonable detnil, accurately and fairly reflect the tramsactions and
dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with accounting principles generally nccepted in the United States of
America, and thai receipts and expenditures of the Company are being made only in accordance with authorizations of
management and directors of the Company; and (jii) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use or disposition of the Company's assets that could have a material effect on the financial
statements.

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

Management assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 2008
using the criteria st forth by the Committce of Sponsoring Organizations of the Treadway Commission (COSO) in Intemal
Control-Integrated Framework, Based on thal assessment, management concluded that the Company's internal control over
financial reporting was effective as of December 31, 2008. The Company's independent registcred public accounting firm, BDO
Seidman, LLP, has issued an attestation report on the effectiveness of the Company’s internal control aver financial reporting
included herein,
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REFPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
National Health Investors, Inc,
Murfreesboro, Tennessee

We have audited National Health Investors, Inc.'s internal control over financial reporting as of December 31, 2008, based on
criteria established in Internal Centrol — Integrated Framework issued by the Committee of Spansoring Organizations of the
Treadway Commission (the COSO criteria). National Health Investors, Inc's management is responsible for maintaining effective
internal contral over financial reporting and for its assessment of the effectiveness of internal control over financial reporting,
included in the necompanying Item 9A, Management's Annual Report on Internat Control Over Finaocial Reporting. Our
responsibility is to express an opinion on the company*s internal control over financie] reporting based on our audit.

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

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

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

In owr opinion, National Heslth Investors, Inc. maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2008, based on the COSO criteria.

We also have nudited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheets of National Health Investors, Jnc. as of December 31, 2008 and 2007, and the related
consolidated statements of income, stockhalders’ equity, and cash flows for each of the three years in the period ended
Decemnber 31, 2008 and our report dated February 23, 2009 expressed an unqualified opinion thereon.

Js/ BDO Seidman, LLP

Nashville, Tennessee
February 23, 2009




PART III
ITEM 0. DTRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

We have filed with the New York Stock Exchange (“NYSE"} the Annual CEQ Certification regarding the Company's
compliance with the NYSE's Corporate Governance listing standards as required by Section 303A.12(a) of the NYSE Listed
Company Manval. Additionally, we¢ have filed as exhibits to this annual report on Form 10-K for the year ended December 31,
2008, the applicable certifications of our Chief Executive Officer and our Chief Accounting Officer as required under Section 302
of the Sarbanes-Oxley Act of 2002.

Incorporated by reference from the information in our proxy statement for the 2009 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year to which this report relates.

iTEM 11, EXECUTIVE COMPENSATION.

Incorporated by reference from the information in our proxy statement for the 2009 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year to which this report relates.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDERS MATTERS.

Incorporated by reference from the information in our proxy siatement for the 2009 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year to which this report relates.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Incorporated by reference from the information in our proxy statement for the 2009 annual meeting of stockholders, which we
will file within 120 days of the end of the fiscal year 1o which this report relates,

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Incorporated by reference from the information in our definitive proxy statement for the NHI 2009 annual meeting of
stockholders, which we will file within 120 deys of the end of the fiscal year to which this report relates.

PARTIV

'ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.

(2) (1} Financial Stztements
The Consolidated Financial Statements are included in Item 8 and are filed as part of this report.
(2) Financial Statement Schedules

The Financial Statement Schedules and Report of Independent Registercd Public Accounting Firm on Financial
Staternent Schedules are listed in Exhibit 13,

(3)  Exhibits

Exhibits required as part of this report are listed in the Exhibit Index.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15{(d) of the Securities Exchange Act of 1934, the Registrant has duly caused

this report fo be signed on its behalf by the undersigned, thereunte duly authorized.

Date: February 24, 2009

NATIONAL HEALTH INVESTORS, INC.

BY: /s/ W. Andrew Adams

W, Andrew Adams
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following

persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature

Title

Date

/s/ W. Andrew Adams
W. Andrew Adams

/s/ Roger B Hopkins
Roger R. Hopkins

/s/ Robert A. McCabe. Jr.

A L e e

Roberi A. McCabe, Jr.

/s/ Robert T. Webb
Robert T. Webb

s/ Texh H. Welch
Ted H. Welch

Chairman of the Board and
Chief Executive Officer
(Principal Executive Officer)

Chief Accounting Officer

(Principal Accounting Officer)

Director

Director

Director
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February 24, 2009
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xhibit No.

NATIONAL HEALTH INVESTORS, INC.

FORM 10-K FOR THE FISCAL YEAR ENDED DECEMBER 31, 2008

EXHIBIT INDEX

Description

Page No. or Location

3.

32

4.1

10.3

10.4

105

10.6

10.7

108

|
Articles of Incorporation

Bylaws

Form of Common Stock Certificate

Mouterial Cantracis

Amendment No. § to Master Agreement to Lease dated
December 17, 2005, effective January 1, 2007,

Advisory, Administrative Services and Facilities Agreement
between National Health Investors, Inc. and Management
Advisory

Source, LLC dated November 1, 2004

1997 Stock Option Plan

2005 Stock Option Plan

Excepled Holder Agreement — W. Andrew Adams
Form of Excepted Holder Agreements —

Parties other than W, Andrew Adams

Consulting Agreement with W. Andrew Adams
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Incorporated by reference
to Exhibit 3.1 to Form S-11
Registration Statement
No. 3341863

Incorpaorated by reference
to Exhibit 3.2 to Form §-11
Registration Statement
No. 33-41863

Incorporated by reference
to Exhibit 39 to Form §-11
Registration Statement
No. 3341863

Incorporated by reference

to Exhibits 10.1 thru

10.9 to Form $-4 Repistration
Statement No. 3341863

Incorparated by reference
to Exhibit 10.2 to Farm 10-K
dated March 10, 2006

Incorporated by reference
to Exhibit 10.3 1o Form 10-K

dated March 10, 2006
Incorporated by reference

to the 1997 Proxy Statement as
filed

Incorporated by reference
to Exhibit 4.10 to the Company’s

registration statement on Form -8

filed Angust 4, 2005.

Incorporated by reference
1o Exhibit 10.6 to Form 10-K
dated February 24, 2009

Incorporated by reference
to Exhibit 107 to Form 10-K
dated February 24, 2009

Incorporated by reference
1o Exhibit 10.8 to Form 10-K
dated February 24, 2009




13 Financial $tatement Schedules Filed herewith
23.1 Consent of Independent Registered Public Accounting Firm Filed herewith
il Rule 13a-14(g)/15d-14(a} Certification Filed Herewith

of Chief Executive Officer
32 Rule 13a-14(=)/15d-14(a) Certification Filed Herewith

of Principal Accounting Officer

32 Cenification pursuant to 18 U.5.C. Section Filed Herewith
1350 by Chief Executive Officer and
Principal Accounting Officer

)
Section 2: EX-10.6 (EXHIBIT 10.6)
EXHIBIT 10.6
W. ANDREW ADAMS

Excepted Holder Agreement

This Excepted Halder Agreement (“Agreement”) js made and entered into this 29th
day of April, 2008, by and between National Health Investors, Inc., a Maryland corporation

(the “Company™), and W. Andrew Adams (“Adams”).

RECITALS

A. The Company’s curent infention is to enter into a stock purchase program o
buy up to 1 million shares of the Company’s common stock (“Common Stock”) in the public
market from its stockholders,

B. Adams and cerlain members of his “family,” as defined in Section 544(a)(2) of
the Code, currently desire, in the aggregate, to purchase, directly or indirectly, up to 1,200,000
shares of Common Stock in the public market (the “Additional Shares™).

C. To help the Company maintain its status as a REIT, the Company’s Articles of
Incorporation (the “Articles™), impose certain limitations on the ownership of the Company’s
Equity Stock. The Adicles contain a general restriction prohibiting any person from owning
mote than 9.9% of the number of shares of any class of cutstanding Equity Stock of the
Company (the “Ownership Limit").

D. The Company’s Board of Directors is permitted to waive the Ownership Limit
and allow ownership in excess of the Ownership Limit if certain conditions are satisficd.

E. The Company’s Board of Directors desire to amend the Articles in the manner
set forth in Exhibit B (the *“Amended Articles™).

F. The Company’s Board of Directors and Adams desire to formalize, matify,
amend and restate an “Excepled Holder Limit” (herein so called) that has been in existence for
Adams and the children and lineal descendants of Dr. Carl E. Adams and his wife, Jenaie Mae
Adams, since the Company’s inception.

G. Simultaneous with execution of this Agreement, Exceptcd Holder Agrecments
are being entered into with Jennie Mae Adams, Carl Adams, Jr., Fred M. Adams, Robert G.
Adams, A.B. Adams and Joanne A. Coggin, Dorothy Adams, Audrea Adams Brown, William
A. Adams, Jr. and Anthony Adams, and this Agreement is effective when all such agreements
are executed and delivered.




NOW THEREFORE, in consideration of the mutual covenants and agreements
contained herein, and for other good and valuable consideration, the receipt and sufficiency of
which are hereby acknowledged, the parties, intending to be legally bound, hereby agree as
follows:

AGREEMENT

L Representations of Adams.

To induce the Company to enter into this Agreement, Adams represents and warrants
to the Company as follows:

1.1 This Agreement has been duly executed and delivered by Adams, and is a valid
and binding obligation of Adams, enforceable in accordance with its terms;

1.2 The execution and delivery of this Agreement by Adams does not, and will not:
(i} violate or conflict with any agreement, order, injunction, decree, or judgment to which
Adams is a party or by which Adams is bound; or (ji} violate any law, tule or regulation
applicable to Adams;

1.3 No consent, approvel or authorization of, or designation, registration,
declaration or filing with, any povernmental entity or third Person is required on the part of
Adams in connection with the execution or delivery of this Agreement,

1.4 On the date hereof, Adams Beneficially Owns 3,785,256 shares of Common
Stock; and

1.5 Adams does not actally or Constructively Own 10% or more of any tenant of
the Company (or any entity owned or controlled by the Company) listed on Schedule 2.2,

1.6 Wo lincal descendant of Adams is a current excepted holder, except for the
individuals entering into Excepted Holder Agreements simultaneausly herewith.

2, On-Going Covenants of Adams.

Beginning on the date hereof, and during any period that an Excepted Holder Limit
established pursuant to this Agrcement (as subsequently adjusted) remains in effect, Adams
covenants and agrees as follows:

21 Adams will not Beneficially Own tore than twenty percent (20%) of the
number of any outstanding class of stock of the Company (the “Excepted Holder Limit™);
provided, however, if the Company redeems, repurchases or cancels shares of Common Stock,
other than in the Redemption, the effect of which would be to cause Adams fo exceed the
Excepted Holder Limit, Adams’ Excepted Holder Limit shall be increased so that Adams® then
Beneficial Ownership is not ir excess of the new limit; provided, further, that if such increase
would cause the Company to Constructively Own .




moare than a 9.9% interest (within the meaning of Section 856(d)(2)(B) of the Code} in a tenant,
such Exeepted Holder Limit shall be increased only to the extent it would not cause the
Company to have such an ownership interest in a tenant;

22  Adams does not and will nat actually own or Constructively Own an interest in
any tenant of the Company (or & tenant of any entity owned or controlled by the Company)
listed on Schedule 2.2 attached hereto {and the updates thereto which shall be completed
pursuant to Section 5 of this Agreement) (when including tenant stock owned by the Company)
that would cause the Company to Constructively Own more than a 9.9 percent interest (within
the meaning of Section 856(d)(2)(B) of the Code) in such tenant; provided, however, that solely
for purposes of this Section 2.2, a tznant from whom the Company (or any entity owned or
controlled by the Company in whole or in part} derives or is expected to conlinue to derive a
sufficiently small amount of revenue such that, in the opinion of the Board of Directors, rent from
such tenant would not adversely affect the Company’s ahility to qualify as a REIT, shall not he
treated as a tenzant of the Company.

2.3 Adams will not own, actuslly or Beneficially, shares of the Company’s Common
Stock that would violate the Excepted Holder Limit established for Adams pursuant to this
Agreement or that would cause the Company to become “closely held” within the meaning of
Section 856(h) of the Code.

24 Adams aprees that any violation or atiempted violation of Section 2.1 or 2.3 of
this Agreement will automatically causc the shares of Equity Stock that otherwise would result in
the violation to be Excess Stock as such term is defined in the Amended Articles and such
Excess Stock shall be subject to all the terms and limitations set forth in the Amended Articles
with respect to Excess Stock (without regard to any exception duc to an Excepted Holder
Agreement). In the event a violation or attempted violation occurs hefore the Amended Articles
are effective and the shares of Equity Stock that would otherwise result in the viclation are held
by a Person who is not hound by the Amended Asticles so that the Excess Stock provisions of
the Amended.Articles would not be enforceable against such Person, then shares owned by
Adams shall be converted into Excess Stack; provided, however, if the conversion of shares
into Excess Stock under this sentence would not operate to avoid a violation of Section 2.1 and
2.3, then the provisions of the Articles shall govern and be applied assuming that Persons
against wbom the provisions are applied arc not Excepted Holders.

2.5 To minimize damages for breach of Section 2.2 hereof:

(@)  any party hereto who becomes aware of such breach shall promptly
notify the other party in writing of such breach; provided, however, failure to notify of
such breach shall not be a defense against any rights or remedies of any party
hercunder;

(b) the Company shall take all reasonably available actions with respect to
its assels and sources of gross receipls in order to prevent the incurrence of any material
tax liability by the Company, to the extent that the Board of




Directors of the Company determines that such actions are in the best interests of the
Company and its stockholders and will not cause material economic detriment o the
Company and its stockholders; and

(c) the Company shall first forthwith sell any intercst in the tenant which is
then cansing the breach of Section 2.2 hereof, and if such sales do not cure the breach
of Section 2.2 hereof, then Adams shall forthwith sell any interest in such tenant; but
such sales shall be made only to the extent then needed to no longer cause a breach of
Section 2.2 hereof.

26  Adams agrees to vole his shares of Common Stock in favor of adoption of the
Amended Articles when such matter is submitted o a vote of the sharcholders of the Company,

27 No later than March 31 of each calendar year beginning in 2009 (but only for
so long as Adams actually or Beneficially Owns at least 10 percent of the Equity Stock of the
Company), Adams shall deliver to the Company a schedule listing Adams’ then current actual
and Beneficial Ownership of Equity Stock with detail sufficient for the Company to
independently determine Adams’ then current actual and Beneficial Ownership of Equity Stock.

3 On-Going Covenants of the Comparny

3.1  The Company agrces io sell its Equity Stock in National Healtheare
Corporation ('NHC") as soon as reasonably possible, and further agrees not to acquire any
NHC stock in the future. In the event the Company involuntarily acquires an equity interest in
NHC, the Company shall take commercially reasonable steps to divest itself of its equity interest
in NHC as soon as is reasonably practicable.

3.2 The Company agrees that at its next annual shareholders meeting it will submit
for approval of ils shareholders the Amended Articles and immediately after approval take all
reasonable steps to cause the Amended Articles to become effective, subject to any fiduciary
obligations.

33 Notwithstanding the provisions of Section 9.3.7 of the Arlicles, the Directors of
the Company agree that the Excepted Holder Limit granted to Adams by this Agreement and
this Excepted Holder Agreement shall not be revoked unless the Board of Directors determines
that such revocation is required for the preservation of the Company’s qualification as a REIT.

4. Company's Authorization of Agreement
Based on the above representations and agreements, the Company has formalized,

tatified and amended an existing Excepted Holder Limit for Adams by adopting a resolution of
its Board of Directors in the form attached to this Agreement as Exhibit “A.”




3. Applicability of Charter Provisions

5.1  Adams and the Company agree that, in lien of the applicable provisions of
Section 9.3 of the Articles, by which Adams, as a Beneficial Owner or Constructive Owner of
Equity Stock, would otherwisc be bound, the partics hereto agree to provide the following
information (but with respect to Sections 5.1(a), (b) and (c), only for so long as Adams actually
or Constructively Owns at least 10 percent of the Equity Stock of the Company):

{2}  No later than December 3] of each calendar year, the Company will
compile a list of its (enants (and tenants of any entity owned or controlled by the
Company, in whole or in pad) (the “Tenant List”) and will deliver the Tenant List to
Adams, excluding those tenants from whom the Company (or any entity owned or
controlled by the Company, in whole or in part) derived or is cxpected to continue to
derive a sufficiently small amount of revenue such that, in the opinion of the management
of the Company, rent from such tenant would not adversely affect the Company’s ability
to qualify as a REIT, after such exclusion;

(b} No later than 30 days afier receipt of the Tenant List, Adams will
inform the Company of the actual or Constructive Ownership of Adams of any Person
on the Tenant List,

{c) Adams shall provide the information described in 9.6 of the Amended
Articles in accordance with the provisions thereof.

6. Definitions

6.1  “Beneficial Ownership” shall mean ownership of Equity Stock by a Person who
is an actual owner, for federal income tax purposes, of such shares of Equity Stock or who is
treated as an owner of such shares of Equity Stock under Seetion 542(a)(2) of the Code either
directly, indirectly, or constructively through the application of Section 544 of the Code, as
modified by Sections 856(h)(1}(B} and 856(b)(3) of the Code. The terms “Beneficial Owner,”
“Beneficially Cwns” and “Beneficially Owned” shall have correlative meanings. For example, if
a corporation is the actual beneficial owner of Equity Slock, the shares will be treated as
Beneficially Owned by that corporation (due to its direct ownership of the shares), and the
stockholders of that corporation witl Beneficially Own their respective proportionate interests in
those shares (due to their deemed ownership under Code Section 544(a)(1)), and interests in the
same shares may also be treated as Beneficially Owned by others, depending upon the identity
of, and relationsbips between, the stockholders and those related to the stockholders.

6.2  “Code” shall mean the Internal Revenue Code of 1986, as amended from time
fa time.

63  “Constructive Ownersbip” shall mean ownership of Equity Stock by a Person,
whether the intercst in the shares of Equity Stock is held directly or indirectly (including by a
nomince}), and shall include interests that would be treated as owned




through the application of Section 318(a) of the Code, as modified by Section 856(d)(5) of the
Code. The tenms “Constructive Owner,” “Constructively Owns” and “Constructively Owned”
shall have correlative meanings. For example, if a corporation is the aciual beneficial owner of
Equity Stock, the shares will be treated as Constructively Owned by that corporation {(due to its
direct ownership of the shares), and the 10% or more stockholders of that corporation will
Constructively Own their respective proportionate interests in those shares (due to their deemed
ownership under Code Section 318(a)(2)(C) as modified by Code Section 856(d)(5)), and
interests in the same shares may also be treated 2s Constructively Owned by others, depending
upon the identity of, and relationships between, the stockholders and those related to the
stockholders.

64  “Equity Stock™ shall mean stock that is either preferred stock or common stock
of the Company.

6.5  “Person” shall mean an individual, corporation, partnership, cstate, trust
(including a trust qualified under Section 401(a) or 501(c)(17) of the Code), a portion of a trust
permanently set aside for or to be used exclusively for the purposes described in Section 642(c)
of the Code, association, private foundation within the meaning of Section 509(a) of the Code,
joint stock company or other entity and also includes a group as that term is used for purposes
of Section 13(d)(3) of the Securities Exchange Act of 1934, as amended; but does not include
an underwriter which participated in a public offering of the Equity Stack for a period of 30
days following the purchase by such underwriter of shares of the Equity Stock.

6.6  “Redemption” shalt mean the 1 million shares of the Company’s Common
Stock as described in Recital A hereof plus, in the sole discretion of the Board of Directors of
the Company, up to an additional I million shares for an aggregate of 2 million shares of the
Company's Common Stock.

7. Miscellaneous

7.1 All questions concerning the construction, validity and interpretation of this
Agreement shall be governed by and construed in accordance with the domestic faws of the
State of Maryland, without giving effect to any choice of law or conflict of law provision
(whether of the State of Maryland or any other jurisdiction) that would cause the application of
the laws of any jurisdiction other than the State of Maryland,

7.2 This Agreement may be signed by the parties in separate counterparts, each of
which when so signed and delivered shall be an original, but al] such counterparts shall together
constitute one and the same instrument.

7.3 This Agreement shall terminate, and Adams shall cease to bc an “Excepted
Holder” (as defined in the Articles) as set forth herein and in the Articles of the Company, as
existing on the date of this Agreement, and as amended thereafier, upon reduction of Adams’
Beneficial Ownership and Constructive Ownership to or below




9.9% of all outstanding classes of Equity Stock of the Company. In the event of termination of
this Agreement, Adams shall immediately become subject to all rules and restrictions regarding
the ownership of the Company’s Equity Stock, including, without limilation, the limitations set
forth in the Articlcs of the Company, as amended.

7.4 The provisions of this Agreement shall be binding upon and inure to the benefit
of the parties hereto and their respective successors and heirs; provided, that no party may
assign, delegate or otherwise transfer any of its rights or obligations under this Agreement
without the consent of the other party hereto, except that the estate of Adams is a permissible
assignee. Any purported assignment in violation hereof shall be null and void.

- Provided that the Board of Directors of the Company in good faith determines that the
following may not detrimentally affect the Company’s status as a REIT or cause the Company
to Constructively Own more than a 9.9 percent mterest (within the meaning of Section 856(d)
{(2{B) of the Code) in any tenant, upon the death of Adams, if the actual or Beneficial
Ownership of Adams’ Equity Stock would canse any heir of Adams to violate (i) the
Ownership Limit or (ii) an Excepted Holder Limit already in place for such heir; then, in the case
of (i) an Excepted Holder Limit shall be established for such heir in an amount equal to such
heir’s actusl and Beneficial Ownership of Equity Stock after Adams’ death under the same
terms as included in Adams' Excepied Holder Agreement and in the case of (i) such heir’s
Excepted Holder Limit shall be increased to cqual the amount of such heir ’s actual and
Beneficial Ownership of Equity Stock after Adams’ death.

7.5  Any provision of this Agrecment may be amended or waived if in writing and
signed by the Company and Adams. No failure or delay by any party in exercising any right,
power or privilege hereunder shali operate ag a waiver thercof nor shall any single or partial
exercise thereof preclude any other or further exercise thereaf or the exercise of any other right,
power or privilege. The rights and remedies hercin provided shall be cumulative and not
exclusive of any rights or remedies provided by law. No provision of this Agreement is
intended to confer upon any Person other than the partics hereto any rights or remedies
hereundet.

7.6 The parties agree that ireparable damage would oceur in the event that any of
the provisions of this Agreement were not performed in accordance with their specific terms. Tt
is accordingly agreed that the partics shall be entilled to specific performance of the terms
hereof, this being in addition 1o any other remedy to which they are entitled at law ot in equity.




7.7  This Agreement (together with the Exhibits and Schedules hereto) constitutes
the entire agreement between the parties with respect to the subject matter hereof and
supersede all prior agreements and understandings, both oral and written, between the parties
with respect to the subject matter hereof.

National Health Investors, Inc.,

Maryland ti
a Maryland corporafion /sf W. Andrew Adams

W. Andrew Adams

By: /s/ Emest E. Hyne, II
Name: Emest E. Hyne, IT
Title: Acting Secretary
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Exhibit “A4”
ADAMS FAMILY
Excepted Holder Limit Resolutions

RESOLVED, in accordance with Article 9 of the Company’s Articles of Incorporation
(“Articles”), the Directors hereby determine that, the Excepted Holder Agreements with each
of W. Andrew Adams, Jennie Mae Adams, Carl Adams, Ir., Fred M. Adams, Robert G.
Adams, A.B. Adams and Joanne A. Coggin, and Andrea Adams Brown, William A. Adams,
Jr. and Anthony Adams, ali of the children of Adams and Dorothy Adams, (the “Excepted
Holder Agreements”) are hereby ratified and approved (capitalized terms used but not
defined herein shall have the meanings ascribed to them in the Excepted Holder Agreements);
and

FURTHER RESOLVED, that the Excepted Holder Agreements establish the follawing
Excepled Holder Limits:

. Limit
W. Andrew Adams 20.0%
Jennie Mae Adams 14.5%
Carl Adams, Jr. 12.5%
Fred M. Adams 12.5%
Robert G. Adams 13.0%
A.B, Adams 12.5%
Joanne A, Coggin 13.5%
Dorothy Adams 10.5%*
Andrea Adams Brown 12.0%*
William A, Adams, Ir. 12.0%*
Anthony Adams 12.0%*

*such limits to be increased to reflect the purchase ot‘Aﬂditional Shares by W, Andrew Adams

FURTHER RESOLVED, as specified in the Excepted Holder Agreement, that if the
Company redecms, repurchases or cancels shares of Common Stock, other than in the
Redemption, the effect of which would be to cause the Excepted Holder lo exceed the
Excepted Holder Limit, the Excepted Holder Limit shall he increased so that the Excepted
Holder’s then Beneficial Ownership is not in excess of the new limit; provided, further, that if
such increase would cause the Company to Constructively own more than a 9.9% interest
{within the meaning of Section 856(d)(2}(B) of the Code) in a tenant, such Excepted Holder
Limit shall be increased only to the extent it would not cause the Company to have such an
ownership intercst in a tenant; and

FURTHER RESOLVED, that notwithstanding the provisions of Section 9.3.7 of the
Articles, the Directors of the Company agree that the Excepted Holder Limit granted to such
Excepted Holder by the Excepted Holder Agreement shall not be revoked unless the Board of
Directars determines that such revocation is required for the preservation of
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the Company’s qualification as a REIT, all as specified in the Excepted Holder Agreement; and

FURTHER RESOLVED, pursuant to the power of the Board of Directars in Sections
9.3.7, 9.3.8 and 9.3.9 of the Asticles of Incorporation, as currently in effect, the Board of
Directors determines that the only “Current Excepted Holders” {refered to in Section 9.3.6.2
of the Articles of Incorporation as currently in effect) are those with whom the Company has
entcred into a written Excepted Holder Agreement dated April 2008 and determines
that there are no other excepted holders and hereby revokes any prior determination with
respect to a broader group, including but not limited to other Persans who are children and
lineal descendants of Dr, Carl E. Adams and wife, Jennie Mae Adams.

FURTHER RESOLVED, that any ditector and any officer of the Company (the
“Autherized Persons™), be and each hereby is individually authorized and directed, by and on
behalf of the Company, to execute the Excepted Holder Agreements, substantially in the form
as previously provided to the directors, with such changes therein as the person executing them
may approve, and to take such additional actions and to negotiate the terms of, execute, deliver
and perform any and all other agrcements, instruments, documents end other wrilings necessary
or desirable, in such person’s sole discrction, to accomplish the faregoing resolutions, the taking
of such actions or Lhe execution and delivery of such agreements, instruments, documents and
other writings to be conclusive evidence of the Company's approval of the terms and conditions

thereof.

Amendment to Articles of Incorporation

RESOLVED, subject to the shareholder approval, the Board of Directors hereby
autharizes and approves the amendment of the Company's Articles of Incorporation in the form
attached hereto as Schedule 1 (the “Articles of Amendment”); and

FURTHER RESOLVED, that the Board of Directors hereby recommends the Articles
of Amendment fo the Company's shareholders for approval at the next Annual Shareholders
Meeting for which a proxy has not alrcady been mailed; and

FURTHER RESOLVED, that the Authorized Persons be and each hercby is
individually authorized upon due approval by Shareholders to execute and file the Articles of
Amendment with the Maryland Department of Assessments and Taxation and any other
appropriate office(s), with such changes, additions, and deletions as the signing officer may
approve; the execution of which shall be conclusive evidence of the Company 's approval
thereof; and :

FURTHER RESOLVED, that the Board of Directors hercby approves and authorizes
the filing of any regular annual proxy statement and other materials to accomplish the forcgoing
at the 2009 regular Annual Shareholders Meeting; and

FURTHER RESOLVED, that the Authorized Persons be and each hereby is
individually authorized to prepare and mail to the Company’s shareholders a proxy
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statement, together with any amendments or supplements thereto, and to engage the services of
counsel, accountants and such other experts as they may deem necessary or appropriate in the
proper preparation of the proxy statement.

A3
{Back To Top)
Section 3: EX-10.7 (EXHIBIT 10.7)

EXHIBIT 10.7
FORM OF

Excepted Holder Agreement

This Excepted Holder Agreement {“Agreement”) is made and entered into this 29
day of April, 2008, by and between National Health Investors, Inc., a Maryland corpuratlon

{the “Company™), and (*Adams”}).

RECITALS

A, The Company’s current intention is to enter inte a stock purchase program to
buy up to 1 miltion shares of the Company’s common stock (“Common Stock™) in the public
market from its stockholders.

B. Adams and certain members of [her] “family,” as defined m Section 544{a)(2)
of the Code, currently desire, in the apgregate, to purchase, directly or indirectly, up lo
1,200,000 shares of Common Stock in the public market (the “Additional Shares™).

C. To help the Company maintain its status as a REIT, the Company’s Articles of
Incorporation (the “Articles”), impose certain limitations on the ownership of the Company’s
Equity Stock. The Articles contain a general restriction prohibiting any person from owning
more than 9.9% of the nmimber of shares of any class of outstanding Equity Stock of the
Company (the “Ownership Limit").

D. The Company’s Board of Directors is parmitted to waive the Ownership Limit
and allow ownership in excess of the Ownersbip Limit if certain conditions are satisfied.

E. The Company’s Board of Directors desire to amend the Articles in the manner
set forth in Exhibit B (the “Amended Articles™).

F. The Company’s Board of Directors and Adams desire to formalize, ratify,
amend and restate an “Excepted Holder Limit” (herein so called) that has been in existence for
the children and lineal descendants of Dr. Carl E. Adams and his wife, Jennie Mac Adams,
since the Company’s inception.

G. Simultaneous with execution of (his Agreement, Excepted Holder Agreements
are being entered into with Jennie Mae Adams, Carl Adams, Jr., Fred M. Adams, W. Andrew
Adams, Robert G. Adams, A B. Adams, Joanne A. Coggin, Dorothy Adams, Andrca Adams
Brown, William A. Adams, Jr. and Anthony Adams, and this Agreement is effective when all
such agreements are executed and delivered.




NOW THEREFORE, in considetation of the mutual covenants and agreemenis
contained herein, and for other good and valuable consideration, the receipt and sufficiency of
which are hereby acknowledged, the parties, intending to be legally bound, hereby agree as
follows:

AGREEMENT

1. Representations of Adams.

To induce the Company to enter info this Agreement, Adams represents and warrants
to the Company as follows:

1.1 This Agreement has been duly executed and delivered by Adams, and is a valid
and binding obligation of Adams, enforceable in accordance with its terms;

1.2 The execution and delivery of this Agreement by Adams does not, and will not:
(i) violate or conflict with any agreement, order, injunction, decree, or judgment to which
Adams is a party or by which Adams is bound; or (ii) violate any law, rule or regulation
applicable to Adams;

1.3 No consent, approval or authorization of, or designation, registration,
declaration or fiting with, any governmental eatity or third Person is required on the part of
Adams in connection with the execution or delivery of this Agreement;

1.4 On the date hereof, Adams Beneficially Owns | | shares of Common
Stock; and

1.5 [Reserved]

1.6 No lineal descendant of Adams is a enrrent excepted holder, except for the
individuals entering into Excepted Holder Agreements simultaneously herewith,

2. On-Going Covenants of Adams.

Beginning on the date hereof, and during any period that an Excepted Holder Limit
estahlished pursuant to this Agreement (s subsequently adjusted) remains in effect, Adams
covenants and agrees as follows:

21  Adams will not Beneficially Own more than | | percent (___ %) of
the number of any outstanding class of stock of the Company (the “Excepted Holder Limit”),
provided, however, [such Exeepted Holder Limit shall be increased to take into account
Adams’ Beneficial Ownership of the Additional Shares acquired, directly or indirectly,
by W. Andrew Adams]. If the Company redecms, repurchases or cancels shares of Common
Stock, other than in the Redemption, the effect of whicli would be to cause Adams to exceed
the Excepted Holder Limit, Adams’ Excepted Holder Limit shall be increased so that Adams
then Beneficial Ownership is not in excess of the new kimil; provided, further, that if such
increase would cause the




Company to Constructively Own more than a 9.9% intercst (within the meaning of Section 8356
{d)(2)(B) of the Code) in a tenant, such Excepted Holder Limit shall be increased only to the
extent it would not cause the Company to have such an ownership interest in a tenant;

2.2 [Reserved]

23 Adams will not own, actually or Beneficially, shares of the Company’s Common
Stock that would violate the Excepted Holder Limit established for Adams pursuant te this
Agreement or that would cause the Company to become “closely held” within the meaning of
Section §56(h) of the Code.

24 Adams agrees that any violation or attempted violation of Section 2.1 or 2.3 of
this Agreement will antomatically cause the shares of Equity Stock that otherwise would result in
the violation to be Excess Stock as such term is defined in the Amended Articles and such
Excess Stock shall be subject to all the terms and limitations set forth in the Amended Articles
with respect to Excess Stock (without regard to any exception due to an Excepted Holder
Agreement). In the event 2 violation or attempted violation gecurs before the Amended Articles
are effective and the shares of Equity Stock that would otherwise result in the violation are held
by a Pcrson who is not bound hy the Amended Articles so that the Excess Stock provisions of
the Amended Articles would not be enforceahle against such Person, then shares owmed by
Adams shall be converted into Excess Stock; provided, however, if the conversion of shares
into Excess Stock under this sentence would not operate to avoid a violation of Section 2.1 and
2.3, then the provisions of the Articles shall govern and be applied assuming that Persons
against whom the provisions are applied are not Excepted Holders.

2.5  [Reserved]

2.6 Adams agrees to vole her shares of Commeon Stock in favor of adoption of the
Amended Articles when such matter is submitted to a vote of the shareholders of the Company,

2.7 No later than March 31 of each calendar year beginning in 2009 (but only for
s¢ long as Adams actually or Bencficially Owns at least 10 percent of the Equity Stock of the
Company), Adams shall deliver to the Company a schedule listing Adams’ then current actual
and Beneficial Ownership of Equity Stock with detail sufficient for the Company to
independently determine Adams’ then current actual and Beneficial Ownership of Equity Stock.

3. On-Going Covenants of the Company
31 (Reserved]

3.2 The Company agrees that at its next annual sharcholders meeting it will submit
for approval of its shareholders the Amended Articles and immediately after




approval take all reasonable steps to cause the Amended Articles to become effective, subject
to any fiduciary obligations.

3.3 Notwithstanding the provisions of Section 9.3.7 of the Articles, the Directors of
the Company agree that the Excepted Holder Limit granted to Adams by this Agreement and
this Excepted Holder Agreement shall not be revoked unless the Board of Directors determines
that such tevocation is required for the preservation of the Company’s qualification as a REIT.

4. Company’s Authorization of Agreement

Bascd on the above representations and agreements, the Company has formalized,
ratified and amended an existing Excepted Holder Limit for Adams by adopting a resolution of
its Board of Directors in the form attached to this Agreement as Exhibit "A.”

5. Applicability of Charter Provisions

5.1 Adams and the Company agree that, in lieu of the applicable provisions of
Scction 9.3 of the Articles, by which Adams, as a Beneficial Owner or Constructive Owner of
Equity Stock, would otherwise he bound, the parties hereto agree to provide the following
information:

(a) [Reserved]
(b) [Reserved]
(c) [Reserved]

(d)  Adams shall provide the information described in 9.6 of the Amended
Articles in accordance with the provisions thereof.

6. Definitions

6.1 “Heneficial Ownership” shall mean ownership of Equity Stock by a Person who
is an actual owner, for federal income tax purposes, of such shares of Equity Stock or who is
treated as an owner of such shares of Equity Stock under Section 542(a)(2) of the Code either
direetly, indirectly, or constructively through the application of Section 344 of the Code, as
modified by Sections 856(h){1)(B) and 856(h)(3) of the Code. The terms “Beneficial Owner,”
“Beneficially Owns™ and “Beneficially Owned” shall have correlative meanings. For example, if
a corporation is the actual beneficial owner of Equity Stock, the shares will be treated as
Beneficially Owned hy that corporation (due to its direct ownership of the shares), and the
stockholders of that corporation will Beneficially Own their respective propottionate interests in
those shares (due to their deemed ownership under Code Section 544(a)(1)), and interests in the
same shares may also be treated as Beneficially Owned by others, depending upon the identity
of, and relationships between, the stockholders and those related to the stockholders.




6.2 “Code"” shall mean the Internal Revenue Cade of 1986, as amended from lime
* to time.

6.3  “Constructive Ownership” shall mean ownership of Equity Stock by a Person,
whether the interest in the shares of Equity Stock is held directly or indirectly (including by a
nominee), and shall include interests that would be treated as owned through the application of
Section 318(2) of the Code, as modified by Section 856(d)(5) of the Code. The terms
“Constructive  Owmer,” “Constructively Owns” and “Constructively Owned” shall have
correlative meanings. For example, if a corporation is the actual beneficial owner of Equity
Stock, the shares will be treated as Constructively Owned by that corporation (due to its direct
awnership of the shares), and the 10% or more stockholders of that corporation will
Constructively Own their respective proportionate interests in those shares (due (o their deemed
ownership under Code Section 318(a)(2)(C) as modified by Cade Section 856(d)}(5)}, and
interests in the same shares may also be treated as Constructively Owned by others, depending
upon the identity of, and relalionships between, the stockholders and those related to the
stackholders.

6.4  “Equity Stock” shall mean stock that is either preferred stock or common stock
of the Company.

6.5  “Person” shall mean an individual, corporation, partnership, estate, trust
(including a trust qualified under Section 401(a) or 501(c)(17) of the Codg), a portion of a trust
permanently set aside for or to be used exclusively far the purposes described in Section 642(c)
of the Code, association, private foundation within the meaning of Section 509{a) of the Code,
joint stock company or other entity and also includes a group as that term is vsed for purposes
of Scction 13(d)}(3) of the Securities Exchange Act of 1934, as amended; but does not include
an underwriter which participated in a public offering of the Equity Stock for a peried of 30
days following the purchase by such underwriter of shares of the Equity Stock.

6.6  “Redemption” shalli mean the 1 million shares of the Company ’s Common
Stock as described in Recital A hereof plus, in the sole discretion of the Board of Directors of
the Company, up to an additional 1 million shares for an aggregate of 2 million shares of the
Campany’s Common Stock.

7. Miscellaneous

7.1 All queslions concerning the construction, validity and interpretation of this
Agreement shall be governed by and construed in accordance with the domestic laws of the
State of Maryland, without giving effect lo any choice of law or conflict of law provision
(whether of the State of Maryland or any other jurisdiction) that would cause the application of
the laws of any jurisdiction other than the State of Maryland.




7.2 This Agreement may be signed by the parties in scparate counterparts, each of
which when so signed and delivered shall be an original, but all such counterparts shall together
constitute one and the seme instrument.

7.3 This Agreement shall terminate, and Adams shall cease to be an “Excepted
Holder” (as defined in the Articles) as set forth herein and in the Articles of the Company, as
existing on the date of this Agreement, and as amended thereafter, upon reduction of Adams’
Beneficial Ownership and Constructive Ownership to or below 9.9% of all outstanding classes
of Equity Stock of the Company. In the event of fermination of this Agreement, Adams shall
immediately become subject to all rules and restrictions regarding the ownership of the
Company's Equity Stock, including, without limitation, the limitations set fortb in the Astieles of
the Company, as amended.

7.4 The provisions of this Agreement shall be binding upon and inure to the benefit
of the parties hcreto and their respective successors and heirs; provided, that no party may
assign, delegate or otherwise transfer any of its rights or obligations under ihis Agreement
without the consent of the other party hereto, except that the estate of Adams is a pcrmissible
assignee. Any purperied assignment in violation hereof shall be nuil and void.

Provided that the Board of Directors of the Company in good faith determines that the
following may not detrimentally affect the Company's status as a REIT or cause the Company
to Constructively Own more than a 9.9 percent interest (within the meaning of Section 856{d)
(2)(B) of the Code) in any tenant, upon the death of Adams, if the actual or Beneficial
Ownership of Adams’ Equity Stock would cause any heir of Adams to violate (i) the
Ownership Limit or (i} an Excepted Holder Limit already in place for such heir; then, in the case
of (i) an Excepted Holder Limit shell be established for such heir in an amount equal to such
heir’s actual and Reneficial Ownership of Equity Stock after Adams' death under the same
terms as included in Adams® Excepted Holder Agreement and in the case of (ii) such heir's
Excepted Holder Limit shall be increased to equal the amount of such heir 's actual and
Beneficial Ownership of Equity Stock after Adams’ death.

7.5  Any provision of this Agreement may be amended or waived if in wrting and
signed by the Company and Adams. No failure or delay by any party in exercising any right,
power or privilege hereunder shall operate as a waiver thereof nor shall any single ot partial
exercise thereof preclude any other or further exercise thereof or the exercise of any other right,
power or privilege. The rights and remedies herein provided shall be cumulative and wot
exclusive of any rights or remedies provided by law. No provision of this Agreement is
intendcd to confer upon any Person other than the parfies hereto any rights or remedies
hercunder.

7.6  The parties agree that irreparable damage would occur in the event that any of
the provisions of this Agreement were not performed in accordance with their specific terms. It
is accordingly agreed that the parties shall be entitled to specific performance of the terms
hereof, this being in addition to any other remedy to which they are entitled at law or in equity.




7.7 This Agreement (together with the Exhibits and Schedules hereto) constitutes
the enlire agreement between the parties with respect to the subject matter hercof and
supersede all prior agreements and understandings, both oral and written, between the parties
with respect to the subject matter hereof.

Natignal Health Investors, Inc.,
a Maryland corperation
Adams
By:
Name:
Title:
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Exhibit “A4”
ADAMS FAMILY
Excepted Holder Limit Resolutions

RESOLVED, in accordance with Article 9 of the Company’s Articles of Incorporation
(“Articles™), the Directors hereby determine that, the Excepted Holder Agreements with each
of W. Andrew Adams, Jennie Mae Adams, Carl Adams, Jr., Fred M. Adams, Robert G,
Adams, A .B. Adams and Joanne A. Coggin, and Andrea Adams Brown, William A. Adams,
Ir. and Anthony Adams, and Dorothy Adams, (the “Excepted Holder Agreements”) are
hereby ratified and approved (capitalized terms used but not defined herein shall have the
meanings ascribed to them in the Excepted Holder Agreements); and

FURTHER RESOLVED, that the Excepted Holder Agreements establish the following
Excepted Holder Limits:

Limit
W. Andrew Adams 20,0 %
Jennie Mae Adams 14.5%
Carl Adams, Jr. o 12.5%
Fred M. Adams 12.5%
Robert G. Adams 13.0%
A.B. Adams 12.5%
Joanne A. Coggin 13.5%
Dorothy Adams ' 10.5%*
Andrea Adams Brown 12.0%*
William A, Adams, Ir. 12.0%*
Anthony Adams 12.0%*

*such limits to be increased to reflect the purchase of Additional Shares by W. Andrew Adams

FURTHER RESOLVED, as specified in the Exccpted Holder Agreement, that if the
Company redeems, repurchases or cancels shares of Common Stock, other than in the
Redemption, the effect of which would be to cause the Excepted Holder to exceed the
Excepted Holder Limit, the Excepted Holder Limit shall be increased so that the Excepted
Holder’s then Beneficial Ownership is not in excess of the new limit; provided, fucther, that if
such increase would cause the Company to Constructively own more than a 9.9% interest
{witbin the meaning of Section 856(d)(2)(B) of the Code) in a tenant, such Excepted Holder
Limit shall be increased only to the extent it would not cause the Company to have such an
ownership interest in a fenant; and

FURTHER RESOLVED, that notwithstanding the provisions of Section 9.3.7 of the
Articles, the Directors of the Company agree that the Excepted Holder Limit granted te such
Excepled Holder by the Excepted Holder Agreement shall not be revoked unless the Board of
Directors determines that snch revocation is required for the preservation of
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the Company’s qualification as a REIT, all as specified in the Excepted Holder Agreement; and

FURTHER RESOLVED, pursuant to the pawer of the Board of Directors in Sections
9.3.7, 9.3.8 and 9.3.9 of the Articles of Incorporation, as curmently in effect, the Board of
Dircctors determines that the only “Current Excepted Holders” {referred Lo in Section 9.3.6.2
of the Articles of Incorporation as currently in effect) are those with wham the Company has
entered into 2 written Excepted Holder Agreement dated April , 2008 and determines
that there are no other excepted holdets and hereby revokes any prior determination with
respect to a broader group, including but not limited to other Persons who are children and
lineal descendants of Dr. Carl E. Adams and wife, Jennie Mac Adams.

FURTHER RESOLVED, that any director and any officer of the Company (the
“Authorized Persans™), be and cach hereby is individually authorized and directed, by and on
behalf of the Company, lo execute the Excepted Holder Agreements, substantially in the {form
as previously provided ta the dircctors, with such changes therein as the person executing them
may approve, and o take such additional actions and to negotiate the terms of, execute, deliver
and perform any and all other agrecments, instruments, documents and other writings necessary
or desirable, in such person’s sole discretion, to accomplish the foregoing resolutions, the taking
of such actions or the execution and delivery of such agrcements, instruments, documents and
other writings 1o be conclusive evidence of the Company’s approval of the terms and conditions

thereof.

Amendment to Articles of Incorporation

RESOLVED, subject to the shareholder approval, the Board of Directors hereby
authorizes and approves the amendment of the Company’s Articles of Incorporation in the form
attached hereto as Schedule 1 {the “Articles of Amendment”); and

FURTHER RESOLVED, that the Board of Directors hercby recommends the Articles
of Amendment io the Company’s shareholders for approval at the next Annual Shareholders
Meeting for which a proxy has not already been mailed; and

FURTHER RESOLVED, that the Authorized Persons be and each herchy is
individnally authorized upon due approval by Shatehalders to executc and file the Articles of
Amendment with the Maryland Department of Assessments and Taxation and any other
appropriate office(s), with such changes, additions, and deletions as the signing officer may
approve; the execution of which shall be conclusive evidence of the Company 's approval
thereof, and

FURTHER RESOLVED, that the Board of Directors hereby approves and authorizes
the filing of any regular annual proxy statement and other materials to accomplish the foregoing
at the 2009 regular Annual Shareholders Mecting; and

FURTHER RESOLVED, that the Authorized Persons be and each hereby is
individually authorized to prepare and mai! to the Company’s sharehalders a proxy
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statement, together with any amendments or supplements thereto, and to engage the services of
counsel, accounianis and such other experts as they may deem necessary or appropriate in the
proper preparation of the proxy statement.

(Back To Top)
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Exhibit 10.8
CONSULTING AGREEMENT

This CONSULTING AGREEMENT is entered into on the 1st day of Apnl, 2008 (the
“Agreement”), between National Health Investors, Inc., 2 Maryland real estate investment trust
("Company") and W. Andrew Adams, a resident of Tennessee ("Consultant").

WHEREAS, Consultant has acted es the Company’s president and chief executive officer
pursuant to the Company’s Advisory, Administrative Services and Facilities Agrecment between the
Company and Management Advisory Source, LLC, (“MAS"} an entity wholly owned by Consultant;

WHEREAS, the Company terminated the agreement with MAS effective March 31, 2008,

WHEREAS, the Company desires to continue to avail itself of the Consultants experience,
sources of information, advice, and assistance and to have the Consultant continue undertake certain
duties and responsibilities, on bebalf of and subject to the supervision of the Board of Directors of the
Company (the “Directors”), during the interim while the Company searches for a new president and
chief executive officer for the Company; and

WHEREAS, the Consultant is willing to continue to render such serviccs, subject to the
supervision of the Directors, on the terms and conditions heteinafter set forth.

NOW, THEREFORE, for and in consideration of thc promises herein, and other good and
valuable consideration, Company and Consultant do hereby agree as follows:

1. Services.

(2) During the Term (as defined below), Consultant agrees to provide consulting
services 1o the Company concerning its strategy, management, operation, and
finarices, and will act as President and Chief Executive Officer of the Company
and to be tesponsible for the typical management responsibilities expected of an
officer holding such positions and such other responsibilities as may be assigned
to Cansultant from time to time by Directors consistent with such position (the
“Services”), Consuliant shall be responsible to and work under the supervision
of the Directors.

(c} Consultant agrees (i) to provide the Services in good faith and with due care and skill,
(i1} to be available at any time as needed by the Company on a flex-time basis, and (jii) to comply with
all regulations, laws and Company policies applicable to the services to be performed under this
Agreement.

(d)  Consultant and the Company agree and understand that Cansultant will not be working
solely on Company business, but may bave other involvements as well. The Company agrees and
understands that Consultant will be working on a flexible time basis; provided




.

however, that Consultant will be accesstble to the Company at any time regardless of any ather
involvements.

2. Term. This Agreement will commence on Aprl 1, 2008 and shall continue unti]
terminated by cither party as herein provided (“Term”). Either party may terminate this Agreement at
any time in a written notice of termination given 1o the other party at Icast thirty {30) days prior to the
effective date of such termination; provided, that the Company may terminate this Agreement at any
time for cause. Upon ihe termination of this Agreement for any reason the Consultant shall cooperate
with the Company to provide an orderly management transition.

3. Compengation, As compensation for the Services to be provided by
Consultant hereunder, Consultant shall be paid $1. At the end of the Term of
this Agreement, the Directors may, in their sole discretion, pay Consultant a
honus amount for the Services provided pursuant to this Agreement.
Consuitant sball be salely responsible for all taxes due on all amounts paid 1o
him by Company.

|5

Death. In the event of the death of the Consultant, the Company’s obligation
to make payments to Consultant shall cease as of the date of death, except for
carned but unpaid compensation which will be paid o Consultant’s estate.

Relationship of the Parties. The Services shall be performed by Consultant
as an independent contractor during the Term. This Agreement may not be
assigned by Consultant without the prior written consent of the Company, which
consent may be granted or withheld in Company’s sole discretion. Company
may assign or transfer its rights and obligations under this Agresment at any time
with or without Consultant's consent.

Jn

=

Representation. Consultant warrants and represents that this Agreement and
Consultant’s performance hereunder will not violate the terms of any other
agreement or arrangement to which he is a party, whether written or oral.

|~

Notices. All notices required hereunder shall be deemed given when sent by
registered or certified mail, postage prepaid, return receipt requested, as
follows:

if to Company: Ted H. Welch
The Tower, Suite 2920
611 Commerce Strect
Nashville, Tennessee 37219

fio Consultant; W. Andrew Adams
750 South Chureh Street, Suite B
Murfreesboro, TN 37130

8. Severability. The invalidity or unenforceability of any term or provision of this
Agreement shall not affect the validity or enforceability of any other term or provision hereof.




9. Waiver. Waiver by cither party or the failure by either party to claim a breach of any
provision of this Agreement shall not be deemed to constitute a waiver or estoppel with
respect to any subsequent breach of any provision hereof.

10. Entire AgreementThis instrument contains the entire agreement of the parties and may
only by madilied by the written agreement of both parties,

11. Applicable Law. This Agrccment shall be deemed to have been made in the State of
Tennessee and shall be interpreted and enforced in accordance with the laws of the State of
Tennessee. Venue for all disputes arising out of this Agresment shall be heard exclusively in
the courts sitting in Murfreesboro, Rutherford County, Tennessee.

IN WITNESS WHEREQF, the parties have caused this Agreement to be effective as of the
date first written above.

NATIONAL HEALTH INVESTORS, INC. CONSULTANT

By: _/s/ Robert A. McCabe /s/ W. Andrew Adams
W. Andrew Adams

Title: Robert A. McCabe, Chairman, Audit
Committee
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Report of Independent Reglstered Public Aceounting Firm

Board of Directors and Stockholders
National Health Investors, Inc,
Murfreesboro, Tennessee

The audits referred to in our report dated February 23, 2009 refating to the consolidated financial statements of National Health
Investors, Inc., which is contained in Item 8 of this Form 10-K, included the audits of the financial statement schadules listed in
the accompanying index. These financial statement schedules are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statement sehedules based upon our andits,

In our opinion such financial statement schedules, when considered in relation to the basic consolidated financial statements
taken as a whole, present fairly, in all material respects, the information sct forth therein.
/s BDO Seidman, LLP

Nashville, Tennessee
Februeary 23, 2009

NATIONAL HEALTH INVESTORS, INC.
SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007, AND 2006
(in thousands)

Balance Additions
Beginning Charged to Costs Bolonce
Description of Period and Expenses (1) Dedugtions End of Period

For the yesr cnded
December 31,
2008 - Loan loss
allowance § — ! — i — t —

For the year ended
Dccember 31,
2007 - Loan loss
allpwance 3 — ] — 5§ — 5

Faor the year ended
December 31,
2006 - Loan loss
allowance - $1,074 §1,074 5 -

{1y In the Consolidated Statements of Income, we report the net amount of our provision for loan and realty losses and our
recoverics of smounts previously written down. For 2008, there were no recoveries and there was no provision for losses
during the year. For 2007, net recoveries were $24,238 and there was no provision for losses during the year. For 2006, net
recoveries were 57,934 comprised of recoveries of 39,008 ofTset by provisior for loan losses of $1,074.




NATIONAL HEALTH INVESTORS, INC.
SCHEDULE IIT - REAL ESTATE AND ACCUMULATED DEFRECIATION
DECEMBER 31, 2008
(in thousands)

Calumn A Colurn B Cotumn C Column D Column E Columm F Columa G Column H
Cost cepilalized
subscquent Lo Gross amount at which carried at close
Initial Cost to Company - acquisition of period
Eactum- Buildings & Improve.  Cerrying Buildings & Accumulated Date of Dale
Properties brances Lend Improvements ments Cosis Land [mprovements Taotal Depreciatioo  Cons Acquired
Healih Care Centers (2)
Alabama s — § 95 §5,i65 § — $ ~ 3 95 $ 5,165 - § 5,260 53,399 N/A 10/17/91
Health Cnre Centers (1)
Arizans 1,400 453 6,678 —_ e 453 6,678 7,131 2,236 N/A B/13/96
Health Care Centers {4)
Florida — — N/A 10/17/9t
2,306 37,436 2,306 31,436 19,742 21,551 & 12/31/99
Health Care Centers (1)
Georgia _ 52 865 — . —_ 52 865 917 820 WA 10¢17/91
Health Care Centers (1)
1dahe - 122 2,641 — — 122 2,491 2,613 B34 N/A 8113196
Health Crre Centers (2)
Kentucky —_ 231 2,182 —_ - 231 2,182 2413 1,556 N/A 1041791
Health Care Cealers (5)
Missouri 1,225 1,165 23,068 — — 1,165 23,068 24,233 13,962 CNA 1071791
Health Care Centers (4)
South Carolina - BT2 15,242 — — £72 15,241 16,113 B.050 NA 10/17/91 &
9/25/08
Health Care Centers {20}
Tennessee — 1,835 41,335 —_ — 1,835 41,315 43,170 26,921 N/A 1041791




Column A Column B
Encum-
Propecties brances
Health Care Centers (3)
Texas —_
Health Core Centers (1)
Virginia 1,362

Acute Care Hospital (1)
Kentucky

Medical Office Building (1)
Fiorida

Medicn! OMice Building (1)
Nlinois

Medical Office Building (2)

Texas

Assisied Living Centers (4)
Arizons

Assisted Living Centers (4)
Florida

Assisied Living Centers (1)
Wew Jerscy

Assisted Living Centers(l)
Pennsylvonia

Assisted Living Centers (1}
South Cerolina

Column C

Initial Cost to Company
Buildings &

Improvements

Land

2,280

176

340

163

631

1,757

7,096

4,229

439

344

47,409

2,511

10,163

3,349

1,925

9,677

13,622

28,143

13,030

3,960

2.877

NATIONAL HEALTH INVESTORS, INC.
SCHEDULE 111 - REAL ESTATE AND ACCUMULATED DEPRECIATION
DECEMBER 31, 2008

{in thousands)
Cotumn D Column E Coiumn F Column & Column H
Cos1 capitalized
subsequent i Gross pmount et which carricd at close
aoquisition: of period
Improve- Carrying Buitdings & Accumulated Dale of Daie
ments Cosls Land  Improvemenls Total Depreciation  Construction Acquired
— — 2,280 47,409 49,689 10,821 NIA 9/1/01
& 3116/05
- s 176 2,511 2,687 1,550 NiA 10/17/81
— —_ 540 10,163 10,703 4,412 NA &5/ 12/92
— — 165 3,349 3514 1,754 WA 6/30/93
— — — 1,925 1,925 559 12/31/98 NA
— — 631 9,677 10,308 4,294 171193 NA
& 731/97
— — 1,757 13,622 15,379 3,376 NA 12/31/98
& 33199
1,350 - 7.086 21,543 28,619 9,584 WA BI6/95,
12731198
& 1/1/99
— — 4,229 13,030 17,25% 4,977 NA 8/6/96
-— —_ 439 3,960 4,399 330 N/A 91105
— — 344 2,877 3221 716 R/A 12/31/98




NATIONAL HEALTH INVESTORS, INC.
SCHEDULE {Il - REAL ESTATE AND ACCUMULATED DEPRECIATION
DECEMBER 11, 2008

{in thousends}
Column A Column B Column C Column D Column E
Cost capitalized
suhsequent 1o Gross amount 2t which carried =t close
Initial Cast to Compeny ecquisition of period
Encum- Buildings & Imprave- Carrying Buildings &
Properties brances Land Improvements ments Costs Lend Improvements  Total
Assisted Living Ceniers (3}
Tennesses —_ 871 7,061 — - 871 7,061 T.932
Retirement Center (1)
Ideha — 243 4,182 — —_ 243 4,182 4,425
Relirement Center (1)
Missouri - 344 3,18} - - 344 3,181 3,525
Retirement Centers (2)
Tennessee —-— 64 5,645 —_ — 64 5,645 5,709
£3,987 $26,310 $201,347 3 1,350 5 — $26,310 1284,596 $310,906

Column F

Accumulated

Depreciation

1,739

1,376

k868

2,383
$126,574

NOTES TO SCHEDULE 111 - REAL ESTATE AND ACCUMULATED DEPRECIATION

{A) See Nows 3 and 15 of Notes to Consolidated Financial Statements.

(B} Depretiation is calculated using estimaled depreciation lives up to 40 years for all completed facilities,

{C} Subsequent ta NHC"s transfer of the original real estate properties in 1991, we have purchased from
NHC $33,909,000 of additions 10 those propertics, As the additions wert purchased from NHC rather than
developed by us, the $33,909,000 has beer included in Column C - Initial Cost to us.

Colurrn G

Date of

Construction

NA

NA

NA

Na

Calumn H

Acquired

12731793
& 331199

B/13/%6

10/17/91

10/17/91




NATIONAL HEALTH INVESTORS, INC.
SCHEDULE Il - REAL ESTATE AND ACCUMULATED DEPRECIATION
FOR THE YEARS ENDED DECEMBER. 31, 2008, 2007 AND 2006

Invesiment in Real Estate:
Balance at beginning of period
Additions through cash expenditures
Additions in exchange for rights under mortgage notes receivable
Sale of properiies lor cash
Impairment write-downs
Reclassification for assets held for sale
Batance at end of year

Accurnulated Depreciation:
Bulance ot beginning of period
Addition charged to costs and expenses
Sale of properties
Reclassification for assets held for sale
Balance at end of year

December 31,
2008 2007 2006
fin thousands)
5309,407 $376,407 $394,913
4,048 2491 2,499
(133) (69,491) {21,005)
{1,986) — —
(430) — —
$310,906 $309,407 £376,407
$121,952 $141,208 $131,784
7,943 11,751 12,026
91) (31,007) {2,602)
(230) — —
§$129,574 $121,952 §141,208




SCHEDULE IV - MORTGAGE LOANS ON REAL ESTATE®

DECEMBER 31, 2008
Calumn A Column B Column € Colemn D Colurnn E Column F Column G Celumn H
Principal Amount
of Loan Subject
Final Monthly Original Tao Delinquent
Ceirying
Tnterest Matyrity Payment Prior Face Amount Amount Principal or
Description Rate Date Terms Liens of Morigages MongagesiZl ’ Interest
First Mortgege Loans:
Florida (A) 9.5% 2008 $£353,000 None $32,708,000 § 22,936,000 $ 22,936,000
Grorgia Prime + 2.0% Janusry, 2009 Int. only None 300,000 83,000 Nane
Georgia(B) 9.0% January, 2010 120,000 None 12,162,000 %,263,0000} Mone
Atlenta, Geargia {B) 6.5% Seplember, 2013 22,000 None 5,158,000 201 000%% None
TH and FL Homes 10.00% April, 2009 49,000 Nene 5,196,000 3,750,000 None
Qsceola, Florida 9.5% Jenuary, 2009 70,000 None 7,500,000 6,628,000 Mone
Dripping Springs, Gainesville,
Texas 9.0% March, 2019 19,000 None 2,500,000 2,500,000 None
7 Mortgages, Virginia 19,000 to
($2,134,000 to 53,935,000 cach} 8.0%-9.6% Augusi 2027 to June 2032 32,000 Noot 20,774,000 18,137,000 None
B Mortgages, Massachuseits and New
Hampshire ($1,125,000 1o $9,005,000 9,000 to
cach) 6.9% August 2011 69,000 Nonc 40,526,000 23,458,000 None
8 Mortgages, Kansas and Missourl 8,000 to
{5707,000 to $2,082,000 each) (C) 3.0% to B.5% December 2014 25,000 None 26,293,000 21,884,000 None

$108,640,000

NOTES TO SCHEDULE IV - MORTGAGE LOANS ON REAL ESTATE

(A)NHI's originel face amount of the morigage wns $25,900,000. In May 2007 we purchased the second mortgage whose original emount was $6,808,000 for its then current balance of
$6,186,000. The carrying amount of $22,936,000 is the current balance of the first and second mortgage. As discussed in Note 9 to the Censolidated Finaneial Stat ts, the borrower
has [iled o Chopter 11 bankrupicy petition and has initisted an ndversary proceeding complaint against us.

(B} We have reduced the carrying amount of this morigage loan by a reserve or write-olT calculated in accordance with the provisions of Stalement of Financial Accounting Swundards 114,
“Accounting by Creditors for Impairment of 8 Loan - An Amendment of FASE Statements No. § and 157, The reserve or write-off is based on our knowledge of the genernl
economic condition in the long-term health care indusiry and the eash Gows of the long-term health cart facilitics that service the mortgage loan.

(C)Note A in the original emount of $16,513,000 is at B.5%. Note B in the original amount of $9,780,000 is at 3% with all principal and interest due a1 maturity.

(1) See Mote 4 to Consclidated Financial Stat 15 for more inf ion on our mortgage loan receivables.
(2) For tax purposes, the cost of investmenls is 1he carmying amount.
{3} Loan is currently on nen-accrual stelus. We recognize interest income in the period in which cash is recsived.




NATIONAL HEALTH INVESTORS, INC.
SCHEDULE IV - MORTGAGE LOANS ON REAL ESTATE (continued)
FOR THE YEARS ENDED DECEMBER 31, 2008, 2007 AND 2006

December 31,
2008 2007 2006
{in thousands)

Reconciliation of mortgage loans

Balance at beginning of peried $ 134,605 5 %0,781 § 115501
Additions:
New mortgage loans — 74,835 11,063
Total Additions — 74,835 11,063
Deductions during period:
Collection of principal, net 15,965 31,012 36,182
Total Deductions i 25,963 31,012 36,182
Balance at end of period $ 108,640 5 134,605 § 90,782
(Back To Top)
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

National Health Investors, Inc.
Murfreesboro, Tennessee

We hereby consent 1o the incorporation by reference in the Registration Statements on Form S-3 (No. 33-72370 and No. 33-
85398) and on Form $-8 (No. 333-127179) of National Health Investars, Inc. of our reports dated February 23, 2009, relating 1o the
consolidated financial statements, financial statement schedules and the effectivencss of Wational Health Investors, Inc.’s
internal controt over financial reporting, which is included in this Annual Report on Form H-K.

s/ BDO Seidman, LLP

Nashville, Tennessee
February 23, 2009

(Back To Top)
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EXHIBIT 31.1
CERTIFICATION

I, W. Andrew Adams, certify that:

1. 1 have reviewed this annual report on Form 10-K of National Health Investors, Inc.;
2, Based on my knowledpe, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made,

not misleading with respect to the period covered by this annual report;

3 Based on my knowledge, the financial statements, and other financial information included in this report, fairly present




4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure contrals and
procedures (as defined in Exchange Act Rules 132-15(c) and 15d-15(¢)) and internal control over financial reperting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have;

a, Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensurc that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

b. Destgned such intemnal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasenable assurance regarding the reliability of
financial reporting and the preparation of financial sialements for external purposes in accordence with
generally accepted eccounting principles;

c. Evaluated the effectiveness of the registrant's disclosure ¢ontrols and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
periad covered by this report based on such cvaluation; and

d. Disclosed in this report any change in the registrant’s internal contro] over financial reporting that occurred
during the registrant’s most recent fiscal quarier (the registrant's fourth fiscal quarter in the case of an annunl
report) that hes materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant's other certifying officer and 1 have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s suditors and ihe audit committee of the registrant's board of directors {or
persons performing the equivalent functions);

a. All significant deficiencies and material wesknesses in the design or operation of internal conirol over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b. Any fraud, whether or not material, that invelves management or other employees who have a significant role in

the registrant’s internal control over financial reporting.
Date: February 24, 2009 /s W_ Andrew Adams
W. Andrew Adams
Chairman, Board of Directors and
Chief Execulive Officer
(Back To Top)

in all material respects the finzncial condition, results of operations and cash lows of the registrant as of, and for, the
periods presented in this repor;

Section 8: EX-31.2 (EXHIBIT 31.2)

EXHIBIT 31.1
CERTTFICATION

I, Roger R Hopkins, certify that:

1.

1 have reviewed this annual report on Form 10-K of National Health Investors, Inc.;

Based on my knowledge, this report does not contain any untrue statement of n material fact or omit to state a material
fact necessary to make the statemenis made, in light of the circumstances under which such siatements were made,
not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial informstion included in this repori, fairty present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this repor;

The registrant’s other certifying officer and 1 are responstble for establishing and maintaining disclesure eontrols and
procedures (as defined in Exchange Act Rules 13a-15(c) and 15d-15{e}) and internal contral aver financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)} for the registrant and have:

a. Designed such disclosure controls and procedures, or ¢aused such disciosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known 10 us by others within those entities, paricularly during the period
in which this report is heing prepared;

b. Designed such intemal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of




_—.—_————7

financial reporting and the preparation of financial statements for external purposes in accordance with
genernlly nccepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
reporl our conciusions about the effectiveness of the disclosure controls and proccdures, as of the end of the
period covered by this report based on such evaluation; and

4 Disclosed in this reporl any change in the registrant’s internal control aver financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, 1o the registrant’s auditors and the sudit committee of the registrant’s board of directors {or
persons performing the equivalent functions);

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financiat
reporting which nre reasonably likely to adversely affect the registrant’s ability to record, proeess, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves managemeni or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: February 24, 2009 /s/ Roger R. Hopkins
Roger R. Hopkins
| Chief Accounting Officer
(Principal Accounting Officer)

‘ {Back To Top)
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Exhibit 32

—y Certification of Annuzl Report on Form 10-K
. of National Health Investors, Inc.
" For The Year Ended December 31, 2008

The undersigned hereby certify, pursuent to 18 U.S.C. Section 1350, es added by Section 906 of the Sorbanes-Oxley
Act of 2002, that, to the undersigned’s best knowledge and belief, the Annual Report on Form 10-K for National Heaith
Investors, Inc. (“Issuer”) for the period ended December 31, 2008 as filed with the Securities and Exchange Commission on the

% date hereof (the “Report™):
\ (a) fully complies with the requirements of section 13(a) or 15(d) of the Securitics
Exchapge Act of 1934; dnd
(b) the information contained in {he Report fairly presents, in all material respects,

the financial condition and results of operations of the 1ssuer.

This Certification occompanies (he Annual Report on Form 10-K of the Issuer for the annual period ended December 31, 2008,

This Certification is executed as of February 24, 2009.

s/ W. Andrew Adams

W._ Andrew Adams

Chairman, Board of Directors and
Chief Executive Officer

/s/ Roger R. Hopkins _~
Roger. R. Hopkins

Chief Accounting Officer
(Principal Accounting Officer)

A signed original of this wrinen statement required by Section 906 has been provided to National Health Investors, Inc. and will




be retained by National Health Investors, Inc. and furnished to the Securities and Exchange Commission or its staff upon
request.
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