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Securities registered pursuant to Section 12(g) of the Act: NONE

Indicate by checkmark if the Registrant is a well‑known seasoned issuer, as defined in Rule 405 of the Securities
Act. Yes ☒  No ☐

Indicate by checkmark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ☐  No ☒

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 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 ☒   No ☐

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted 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 such files). Yes ☒  No ☐

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S‑K is not contained
herein, and will not be contained, to the best of the Registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10‑K or any amendment to this Form 10‑K. ☒

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non‑accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” and “smaller reporting company,” and “emerging growth company” in Rule 12b‑2 of the Exchange Act.:

Large accelerated filer ☒Accelerated filer ☐Non‑accelerated filer ☐Smaller reporting company ☐Emerging growth
company ☐

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act  ☐

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b‑2 of the Act). Yes ☐  No ☒

The aggregate market value of voting and non‑voting common equity held by non‑affiliates of the Registrant was
approximately $1,667,067,000 as of June 30, 2018 (the last business day of the Registrant’s most recently completed
second fiscal quarter).

The number of shares of common stock outstanding as of February 25, 2019 was 39,713,946.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant’s definitive proxy statement relating to its 2018 Annual Meeting of Stockholders are
incorporated by reference into Part III of this Annual Report on Form 10‑K where indicated.
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CAUTIONARY STATEMENT

This Annual Report on Form 10-K contains forward‑looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended, adopted
pursuant to the Private Securities Litigation Reform Act of 1995. Statements that are not purely historical may be
forward‑looking. You can identify some of the forward‑looking statements by their use of forward‑looking words, such
as “believes,” “expects,” “may,” “will,” “could,” “would,” “should,” “seeks,” “approximately,” “intends,” “plans,” “estimates” or “anticipates,” or
the negative of those words or similar words. Forward‑looking statements involve inherent risks and uncertainties
regarding events, conditions and financial trends that may affect our future plans of operation, business strategy,
results of operations and financial position. A number of important factors could cause actual results to differ
materially from those included within or contemplated by such forward‑ looking statements, including, but not limited
to, the status of the economy; the status of capital markets (including prevailing interest rates) and our access to
capital; the income and returns available from investments in health care related real estate (including our ability to
re‑lease properties upon expiration of a lease term); the ability of our borrowers and lessees to meet their obligations to
us; our reliance on a few major operators; our dependence on operators for revenue and cash flow; the bankruptcy,
insolvency or financial deterioration of our lessees; potential limitations on our remedies when mortgage loans
default; competition faced by our borrowers and lessees within the health care industry; regulation of the health care
industry by federal, state and local governments; changes in Medicare and Medicaid reimbursement amounts
(including due to federal and state budget constraints); compliance with and changes to regulations and payment
policies within the health care industry; debt that we may incur and changes in financing terms; our ability to continue
to qualify as a real estate investment trust; the relative illiquidity of our real estate investments; and risks and liabilities
in connection with properties owned through limited liability companies and partnerships. For a discussion of these
and other factors that could cause actual results to differ from those contemplated in the forward‑looking statements,
please see the discussion under “Risk Factors” contained in this report and in other information contained in this report
and our publicly available filings with the Securities and Exchange Commission. We do not undertake any
responsibility to update or revise any of these factors or to announce publicly any revisions to forward‑looking
statements, whether as a result of new information, future events or otherwise.
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PART I

Item 1.  BUSINESS

General

LTC Properties, Inc., a health care real estate investment trust (“REIT”), was incorporated on May 12, 1992 in the State
of Maryland and commenced operations on August 25, 1992. We invest primarily in seniors housing and health care
properties through sale-leaseback transactions, mortgage financing, joint ventures and structured finance solutions
including mezzanine lending. Our primary objectives are to create, sustain and enhance stockholder equity value and
provide current income for distribution to stockholders through real estate investments in seniors housing and health
care properties managed by experienced operators. To meet these objectives, we attempt to invest in properties that
provide opportunity for additional value and current returns to our stockholders and diversify our investment portfolio
by geographic location, operator, property type and form of investment.

We primarily invest in the following type of properties:

· Skilled nursing centers (“SNF”) provide restorative, rehabilitative and nursing care for people not requiring the more
extensive and sophisticated treatment available at acute care hospitals. Many skilled nursing facilities provide
ancillary services that include occupational, speech, physical, respiratory and IV therapies, as well as sub‑acute care
services which are paid either by the patient, the patient’s family, private health insurance, or through the federal
Medicare or state Medicaid programs.

· Assisted living communities (“ALF”) serve people who require assistance with activities of daily living, but do not
require the constant supervision that skilled nursing facilities provide. Services are usually available 24 hours a day
and include personal supervision and assistance with eating, bathing, grooming and administering medication. The
facilities provide a combination of housing, supportive services, personalized assistance and health care designed to
respond to individual needs.

· Independent living communities (“ILF”), also known as retirement communities or senior apartments, offer a sense of
community and numerous levels of service, such as laundry, housekeeping, dining options/meal plans, exercise and
wellness programs, transportation, social, cultural and recreational activities, on‑site security and emergency response
programs. Many offer on‑site conveniences like beauty/barber shops, fitness facilities, game rooms, libraries and
activity centers.

· Memory care communities (“MC”) offer specialized options for people with Alzheimer’s disease and other forms of
dementia. Purpose built, free‑standing memory care facilities offer an attractive alternative for private‑pay residents
affected by memory loss in comparison to other accommodations that typically have been provided within a secured
unit of an assisted living or skilled nursing facility. These facilities offer dedicated care and specialized
programming for various conditions relating to memory loss in a secured environment that is typically smaller in
scale and more residential in nature than traditional assisted living facilities. Residents require a higher level of care
and more assistance with activities of daily living than in assisted living facilities. Therefore, these facilities have
staff available 24 hours a day to respond to the unique needs of their residents.

We conduct and manage our business as one operating segment, rather than multiple operating segments, for internal
reporting and internal decision making purposes. We include ALF, ILF, MC, and combinations thereof in the ALF
property classification.

4
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Portfolio

The following table summarizes our real estate investment portfolio as of December 31, 2018 (dollar amounts in
thousands):

Twelve Months
Ended

Percentage December 31, 2018 Percentage Number Number of 
Gross of Rental Interest of of SNF ALF

Owned
Properties Investments Investments

Income
(1)

Income
(2) Revenues

Properties
(3)

Beds
(4)

Units
(4)

Assisted
Living (5) $ 804,021 48.2 % $ 66,305 $  — 41.4 % 103  — 5,885
Skilled
Nursing 565,184 33.9 % 64,911  — 40.5 % 71 8,750 261
Under
Development
(6) 41,186 2.5 %  —  —  — %  —  —  —
Other (7) 11,065 0.7 % 924  — 0.6 % 1 118  —
Total Owned
Properties 1,421,456 85.3 % 132,140  — 82.5 % 175 8,868 6,146

Mortgage
Loans
Skilled
Nursing 245,386 14.7 %  — 28,143 17.5 % 22 2,892  —
Total Mortgage
Loans 245,386 14.7 %  — 28,143 17.5 % 22 2,892  —

Total Portfolio $ 1,666,842 100.0 % $ 132,140 $ 28,143 100.0 % 197 11,760 6,146

Twelve Months
Ended

Percentage December 31, 2018 Percentage Number Number of
Gross of Rental Interest of of SNF ALF

Summary of
Properties by
Type Investments Investments

Income
(1)

Income
(2) Revenues

Properties
(3)

Beds
(4)

Units
(4)

Skilled Nursing $ 810,570 48.6 % $ 64,911 $ 28,143 58.0 % 93 11,642 261
Assisted Living
(5) 804,021 48.2 % 66,305  — 41.4 % 103 — 5,885
Under
Development
(6) 41,186 2.5 %  —  —  — % — — —
Other (7) 11,065 0.7 % 924  — 0.6 %  1 118 —
Total Portfolio $ 1,666,842 100.0 % $ 132,140 $ 28,143 100.0 % 197 11,760 6,146

Edgar Filing: LTC PROPERTIES INC - Form 10-K

6



(1) Excludes rental income from properties sold during 2018.

(2) Excludes interest income from mortgage loans paid off during 2018.

(3) We have investments in 28 states leased or mortgaged to 28 different operators.

(4) See Item 2. Properties for discussion of bed/unit count.

(5) Includes ALF, ILF, MC, and combinations thereof.

(6) Represents three development projects, consisting of a 143-bed SNF in Kentucky, a 78-unit ALF/MC located in
Oregon and a 110-unit ILF/ALF/MC in Wisconsin.

(7) Includes three parcels of land held-for-use and one behavioral health care hospital.
In addition to the information in the table above, see Item 2. Properties for more information about our portfolio.

As of December 31, 2018 we had $1.3 billion in carrying value of net real estate investments, consisting of $1.1
billion or 82.0% invested in owned and leased properties and $0.2 billion or 18.0% invested in mortgage loans secured
by first mortgages.

5
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Owned Properties.  The following table summarizes our investment in owned properties at December 31, 2018 (dollar
amounts in thousands):

Average
Percentage Number Number of Investment

Gross of of SNF ALF per
Type of Property Investment Investment Properties (1) Beds (3) Units (3) Bed/Unit
Assisted Living (2) $ 804,021 56.5 % 103  — 5,885 $ 136.62
Skilled Nursing 565,184 39.8 % 71 8,750 261 $ 62.72
Under Development (4) 41,186 2.9 %  —  —  —  —
Other (5) 11,065 0.8 %  1 118  —  —
Total $ 1,421,456 100.0 % 175 8,868 6,146

(1) We have investments in 28 states leased to 28 different operators.

(2) Includes ALF, ILF, MC, and combinations thereof.

(3) See Item 2. Properties for discussion of bed/unit count.

(4) Represents three development projects, consisting of a 143-bed SNF in Kentucky, a 78-unit ALF/MC located in
Oregon and a 110-unit ILF/ALF/MC in Wisconsin.

(5) Includes three parcels of land held-for-use and one behavioral health care hospital.
Owned properties are leased pursuant to non‑cancelable operating leases generally with an initial term of 10 to
15 years. Many of the leases contain renewal options. The leases provide for fixed minimum base rent during the
initial and renewal periods. The majority of our leases contain provisions for specified annual increases over the rents
of the prior year and that increase is generally computed in one of four ways depending on specific provisions of each
lease:

(i) a specified percentage increase over the prior year’s rent, generally between 2.0% and 3.0%;
(ii) a calculation based on the Consumer Price Index;
(iii) as a percentage of facility revenues in excess of base amounts; or
(iv) specific dollar increases.
Each lease is a triple net lease which requires the lessee to pay all taxes, insurance, maintenance and repairs, capital
and non‑capital expenditures and other costs necessary in the operations of the facilities. Generally our leases provide
for one or more of the following: security deposits, property tax impounds, and credit enhancements such as corporate
or personal guarantees or letters of credit. In addition, our leases are typically structured as master leases and multiple
master leases with one operator, and are generally cross defaulted. The following table summarizes the concentration
of our top ten operators of owned properties for 2018 and percentage of rental revenue, excluding rental income from
properties sold, for those operators for 2018 and 2017:

Percent of
Rental Revenue

Edgar Filing: LTC PROPERTIES INC - Form 10-K

8



Lessee Property Type 2018 2017
Senior Lifestyle ALF/ILF/MC/SNF 14.6 %  13.8 %
Brookdale Senior Living Communities, Inc. ALF/ILF/MC 12.3 %  11.7 %
Senior Care Centers, LLC ALF/ILF/MC/SNF 10.9 %  11.5 %
Preferred Care, Inc. SNF/ALF/ILF 7.9 %  8.2 %
Fundamental Long Term Care Company SNF/MC 6.3 %  6.1 %
Genesis Healthcare SNF/ALF 6.2 %  6.2 %
Traditions Senior Management, Inc. SNF/ALF/ILF 6.0 %  5.2 %
Carespring Healthcare Management, LLC SNF/ALF/ILF 5.8 %  5.6 %
Juniper Communities, LLC ALF/MC 5.0 %  4.9 %
Thrive Senior Living, LLC ALF 5.0 %  3.4 %

6
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Mortgage Loans.  As part of our strategy of making long-term investments in properties used in the provision of
long-term health care services, we provide mortgage financing on such properties based on our established investment
underwriting criteria. We have also provided construction loans that by their terms convert into purchase/lease
transactions or permanent financing mortgage loans upon completion of construction. Substantially all of our
mortgage loan investments currently relate to skilled nursing facilities. The following table summarizes our
investments in mortgage loans secured by first mortgages at December 31, 2018 (dollar amounts in thousands):

Type Percentage Number of Investment
Gross of of SNF per

Interest Rate (1) Maturity Investment Property Investment Loans (2) Properties (3) Beds Bed/Unit
9.7% 2043 $ 186,013 SNF 75.8 %  1 15 2,029 $ 91.68
9.2% 2045 33,317 SNF 13.6 %  1  4 501 $ 66.50
9.4% 2045 14,975 SNF 6.1 %  1  1 157 $ 95.38
9.4% 2020 11,081 SNF 4.5 %  1  2 205 $ 54.05
Total $ 245,386 100.0 %  4 22 2,892 $ 84.85

(1) The majority of the mortgage loans provide for annual increases in the interest rate based upon a specified
increase of 2.25%.

(2) Some loans contain certain guarantees, provide for certain facility fees and the majority of the mortgage loans
have a 30-year term.

(3) Our mortgage loans are secured by properties located in one state and are with one borrower.
In general, the mortgage loans may not be prepaid except in the event of the sale of the collateral property to a
third-party that is not affiliated with the borrower, although partial prepayments (including the prepayment premium)
are often permitted where a mortgage loan is secured by more than one property upon a sale of one or more, but not
all, of the collateral properties to a third-party which is not an affiliate of the borrower. The terms of the mortgage
loans generally impose a premium upon prepayment of the loans depending upon the period in which the prepayment
occurs, whether such prepayment was permitted or required, and certain other conditions such as upon the sale of the
property under a pre‑existing purchase option, destruction or condemnation, or other circumstances as approved by us.
The prepayment premium is based on a yield maintenance formula. In addition to a lien on the mortgaged property,
the loans are generally secured by certain non‑real estate assets of the properties and contain certain other security
provisions in the form of letters of credit and/or security deposits.

Investment Policies and Strategies

Our investment policy is to invest primarily in income‑producing seniors housing and health care properties. Over the
past three years, we have underwritten SNF, ALF, ILF, MC and combinations thereof and 4 parcels of land for a total
of approximately $325.0 million.

Historically our investments have consisted of:

· fee ownership of seniors housing and skilled nursing properties that are leased to operators;
· mortgage loans secured by seniors housing and skilled nursing properties; or
· participation in such investments indirectly through investments in mezzanine loans and real estate partnerships or

other entities that themselves make direct investments in such loans or properties.
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In evaluating potential investments, we consider factors such as:

· type of property;
· location;
· competition within the local market and evaluation of the impact resulting from any potential new development

projects in construction or anticipated to be approved by local authorities;
· construction quality, condition and design of the property;
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· current and anticipated cash flow of the property and its adequacy to meet operational needs and lease obligations or
debt service obligations;

· experience, reputation and solvency of the operating companies providing services;
· payor mix of private, managed care, Medicare and Medicaid patients;
· growth, tax and regulatory environments of the communities in which the properties are located;
· occupancy and demand for similar properties in the area surrounding the property; and

· Medicaid reimbursement policies and plans of the state in which the property is
located.

Prior to an investment, we conduct a property site review to assess the general physical condition of the property and
the potential of additional services. In addition, we review third-party environmental reports, land surveys, and market
studies (if applicable) as well as conduct a financial due diligence review of the property before the investment is
made.

We believe skilled nursing centers are the lowest cost provider for certain levels of acuity; therefore, such facilities
play a vital role in our nation’s health care delivery system. Our investments include direct ownership, development,
first and second mortgages secured by skilled nursing centers and mezzanine loans. We prefer to invest in a property
that has a significant market presence in its community and where state certificate of need and/or licensing procedures
limit the entry of competing properties.

We believe that assisted living, independent living and memory care communities are an important sector in the
seniors housing and health care industry and our investments include direct ownership, development, real estate joint
ventures, mezzanine loans and mortgages secured by assisted living, independent living and/or memory care
communities.

We may incur additional indebtedness when, in the opinion of our Board of Directors, it is advisable. We may incur
such indebtedness to make investments in additional seniors housing and health care properties or to meet the
distribution requirements imposed upon REITs under the Internal Revenue Code of 1986, as amended. For other
short‑term purposes, we may, from time to time, negotiate lines of credit, or arrange for other short‑term borrowings
from banks or otherwise. We may also arrange for long-term borrowings through public or private offerings or from
institutional investors.

In addition, we may incur mortgage indebtedness on real estate which we have acquired through purchase, foreclosure
or otherwise. We may also obtain mortgage financing for unleveraged or underleveraged properties in which we have
invested or may refinance properties acquired on a leveraged basis.

We have attempted to diversify our portfolio by operator, by property type, and geographically. Our primary
marketing and business development strategy is to increase awareness of our presence and build long-term
relationships in the seniors housing and health care industry by supporting targeted industry trade organizations,
attending industry specific conferences and events attended by seniors housing and care providers, and seeking out
speaking engagements at industry related events as well as interviews in industry publications. We believe this
targeted marketing and business development effort has provided deal flow opportunities and will continue to provide
opportunities for new investments in 2019. Since competition from investors as well as other capital providers for
large transactions consisting of fully-marketed, multi-property portfolios generally result in valuations above our
targeted investment criteria, our marketing and business development efforts focus on sourcing relationships with
regionally based operating companies to execute on single property transactions (for acquisition, mortgage financing
or development), or smaller multi-property portfolios that are not broadly marketed by third-party intermediaries
which complement our historic investment execution and are priced at yields that are accretive to our stockholders.

Competition
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In the health care industry, we compete for real property investments with health care providers, other health care
related REITs, real estate partnerships, banks, private equity funds, venture capital funds and other investors. Many
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of our competitors are significantly larger and have greater financial resources and lower cost of capital than we have
available to us. Our ability to compete successfully for real property investments will be determined by numerous
factors, including our ability to identify suitable acquisition targets, our ability to negotiate acceptable terms for any
such acquisition and the availability and our cost of capital.

The lessees and borrowers of our properties compete on a local, regional and, in some instances, national basis with
other health care providers. The ability of the lessee or borrower to compete successfully for patients or residents at
our properties depends upon several factors, including the levels of care and services provided by the lessees or
borrowers, the reputation of the providers, physician referral patterns, physical appearances of the properties, family
preferences, financial condition of the operator and other competitive systems of health care delivery within the
community, population and demographics.

REIT Tax Status

We have elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code of 1986, as
amended, or the Code. To maintain our qualification as a REIT, we must meet a number of organizational and
operational requirements, including a requirement that we annually distribute to our shareholders at least 90% of our
REIT taxable income, determined without regard to the dividends paid deduction and excluding net capital gains. As a
REIT, we generally are not subject to U.S. federal income tax on the taxable income we distribute to our shareholders.
If we fail to qualify as a REIT in any taxable year, we will be subject to U.S. federal income tax at the generally
applicable corporate tax rate. Even if we qualify for taxation as a REIT, we may be subject to certain state and local
taxes on our income, property or net worth and U.S. federal income and excise taxes on our undistributed income.

Health Care Regulation

Overview

The health care industry is heavily regulated by the government. Our borrowers and lessees who operate health care
facilities are subject to extensive regulation by federal, state and local governments. These laws and regulations are
subject to frequent and substantial changes resulting from legislation, adoption of rules and regulations, and
administrative and judicial interpretations of existing law. These changes may have a dramatic effect on the definition
of permissible or impermissible activities, the relative costs associated with doing business and the amount of
reimbursement by both government and other third-party payors. These changes may be applied retroactively. The
ultimate timing or effect of these changes cannot be predicted. The failure of any borrower of funds from us or lessee
of any of our properties to comply with such laws, requirements and regulations could result in sanctions or remedies
such as denials of payment for new Medicare and Medicaid admissions, civil monetary penalties, state oversight and
loss of Medicare and Medicaid participation or licensure. Such action could affect our borrower’s or lessee’s ability to
operate its facility or facilities and could adversely affect such borrower’s or lessee’s ability to make debt or lease
payments to us.

The properties we own and the manner in which they are operated are affected by changes in the reimbursement,
licensing and certification policies of federal, state and local governments. Properties may also be affected by changes
in accreditation standards or procedures of accrediting agencies. In addition, expansion (including the addition of new
beds or services or acquisition of medical equipment) and occasionally the discontinuation of services of health care
facilities are, in some states, subjected to state and regulatory approval through “certificate of need” laws and
regulations.

Health Care Reform and Other Legislative Developments
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In March 2010, President Obama signed into law the Patient Protection and Affordable Care Act, as amended (the
“Affordable Care Act”). The Affordable Care Act is designed to expand access to affordable health insurance, contain
health care costs, and institute a variety of health policy reforms. This sweeping law expanded the insured population,
but also reduced federal health care spending and imposed additional requirements on our lessees and borrowers.
Among other things, the Affordable Care Act: reduced Medicare skilled nursing facility reimbursement by a so-called
“productivity adjustment” based on economy-wide productivity gains; required the development of a value-
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based purchasing program for Medicare skilled nursing facility services; authorized bundled payment programs,
which can include post-acute services; and provided incentives to state Medicaid programs to promote
community-based care as an alternative to institutional long-term care services. In addition, the Affordable Care Act
impacts both us and our lessees and borrowers as employers, including requirements related to the health insurance we
offer to our respective employees. Many aspects of the Affordable Care Act have been implemented through
regulations and subregulatory guidance, as discussed further below. President Trump and some members of Congress
have called for repeal of the Affordable Care Act and replacement with alternative reforms. In December 2017, the
President signed into law a tax reform bill that repeals the Affordable Care Act’s penalty for individuals who fail to
maintain health coverage meeting certain minimum standards. Additional revisions of the Affordable Care Act could
be made in future, although the details and timing of any such actions are unknown at this time. There can be no
assurance that the implementation of the Affordable Care Act or any subsequent modifications will not adversely
impact the operations, cash flows or financial condition of our lessees and borrowers, which subsequently could
materially adversely impact our revenue and operations. 

Under the sequestration provisions of the Budget Control Act of 2011, as amended, a 2% cut to Medicare payments to
providers and health plans cuts generally has applied to Medicare fee-for-service claims on or after April 1, 2013. As
further amended by subsequent legislation, the Medicare sequestration cuts are currently scheduled to be applied
through fiscal year 2025, although Congress and the Administration could enact legislation to extend or modify
sequestration at any time. There can be no assurances that enacted or future budget control mechanisms will not have
an adverse impact on the financial condition of our borrowers and lessees, which subsequently could materially
adversely impact our company.

The Protecting Access to Medicare Act of 2014 required the Secretary of the Department of Health and Human
Services to develop a skilled nursing facility “value-based purchasing program” tying Medicare payments to skilled
nursing facilities to their performance on certain new readmissions measures, applicable to services furnished
beginning October 1, 2018. The Medicare Access and CHIP Reauthorization Act of 2015 set the annual skilled
nursing facility prospective payment system update for fiscal year 2018 at 1%, and the Bipartisan Budget Act of 2018
established an update of 2.4% for fiscal year 2019. Additional reforms affecting the payment for and availability of
health care services have been proposed at the state level and adopted by certain states.

Congress and state legislatures can be expected to continue to review and assess alternative health care delivery
systems and payment methodologies, including potential changes in Medicare and Medicaid payment policy for
skilled nursing facility services and other types of post-acute care. Additional changes in laws, new interpretations of
existing laws, or other changes in payment methodologies may have a dramatic effect on the definition of permissible
or impermissible activities, the relative costs associated with doing business and the amount of reimbursement by the
government and other third-party payors. There can be no assurances that enacted or future legislation will not have an
adverse impact on the financial condition of our borrowers and lessees, which subsequently could materially adversely
impact our company.

Reimbursement

The ability of our borrowers and lessees to generate revenue and profit determines the underlying value of that
property to us. Revenues of our borrowers and lessees of skilled nursing centers are generally derived from payments
for patient care. Sources of such payments for skilled nursing facilities include the federal Medicare program, state
Medicaid programs, private insurance carriers, managed care organizations, preferred provider arrangements, and
self-insured employers, as well as the patients themselves.

A significant portion of the revenue of our skilled nursing center borrowers and lessees is derived from
governmentally-funded reimbursement programs, such as Medicare and Medicaid. Because of significant health care
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costs paid by such government programs, both federal and state governments have adopted and continue to consider
various health care reform proposals to control health care costs. In many instances, revenues from Medicaid
programs are insufficient to cover the actual costs incurred in providing care to Medicaid patients. In addition, all
states have been making changes to their long-term care delivery systems that emphasize home and community-based
long-term care services, in some cases coupled with cost-controls for institutional providers. Increasingly, state
Medicaid programs are providing coverage through managed care programs under contracts with private health plans,
which is intended to
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decrease state Medicaid costs. The federal government also has adopted various policies to promote community-based
alternatives to institutional services. The Trump Administration and Congress are also considering revising federal
payments to state Medicaid programs to establish block grants or impose per capita limits on federal Medicaid
payments to states. As states and the federal government continue to respond to budget pressures, future reduction in
Medicaid payments for skilled nursing facility services could have an adverse effect on the financial condition of our
borrowers and lessees which could, in turn, adversely impact the timing or level of their payments to us. 

With regard to the Medicare program, over the years there have been efforts to contain Medicare fee-for-service
spending, promote Medicare managed care, and, more recently, tie reimbursement to quality of care. CMS annually
updates Medicare skilled nursing facility prospective payment system rates and other policies. On July 31, 2017, CMS
released a final rule updating Medicare skilled nursing facility rates and policies for fiscal year 2018, which began on
October 1, 2017. CMS expected the rule to increase overall payments to skilled nursing facilities by $370 million in
fiscal year 2018, or 1%, compared to fiscal year 2017 levels. The 1% update for fiscal year 2018 was set by Congress
in 2015 legislation. On July 31, 2018, CMS issued a final rule updating skilled nursing facility rates and policies for
fiscal year 2019. The final rule includes a 2.4% payment increase, which CMS projects will increase overall payments
to skilled nursing facilities by $820 million in fiscal year 2019 compared with fiscal year 2018 levels. The final rule
also replaces the existing Resource Utilization Groups, Version IV (“RUG–IV”) case mix classification system with a
new model beginning in fiscal year 2020. The new case mix classification system, called the “Patient-Driven Payment
Model,” will base Medicare payment on resident needs rather than the amount of therapy a resident
receives.  Additionally, the SNF Value-Based Purchasing (“VBP”) Program went into effect October 1, 2018. Under the
VBP Program, CMS reduces Medicare payments to skilled nursing facilities by 2%. CMS will then return
approximately 60% of the withheld amount to skilled nursing facilities based on their relative performance on a
readmission measure. The remaining portion of the withheld amount will be retained in the Medicare Trust Fund.
There can be no assurance that any future reductions in Medicare skilled nursing facility payment rates or other policy
changes impacting long-term care facilities would not have an adverse effect on the financial condition of our
borrowers and lessees which could, in turn, adversely impact the timing or level of their payments to us.

CMS also has implemented a variety of Medicare bundled payment programs that seek to promote greater care
coordination and more efficient use of resources. Certain of these models, such as the Medicare Comprehensive Care
for Joint Replacement and Bundled Payments for Care Improvement Advanced models, have impacted post-acute
care, including skilled nursing facility services. There can be no assurances that new Medicare payment models will
not adversely affect revenues of our skilled nursing center borrowers and lessees and thereby adversely affect those
borrowers’ and lessees’ abilities to make their debt or lease payments to us.

Moreover, health care facilities continue to experience pressures from private payors attempting to control costs;
reimbursement from private payors has in some cases fallen relative to government payors. Governmental and public
concern regarding health care costs may result in significant reductions in payment to health care facilities, and there
can be no assurance that future payment rates for either governmental or private payors will be 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 could adversely affect revenues of our skilled
nursing center borrowers and lessees and to a much lesser extent our assisted living community borrowers and lessees
and thereby adversely affect those borrowers’ and lessees’ abilities to make their debt or lease payments to us. Failure
of the borrowers or lessees to make their debt or lease payments would have a direct and material adverse impact on
us.

Fraud and Abuse Enforcement

Various federal and state laws govern financial and other arrangements between health care providers that participate
in, receive payments from, or make or receive referrals for work in connection with government funded health care
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programs, including Medicare and Medicaid. These laws, known as the fraud and abuse laws, include the federal
anti-kickback statute, which prohibits, among other things, knowingly and willfully soliciting, receiving, offering or
paying any remuneration directly or indirectly in return for, or to induce, the referral, or arrange for the referral, of an
individual to a person for the furnishing of an item or service for which payment may be made under federal health
care programs. In addition, the federal physician self-referral law, commonly known as the Stark Law, prohibits
physicians and certain other types of practitioners from making referrals for certain designated health services paid in
whole or in part by Medicare and Medicaid to entities with which the practitioner or a member of the practitioner’s
immediate family
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has a financial relationship, unless the financial relationship fits within an applicable exception to the Stark Law. The
Stark Law also prohibits the entity receiving the referral from seeking payment under the Medicare program for
services rendered pursuant to a prohibited referral. Sanctions for violating the Stark Law include civil monetary
penalties of up to $24,748 per prohibited service provided, assessments equal to three times the dollar value of each
such service provided and exclusion from the Medicare and Medicaid programs. Many states have enacted similar
fraud and abuse laws which are not necessarily limited to items and services for which payment is made by federal
health care programs. Violations of these laws may result in fines, imprisonment, denial of payment for services, and
exclusion from federal and/or other state-funded programs. Other federal and state laws authorize the imposition of
penalties, including criminal and civil fines and exclusion from participation in federal health care programs for
submitting false claims, improper billing and other offenses. Federal and state government agencies have continued
rigorous enforcement of criminal and civil fraud and abuse laws in the health care arena. Our borrowers and lessees
are subject to many of these laws, and some of them could in the future become the subject of a governmental
enforcement action.

Environmental Regulation

Under various federal, state and local environmental laws, ordinances and regulations, an owner of real property or a
secured lender (such as us) may be liable for the costs of removal or remediation of hazardous or toxic substances at,
under or disposed of in connection with such property, as well as other potential costs relating to hazardous or toxic
substances (including government fines and damages for injuries to persons and adjacent property). Such laws often
impose such liability without regard to whether the owner or secured lender knew of, or was responsible for, the
presence or disposal of such substances and may be imposed on the owner or secured lender in connection with the
activities of an operator of the property. The cost of any required remediation, removal, fines or personal or property
damages and the owner’s or secured lender’s liability therefore could exceed the value of the property, and/or the assets
of the owner or secured lender. In addition, the presence of such substances, or the failure to properly dispose of or
remediate such substances, may adversely affect the owner’s ability to sell or rent such property or to borrow using
such property as collateral which, in turn, would reduce our revenues.

Although the mortgage loans that we provide and leases covering our properties require the borrower and the lessee to
indemnify us for certain environmental liabilities, the scope of such obligations may be limited and we cannot assure
that any such borrower or lessee would be able to fulfill its indemnification obligations.

Insurance

It is our current policy, and we intend to continue this policy, that all borrowers of funds from us and lessees of any of
our properties secure adequate comprehensive property and general and professional liability insurance that covers us
as well as the borrower and/or lessee. Even though that is our policy, certain borrowers and lessees have been unable
to obtain general and professional liability insurance in the specific amounts required by our leases or mortgages
because the cost of such insurance and some insurers have stopped offering such insurance for long-term care
facilities. Additionally, in the past, insurance companies have filed for bankruptcy protection leaving certain of our
borrowers and/or lessees without coverage for periods that were believed to be covered prior to such bankruptcies.
The unavailability and associated exposure as well as increased cost of such insurance could have a material adverse
effect on the lessees and borrowers, including their ability to make lease or mortgage payments. Although we contend
that as a non‑possessory landlord we are not generally responsible for what takes place on real estate we do not
possess, claims including general and professional liability claims may still be asserted against us which may result in
costs and exposure for which insurance is not available. Certain risks may be uninsurable, not economically insurable
or insurance may not be available and there can be no assurance that we, a borrower or lessee will have adequate
funds to cover all contingencies. If an uninsured loss or a loss in excess of insured limits occurs with respect to one or
more of our properties, we could be subject to an adverse claim including claims for general or professional liability,
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could lose the capital that we have invested in the properties, as well as the anticipated future revenue for the
properties and, in the case of debt which is with recourse to us, we would remain obligated for any mortgage debt or
other financial obligations related to the properties. Certain losses, such as losses due to floods or seismic activity if
insurance is available, may be insured subject to certain limitations including large deductibles or co‑payments and
policy limits.

12

Edgar Filing: LTC PROPERTIES INC - Form 10-K

21



Table of Contents

Employees

At December 31, 2018, we employed 21 people. Our employees are not members of any labor union, and we consider
our relations with our employees to be excellent.

Investor Information

We make available to the public free of charge through our internet website our Annual Report on Form 10‑K,
Quarterly Reports on Form 10‑Q, Current Reports on Form 8‑K, and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, as soon as reasonably
practicable after we electronically file such reports with, or furnish such reports to, the Securities and Exchange
Commission (“SEC”). Our internet website address is www.LTCreit.com. We are not including the information
contained on our website as part of, or incorporating it by reference into, this Annual Report on Form 10‑K.

The SEC also maintains an internet website that contains reports, proxy statements and other information we file. The
internet address of the SEC website is www.sec.gov.

You may contact our Investor Relations Department at:

LTC Properties, Inc.

2829 Townsgate Road, Suite 350

Westlake Village, California 91361

Attn: Investor Relations

(805) 981‑8655

Item 1A.  RISK FACTORS

This section discusses risk factors that may affect our business, operations, and financial condition. If any of these
risks, as well as other risks and uncertainties that we have not yet identified or that we currently think are not material,
actually occur, we could be materially adversely affected and the value of our securities could decline. In addition,
these risk factors contain “forward‑looking statements” as discussed above under the heading “Cautionary Statement.” The
following information should be read in conjunction with Management’s Discussion and Analysis, and the
consolidated financial statements and related notes in this Annual Report on Form 10‑K.

A Failure to Maintain or Increase our Dividend Could Reduce the Market Price of Our Stock. The ability to maintain
or raise our common dividend is dependent, to a large part, on growth of funds available for distribution. This growth
in turn depends upon increased revenues from additional investments and loans, rental increases and mortgage rate
increases.

We May Have Limited Access to Capital At Times, Which Could Cause Our Growth to Slow. A REIT is required to
make dividend distributions and retains little cash flow for growth. As a result, growth for a REIT is generally through
the steady investment of new capital in real estate assets. At December 31, 2018, we had $2.7 million of cash on hand,
$488.0 million available under our unsecured revolving line of credit and $93.8 million available under our shelf
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agreement with Prudential Investment Management, Inc. We also have the potential ability to access the capital
markets through the issuance of $184.1 million of common stock under our equity distribution agreement and an
indeterminate amount through the issuance of debt and/or equity securities under an automatic shelf registration
statement. As a result, we currently believe our liquidity and various sources of available capital are sufficient to fund
operations and development commitments, meet debt service obligations (both principal and interest), make dividend
distributions and finance future investments should we determine such future investments are financially feasible.
However, there may be times when we will have limited access to capital from the equity and/or debt markets. During
such periods, virtually all of our available capital would be required to meet existing commitments and to reduce
existing debt. We may not be able, during such periods, to obtain additional equity and/or debt capital or dispose of
assets on favorable terms, if at all, at the time we require additional capital to acquire health care properties on a
competitive basis or meet our obligations.

Income and Returns from Health Care Facilities Can be Volatile.  There is a possibility that the health care properties
in which we invest will not generate income sufficient to meet operating expenses, will generate income and
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capital appreciation, if any, at rates lower than those anticipated or will yield returns lower than those available
through investments in comparable real estate or other investments are additional risks of investing in health care
related real estate. Income from properties and yields from investments in our properties may be affected by many
factors, including changes in governmental regulation (such as zoning laws and government payment), general or
local economic conditions (such as fluctuations in interest rates and employment conditions), the available local
supply of and demand for improved real estate, a reduction in rental income as the result of an inability to maintain
occupancy levels, natural disasters (such as hurricanes, earthquakes and floods) or similar factors.

We Depend on Lease Income and Mortgage Payments from Real Property.  Approximately 97.0% of our revenue for
the year ended December 31, 2018, was derived from lease income and mortgage payments from real property. Our
revenue would be adversely affected if a significant number of our borrowers or lessees were unable to meet their
obligations to us or if we were unable to lease our properties or make mortgage loans on economically favorable
terms. There can be no assurance that any lessee will exercise its option to renew its lease upon the expiration of the
initial term. There can be no assurance that if such failure to renew were to occur, or if we did not re‑lease a property to
a current lessee, we could lease the property to others on favorable terms, at the same rent as the current rent, or on a
timely basis.

We Rely on a Few Major Operators. During the year ended December 31, 2018, approximately 37.8% of our revenues
from leases were generated from three operators. The failure, inability or unwillingness of these operators to meet
their obligations to us could materially reduce our cash flow as well as our results of operations, which could in turn
reduce the amount of dividends we pay, cause our stock price to decline and have other material adverse effects on our
business, results of operations and financial condition.   

We Depend on our Operators For Revenue and Cash Flow.  Substantially all of our revenues and sources of cash
flows from operations are derived from operating lease rentals and interest earned on outstanding loans receivable.
Our investments in owned properties and mortgage loans represent our primary source of liquidity to fund
distributions and are dependent upon the performance of the operators on their lease and loan obligations and the rates
earned thereon. Our financial position and ability to make distributions may be adversely affected by financial
difficulties experienced by any of our lessees or borrowers, or in the event any such operator does not renew and/or
extend its relationship with us or our borrowers when it expires.

The Bankruptcy, Insolvency or Financial Deterioration of our Lessees Could Delay or Prevent Us From Collecting
Unpaid Rents or Require Us to Find New Tenants to Operate our Properties. We have limited control over the success
or failure of our operators’ businesses. If an operator experiences financial or legal difficulties, the operator may fail to
make its rent payments when due or declare bankruptcy, either of which could result in the termination of the
operator’s lease and adversely affect us. In the case of a master lease, this risk is magnified, as an operator default
could reduce or eliminate rental revenue from several properties. If an operator is unable to comply with the terms of
its leases, we may be forced to modify the leases in ways that are unfavorable to us. Alternatively, the failure of an
operator to perform its obligations under its lease or other agreements with us could force us to declare a default,
terminate the lease and transition or sell the property. We cannot provide any assurances that we would be able to find
a suitable replacement operator, re-lease the property on substantially equivalent or better terms than the prior lease, or
at all, successfully reposition the property for other uses, or sell the property on terms that are favorable to us. If a
lessee seeks bankruptcy protection, the Bankruptcy Court may impose an automatic stay that would preclude us from
collecting pre-bankruptcy obligations from that operator or seizing its property. An operator bankruptcy could also
delay our efforts to collect past due amounts owed to us under the applicable lease and ultimately preclude collection
of all or a portion of those amounts. In such a case, we may recover substantially less than the full value of any
secured or unsecured claims we hold.
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Our Remedies May Be Limited When Mortgage Loans Default.  To the extent we invest in mortgage loans, such
mortgage loans may or may not be recourse obligations of the borrower and generally will not be insured or
guaranteed by governmental agencies or otherwise. In the event of a default under such obligations, we may have to
foreclose on the property underlying the mortgage or protect our interest by acquiring title to a property and thereafter
make substantial improvements or repairs in order to maximize the property’s investment potential. Borrowers may
contest enforcement of foreclosure or other remedies, seek bankruptcy protection against such enforcement and/or
bring claims for lender liability in response to actions to enforce mortgage obligations. If a borrower seeks bankruptcy
protection, the Bankruptcy Court may impose an automatic stay that would preclude us from enforcing foreclosure or
other remedies
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against the borrower. Declines in the value of the property may prevent us from realizing an amount equal to our
mortgage loan upon foreclosure.

Our Borrowers and Lessees Face Competition in the Health Care Industry. The long-term care industry is highly
competitive and we expect that it may become more competitive in the future. Our borrowers and lessees are
competing with numerous other companies providing similar long-term care services or alternatives such as home
health agencies, hospices, life care at home, community-based service programs, retirement communities and
convalescent centers. Additionally, our borrowers and lessees are employers who compete for labor. Accordingly, our
borrowers and lessees are sensitive to changes in the labor market and wages and benefits offered to their employees,
which can impact their ability to remain competitive. There can be no assurance that our borrowers and lessees will
not encounter increased competition in the future which could limit their ability to attract residents or expand their
businesses and therefore affect their ability to make their debt or lease payments to us.

The Health Care Industry is Heavily Regulated by the Government. Our borrowers and lessees who operate health
care facilities are subject to extensive regulation by federal, state and local governments. These laws and regulations
are subject to frequent and substantial changes resulting from legislation, adoption of rules and regulations, and
administrative and judicial interpretations of existing law. These changes may have a dramatic effect on the definition
of permissible or impermissible activities, the relative costs associated with doing business and the amount of
reimbursement by both government and other third-party payors. These changes may be applied retroactively. The
ultimate timing or effect of these changes cannot be predicted. For instance, the Patient Protection and Affordable
Care Act, as amended (the “Affordable Care Act”) may be subject to revision, replacement, or repeal. In addition, CMS
has adopted regulations that impose new standards for long-term care facilities participating in the Medicare and
Medicaid programs. See Item 1. Business—Health Care Regulation.  The failure of any borrower of funds from us or
lessee of any of our properties to comply with such laws, requirements and regulations could affect its ability to
operate its facility or facilities and could adversely affect such lessee’s or borrower’s ability to make lease or debt
payments to us.

Federal and State Health Care Cost Containment Measures Including Reductions in Reimbursement From Third-Party
Payors Such as Medicare and Medicaid Could Adversely Affect Us and The Ability of Our Operators to Make
Payments to Us. The ability of our borrowers and lessees to generate revenue and profit determines the underlying
value of that property to us. Revenues of our borrowers and skilled nursing center lessees are generally derived from
payments for patient care. Sources of such payments include the federal Medicare program, state Medicaid programs,
private insurance carriers, health care service plans, health maintenance organizations, preferred provider
arrangements, self-insured employers, as well as the patients themselves. 

The health care industry continues to face increased government and private payor pressure on health care providers to
control costs. Federal legislative and regulatory policies have been adopted and may continue to be proposed that
would reduce Medicare and/or Medicaid payments to nursing facilities. Moreover, state budget pressures continue to
result in adoption of Medicaid provider payment reductions in some states. Increasingly, state Medicaid programs are
providing coverage through managed care programs under contracts with private health plans, which is intended to
decrease state Medicaid costs. The Trump Administration and Congress are also considering revising federal
payments to state Medicaid programs to establish block grants or impose per capita limits on federal Medicaid
payments to states. See Item 1. Business—Health Care Regulation. In light of continuing federal and state Medicaid
program reforms, budget cuts, and regulatory initiatives, no assurance can be given that the implementation of such
regulations and reforms will not have a material adverse effect on the financial condition or results of operations of
our lessees and/or borrowers which, in turn, could affect their ability to meet their contractual obligations to us.

We Could Incur More Debt.  We operate with a policy of incurring debt when, in the opinion of our Board of
Directors, it is advisable. We may incur additional debt by borrowing under our unsecured revolving line of credit or
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the uncommitted private shelf agreement, mortgaging properties we own and/or issuing debt securities in a public
offering or in a private transaction. Accordingly, we could become more highly leveraged. The degree of leverage
could have important consequences to stockholders, including affecting our ability to obtain, in the future, additional
financing for working capital, capital expenditures, acquisitions, development or other general corporate purposes and
making us more vulnerable to a downturn in business or the economy generally.
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We Could Fail to Collect Amounts Due Under Our Straight‑line Rent Receivable Asset.  U.S. generally accepted
accounting principles (“GAAP”) requires us to calculate the total rent we will receive as a fixed amount over the life of
the lease and recognize that revenue evenly over that life. In a situation where a lease calls for fixed rental increases
during the life of the lease, rental income recorded in the early years of a lease is higher than the actual cash rent
received which creates an asset on the consolidated balance sheet called straight‑line rent receivable. At some point
during the lease, depending on the rent levels and terms, this reverses and the cash rent payments received during the
later years of the lease are higher than the rental income recognized which reduces the straight‑line rent receivable
balance to zero by the end of the lease. We periodically assess the collectability of the straight‑line rent receivable. If
during our assessment we determined that we were unlikely to collect a portion or the entire straight‑line rent
receivable asset, we may provide a reserve against the previously recognized straight‑line rent receivable asset for a
portion or up to its full value that we estimate may not be recoverable.

Our Assets May be Subject to Impairment Charges.  We periodically but not less than quarterly 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 determine
that an impairment has occurred, we would be required to make an adjustment to the net carrying value of the asset
which could have a material adverse effect on our results of operations in the period in which the write‑off occurs.

A Failure to Reinvest Cash Available to Us Could Adversely Affect Our Future Revenues and Our Ability to Increase
Dividends to Stockholders; There is Considerable Competition in Our Market for Attractive Investments.  From time
to time, we will have cash available from (1) proceeds of sales of shares of securities, (2) proceeds from new debt
issuances, (3) principal payments on our mortgages and other investments, (4) sale of properties, and (5) funds from
operations. We may reinvest this cash in health care investments and in accordance with our investment policies,
repay outstanding debt or invest in qualified short-term or long-term investments. We compete for real estate
investments with a broad variety of potential investors. The competition for attractive investments negatively affects
our ability to make timely investments on acceptable terms. Delays in acquiring properties or making loans will
negatively impact revenues and perhaps our ability to increase distributions to our stockholders.

Our Failure to Qualify as a REIT Would Have Serious Adverse Consequences to Our Stockholders.  We intend to
operate so as to qualify as a REIT under the Internal Revenue Code of 1986, as amended, or the Code. We believe that
we have been organized and have operated in a manner which would allow us to qualify as a REIT under the Code
beginning with our taxable year ended December 31, 1992. However, it is possible that we have been organized or
have operated in a manner which would not allow us to qualify as a REIT, or that our future operations could cause us
to fail to qualify. Qualification as a REIT requires us to satisfy numerous requirements (some on an annual and
quarterly basis) established under highly technical and complex Code provisions for which there are only limited
judicial and administrative interpretations, and involves the determination of various factual matters and
circumstances not entirely within our control. For example, in order to qualify as a REIT, at least 95% of our gross
income in any year must be derived from qualifying sources, and we must pay dividends to stockholders aggregating
annually at least 90% of our REIT taxable income (determined without regard to the dividends paid deduction and by
excluding capital gains). Legislation, new regulations, administrative interpretations or court decisions could
significantly change the tax laws with respect to qualification as a REIT or the federal income tax consequences of
such qualification.

If we fail to qualify as a REIT in any taxable year, we will be subject to federal and state income tax (including any
applicable alternative minimum tax for taxable years ending prior to January 1, 2018) on our taxable income at regular
corporate rates. Unless we are entitled to relief under statutory provisions, we would be disqualified from treatment as
a REIT for the four taxable years following the year during which we lost qualification. If we lose our REIT status,
our net earnings available for investment or distribution to stockholders would be significantly reduced for each of the
years involved. In addition, we would no longer be required to make distributions to stockholders.
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Recent Changes to the U.S. Tax Laws Could Have a Significant Negative Impact on the Overall Economy, Our
Tenants, Our Investors, and Our Business. On December 22, 2017, H.R. 1, commonly referred to as the Tax Cuts and
Jobs Act (the “TCJA”) was signed into law making significant changes to the Code. Relevant changes include, but are
not limited to the following:

· a federal corporate tax rate decrease from 35% to 21% for tax years beginning after December 31, 2017,
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· an immediate 100% deduction of the cost of certain capital asset investments (generally excluding real estate assets),
subject to a phase-down of the deduction percentage over time,

· restrictions to the deductibility of interest expense by businesses (generally, to 30% of the business’ adjusted taxable
income) except, among others, real property businesses electing out of such restriction; generally, we expect our
business to qualify as such a real property business,

· the use of the less favorable alternative depreciation system to depreciate real property in the event a real
property business elects to avoid the interest deduction restriction above,

· elimination of the corporate alternative minimum tax,
· restriction limiting the benefits of like-kind exchanges that defer capital gains for tax purposes to exchanges of real

property; and
· implementation of a one-time transition tax on the mandatory deemed repatriation of foreign earnings.
While the changes in the TCJA generally appear to be favorable with respect to REITs, the extensive changes to
non-REIT provisions in the Code may have unanticipated effects on us or our stockholders. Moreover, Congressional
leaders have recognized that the process of adopting extensive tax legislation in a short amount of time without
hearings and substantial time for review is likely to have led to drafting errors, issues needing clarification and
unintended consequences that will have to be reviewed in subsequent tax legislation. At this point, it is not clear when
Congress will address these issues or when the Internal Revenue Service will issue administrative guidance on the
changes made in the TCJA.

As a result of the changes to U.S. federal tax laws implemented by the TCJA, our taxable income and the amount of
distributions to our stockholders required in order to maintain our REIT status, and our relative tax advantage as a
REIT, may significantly change. The long-term impact of the TCJA on the overall economy, government revenues,
our tenants, us, and the real estate industry cannot be reliably predicted at this early stage of the new law’s
implementation. Furthermore, the TCJA may negatively impact certain of our tenants’ operating results, financial
condition, and future business plans. The TCJA may also result in reduced government revenues, and therefore
reduced government spending, which may negatively impact some of our tenants that rely on government funding.
There can be no assurance that the TCJA will not negatively impact our operating results, financial condition, and
future business operations.

Provisions in Our Articles of Incorporation May Limit Ownership of Shares of Our Capital Stock.  In order for us to
qualify as a REIT, no more than 50% in value of the outstanding shares of our stock may be beneficially owned,
directly or indirectly, by five or fewer individuals at any time during the last half of each taxable year. To ensure
qualification under this test, our Articles of Incorporation provide that, subject to exceptions, no person may
beneficially own more than 9.8% of outstanding shares of any class or series of our stock, including our common
stock. Our Board of Directors may exempt a person from the 9.8% ownership limit upon such conditions as the Board
of Directors may direct. However, our Board of Directors may not grant an exemption from the 9.8% ownership limit
if it would result in the termination of our status as a REIT. Shares of capital stock in excess of the 9.8% ownership
limitation that lack an applicable exemption may lose rights to dividends and voting, and may be subject to
redemption. As a result of the limitations on ownership set forth in our Articles of Incorporation, acquisition of any
shares of capital stock that would result in our disqualification as a REIT may be limited or void. The 9.8% ownership
limitation also may have the effect of delaying, deferring, or preventing a change in control of us, including an
extraordinary transaction (such as a merger, tender offer or sale of all or substantially all of our assets) that might
provide a premium price for holders of our capital stock.

Our Real Estate Investments are Relatively Illiquid.  Real estate investments are relatively illiquid and, therefore, tend
to limit our ability to vary our portfolio promptly in response to changes in economic or other conditions. 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 operational requirements, which are revised from time to time. Such requirements may include a

Edgar Filing: LTC PROPERTIES INC - Form 10-K

30



duty to admit Medicare and Medicaid patients, limiting the ability of the facility to increase its private pay census
beyond certain limits. Medicare and Medicaid facilities are regularly inspected to determine compliance, and may be
excluded from the programs—in some cases without a prior hearing—for failure to meet program requirements. Transfers
of operations of nursing homes and other health care‑related facilities are subject to regulatory approvals not
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required for transfers of other types of commercial operations and other types of real 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 meet its obligations on the lease or mortgage loan, the liquidation value of the
property may be substantially less than the net book value or the amount owing on any related mortgage loan, than
would be the case if the property were readily adaptable to other uses. The receipt of liquidation proceeds or 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 property or the replacement of the operator with a new
operator licensed to manage the facility. In addition, certain significant expenditures associated with real estate
investment, such as real estate taxes and maintenance costs, are generally not reduced when circumstances cause a
reduction in income from the investment. Should such events occur, our income and cash flows from operations
would be adversely affected.

We are Subject to Risks and Liabilities in Connection with Properties Owned Through Limited Liability Companies
and Partnerships. We currently have an investment in a limited liability company and we may make additional
investments through these ventures in the future. Partnership or limited liability company investments may involve
risks such as the following:

· our partners or co‑members might become bankrupt (in which event we and any other remaining general partners or
members would generally remain liable for the liabilities of the partnership or limited liability company);

· our partners or co‑members might at any time have economic or other business interests or goals which are
inconsistent with our business interests or goals;

· our partners or co‑members may be in a position to take action contrary to our instructions, requests, policies or
objectives, including our policy with respect to maintaining our qualification as a REIT; and

· agreements governing limited liability companies and partnerships often contain restrictions on the transfer of a
member’s or partner’s interest or “buy‑sell” or other provisions which may result in a purchase or sale of the interest at a
disadvantageous time or on disadvantageous terms.

We will, however, generally seek to maintain sufficient control of our partnerships and limited liability companies to
permit us to achieve our business objectives. Our organizational documents do not limit the amount of available funds
that we may invest in partnerships or limited liability companies. The occurrence of one or more of the events
described above could have a direct and adverse impact on us.

Risks Associated with Property Development that Can Render a Project Less Profitable or Not Profitable, and, Under
Certain Circumstances, Prevent Completion of Development Activities Undertaken.  Our business includes
development of seniors housing and health care properties. Ground up development presents additional risk, including
but not limited to the following:

· a development opportunity may be abandoned after expending significant resources resulting in the loss of deposits
or failure to recover expenses already incurred;

· the development and construction costs of a project may exceed original estimates due to increased interest rates and
higher materials, transportation, labor, leasing or other costs, which could make completion of the development
project less profitable;

· construction and/or permanent financing may not be available on favorable terms or at all;
· the project may not be completed on schedule, which can result in increases in construction costs and debt service

expenses as a result of a variety of factors that are beyond our control, including natural disasters, labor conditions,
material shortages, regulatory hurdles, civil unrest and acts of war; and

· occupancy rates and rents at a newly completed property may not meet expected levels and could be insufficient to
make the property profitable.
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These risks could result in substantial unanticipated delays or expenses and, under certain circumstances, could
prevent completion of development activities once undertaken, any of which could have a material adverse effect on
our business, results of operations and financial condition.

Item 1B.  UNRESOLVED STAFF COMMENTS

None.

19

Edgar Filing: LTC PROPERTIES INC - Form 10-K

34



Table of Contents

Item 2.  PROPERTIES

Here and throughout this Annual Report on Form 10‑K wherever we provide details of our properties’ bed/unit count,
the number of beds/units applies to skilled nursing, assisted living, independent living, memory care and behavioral
health care properties only. This number is based upon unit/bed counts shown on operating licenses provided to us by
lessees/borrowers or units/beds as stipulated by lease/mortgage documents. These numbers often differ, usually not
materially by property, from units/beds in operation at any point in time. The differences are caused by such things as
operators converting a patient/resident room for alternative uses, such as offices or storage, or converting a
multi‑patient room/unit into a single patient room/unit. We monitor our properties on a routine basis through site visits
and reviews of current licenses. In an instance where such change would cause a de‑licensing of beds or in our opinion
impact the value of the property, we may take action against the lessee/borrower to preserve the value of the
property/collateral.

Owned Properties.  The following table sets forth certain information regarding our owned properties as of
December 31, 2018 (dollars amounts in thousands):

Remaining
No. of No. of No. of No. of Lease Gross

Location SNFs ALFs Others Beds/Units Encumbrances Term(1) Investments
Alabama  1  —  — 174 $  — 88 $ 9,734
Arizona  5  —  — 967  — 16 40,764
California  2  5  — 754  — 101 102,254
Colorado  3 13  — 980  — 98 114,923
Florida  4  7  — 823  — 85 72,152
Georgia  1  1  — 218  — 150 17,782
Illinois  —  5  — 418  — 152 87,484
Iowa  7  —  — 544  — 36 14,610
Kansas  3  8  — 681  — 101 71,418
Kentucky  1  1  — 203  — 83 57,639 (2)
Michigan  —  —  — (3)  —  —  — 943
Mississippi  —  1  — 62  — 72 9,430
Missouri  —  1  — 73  — 106 16,624
Nebraska  —  4  — 159  — 153 9,877
Nevada  —  —  1 118  — 74 10,121
New Jersey  —  4  — 205  — 110 62,106
New Mexico  7  —  — 843  — 85 50,912
N. Carolina  —  5  — 210  — 24 13,096
Ohio  2  7  — 580  — 120 86,223
Oklahoma  —  6  — 219  — 24 12,315
Oregon  1  1  — 188  — 81 24,183 (4)
Pennsylvania  —  2  — 129  — 153 9,714
S. Carolina  2  5  — 515  — 94 47,670
Tennessee  2  —  — 141  — 60 5,275
Texas 24 18  — 4,343  — 105 292,317
Virginia  4  —  — 500  — 85 30,209
Washington  1  —  — 123  — 31 8,024
Wisconsin  1  9  — 844  — 128 143,657 (5)
TOTAL 71 103  1 15,014 $  — 102 $ 1,421,456
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(1) Weighted average remaining months in lease term as of
December 31, 2018.

(2) Includes amounts relating to the development cost of a 143-bed SNF.

(3) Includes three parcels of land held‑for‑use.

(4) Includes amounts relating to the development cost of a 78-unit ALF/MC.

(5) Includes amounts relating to the development cost of a 110-unit ILF/ALF/MC.
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The following table sets forth certain information regarding our lease expirations for our owned properties as of
December 31, 2018 (dollars amounts in thousands):

Annualized % of Annualized
No. of No. of No. of No. of No. of Rental Rental Income

Year SNFs ALFs Others Beds/Units Operators Income(1) Expiring
2019  —  2  — 231  1 $ 2,100 1.6 %
2020  1 35  — 1,637  1 14,295 10.6 %
2021 27  —  — 3,171  3 12,336 9.1 %
2022  1  —  — 121  1 771 0.6 %
2023  5  —  — 456  3 3,332 2.5 %
2024  3 10  — 1,084  2 4,201 3.1 %
2025  6  1  1 981  2 9,060 6.7 %
2026 14  —  — 1,826  2 16,417 12.1 %
2027  3  9  — 1,042  4 18,854 13.9 %
2028  —  3  — 177  2 2,873 2.1 %
Thereafter 11 42  — 4,148  5 50,992 37.7 %
TOTAL 71 102 (2)  1 14,874 (2) $ 135,231 100.0 %

(1) Annualized rental income is the total rent, over the life of the lease recognized evenly over that lease term as of
December 31, 2018.

(2) Excludes one property classified as held-for-sale.
Mortgage Loans.  The following table sets forth certain information regarding our mortgage loans as of
December 31, 2018 (dollars amounts in thousands):

Average Original Current
No. of No. of No. of No. of Interest Months to Face Amount Gross Annual Debt

Location SNFs ALFs OTHs Beds/ Units Rate Maturity of Mortgage LoansInvestments Service (1)
Michigan
(2) 22  —  — 2,892 9.2%-9.7% 290 $ 247,252 $ 245,386 $ 23,566
TOTAL 22  —  — 2,892 290 $ 247,252 $ 245,386 $ 23,566

(1) Includes principal and interest payments.

(2) Consists of four mortgage loans with one borrower that contain cross collateral and cross default provisions.

Item 3.  LEGAL PROCEEDINGS

We are and may become from time to time a party to various claims and lawsuits arising in the ordinary course of our
business, which in our opinion are not singularly or in the aggregate anticipated to be material to our results of
operations or financial condition. Claims and lawsuits may include matters involving general or professional liability
asserted against the lessees or borrowers of our properties, which we believe under applicable legal principles are not

Edgar Filing: LTC PROPERTIES INC - Form 10-K

37



our responsibility as a non‑possessory landlord or mortgage holder. We believe that these matters are the responsibility
of our lessees and borrowers pursuant to general legal principles and pursuant to insurance and indemnification
provisions in the applicable leases or mortgages. We intend to continue to vigorously defend such claims and lawsuits.

Item 4.  MINE SAFETY DISCLOSURES

Not applicable
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PART II

Item 5.  MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock is listed on the NYSE under the symbol “LTC”.

Holders

As of February 25, 2019, we had approximately 392 holders of our common stock, as determined by counting our
record holders and the number of participants reflected in a security position listing provided to us by the Depository
Trust Company. Because such “DTC participants” are brokers and other institutions holding shares of our common
stock on behalf of their customers, we do not know the actual number of unique stockholders represented by these
record holders.

Dividend

We declared and paid total cash distributions on common stock as set forth below:

Declared Paid
2018 2017 2018 2017

First quarter $ 0.57 $ 0.57 $ 0.57 $ 0.57
Second quarter $ 0.57 $ 0.57 $ 0.57 $ 0.57
Third quarter $ 0.57 $ 0.57 $ 0.57 $ 0.57
Fourth quarter $ 0.57 $ 0.57 $ 0.57 $ 0.57

$ 2.28 $ 2.28 $ 2.28 $ 2.28
We intend to distribute to our stockholders an amount at least sufficient to satisfy the distribution requirements of a
REIT. Cash flows from operating activities available for distribution to stockholders will be derived primarily from
interest and rental payments from our real estate investments. All distributions will be made subject to approval of our
Board of Directors and will depend on our earnings, our financial condition and such other factors as our Board of
Directors deem relevant. In order to qualify for the beneficial tax treatment accorded to REITs by Sections 856
through 860 of the Internal Revenue Code, we are required to make distributions to holders of our shares equal to at
least 90% of our REIT taxable income.

Issuer Purchases of Equity Securities

None.
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Stock Performance Graph

The National Association of Real Estate Investment Trusts (“NAREIT”), an organization representing U.S. REITs and
publicly traded real estate companies, classifies a company with 50% or more of assets directly or indirectly in the
equity ownership of real estate as an equity REIT. Our equity ownership of real estate assets was more than 75%
during 2018.

This graph compares the cumulative total stockholder return on our common stock from December 31, 2013 to
December 31, 2018 with the cumulative stockholder total return of (1) the Standard & Poor’s 500 Stock Index and
(2) the NAREIT Equity REIT Index. The comparison assumes $100 was invested on December 31, 2013 in our
common stock and in each of the foregoing indices and assumes the reinvestment of dividends.

Period Ending
Index 12/31/13 12/31/14 12/31/15 12/31/16 12/31/17 12/31/18
LTC Properties, Inc. $ 100.00 $ 128.53 $ 134.70 $ 153.62 $ 149.38 $ 151.08
NAREIT Equity 100.00 130.14 134.30 145.74 153.36 146.27
S&P 500 100.00 113.69 115.26 129.05 157.22 150.33

The stock performance depicted in the above graph is not necessarily indicative of future performance.

The stock performance graph shall not be deemed incorporated by reference into any filing by us under the Securities
Act of 1933 or the Securities Exchange Act of 1934 except to the extent that we specifically incorporate such
information by reference, and shall not otherwise be deemed filed under such Acts.
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Item 6.  SELECTED FINANCIAL DATA

The following table of selected financial information should be read in conjunction with our financial statements and
related notes thereto included elsewhere in this Annual Report on Form 10‑K.

2018 2017 2016 2015 2014
(In thousands, except per share amounts)

Operating information:
Total revenues $ 168,645 $ 168,065 $ 161,583 $ 136,203 $ 118,961
Net income 155,076 87,340 85,115 73,081 73,399
Income allocated to
non-controlling interests 95  —  —  —  —
Income allocated to
participating securities 625 362 385 484 481
Income allocated to preferred
stockholders  —  —  — 2,454 3,273
Net income available to
common stockholders 154,356 86,978 84,730 70,143 69,645
Per share information:
Earnings per common share :
 Basic $ 3.91 (1) $ 2.21 $ 2.21 $ 1.97 (2) $ 2.01
 Diluted $ 3.89 (1) $ 2.20 $ 2.21 $ 1.94 (2) $ 1.99

Common stock distributions
declared $ 2.28 $ 2.28 $ 2.19 $ 2.07 $ 2.04
Common stock distributions
paid $ 2.28 $ 2.28 $ 2.19 $ 2.07 $ 2.04
Balance sheet information:
Real estate investments, net $ 1,106,581 $ 1,309,996 $ 1,255,503 $ 1,164,950 $ 892,179
Total assets 1,513,620 1,465,570 1,394,896 1,275,424 964,770
Total debt (3) 645,029 667,502 (4) 609,391 (4) 571,872 280,584

(1) Increased primarily due to gain on sale of six ALF and four SNF properties during 2018.

(2) Decreased primarily as a result of an impairment charge related to a contingent agreement to sell an ALF in 2016,
partially offset by a gain related to the sale of a SNF in 2015.

(3) Includes bank borrowings and senior unsecured notes (net of debt issue costs).

(4) Increase primarily due to the sale of senior unsecured term notes.
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Item 7.  MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Executive Overview

Business and Investment Strategy

We are a self-administered health care real estate investment trust (“REIT”) that invests primarily in seniors housing and
health care properties through sale-leaseback transactions, mortgage financing, joint ventures and structured finance
solutions including mezzanine lending. We conduct and manage our business as one operating segment, rather than
multiple operating segments, for internal reporting and internal decision making purposes. Our primary objectives are
to create, sustain and enhance stockholder equity value and provide current income for distribution to stockholders
through real estate investments in seniors housing and health care properties managed by experienced operators. Our
primary seniors housing and health care property classifications include skilled nursing centers (“SNF”), assisted living
communities (“ALF”), independent living communities (“ILF”), memory care communities (“MC”) and combinations
thereof. ALF, ILF, MC, and combinations thereof are included in the ALF communities classification. We have been
operating since August 1992.

Substantially all of our revenues and sources of cash flows from operations are derived from operating lease rentals,
interest earned on outstanding loans receivable and income from investment in unconsolidated joint ventures. Our
investments in owned properties and mortgage loans represent our primary source of liquidity to fund distributions
and are dependent upon the performance of the operators on their lease and loan obligations and the rates earned
thereon. To the extent that the operators experience operating difficulties and are unable to generate sufficient cash to
make payments to us, there could be a material adverse impact on our consolidated results of operations, liquidity
and/or financial condition. To mitigate this risk, we monitor our investments through a variety of methods determined
by property type and operator. Our monitoring process includes periodic review of financial statements for each
facility, periodic review of operator credit, scheduled property inspections and review of covenant compliance.

In addition to our monitoring and research efforts, we also structure our investments to help mitigate payment risk.
Some operating leases and loans are credit enhanced by guaranties and/or letters of credit. In addition, operating leases
are typically structured as master leases and loans are generally cross-defaulted and cross-collateralized with other
loans, operating leases or agreements between us and the operator and its affiliates.

Depending upon the availability and cost of external capital, we anticipate making additional investments in health
care related properties. New investments are generally funded from cash on hand, temporary borrowings under our
unsecured revolving line of credit and internally generated cash flows. Our investments generate internal cash from
rent and interest receipts and principal payments on mortgage loans receivable. Permanent financing for future
investments, which replaces funds drawn under our unsecured revolving line of credit, is expected to be provided
through a combination of public and private offerings of debt and equity securities and secured and unsecured debt
financing. The timing, source and amount of cash flows provided by financing activities and used in investing
activities are sensitive to the capital markets’ environment, especially to changes in interest rates. Changes in the
capital markets’ environment may impact the availability of cost‑effective capital.

We believe our business model has enabled and will continue to enable us to maintain the integrity of our property
investments, including in response to financial difficulties that may be experienced by operators. Traditionally, we
have taken a conservative approach to managing our business, choosing to maintain liquidity and exercise patience
until favorable investment opportunities arise.
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Portfolio Overview

The following tables summarizes our real estate investment portfolio as of December 31, 2018 (dollar amounts in
thousands):

Twelve Months Ended
Percentage December 31, 2018 Percentage Number Number of 

Gross of Rental Interest of of SNF ALF
Owned
Properties Investments Investments Income (1)

Income
(2) Revenues

Properties
(3)

Beds
(4)

Units
(4)

Assisted
Living (5) $ 804,021 48.2 % $ 66,305 $  — 41.4 % 103  — 5,885
Skilled
Nursing 565,184 33.9 % 64,911  — 40.5 % 71 8,750 261
Under
Development
(6) 41,186 2.5 %  —  —  — %  —  —  —
Other (7) 11,065 0.7 % 924  — 0.6 % 1 118  —
Total Owned
Properties 1,421,456 85.3 % 132,140  — 82.5 % 175 8,868 6,146

Mortgage
Loans
Skilled
Nursing 245,386 14.7 %  — 28,143 17.5 % 22 2,892  —
Total
Mortgage
Loans 245,386 14.7 %  — 28,143 17.5 % 22 2,892  —

Total Portfolio $ 1,666,842 100.0 % $ 132,140 $ 28,143 100.0 % 197 11,760 6,146

Twelve Months Ended
Percentage December 31, 2018 Percentage Number Number of

Gross of Rental Interest of of SNF ALF
Summary of
Properties by
Type Investments Investments Income (1)

Income
(2) Revenues

Properties
(3)

Beds
(4)

Units
(4)

Skilled
Nursing $ 810,570 48.6 % $ 64,911 $ 28,143 58.0 % 93 11,642 261
Assisted
Living (5) 804,021 48.2 % 66,305  — 41.4 % 103 — 5,885
Under
Development
(6) 41,186 2.5 %  —  —  — % — — —
Other (7) 11,065 0.7 % 924  — 0.6 %  1 118 —
Total Portfolio $ 1,666,842 100.0 % $ 132,140 $ 28,143 100.0 % 197 11,760 6,146
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(1) Excludes rental income from properties sold during 2018.

(2) Excludes interest income from mortgage loans paid off during 2018.

(3) We have investments in 28 states leased or mortgaged to 28 different operators.

(4) See Item 2. Properties for discussion of bed/unit count.

(5) Includes ALF, ILF, MC, and combinations thereof.

(6) Represents three development projects, consisting of a 143-bed SNF in Kentucky, a 78-unit ALF/MC located in
Oregon and a 110-unit ILF/ALF/MC in Wisconsin.

(7) Includes three parcels of land held-for-use and one behavioral health care hospital.
As of December 31, 2018, we had $1.3 billion in carrying value of net real estate investments, consisting of
$1.1 billion or 82.0% invested in owned and leased properties and $0.2 billion or 18.0% invested in mortgage loans
secured by first mortgages.

For the year ended December 31, 2018, rental income and interest income from mortgage loans represented 80.3%
and 16.7%, respectively, of total gross revenues. In most instances, our lease structure contains fixed or estimable
annual rental escalations, which are generally recognized on a straight‑line basis over the minimum lease period.
Certain leases have annual rental escalations that are contingent upon changes in the Consumer Price Index and/or
changes in the gross operating revenues of the property. This revenue is not recognized until the appropriate
contingencies have been resolved. During the years ended December 31, 2018,  2017 and 2016, we received
$470,000, $457,000 and $517,000, respectively, of contingent rental income. For the year ended December 31, 2018,
we recognized $9.6 million in straight‑line rental income and recorded $0.1 million of straight‑line rent receivable
reserve. For the remaining leases in place at December 31, 2018, assuming no modification or replacement of existing
leases and no new leased investments are added to our portfolio, except for the lease extensions and completed
developments in 2019 and the lease reported below under Update on Certain Operators, we currently expect that
straight‑line rental income will decrease from $9.6 million in 2018 to $4.1 million for projected annual 2019. Our cash
rental income is projected to increase from $127.9 million in 2018 to $133.7 million for projected annual 2019.
During the year ended December 31, 2018, we
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recorded $2.1 million of lease incentives. At December 31, 2018, the straight‑line rent receivable balance, net of
reserves, on the consolidated balance sheet was $73.9 million.

Many of our existing leases contain renewal options that, if exercised, could result in the amount of rent payable upon
renewal being greater or less than that currently being paid. During the year ended December 31, 2018, two existing
leases were amended to extend the term of the master lease. The first amendment extended the master lease term for
an additional five years with no impact on rent and the second amendment extended the term of the master lease for an
additional year with an incremental decrease in rent. During the year ended December 31, 2018, there were no lease
renewals. During 2018, we transitioned two operating skilled nursing centers to another operator in our portfolio. This
transition had no economic impact on us. Some of our lease agreements provide purchase options allowing the lessees
to purchase the properties they currently lease from us. The following table summarizes information about purchase
options included in our lease agreements:

Type Number
of of Gross Carrying Option

State Property Properties Investments Value Window
Kansas MC 2 $ 25,692 $ 23,906 2019-2021
Texas MC 2 25,265 24,955 2025-2027
Total $ 50,957 $ 48,861

Update on Certain Operators

During 2017, we issued a notice of default to Anthem Memory Care (“Anthem”) resulting from Anthem’s partial
payment of minimum rent. Anthem operates 11 operational memory care communities under a master lease. We are
currently not pursuing enforcement of the guarantees and our rights and remedies pertaining to known events of
default under the master lease, with the stipulation that Anthem achieve sufficient performance and pay an agreed
upon cash rent for these 11 properties. During 2018, Anthem paid the agreed upon minimum cash rent of $5.2 million.
Subsequent to December 31, 2018, Anthem agreed to pay a minimum of $7.5 million of annual cash rent throughout
December 31, 2019. We receive regular financial performance updates from Anthem and continue to monitor
Anthem’s performance obligations under the master lease agreement.

During 2017, Preferred Care, Inc. (“Preferred Care”) and affiliated entities filed for Chapter 11 bankruptcy as a result of
a multi-million-dollar judgment in a lawsuit in Kentucky against Preferred Care and certain affiliated entities. The
affiliated entities named in the lawsuit operate properties in Kentucky and New Mexico. Preferred Care leases 24
properties under two master leases from us and none of the 24 properties are located in Kentucky or New Mexico.
Those 24 properties are in Arizona, Colorado, Iowa, Kansas and Texas. The Preferred Care operating entities that
sublease those properties did not file for bankruptcy. Our annual rental revenue from Preferred Care represented 6.4%
of total rental and interest income as of December 31, 2018. The court ordered deadline for affirmation or rejection of
the lease has passed without action by Preferred Care, but they continue to pay rent to us in a timely manner.

On December 4, 2018, Senior Care Centers, LLC. and affiliates and subsidiaries (“Senior Care”) filed for Chapter 11
bankruptcy as a result of lease terminations from certain landlords and on-going operational challenges. Pursuant to
the U.S. Bankruptcy Code, Senior Care has an initial period of 120 days from the petition date to assume or reject the
lease. As security under the lease, we hold a letter of credit in the amount of approximately $2.0 million, maintenance
and repair escrows of approximately $2.2 million and property tax escrows of approximately $1.8 million. Senior Care
did not pay us December 2018 rent, but has paid us January and February 2019 rent.
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Subsequent to December 31, 2018, we placed Thrive Senior Living, LLC. on a cash basis due to short-payment of
contractual rent in November 2018 and non-payment of rent in December 2018 totaling $0.7 million. This rent has
been accrued and recorded in 2018 and we currently estimate it is collectible. Thrive has not paid January or February
2019 rent. As a result, we have issued a reservation of rights letter to Thrive. We are working with Thrive and
exploring our options to maximize the value of these real estate assets.
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2018 Transactions Overview

The following tables summarizes our transactions in 2018 (dollar amounts in thousand):

Investment in Owned Properties

Number Type Number Initial Total Total
of of of Cash Purchase Transaction Acquisition

State Properties Properties Beds/Units Yield Price Costs Costs
Oregon 1 (1) ILF 89 6.75 % $ 14,400 $  — $ 14,400
Oregon  — (1) UDP  —  — % 600 36 636
Texas 2 MC 88 7.25 % 25,200 66 25,266
Wisconsin  — (2) UDP  —  — % 95 11 106
Total 3 177 $ 40,295 $ 113 $ 40,408

(1) During 2018, we entered into a partnership to develop and own real estate. Under the partnership agreement, we
acquired a parcel of land to develop a 78-unit ALF and MC in Medford, OR for a total commitment of $18,108,
and an existing operational 89-unit ILF in Oregon for $14,400.

(2) We acquired a parcel of land adjacent to an existing UDP.
Sold Properties

Type Number Number
of of of Sales Carrying Net

State Properties Properties Beds/Units Price Value Gain
Alabama, Florida and Georgia SNF 4 454 $ 27,975 $ 5,695 $ 21,987
Kansas ALF (1)  —  — 350 346  —
Ohio and Pennsylvania ALF  6 320 67,500 16,352 48,695
Total 10 774 $ 95,825 $ 22,393 $ 70,682

(1) We sold land adjacent to an existing ALF community in Kansas.
Development Projects

Developments Improvements
Assisted Living Communities $ 27,505 $ 2,292
Skilled Nursing Centers 7,774 500
Other  — 457
Total $ 35,279 $ 3,249
Completed Developments

Number Type Number
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of of of Total
Type of Project Properties Property Beds/Units State Investment
Development 1 MC 66 Illinois $ 14,998

1 66 $ 14,998
Investment in Mortgage Loans

Originations and funding under mortgage loans receivable $ 21,364 (1)
Pay-offs received (1,086)
Scheduled principal payments received (1,050)
Net increase in mortgage loans receivable $ 19,228

(1) During 2018, we funded an additional $7,400 under an existing mortgage loan for the purchase of a 112-bed SNF
in Michigan. The incremental funding bears interest at 8.7%, fixed for five years, and escalating by 2.25%
thereafter. Also, we funded additional loan proceeds of $7,125 under an existing mortgage loan for the purchase of
a 126-bed SNF in Michigan. This incremental funding bears interest at 9.41%, fixed for five years, and escalating
by 2.25% thereafter.
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Investment in Unconsolidated Joint Ventures

Type Type Total Currently Number Received
of of Preferred Paid in of Investment Carrying Capital Recognized Cash

State Properties Investment Return Cash
Beds/
Units Commitment Value Contribution Income Interest

Arizona ALF/MC/ILF
Preferred
Equity 15 % 7 % 585 $ 25,650 $ 24,032 $ 670 $ 2,041 $ 1,975

Florida ALF/IL/MC Mezzanine 15 % 12 % 99 2,900 (1) 3,183 (1)  — 511 396
Florida UDP-ALF/MC Mezzanine 15 % 10 % 127 3,400 3,400  — 312  — (2)

811 $ 31,950 $ 30,615 $ 670 $ 2,864 $ 2,371

(1) Since interest payments were deferred and no interest was recorded for the first twelve months of the loan, we
used the effective interest method in accordance with GAAP to recognize interest income and recorded the
difference between the effective interest income and cash interest income to the loan principal balance.

(2) We withheld $653 at the time of loan origination which is being applied to interest. As of December 31, 2018, we
still hold $177 which will be applied to future interest.

Investment in Notes Receivable

During the fourth quarter of 2018, we entered into a $6.8 million mezzanine loan commitment for the development of
a 204-unit ILF/ALF/MC in Georgia which will be funded during the first quarter of 2019. The mezzanine loan has a
five-year term and bears interest at 12%, with 8% current-pay during the first 46 months of the loan, and the balance
accruing to the note and 12% current-pay thereafter.
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Key Performance Indicators, Trends and Uncertainties

We utilize several key performance indicators to evaluate the various aspects of our business. These indicators are
discussed below and relate to concentration risk and credit strength. Management uses these key performance
indicators to facilitate internal and external comparisons to our historical operating results in making operating
decisions and for budget planning purposes.

Concentration Risk.  We evaluate by gross real estate investment our concentration risk in terms of asset mix, real
estate investment mix, operator mix and geographic mix. Concentration risk is valuable to understand what portion of
our real estate investments could be at risk if certain sectors were to experience downturns. Asset mix measures the
portion of our real estate investments that are real property or mortgage loans. In order to qualify as an equity REIT, at
least 50 percent of our total assets must be represented by real estate assets, cash, cash items and government
securities. Investment mix measures the portion of our investments that relate to our various property types. Operator
mix measures the portion of our real estate investments that relate to our top five operators. Geographic mix measures
the portion of our real estate investment that relate to our top five states.

The following table reflects our recent historical trends of concentration risk (gross investment, in thousands):

12/31/18 9/30/18 6/30/18 3/31/18 12/31/17
Asset mix:
Real property $ 1,421,456 $ 1,414,267 $ 1,401,303 $ 1,401,506 $ 1,392,122
Loans receivable 245,386 245,053 236,178 235,734 226,162
Real estate investment mix:
Skilled nursing centers $ 810,570 $ 814,194 $ 814,208 $ 813,542 $ 803,691
Assisted living communities 804,021 802,484 787,373 795,036 789,520
Under development 41,186 31,602 25,077 17,922 14,465
Other (1) 11,065 11,040 10,823 10,740 10,608
Operator mix:
Prestige Healthcare (1) $ 258,519 $ 258,186 $ 249,311 $ 247,769 $ 238,184
Senior Lifestyle Corporation 190,368 189,945 189,945 189,226 189,226
Senior Care Centers 138,109 138,109 138,109 138,109 138,109
Anthem Memory Care 136,397 135,946 135,342 131,527 126,120
Brookdale Senior Living 126,991 126,991 126,991 126,991 126,991
Remaining operators 816,458 810,143 797,783 803,618 799,654
Geographic mix:
Texas $ 292,317 $ 292,317 $ 292,317 $ 267,051 $ 267,051
Michigan 246,329 245,996 237,121 235,579 225,994
Wisconsin 143,657 137,056 133,794 130,941 129,398
Colorado 114,923 114,923 114,923 114,923 114,923
California 102,254 102,254 102,254 102,254 102,254
Remaining states 767,362 766,774 757,072 786,492 778,664

(1) We have three parcels of land as of December 31, 2018. These parcels are located adjacent to properties securing
the Prestige Healthcare mortgage loan and are managed by Prestige.
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Credit Strength. We measure our credit strength both in terms of leverage ratios and coverage ratios. Our leverage
ratios include debt to gross asset value and debt to market capitalization. The leverage ratios indicate how much of our
consolidated balance sheet capitalization is related to long-term obligations. Our coverage ratios include interest
coverage ratio and fixed charge coverage ratio. The coverage ratios indicate our ability to service interest and fixed
charges (interest). The coverage ratios are based on earnings before interest, taxes, depreciation and amortization for
real estate (“EBITDAre”) as defined by National Association of Real Estate Investment Trusts (“NAREIT”). EBITDAre is
calculated as net income available to common stockholders (computed in accordance with GAAP) excluding (i)
interest expense, (ii) income tax expense, (iii) real estate depreciation and amortization, (iv) impairment write-downs
of depreciable real estate, (v) gains or losses on the sale of depreciable real estate, and (vi) adjustments for
unconsolidated partnerships and joint ventures. Leverage ratios and coverage ratios are widely used by investors,
analysts and rating agencies in the valuation, comparison, rating and investment recommendations of companies. The
following table reflects the recent historical trends for our credit strength measures:

Balance Sheet Metrics

Year
Ended Quarter Ended
12/31/18 12/31/18 9/30/18 6/30/18 3/31/18 12/31/17

Debt to gross asset value 35.2 % 35.2 % (1) 36.4 % 36.1 % (4) 38.3 % (6) 37.6 %
Debt to market
capitalization ratio 28.1 % 28.1 % (2) 27.7 % 27.8 % (5) 31.4 % (7) 27.9 %
Interest coverage ratio (8) 4.8 x 5.2 x (3) 4.8 x 4.7 x 4.7 x 4.8 x
Fixed charge coverage
ratio (8) 4.8 x 5.2 x (3) 4.8 x 4.7 x 4.7 x 4.8 x

(1) Decreased due to decrease in outstanding debt partially offset by decrease in gross asset value.

(2) Increased due to decrease in market capitalization, partially offset by decrease in outstanding debt.

(3) Increased due to decrease in interest expense and increase in other income from the net write-off of Senior
Lifestyle contingent lease incentive and the related earn-out liability.

(4) Decreased due to decrease in outstanding debt and increase in gross asset value from acquisitions partially offset
by sold properties and loan payoffs.

(5) Decreased due to decrease in outstanding debt and increase in market capitalization.

(6) Increased primarily due to increase in outstanding debt partially offset by the increase in gross asset value from
acquisitions, additional development and capital improvement funding.

(7) Increased primarily due to increase in outstanding debt and decrease in market capitalization.
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(8) In calculating our interest coverage and fixed charge coverage ratios above, we use EBITDAre, which is a
financial measure not derived in accordance with U.S. generally accepted accounting principles (“GAAP”)
(non-GAAP financial measure). EBITDAre is not an alternative to net income, operating income or cash flows
from operating activities as calculated and presented in accordance with GAAP. You should not rely on
EBITDAre as a substitute for any such GAAP financial measures or consider it in isolation, for the purpose of
analyzing our financial performance, financial position or cash flows. Net income is the most directly comparable
GAAP measure to EBITDAre.

Year to
Date Quarter Ended
12/31/18 12/31/18 9/30/18 6/30/18 3/31/18 12/31/17

Net income $ 155,076 $ 30,844 $ 34,937 $ 68,936 $ 20,359 $ 19,834
(Less) add: (Gain) loss on sale (70,682) (7,984) (14,353) (48,345)  — 1,240
Add: Impairment charges  —  —  —  —  —  —
Add: Interest expense 30,196 7,215 7,497 7,655 7,829 7,683
Add: Depreciation and
amortization 37,555 9,396 9,447 9,268 9,444 9,424
Total EBITDAre $ 152,145 $ 39,471 $ 37,528 $ 37,514 $ 37,632 $ 38,181

Interest expense $ 30,196 $ 7,215 $ 7,497 $ 7,655 $ 7,829 $ 7,683
Add: Capitalized interest 1,248 398 298 293 259 281
Interest incurred $ 31,444 $ 7,613 $ 7,795 $ 7,948 $ 8,088 $ 7,964

Interest coverage ratio 4.8 x 5.2 x 4.8 x 4.7 x 4.7 x 4.8 x

Interest incurred $ 31,444 $ 7,613 $ 7,795 $ 7,948 $ 8,088 $ 7,964
Total fixed charges $ 31,444 $ 7,613 $ 7,795 $ 7,948 $ 8,088 $ 7,964

Fixed charge coverage ratio 4.8 x 5.2 x 4.8 x 4.7 x 4.7 x 4.8 x
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We evaluate our key performance indicators in conjunction with current expectations to determine if historical trends
are indicative of future results. Our expected results may not be achieved and actual results may differ materially from
our expectations. This may be a result of various factors, including, but not limited to:

· The status of the economy;
· The status of capital markets, including prevailing interest rates;
· Compliance with and changes to regulations and payment policies within the health care industry;
· Changes in financing terms;
· Competition within the health care and seniors housing industries; and
· Changes in federal, state and local legislation.
Management regularly monitors the economic and other factors listed above. We develop strategic and tactical plans
designed to improve performance and maximize our competitive position. Our ability to achieve our financial
objectives is dependent upon our ability to effectively execute these plans and to appropriately respond to emerging
economic and company‑specific trends.
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Operating Results

Year ended December 31, 2018 compared to year ended December 31, 2017 (in thousands):

Years ended
December 31, 
2018 2017 Difference

Revenues:
Rental income $ 135,405 $ 137,657 $ (2,252) (1)
Interest income from mortgage loans 28,200 26,769 1,431 (2)
Interest and other income 5,040 3,639 1,401 (3)
Total revenues 168,645 168,065 580

Expenses:
Interest expense 30,196 29,949 (247) (4)
Depreciation and amortization 37,555 37,610 55
Impairment charges  — 1,880 1,880 (5)
Provision (recovery) for doubtful accounts 87 (206) (293)
Transaction costs 84 56 (28)
General and administrative expenses 19,193 17,513 (1,680) (6)
Total expenses 87,115 86,802 (313)

Other operating income:
Gain on sale of real estate, net 70,682 3,814 66,868 (7)
Operating income 152,212 85,077 67,135
Income from unconsolidated joint ventures 2,864 2,263 601 (8) 
Net income 155,076 87,340 67,736
Income allocated to non-controlling interests (95)  — (95)
Net income attributable to LTC Properties, Inc. 154,981 87,340 67,641
Income allocated to participating securities (625) (362) (263)
Net income available to common stockholders $ 154,356 $ 86,978 $ 67,378

(1) Decreased due the reduction of rent related to the properties sold during 2018 and Senior Care Centers
non-payment of December rent as a result of the bankruptcy filing, partially offset by acquisitions and capital
improvements.

(2) Increased primarily due to mortgage originations and capital improvement funding partially offset by payoffs.

(3) Increased primarily due to the net impact of the write-off of an earn-out liability and the related lease incentive
asset during 2018 partially offset by decrease in interest income due to mezzanine loan payoffs and write-off of an
earn-out liability and related lease incentive asset during 2017.

(4) Increased primarily due to a higher average outstanding balance on our line of credit and an increase in LIBOR
rates, partially offset by scheduled principal payments under our senior unsecured notes and an increase in
capitalized interest related to development projects.
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(5) Represents the write-off of straight-line rent and other receivables in 2017 related to two properties due to
negotiations to transition these properties to another operator in our portfolio.

(6) Increased primarily due to lower incentive compensation in the prior year related to a previously disclosed
defaulted master lease.

(7) Represents the net gain on sale of six ALF and four SNF properties during 2018, partially offset by a net gain on
sale of five ALF and a donation of a SNF during 2017.

(8) Increased primarily due to income generated from additional funding under a preferred capital contribution
commitment and income from a mezzanine loan accounted for as an unconsolidated joint venture in accordance
with GAAP which was previously deferred.
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Year ended December 31, 2017 compared to year ended December 31, 2016 (in thousands)

Years ended December 31,
2017 2016 Difference

Revenues:
Rental income $ 137,657 $ 133,527 $ 4,130 (1)
Interest income from mortgage loans 26,769 27,321 (552) (2)
Interest and other income 3,639 735 2,904 (3)
Total revenues 168,065 161,583 6,482

Expenses:
Interest expense 29,949 26,442 (3,507) (4)
Depreciation and amortization 37,610 35,932 (1,678) (1)
Impairment on real estate for sale 1,880 766 (1,114) (5)
Provision for doubtful accounts (206) 457 663 (6)
Transaction costs 56 179 123
General and administrative expenses 17,513 17,412 (101)
Total expenses 86,802 81,188 (5,614)

Other operating income:
Gain on sale of real estate, net 3,814 (7) 3,582 (8) 232
Operating income 85,077 83,977 1,100
Income from unconsolidated joint ventures 2,263 1,138 1,125 (9)
Net income 87,340 85,115 2,225
Income allocated to participating securities (362) (385) 23
Net income available to common stockholders $ 86,978 $ 84,730 $ 2,248

(1) Increased due to acquisitions, development and capital improvement investments partially offset by a defaulted
master lease placed on cash basis, as previously discussed, and the reduction of rent related to the properties sold
in 2017.

(2) Decreased primarily due to mortgage loan payoffs partially offset by capital improvement funding under certain
mortgage loans.

(3) Increased primarily due to mezzanine loan originations, write-off of an earn-out liability and the related lease
incentive asset.

(4) Increased primarily due to sales of senior unsecured notes and a decrease in capitalized interest related to
development projects partially offset by a decrease in borrowing under our unsecured revolving line of credit.

(5) Represents the write-off of straight-line rent and other receivables related to two properties in conjunction with
our negotiations to transition these properties to another operator in our portfolio in 2017, partially offset by the
write-down of a property in 2016 to its estimated sale price.
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(6) Decreased due to mortgage loan payoffs and reversal of straight-line rent reserve.

(7) Consists of a net gain on sale of five ALF partially offset by the donation of a SNF to a nonprofit health care
provider.

(8) Consists of a net gain on sale of two SNF and an ALF, partially offset by the net loss from the sale of a school.

(9) Increased primarily due to income generated from additional funding under a preferred capital contribution
commitment and income from a mezzanine loan accounted for as an unconsolidated joint venture in accordance
with GAAP which was previously deferred.

Funds From Operations

Funds from Operations (“FFO”) attributable to common stockholders, basic FFO attributable to common stockholders
per share and diluted FFO attributable to common stockholders per share are supplemental measures of a REIT’s
financial performance that are not defined by GAAP. Real estate values historically rise and fall with market
conditions, but cost accounting for real estate assets in accordance with GAAP assumes that the value of real estate
assets diminishes predictably over time. We believe that by excluding the effect of historical cost depreciation, which
may be of limited relevance in evaluating current performance, FFO facilitates comparisons of operating performance
between periods.

We use FFO as a supplemental performance measurement of our cash flow generated by operations. FFO does not
represent cash generated from operating activities in accordance with GAAP, and is not necessarily indicative of cash
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available to fund cash needs and should not be considered an alternative to net income available to common
stockholders.

We calculate and report FFO in accordance with the definition and interpretive guidelines issued by the NAREIT.
FFO, as defined by NAREIT, means net income available to common stockholders (computed in accordance with
GAAP) excluding gains or losses on the sale of real estate and impairment write‑downs of depreciable real estate plus
real estate depreciation and amortization, and after adjustments for unconsolidated partnerships and joint ventures.
Our calculation of FFO may not be comparable to FFO reported by other REITs that do not define the term in
accordance with the current NAREIT definition or that have a different interpretation of the current NAREIT
definition from us; therefore, caution should be exercised when comparing our FFO to that of other REITs.

The following table reconciles net income available to common stockholders to FFO attributable to common
stockholders (unaudited, amounts in thousands, except per share amounts):

For the year ended December 31,
2018 2017 2016

GAAP net income available to common stockholders $ 154,356 $ 86,978 $ 84,730
Add: Depreciation and amortization 37,555 37,610 35,932
Add: Impairment charges  — 1,880 766
Less: (Gain) loss on sale of real estate, net (70,682) (3,814) (3,582)
NAREIT FFO attributable to common stockholders $ 121,229 $ 122,654 $ 117,846
NAREIT FFO attributable to common stockholders per share:
Basic $ 3.07 $ 3.11 $ 3.07
Diluted $ 3.06 (1) $ 3.10 (1) $ 3.06 (1)
Weighted average shares used to calculate NAREIT FFO per share:
Basic 39,477 39,409 38,388
Diluted 39,839 (2) 39,637 (2) 38,597 (2)

(1) Includes the effect of participating securities.

(2) Diluted weighted average shares used to calculate FFO per share includes the effect of stock option equivalents,
participating securities and performance-based stock units.

Critical Accounting Policies

See Item 8. FINANCIAL STATEMENTS—Note 2.  Summary of Significant Accounting Policies. 

Liquidity and Capital Resources

Sources and Uses of Cash

As of December 31, 2018, we had a total of $2.7 million of cash and cash equivalents, $488.0 million available under
our unsecured revolving line of credit and $93.8 million available under our senior unsecured note shelf agreement.
Subsequent to December 31, 2018, we borrowed $26.4 million, net, under our unsecured revolving line of credit.
Accordingly, we have $138.4 million outstanding under our unsecured revolving line of credit and $461.6 million
available for borrowing. Additionally, subsequent to year-end, we paid down $4.2 million in regular scheduled
principal payments under our senior unsecured notes. Accordingly, we have $528.9 million outstanding and $98.0
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million available under our senior unsecured note shelf agreement. See Debt Obligations below for further discussion.

We have an automatic shelf registration statement on file with the SEC, and currently have the ability to file additional
automatic shelf registration statements, to provide us with capacity to offer an indeterminate amount of common
stock, preferred stock, warrants, debt, depositary shares, or units. We may from time to time publicly raise capital
under our automatic shelf registration statement in amounts, at prices, and on terms to be announced when and if the
securities are offered. The specifics of any future offerings, along with the use of proceeds of any securities offered,
will be described in detail in a prospectus supplement, or other offering materials, at the time of the offering.
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Additionally, we have the ability to access the capital markets through the issuance of common stock by means of our
equity distribution agreements under our automatic shelf registration statement. See Equity below for further
discussion.

We believe that our current cash balance, cash flow from operations available for distribution or reinvestment, our
borrowing capacity and our potential ability to access the capital markets are sufficient to provide for payment of our
current operating costs, meet debt obligations and pay common dividends at least sufficient to maintain our REIT
status and repay borrowings at, or prior to, their maturity. The timing, source and amount of cash flows used by
financing and investing activities are sensitive to the capital markets’ environment, especially to changes in interest
rates. We continuously evaluate the availability of cost-effective capital and believe we have sufficient liquidity for
additional capital investments in 2019.

We expect our future income and ability to make distributions from cash flows provided by operating activities to
depend on the collectability of our rents and mortgage loans receivable. The collection of these loans and rents will be
dependent, in large part, upon the successful operation by the operators of the seniors housing and health care
properties we own or that are pledged to us. The operating results of the facilities may be impacted by various factors
over which the operators/owners may have no control. Those factors include, without limitation, the status of the
economy, changes in supply of or demand for competing seniors housing and health care facilities, ability to control
rising operating costs, and the potential for significant reforms in the health care industry. In addition, our future
growth in net income and cash flow may be adversely impacted by various proposals for changes in the governmental
regulations and financing of the health care industry. We cannot presently predict what impact these proposals
may have, if any. We believe that an adequate provision has been made for the possibility of loans proving
uncollectible but we will continually evaluate the financial status of the operations of the seniors housing and health
care properties. In addition, we will monitor our borrowers and the underlying collateral for mortgage loans and will
make future revisions to the provision, if considered necessary.

Our investments, principally our investments in mortgage loans and owned properties, are subject to the possibility of
loss of their carrying values as a result of changes in market prices, interest rates and inflationary expectations. The
effects on interest rates may affect our costs of financing our operations and the fair market value of our financial
assets. Generally our loans have predetermined increases in interest rates and our leases have agreed upon annual
increases. We may initially fund some of our investments with variable interest rate debt and, if so, we would be at
risk of net interest margin deterioration if medium and long-term rates were to increase. 

Our primary sources of cash include rent and interest receipts, borrowings under our primary unsecured credit facility
and proceeds from investment dispositions. Our primary uses of cash include dividend distributions, debt service
payments (including principal and interest), real property investments (including acquisitions, capital expenditures and
construction advances), loan advances and general and administrative expenses. These sources and uses of cash are
reflected in our Consolidated Statements of Cash Flows as summarized below (in thousands):

Year Ended December 31, Change
Cash provided by (used in): 2018 2017 $
Operating activities $ 115,535 $ 105,305 $ 10,230
Investing activities (3,609) (92,012) 88,403
Financing activities (112,375) (16,071) (96,304)
(Decrease) increase in cash, cash equivalents and restricted cash (449) (2,778) 2,329
Cash, cash equivalents and restricted cash, beginning of period 5,213 7,991 (2,778)
Cash, cash equivalents and restricted cash, end of period $ 4,764 $ 5,213 $ (449)
Debt Obligations
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Bank Borrowings. During 2018, we amended and restated our unsecured credit agreement to replace the previous
unsecured credit agreement, prior to its expiration on October 14, 2018. The amended credit agreement maintains the
$600.0 million aggregate commitment of the lenders under the prior agreement and provides for the opportunity to
increase the commitment size of the credit agreement up to a total of $1.0 billion. The amended credit agreement
extends the maturity of the credit agreement to June 27, 2022 and provides for a one-year extension option at our
discretion, subject to customary conditions. Additionally, the amended credit agreement decreases the interest rate
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margins and converts from the payment of unused commitment fees to a facility fee. Based on our leverage at
December 31, 2018, the facility provides for interest annually at LIBOR plus 115 basis points and a facility fee of 20
basis points. At December 31, 2018, we were in compliance with all covenants.

Senior Unsecured Notes. We have a $337.5 million shelf agreement with affiliates and managed accounts of
Prudential Investment Management, Inc. (“Prudential”) with $93.8 million available for borrowing.

The debt obligations by component as of December 31, 2018 are as follows (dollar amounts in thousands):

Applicable Available
Interest Outstanding for

Debt Obligations Rate (1) Balance Borrowing
Bank borrowings (2) 3.69% $ 112,000 $ 488,000
Senior unsecured notes, net of debt issue costs (3) 4.50% 533,029 93,833
Total 4.36% $ 645,029 $ 581,833

(1) Represents weighted average of interest rate as of December 31, 2018.

(2) Subsequent to December 31, 2018, we borrowed $26,400, net under our unsecured revolving line of credit,
accordingly we have $138,400 outstanding and $461,600 available for borrowing.

(3) Subsequent to December 31, 2018, we paid down $4.2 million in regular scheduled principal payments.
Accordingly, we have $528.9 million outstanding and $98.0 million available under our senior unsecured notes.

Our debt borrowings and repayments during the year ended December 31, 2018, are as follows (in thousands):

Debt Obligations Borrowings Repayments
Bank borrowings $ 116,200 $ (100,700)
Senior unsecured notes  — (38,166)
Total $ 116,200 $ (138,866)
Equity

At December 31, 2018, we had 39,656,737 shares of common stock outstanding, equity on our balance sheet totaled
$833.0 million and our equity securities had a market value of $1.7 billion. During the year ended December 31, 2018,
we declared and paid $90.4 million of cash dividends.

Common Stock.  We have an equity distribution agreement with sales agents to issue and sell, from time to time, up to
$200.0 million in aggregate offering price of our common shares. The equity distribution agreement provides for sales
of common shares to be made by means of ordinary brokers’ transactions, which may include block trades, or
transactions that are deemed to be “at the market” offerings. During the year ended December 31, 2018, we sold 22,244
shares of common stock for $1.0 million in net proceeds under our equity distribution agreement. In conjunction with
the sale of common stock, we paid $18,000 as compensation to our sales agents and we reclassified $76,000 of
accumulated costs associated with this agreement to additional paid in capital. At December 31, 2018, we had $184.1
million available under our equity distribution agreement.
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During 2018, we acquired 31,326 shares of common stock held by employees who tendered owned shares to satisfy
tax withholding obligations. Subsequent to December 31, 2018, we acquired 20,345 shares of common stock held by
employees who tendered owned shares to satisfy tax withholding obligations. Subsequent to December 31, 2018, we
declared a monthly cash dividend of $0.19 per share on our common stock for the months of January, February and
March 2019, payable on January 31, February 28 and March 29, 2019, respectively, to stockholders of record on
January 23, February 20 and March 21, 2019, respectively.

Non-controlling Interests.  During 2018, we entered into partnerships to develop and/or own real estate. Given that our
limited members do not have substantive kick-out rights, liquidation rights, or participation rights, we have concluded
that the partnerships are VIEs. Since we exercise power over and receive benefits from the VIEs, we are
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considered the primary beneficiary. Accordingly, we consolidate the VIEs and record the non-controlling interests at
cost. During 2018, we invested in the following consolidated VIEs (in thousands):

Gross
Investment Property Consolidated Non-Controlling
Year Purpose Type State Assets Interests
2018 Owned real estate ILF OR $ 14,400 (1) $ 2,857 (1)
2018 Owned real estate and development UDP OR 2,881 (1) 1,081 (1)
Total $ 17,281 $ 3,938

(1) We entered into a joint venture (“JV”) to develop, purchase and own senior housing properties. During 2018, the JV
purchased land for the development of a 78-unit ALF/MC for a total anticipated project cost of $18,108. The
non-controlling partner contributed $1,081 of cash and we committed to fund the remaining $17,027 project cost.
Additionally during 2018, in a sale-leaseback transaction, the JV purchased an existing operational 89-unit ILF
adjacent to the 78-unit ALF/MC we are developing for $14,400. The non-controlling partner contributed $2,857 of
equity and we contributed $11,543 in cash. Upon completion of the development project, our combined economic
interest in the JV will be approximately 88%.

Stock Based Compensation Plans.  During 2015, we adopted, and our stockholders approved the 2015 Equity
Participation Plan (the “2015 Plan”) which 1,400,000 shares of common stock have been reserved for awards, including
nonqualified stock option grants and restricted stock grants to officers, employees, non-employee directors and
consultants. The terms of the awards granted under the 2015 Plan are set by our compensation committee at its
discretion.

Restricted Stock and Performance-based Stock Units.  During 2018, we granted 156,718 shares of restricted common
stock and performance-based stock units under the 2015 Plan as follows:

No. of Price per
Shares Share Vesting Period
81,819 $ 38.18 ratably over 3 years
66,171 $ 38.18 TSR targets (1)
8,728 $ 41.25 ratably over 1 year
156,718

(1) Vesting is based on achieving certain total shareholder return (“TSR”) targets in 4 years with acceleration
opportunity in 3 years.

Subsequent to December 31, 2018, we granted 139,112 shares of restricted common stock and performance-based
stock units at $46.54 per share. Out of these shares, 78,276 vest ratably from the grant date over a three-year period
and 60,836 vest based on achieving certain TSR targets in 4 years with acceleration opportunity in 3 years.

At December 31, 2018, the total number of restricted common stock and performance-based stock units that are
scheduled to vest and remaining compensation expense to be recognized related to the future service period of
unvested outstanding restricted common stock and performance-based stock units are as follows:
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Number Remaining 
of Compensation

Vesting Date Awards Expense
2019 128,214 (1) 4,250,000
2020 104,085 (2) 2,210,000
2021 93,451 (3) 238,000
Total 325,750 $ 6,698,000

(1) Includes 49,728 performance-based stock units. The performance-based stock units are valued utilizing a
lattice-binomial option pricing model based on Monte Carlo simulations. The company recognizes the fair value
of the awards over the applicable vesting period as compensation expense.

(2) Includes 53,554 performance-based stock units. See (1) above for valuation methodology.

(3) Includes 66,171 performance-based stock units. See (1) above for valuation methodology.
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Stock Options.  We did not issue any stock options during the year ended December 31, 2018. During 2018, a total of
5,000 stock options were exercised at a total option value of $123,000 and a total market value on the date of exercise
of $205,000. At December 31, 2018, we have 20,000 stock options outstanding and exercisable.

Contractual Obligations    

We monitor our contractual obligations and commitments detailed above to ensure funds are available to meet
obligations when due. The following table represents our long-term contractual obligations (scheduled principal
payments and amounts due at maturity) as of December 31, 2018, excluding the effects of interest and debt issue costs
(in thousands):

Total 2019 2020 2021 2022 2023 Thereafter
Bank borrowings $ 112,000 (1) $  — $  — $  — $ 112,000 $  — $  —
Senior unsecured notes
(2) 533,967 33,667 40,160 47,160 48,160 49,160 315,660
Total $ 645,967 $ 33,667 $ 40,160 $ 47,160 $ 160,160 $ 49,160 $ 315,660

(1) Subsequent to December 31, 2018, we borrowed $26,400, net, under our unsecured revolving line of credit.
Accordingly, we have $138,400 outstanding and $461,600 available under our unsecured revolving line of credit.

(2) Subsequent to December 31, 2018, we paid down $4,167 in regular scheduled principal payments. Accordingly,
we have $528,862 outstanding and $98,000 available under our senior unsecured notes.

The following table represents our projected interest expense, excluding capitalized interest, amortization of debt issue
costs, bank fees and earn-out accretion, as of December 31, 2018 (in thousands):

Total 2019 2020 2021 2022 2023 Thereafter
Bank borrowings $ 14,667 $ 4,192 $ 4,204 $ 4,192 $ 2,079 $  — $  —
Senior unsecured notes 144,645 23,377 21,808 19,715 17,431 15,153 47,161
Total $ 159,312 $ 27,569 $ 26,012 $ 23,907 $ 19,510 $ 15,153 $ 47,161
Off‑Balance Sheet Arrangements:

We had no off‑balance sheet arrangements as of December 31, 2018.

Item 7A.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

You are cautioned that statements contained in this section are forward looking and should be read in conjunction with
the disclosure under the heading “Cautionary Statements” and the “Risk Factors” set forth above.

We are exposed to market risks associated with changes in interest rates as they relate to our mortgage loans
receivable and debt. Interest rate risk is sensitive to many factors, including governmental monetary and tax policies,
domestic and international economic and political considerations and other factors that are beyond our control.

We do not utilize interest rate swaps, forward or option contracts, or foreign currencies or commodities, or other types
of derivative financial instruments nor do we engage in “off‑balance sheet” transactions. The purpose of the following
disclosure is to provide a framework to understand our sensitivity to hypothetical changes in interest rates as of
December 31, 2018.
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Our future earnings, cash flows and estimated fair values relating to financial instruments are dependent upon
prevalent market rates of interest, such as LIBOR or term rates of U.S. Treasury Notes. Changes in interest rates
generally impact the fair value, but not future earnings or cash flows, of mortgage loans receivable and fixed rate debt.
Our mortgage loans receivable and debt, such as our senior unsecured notes, are primarily fixed‑rate instruments. For
variable rate debt, such as our revolving line of credit, changes in interest rates generally do not impact the fair value,
but do affect future earnings and cash flows.
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At December 31, 2018, the fair value of our mortgage loans receivable using an 9.0% discount rate was approximately
$295.5 million. A 1% increase in such rate would decrease the estimated fair value of our mortgage loans by
approximately $25.1 million while a 1% decrease in such rate would increase their estimated fair value by
approximately $29.4 million. At December 31, 2018, the fair value of our senior unsecured notes using a 5.15%
discount rate for those maturing before year 2026 and 5.40% discount rate for those maturing at or beyond year 2026
was approximately $508.6 million. A 1% increase in such rate would decrease the estimated fair value of our senior
unsecured notes by approximately $24.9 million while a 1% decrease in such rate would increase their estimated fair
value by approximately $26.7 million. These discount rates were measured based upon management’s estimates of
rates currently prevailing for comparable loans available to us and instruments of comparable maturities.

The estimated impact of changes in interest rates discussed above are determined by considering the impact of the
hypothetical interest rates on our borrowing costs, lending rates and current U.S. Treasury rates from which our
financial instruments may be priced. We do not believe that future market rate risks related to our financial
instruments will be material to our financial position or results of operations. These analyses do not consider the
effects of industry specific events, changes in the real estate markets, or other overall economic activities that could
increase or decrease the fair value of our financial instruments. If such events or changes were to occur, we would
consider taking actions to mitigate and/or reduce any negative exposure to such changes. However, due to the
uncertainty of the specific actions that would be taken and their possible effects, the sensitivity analysis assumes no
changes in our capital structure.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of LTC Properties, Inc.

Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of LTC Properties, Inc. (the “Company”) as of
December 31, 2018 and 2017, and the related consolidated statements of income and comprehensive income, equity
and cash flows for each of the three years in the period ended December 31, 2018, and the related notes and the
financial statement schedules listed in the Index at Item 15(a) (collectively referred to as the “consolidated financial
statements”). In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of the Company at December 31, 2018 and 2017, and the results of its operations and its cash flows for each
of the three years in the period ended December 31, 2018, in conformity with U.S. generally accepted accounting
principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (PCAOB), the Company's internal control over financial reporting as of December 31, 2018, based on criteria
established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (2013 framework) and our report dated February 28, 2019, expressed an unqualified opinion
thereon.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on the Company’s financial statements based on our audits. We are a public accounting firm registered with
the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, whether due to error or fraud. Our audits included performing procedures to assess the risks of material
misstatement of the financial statements, whether due to error or fraud, and performing procedures that respond to
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements. Our audits also included evaluating 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 opinion.

/s/ Ernst & Young LLP

We have served as the Company’s auditor since 1992
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Los Angeles, California

February 28, 2019
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LTC PROPERTIES, INC.

CONSOLIDATED BALANCE SHEETS

(In thousands, except per share amounts)

(In thousands, except per share amounts)
December 31, 
2018 2017

ASSETS
Investments:
Land $ 125,358 $ 124,041
Buildings and improvements 1,290,352 1,262,335
Accumulated depreciation and amortization (312,959) (304,117)
Operating real estate property, net 1,102,751 1,082,259
Properties held-for-sale, net of accumulated depreciation: 2018—$1,916;
2017—$1,916 3,830 3,830
Real property investments, net 1,106,581 1,086,089

Mortgage loans receivable, net of loan loss reserve: 2018—$2,447; 2017—$2,255 242,939 223,907
Real estate investments, net 1,349,520 1,309,996
Notes receivable, net of loan loss reserve: 2018—$128; 2017—$166 12,715 16,402
Investments in unconsolidated joint ventures 30,615 29,898
Investments, net 1,392,850 1,356,296

Other assets:
Cash and cash equivalents 2,656 5,213
Restricted cash 2,108  —
Debt issue costs related to bank borrowings 2,989 810
Interest receivable 20,732 15,050
Straight-line rent receivable, net of allowance for doubtful accounts: 2018—$746;
2017—$814                       73,857 64,490
Lease incentives 14,443 21,481
Prepaid expenses and other assets 3,985 2,230
Total assets $ 1,513,620 $ 1,465,570
LIABILITIES
Bank borrowings $ 112,000 $ 96,500
Senior unsecured notes, net of debt issue costs: 2018—$938; 2017—$1,131 533,029 571,002
Accrued interest 4,180 5,276
Accrued incentives and earn-outs  — 8,916
Accrued expenses and other liabilities 31,440 25,228
Total liabilities 680,649 706,922
EQUITY
Stockholders’ equity:
Common stock: $0.01 par value; 60,000 shares authorized; shares issued and
outstanding:   2018—39,657; 2017—39,570 397 396
Capital in excess of par value 862,712 856,992
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Cumulative net income 1,255,764 1,100,783
Cumulative distributions (1,293,383) (1,203,011)
Total LTC Properties, Inc. stockholders’ equity 825,490 755,160
Non-controlling interests 7,481 3,488
Total equity 832,971 758,648
Total liabilities and equity $ 1,513,620 $ 1,465,570

See accompanying notes.
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LTC PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

(In thousands, except per share amounts)

Year Ended December 31, 
2018 2017 2016

Revenues:
Rental income $ 135,405 $ 137,657 $ 133,527
Interest income from mortgage loans 28,200 26,769 27,321
Interest and other income 5,040 3,639 735
Total revenues 168,645 168,065 161,583
Expenses:
Interest expense 30,196 29,949 26,442
Depreciation and amortization 37,555 37,610 35,932
Impairment charges  — 1,880 766
Provision (recovery) for doubtful accounts 87 (206) 457
Transaction costs 84 56 179
General and administrative expenses 19,193 17,513 17,412
Total expenses 87,115 86,802 81,188
Other operating income:
Gain on sale of real estate, net 70,682 3,814 3,582
Operating income 152,212 85,077 83,977
Income from unconsolidated joint ventures 2,864 2,263 1,138
Net income 155,076 87,340 85,115
Income allocated to non-controlling interests (95)  —  —
Net income attributable to LTC Properties, Inc. 154,981 87,340 85,115
Income allocated to participating securities (625) (362) (385)
Net income available to common stockholders $ 154,356 $ 86,978 $ 84,730

Earnings per common share:
Basic $ 3.91 $ 2.21 $ 2.21
Diluted $ 3.89 $ 2.20 $ 2.21

Weighted average shares used to calculate earnings per common share:
Basic 39,477 39,409 38,388
Diluted 39,839 39,637 38,597

Comprehensive Income:
Net income $ 155,076 $ 87,340 $ 85,115
Reclassification adjustment (Note 10)  —  — (47)
Comprehensive income $ 155,076 $ 87,340 $ 85,068

See accompanying notes.
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LTC PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF EQUITY

(In thousands, except per share amounts)

Capital in Cumulative Total Non-
Common CommonExcess of Net AccumulatedCumulative Stockholders’controllingTotal
Stock Stock Par Value Income OCI Distributions Equity Interests Equity

Balance—December 31, 2015 37,548 $ 375 $ 758,676 $ 928,328 $ 47 $ (1,028,224) $ 659,202 $  — $ 659,202
Reclassification adjustment  —  —  —  — (47)  — (47)  — (47)
Issuance of common stock 1,643 16 78,120  —  —  — 78,136  — 78,136
Issuance of restricted stock 73  1 (42)  —  —  — (41)  — (41)
Net income  —  —  — 85,115  —  — 85,115  — 85,115
Vesting of restricted stock  —  — 4,265  —  —  — 4,265  — 4,265
Vesting of stock options  —  — 15  —  —  — 15  — 15
Stock option exercises  7  — 159  —  —  — 159  — 159
Common stock cash
distributions ($2.19 per
share)  —  —  —  —  — (84,568) (84,568)  — (84,568)
Other (50)  — (2,188)  —  —  — (2,188)  — (2,188)
Balance—December 31, 2016 39,221 392 839,005 1,013,443  — (1,112,792) 740,048  — 740,048
Issuance of common stock 313  3 14,526  —  —  — 14,529  — 14,529
Issuance of restricted stock 85  1 (21)  —  —  — (20)  — (20)
Net income  —  —  — 87,340  —  — 87,340  — 87,340
Vesting of restricted stock  —  — 5,247  —  —  — 5,247  — 5,247
Vesting of stock options  —  —  2  —  —  —  2  —  2
Stock option exercises  8  — 202  —  —  — 202  — 202
Non-controlling interests
contribution  —  —  —  —  —  —  — 3,488 3,488
Common stock cash
distributions ($2.28 per
share)  —  —  —  —  — (90,219) (90,219)  — (90,219)
Other (57)  — (1,969)  —  —  — (1,969)  — (1,969)
Balance—December 31, 2017 39,570 396 856,992 1,100,783  — (1,203,011) 755,160 3,488 758,648
Issuance of common stock 22  — 929  —  —  — 929  — 929
Issuance of restricted stock 91  1 (9)  —  —  — (8)  — (8)
Net income  —  —  — 154,981  —  — 154,981 95 155,076
Vesting of restricted stock  —  — 5,870  —  —  — 5,870  — 5,870
Stock option exercises  5  — 123  —  —  — 123  — 123
Non-controlling interests
contribution  —  —  —  —  —  —  — 3,963 3,963
Non-controlling interest
distributions  —  —  —  —  —  —  — (65) (65)
Common stock cash
distributions ($2.28 per

 —  —  —  —  — (90,372) (90,372)  — (90,372)
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share)
Other (31)  — (1,193)  —  —  — (1,193)  — (1,193)
Balance—December 31, 2018 39,657 $ 397 $ 862,712 $ 1,255,764 $  — $ (1,293,383) $ 825,490 $ 7,481 $ 832,971

See accompanying notes.
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LTC PROPERTIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Year Ended December 31, 
2018 2017 2016

OPERATING ACTIVITIES:
Net income $ 155,076 $ 87,340 $ 85,115
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization 37,555 37,610 35,932
Stock-based compensation expense 5,870 5,249 4,280
Impairment charges  — 1,880 766
Gain on sale of real estate, net (70,682) (3,814) (3,582)
Income from unconsolidated joint ventures (2,864) (2,263) (1,138)
Income distributions from unconsolidated joint ventures 2,371 1,738 1,695
Insurance proceeds for damaged property 2,619  —  —
Payment for remediation of damaged property (508)  —  —
Straight-line rental income (9,550) (10,694) (13,477)
Lease incentives funded (1,272) (6,544) (4,827)
Amortization of lease incentives 2,092 2,209 1,955
Provision for doubtful accounts 87 (206) 457
Non-cash interest related to contingent liabilities 377 602 684
Non-cash income related to earn-out and related lease incentive
write-off (3,074) (842) (16)
Other non-cash items, net 1,180 1,282 1,216
Increase in interest receivable (5,682) (5,367) (5,147)
(Decrease) increase in accrued interest payable (1,096) 601 701
Net change in other assets and liabilities 3,036 (3,476) 1,094
Net cash provided by operating activities 115,535 105,305 105,708
INVESTING ACTIVITIES:
Investment in real estate properties (40,408) (82,405) (74,923)
Investment in real estate developments (35,279) (22,901) (42,342)
Investment in real estate capital improvements (3,249) (2,899) (6,792)
Capitalized interest (1,248) (908) (1,408)
Proceeds from sale of real estate, net 92,749 15,413 17,369
Investment in real estate mortgage loans receivable (21,364) (11,913) (20,685)
Principal payments received on mortgage loans receivable 2,136 17,863 8,278
Investments in unconsolidated joint ventures (670) (3,848) (1,770)
Payment of working capital reserve  — (439) (2,756)
Advances and originations under notes receivable (124)  — (14,969)
Principal payments received on notes receivable 3,848 25 100
Net cash used in investing activities (3,609) (92,012) (139,898)
FINANCING ACTIVITIES:
Bank borrowings 116,200 113,000 123,600
Repayment of bank borrowings (100,700) (123,600) (137,000)
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Proceeds from issuance of senior unsecured notes  — 100,000 77,500
Principal payments on senior unsecured notes (38,166) (31,167) (26,667)
Proceeds from common stock issued 1,005 14,578 78,592
Stock option exercises 123 202 159
Distributions paid to stockholders (90,372) (90,219) (84,568)
Contribution from non-controlling interests 3,963 3,488  —
Distributions paid to non-controlling interests (65)  —  —
Financing costs paid (3,162) (363) (147)
Other (1,201) (1,990) (2,230)
Net cash (used in) provided by financing activities (112,375) (16,071) 29,239
Decrease in cash, cash equivalents and restricted cash (449) (2,778) (4,951)
Cash, cash equivalents and restricted cash, beginning of period 5,213 7,991 12,942
Cash, cash equivalents and restricted cash, end of period $ 4,764 $ 5,213 $ 7,991

Supplemental disclosure of cash flow information:
Interest paid $ 30,116 $ 28,070 $ 24,490

See accompanying notes.
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LTC PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

1. The Company

LTC Properties, Inc. (“LTC”), a Maryland corporation, commenced operations on August 25, 1992. LTC is a real estate
investment trust (“REIT”) that invests primarily in seniors housing and health care properties through sale-leaseback
transactions, mortgage financing and structured finance solutions including mezzanine lending. We conduct and
manage our business as one operating segment, rather than multiple operating segments, for internal reporting and
internal decision making purposes. Our primary objectives are to create, sustain and enhance stockholder equity value
and provide current income for distribution to stockholders through real estate investments in seniors housing and
health care properties managed by experienced operators. Our primary seniors housing and health care property
classifications include skilled nursing centers (“SNF”), assisted living communities (“ALF”), independent living
communities (“ILF”), memory care communities (“MC”) and combinations thereof. ALF, ILF, MC and combinations
thereof are included in the ALF classification.

2. Summary of Significant Accounting Policies

Basis of Presentation.  The accompanying consolidated financial statements include the accounts of LTC, our
wholly‑owned subsidiaries, and our consolidated companies. All intercompany investments, accounts and transactions
have been eliminated.

Consolidation of entities is based on determination of the primary beneficiary. In order to be considered the primary
beneficiary, the member should be able to exercise power over and receive benefits from the entity. Power over the
company is based on the provisions of the operating agreement that provides us with a controlling financial interest in
the entity. Under the terms of the operating agreement, we, as the general member, are responsible for the
management of the company’s assets, business and affairs. Our rights and duties in management of the company
include making all operating decisions, setting the capital budget, executing all contracts, making all employment
decisions, and handling the purchase and disposition of assets, among others. We, as the general member, are
responsible for the ongoing, major, and central operations of the company and make all management decisions. In
addition, we, as the general member, assume the risk for all operating losses, capital losses, and are entitled to
substantially all capital gains (appreciation) and accordingly, receive substantial benefits from the company. 

The Financial Accounting Standards Board (“FASB”) created a framework for evaluating whether a general partner or a
group of general partners controls a limited partnership or a managing member or a group of managing members
exercise power over a limited liability company and therefore should consolidate the entity. The guidance states that
the presumption of general partner or managing member control would be overcome only when the limited partners or
non-managing members have certain specific rights as described in the guidance. The limited members have virtually
no rights and are precluded from taking part in the operation, management or control of the company. The limited
members are also precluded from transferring their interests without the expressed permission of the general
member.  However, we could transfer our interest without consultation or permission of the limited members.  We
consolidated the companies in accordance with the guidance. 

The FASB requires the classification of non-controlling interests as a component of consolidated equity in the
consolidated balance sheet subject to the provisions of the rules governing classification and measurement of
redeemable securities. The guidance requires consolidated net income to be reported at the amounts attributable to
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both the controlling and non-controlling interests. The calculation of earnings per share will be based on income
amounts attributable to the controlling interest. 

Any reference to the number of properties or facilities, number of units, number of beds, number of operators, and
yield on investments in real estate are unaudited and outside the scope of our independent registered public
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LTC PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

accounting firm’s audit of our consolidated financial statements in accordance with the standards of the Public
Company Accounting Oversight Board.

Certain reclassifications have been made to the prior period consolidated financial statements to conform to the
current period presentation, including changes in presentation of Gain on sale of real estate, net on the consolidated
statement of income and comprehensive income. The Company has included Gain on sale of real estate, net as a
component of Operating Income to present gain and losses on sales of properties in accordance with ASC
360-10-45-5. The change was made for the prior periods as the Securities and Exchange Commission has eliminated
Rule 3-15(a) of Regulation S-X as part of Release No. 33-10532; 34-83875; IC-33203, which had required REITs to
present gain and losses on sale of properties outside of continuing operations in the income statement. These
adjustments are normal and recurring in nature.

Going Concern.  In August 2014, the FASB issued Accounting Standards Update (“ASU”) 2014-15, Presentation of
Financial Statements— Going Concern (Subtopic 205-40):  Disclosure of Uncertainties about an Entity’s Ability to
Continue as a Going Concern. The amendments in this update define management’s responsibility under U.S.
generally accepted accounting principles (“GAAP”) to evaluate when and how substantial doubt about the organization’s
ability to continue as a going concern should be disclosed in the financial statement footnotes. This ASU expands
disclosure requirements about principal conditions or events that raise substantial doubt. It also requires disclosing
management’s evaluation of the significance of those conditions or events in relationship to the organization’s ability to
meet its obligations, and management’s plans that are intended to either alleviate substantial doubt or to mitigate
conditions or events that raise substantial doubt. ASU No. 2014-15 is effective for annual periods ending after
December 15, 2016. We adopted this ASU in 2017. The adoption of this ASU did not have a material impact on our
financial statements or disclosures.

Use of Estimates.  Preparation of the consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the amounts reported in the consolidated financial
statements and accompanying notes. Actual results could differ from those estimates.

Cash Equivalents.  Cash equivalents consist of highly liquid investments with a maturity of three months or less when
purchased and are stated at cost which approximates market.

Restricted Cash.  In November 2016, the FASB issued ASU No 2016-18 (“ASU 2016-18”), Restricted Cash. ASU
2016-18 requires an entity to reconcile and explain the period over period change in total cash, cash equivalent and
restricted cash within its consolidated statement of cash flows. 

During the third quarter of 2017, a 170-bed skilled nursing center in our portfolio was evacuated due to damages
caused by Hurricane Harvey. This property is located in Texas and operated under a triple net master lease agreement.
We periodically evaluate properties for impairment when events or changes in circumstances indicate that the asset
may be impaired or the carrying amount of the asset may not be recoverable through future undiscounted cash flows.
Based upon a quarterly assessment of this property using the recoverability test, we concluded the property has not
been impaired.
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As of December 31, 2018, the gross value and the carrying value of the property were $2,021,000 and $1,133,000,
respectively.

The provisions of our triple net lease agreements impose certain obligations on our operators including:

· Acquire property insurance, subject to certain criteria;
· Continue paying rent in the event of any property damage or

destruction; and
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LTC PROPERTIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

· Return the leased property back to us at the end of the lease term, in the same condition originally received.
During the second quarter of 2018, our operator provided us with insurance proceeds of $2,619,000 to be used for
remediation of the property as noted in the provisions of our master lease agreement. Accordingly, we have classified
the insurance proceeds as restricted cash on our consolidated financial statements.

Owned Properties.  We make estimates as part of our allocation of the purchase price of acquisitions to the various
components of the acquisition based upon the fair value of each component. In determining fair value, we use current
appraisals or other third-party opinions of value. The most significant components of our allocations are typically the
allocation of fair value to land and buildings and, for certain of our acquisitions, in‑place leases and other intangible
assets. In the case of the fair value of buildings and the allocation of value to land and other intangibles, the estimates
of the values of these components will affect the amount of depreciation and amortization we record over the
estimated useful life of the property acquired or the remaining lease term. In the case of the value of in‑place leases, we
make best estimates based on the evaluation of the specific characteristics of each tenant’s lease. Factors considered
include estimates of carrying costs during hypothetical expected lease‑up periods, market conditions and costs to
execute similar leases. These assumptions affect the amount of future revenue that we will recognize over the
remaining lease term for the acquired in‑place leases. We evaluate each purchase transaction to determine whether the
acquired assets meet the definition of an asset acquisition or a business combination. Transaction costs related to
acquisitions that are not deemed to be businesses are included in the cost basis of the acquired assets, while
transaction costs related to acquisitions that are deemed to be businesses are expensed as incurred.

In January 2017, the FASB issued ASU No. 2017-01(“ASU 2017-01”), Business Combinations (Topic 805): Clarifying
Definition of a Business. ASU 2017-01 clarifies the framework for determining whether an integrated set of assets and
activities meets the definition of a business. The revised framework establishes a screen for determining whether an
integrated set of assets and activities is a business and narrows the definition of a business, which is expected to result
in fewer transactions being accounted for as business combinations. Acquisitions of integrated sets of assets and
activities that do not meet the definition of a business are accounted for as asset acquisitions. ASU 2017-01 is
effective for fiscal years, and for interim periods within those fiscal years, beginning after December 15, 2017, with
early adoption permitted. We early adopted this standard in 2017. As a result of adopting ASU 2017-01, most of our
acquisitions of investment properties will qualify as asset acquisitions.

In February 2017, the FASB issued ASU No. 2017-05 (“ASU 2017-05”), Other Income-Gains and Losses from the
Derecognition of Nonfinancial Assets. ASU 2017-05 defines an in-substance nonfinancial asset and clarifies guidance
related to partial sales of nonfinancial assets. This standard is effective for fiscal years, and for interim periods within
those fiscal years, beginning after December 15, 2017. We adopted this standard in 2018. The adoption of this ASU
did not have a material impact on the consolidated financial statements and related notes.

We capitalize direct construction and development costs, including predevelopment costs, interest, property taxes,
insurance and other costs directly related and essential to the acquisition, development or construction of a real estate
asset. We capitalize construction and development costs while substantive activities are ongoing to prepare an asset
for its intended use. We consider a construction project as substantially complete and held available for occupancy
upon the issuance of the certificate of occupancy. Costs incurred after a project is substantially complete and ready for
its intended use, or after development activities have ceased, are expensed as incurred. For redevelopment, renovation
and expansion of existing operating properties, we capitalize the cost for the construction and improvement incurred
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in connection with the redevelopment, renovation and expansion. Costs previously capitalized related to abandoned
acquisitions or developments are charged to earnings. Expenditures for repairs and maintenance are expensed as
incurred.

Depreciation is computed principally by the straight‑line method for financial reporting purposes over the
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estimated useful lives of the assets, which range from 3 to 5 years for computers, 5 to 15 years for furniture and
equipment, 35 to 50 years for buildings, 10 to 15 years for site improvements, 10 to 20 years for building
improvements and the respective lease term for acquired lease intangibles.

Consolidation.  At inception, and on an ongoing basis, as circumstances indicate the need for reconsideration, we
evaluate each legal entity that is not wholly-owned by us for consolidation, first under the variable interest entity
(“VIE”), then under the voting model. Our evaluation considers all of our variable interests, including common or
preferred equity ownership, loans, and other participating instruments. The variable interest model applies to entities
that meet both of the following criteria:

· A legal structure been established to conduct business activities and to hold assets.
· LTC has a variable interest in the entity - i.e. it has equity ownership or other financial interests that change with

changes in the fair value of the entity's net assets.
If an entity does meet the above criteria and doesn’t qualify for a scope exception from the VIE model, we will
determine whether the entity is a VIE.

A legal entity is determined to be a VIE if it has any of the following three characteristics:

1. The entity does not have sufficient equity to finance its activities without additional subordinated financial
support;

2. The equity holders, as a group lack the characteristics of a controlling financial interest, as evidenced by all of the
following characteristics:

· The power, through voting rights or similar rights, to direct the activities of the entity that most significantly impact
the entity's economic performance;

· The obligation to absorb the entity's expected losses;
· The right to receive the entity's expected residual returns; or
3. The entity is established with non-substantive voting rights (i.e. the entity is structured such that majority economic

interest holder(s) have disproportionately few voting rights).
If any of the three characteristics of a VIE are met, we conclude that the entity is a VIE and evaluate it for
consolidation under the variable interest model.

If an entity is determined to be a VIE, we evaluate whether we are the primary beneficiary. The primary beneficiary
analysis is a qualitative analysis based on power and benefits. We consolidate a VIE if we have both power and
benefits - that is (i) we have the power to direct the activities of a VIE that most significantly impact the VIE's
economic performance (power), and (ii) we have the obligation to absorb losses of the VIE that could potentially be
significant to the VIE, or the right to receive benefits from the VIE that potentially could be significant to the VIE
(benefits). If we have a variable interest in a VIE but we are not the primary beneficiary, we account for our
investment using the equity method of accounting.

If a legal entity fails to meet any of the three of the characteristics of a VIE, we evaluate such entity under the voting
interest model. Under the voting interest model, we consolidate the entity if we determine that we, directly or
indirectly, have greater than 50% of the voting shares or if we are the general partner or managing member of the
entity and the limited partners or non-managing members do not have substantive participating, liquidation, or
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Mortgage Loans Receivable, Net of Loan Loss Reserve.  Mortgage loans receivable we originate are recorded on an
amortized cost basis. Mortgage loans we acquire are recorded at fair value at the time of purchase net of any related
premium or discount which is amortized as a yield adjustment to interest income over the life of the loan.
Additionally, we record an estimated allowance for doubtful accounts, as described below.

Mezzanine Loans. In 2015 we strategically decided to allocate a portion of our capital deployment toward mezzanine
loans to grow relationships with operating companies that have not typically utilized sale leaseback financing as a
component of their capital structure. Mezzanine financing sits between senior debt and common equity in the capital
structure, and typically is used to finance development projects or value-add opportunities on existing operational
properties. We seek market-based, risk-adjusted rates of return typically between 12-18% with the loan term typically
between four to eight years. Security for mezzanine loans can include all or a portion of the following credit
enhancements; secured second mortgage, pledge of equity interests and personal/corporate guarantees. Mezzanine
loans are recorded for GAAP purposes as either a loan, under notes receivable, or joint venture, under investment in
unconsolidated joint ventures, depending upon specifics of the loan terms and related credit enhancements.

Investment in unconsolidated joint ventures. From time to time, we provide funding to third-party operators for the
acquisition, development and construction (“ADC”) of a property. Under an ADC arrangement, we may participate in
the residual profits of the project through the sale or refinancing of the property. These ADC arrangements can have
characteristics similar to a loan or similar to a joint venture or partnership such as participating in the risks and
rewards of the project as an owner or an investment partner. If the ADC arrangement characteristics are more similar
to a jointly-owned investment or partnership, we account for the ADC arrangement as an investment in an
unconsolidated joint venture under the equity method of accounting or a direct investment (consolidated basis of
accounting) instead of applying loan accounting.

We evaluate our ADC arrangements first pursuant to ASC 805, Consolidation, to determine whether the ADC
arrangement meets the definition of a VIE, as explained above, and whether we are the primary beneficiary. If the
ADC arrangement is deemed to be a VIE but we are not the primary beneficiary, or if it is deemed to be a voting
interest entity but we do not have a controlling financial interest, we account for our investment in the ADC
arrangement using the equity method. Under the equity method, we initially record our investment at cost and
subsequently recognize our share of net earnings or losses and other comprehensive income or loss, cash contributions
made and distributions received, and other adjustments, as appropriate. Allocations of net income or loss may be
subject to preferred returns or allocation formulas defined in operating agreements and may not be according to
percentage ownership interests. In certain circumstances where we have a substantive profit-sharing arrangement
which provides a priority return on our investment, a portion of our equity in earnings may consist of a change in our
claim on the net assets of the underlying joint venture. Distributions of operating profit from the joint ventures are
reported as part of operating cash flows, while distributions related to a capital transaction, such as a refinancing
transaction or sale, are reported as investing activities.

We periodically perform evaluation of our investment in unconsolidated joint ventures to determine whether the fair
value of each investment is less than the carrying value, and, if such decrease in value is deemed to be
other-than-temporary, write the investment down to its estimated fair value as of the measurement date.
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In March 2016, FASB issued ASU No. 2016-07 (“ASU 2016-07”), Investments – Equity Method and Joint Ventures
(Topic 323): Simplifying the Transition to the Equity Method of Accounting. ASU 2016-07 eliminates retroactive
adjustment of an investment upon an investment qualifying for the equity method of accounting and requires the
equity method investor to adopt the equity method of accounting as of the date the investment becomes qualified for
equity method accounting.

Allowance for Doubtful Accounts.  We maintain an allowance for doubtful accounts. The allowance for doubtful
accounts depends on the expected collectability of our receivables which is based on considerations including
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the certainty of payment, payment history and other relevant factors. The allowance for doubtful accounts is
maintained at a level believed adequate to absorb potential losses in our receivables. In determining the allowance, we
perform a quarterly evaluation of all receivables. If this evaluation indicates that there is a greater risk of receivable
charge‑offs, additional allowances are recorded in current period earnings or placement on non-accrual status may be
required.

Debt Issuance Cost. In April 2015, FASB issued ASU No. 2015-03 (“ASU 2015-03”), Interest – Imputation of Interest
(Subtopic 835-30): Simplifying the Presentation of Debt Issuance Costs. ASU 2015-03 requires debt issuance costs
related to a recognized debt liability be presented in the balance sheet as a direct reduction from the carrying amount
of the debt liability, consistent with debt discounts. In August 2015, the FASB issued ASU No. 2015-15, Presentation
and Subsequent Measurement of Debt Issuance Costs Associated with Line-of-Credit Arrangements (Amendments to
SEC Paragraphs Pursuant to Staff Announcement at June 18, 2015 EITF Meeting) (“ASU 2015-15”). ASU 2015-15
allows debt issuance costs related to line of credit agreements to be presented in the balance sheet as an asset. Upon
adoption of ASU 2015-15, we elected to present debt issuance costs related to our unsecured revolving line of credit
as an asset on our consolidated balance sheets.

Accrued incentives and earn-outs. As part of our acquisitions and/or amendments, we may commit to provide
contingent payments to our sellers or lessees, upon the properties achieving certain rent coverage ratios. Typically,
when the contingent payments are funded, cash rent will increase by the amount funded multiplied by a rate stipulated
in the agreement. If it is deemed probable at acquisition, the contingent payment is recorded as a liability at the
estimate fair value calculated using a discounted cash flow analysis and accreted to the settlement amount of the
estimated payment date. If the contingent payment is an earn-out provided to the seller, the estimated fair value is
capitalized to the property’s basis. If the contingent payment is provided to the lessee, the estimated fair value is
recorded as a lease incentive included in the prepaid and other assets line item in our consolidated balance sheet and is
amortized as a yield adjustment over the life of the lease. This fair value measurement is based on significant inputs
not observable in the market and thus represents a Level 3 measurement. The fair value of these contingent liabilities
are evaluated on a quarterly basis based on changes in estimates of future operating results and changes in market
discount rates.

Impairments.  Assets that are classified as held-for-use are periodically evaluated for impairment when events or
changes in circumstances indicate that the asset may be impaired or the carrying amount of the asset may not be
recoverable through future undiscounted cash flows. Management assesses the impairment of properties and
impairment losses are calculated as the excess of the carrying amount over the estimated fair value of assets as of the
measurement date. In determining fair value, we use current appraisals or other third-party opinions of value and other
estimates of fair value such as estimated discounted future cash flows. Based on our assessment, during the years
ended December 31, 2018, 2017 and 2016, we recognized impairment charges of $0, $1,880,000 and $766,000,
respectively.

Also, we evaluate the carrying values of mortgage loans receivable on an individual basis. Management periodically
evaluates the realizability of future cash flows from the mortgage loan receivable when events or circumstances, such
as the non‑receipt of principal and interest payments and/or significant deterioration of the financial condition of the
borrower, indicate that the carrying amount of the mortgage loan receivable may not be recoverable. An impairment
charge is recognized in current period earnings and is calculated as the difference between the carrying amount of the
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mortgage loan receivable and the discounted cash flows expected to be received, or if foreclosure is probable, the fair
value of the collateral securing the mortgage.

Fair Value of Financial Instruments.  The FASB requires the disclosure of fair value information about financial
instruments for which it is practicable to estimate that value. In cases where quoted market prices are not available,
fair values are based on estimates using present value or other valuation techniques. Those techniques are significantly
affected by the assumptions used, including the discount rate and estimates of future cash flows. In that regard, the
derived fair value estimates cannot be substantiated by comparison to independent markets and, in many cases, could
not be realized in immediate settlement of the instrument. Accordingly, the aggregate fair market value
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amounts presented in the notes to these consolidated financial statements do not represent our underlying carrying
value in financial instruments.

The FASB provides guidance for using fair value to measure assets and liabilities, the information used to measure
fair value, and the effect of fair value measurements on earnings. The FASB emphasizes that fair value is a
market‑based measurement, not an entity‑specific measurement. Therefore, a fair value measurement should be
determined based on the assumptions that market participants would use in pricing the asset or liability. As a basis for
considering market participant assumptions in fair value measurements, the FASB establishes a fair value hierarchy
that distinguishes between market participant assumptions based on market data obtained from sources independent of
the reporting entity (observable inputs that are classified within Levels 1 and 2 of the hierarchy) and the reporting
entity’s own assumptions about market participant assumptions (unobservable inputs classified within Level 3 of the
hierarchy). Level 1 inputs utilize quoted prices (unadjusted) in active markets for identical assets or liabilities that we
have the ability to access. Level 2 inputs are inputs other than quoted prices included in Level 1 that are observable for
the asset or liability, either directly or indirectly. Level 2 inputs may include quoted prices for similar assets and
liabilities in active markets, as well as inputs that are observable for the asset or liability (other than quoted prices).

The fair value guidance issued by the FASB excludes accounting pronouncements that address fair value
measurements for purposes of lease classification or measurement. However, this scope exception does not apply to
assets acquired and liabilities assumed in a business combination that are required to be measured at fair value,
regardless of whether those assets and liabilities are related to leases.

In accordance with the accounting guidance regarding the fair value option for financial assets and financial liabilities,
entities are permitted to choose to measure certain financial assets and liabilities at fair value, with the change in
unrealized gains and losses on items for which the fair value option has been elected reported in earnings. We have
not elected the fair value option for any of our financial assets or liabilities.

The FASB requires disclosures about fair value of financial instruments for interim reporting periods of publicly
traded companies as well as in annual financial statements. See Note 15. Fair Value Measurements for the disclosure
about fair value of our financial instruments.

Revenue Recognition.  Rental income from operating leases is generally recognized on a straight‑line basis over the
terms of the leases. Substantially all of our leases contain provisions for specified annual increases over the rents of
the prior year and are generally computed in one of four methods depending on specific provisions of each lease as
follows:

(i) a specified annual increase over the prior year’s rent, generally between 2.0% and 3.0%;
(ii) a calculation based on the Consumer Price Index;
(iii) as a percentage of facility revenues in excess of base amounts or
(iv) specific dollar increases.
The FASB does not provide for the recognition of contingent revenue until all possible contingencies have been
eliminated. We consider the operating history of the lessee and the general condition of the industry when evaluating
whether all possible contingencies have been eliminated and have historically, and expect in the future, to not include
contingent rents as income until received. During the years ended December 31, 2018, 2017 and 2016, we received
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$470,000, $457,000 and $517,000, respectively, of contingent rental income. We follow a policy related to rental
income whereby we consider a lease to be non‑performing after 60 days of non‑payment of past due amounts and do
not recognize unpaid rental income from that lease until the amounts have been received.

Rental revenues relating to non‑contingent leases that contain specified rental increases over the life of the lease are
recognized on the straight‑line basis. Recognizing income on a straight‑line basis requires us to calculate the total
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non‑contingent rent containing specified rental increases over the life of the lease and to recognize the revenue evenly
over that life. This method results in rental income in the early years of a lease being higher than actual cash received,
creating a straight‑line rent receivable asset included in our consolidated balance sheet. At some point during the lease,
depending on its terms, the cash rent payments eventually exceed the straight‑line rent which results in the straight‑line
rent receivable asset decreasing to zero over the remainder of the lease term. We assess the collectability of
straight‑line rent in accordance with the applicable accounting standards and our reserve policy. If the lessee becomes
delinquent in rent owed under the terms of the lease, we may provide a reserve against the recognized straight‑line rent
receivable asset for a portion, up to its full value, that we estimate may not be recoverable.

Interest income on mortgage loans is recognized using the effective interest method. We follow a policy related to
mortgage interest whereby we consider a loan to be non‑performing after 60 days of non‑payment of amounts due and
do not recognize unpaid interest income from that loan until the past due amounts have been received. Effective
interest method, as required by GAAP, is a technique for calculating the actual interest rate for the term of a mortgage
loan based on the initial origination value. Similar to the accounting methodology of straight-line rent, the actual
interest rate is higher than the stated interest rate in the early years of the mortgage loan thus creating an effective
interest receivable asset included in the interest receivable line item in our consolidated balance sheet and reduces
down to zero when, at some point during the mortgage loan, the stated interest rate is higher than the actual interest
rate.

Payments made to or on behalf of our lessees represent incentives that are deferred and amortized as a yield
adjustment over the term of the lease on a straight-line basis. Net loan fee income and commitment fee income are
amortized over the life of the related loan.

In May 2014, the FASB issued Accounting Standards Update No. 2014-09 (“ASU 2014-09”), Revenue from Contracts
with Customers: Topic 606. ASU 2014-09 provides for a single comprehensive principles based standard for the
recognition of revenue across all industries through the application of the following five-step process:

Step 1: Identify the contract(s) with a customer.

Step 2: Identify the performance obligations in the contract.

Step 3: Determine the transaction price.

Step 4: Allocate the transaction price to the performance obligations in the contract.

Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation.

ASU 2014-09 states that “an entity recognizes revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services.” In doing so, companies may need to use more judgment and make more estimates. While this ASU
specifically references contracts with customers, it may apply to certain other transactions such as the sale of real
estate. Additionally, the FASB has issued targeted updates to clarify specific implementation issues of ASU 2014-09.
These updates include ASU 2016-08, Principal versus Agent Considerations (Reporting Revenue Gross versus
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Net), ASU 2016-10, Identifying Performance Obligations and Licensing, and ASU 2016-12, Narrow-Scope
Improvements and Practical Expedients. The new standard and its amendments are effective on January 1, 2018, and
permit reporting entities to apply the standard using either a modified retrospective approach, by recording a
cumulative-effect adjustment to equity as of the beginning of the fiscal year of adoption or full retrospective approach.
We have adopted this standard using the modified retrospective adoption method on January 1, 2018. Accordingly, we
concluded that this standard did not have a material impact on our results of operations or financial condition, as a
substantial portion of our revenues consists of rental income from leasing arrangements and interest income from loan
arrangements, both of which are specifically excluded from ASU 2014-09.

Leases.  In February 2016, the FASB issued ASU No. 2016-02 (“ASU 2016-02”), Leases (Topic 842). The objective of
this ASU is to establish the principles that lessees and lessors shall apply to report useful information to
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users of financial statements about the amount, timing, and uncertainty of cash flows arising from a lease. ASC 842
represents a significant overhaul of the accounting treatment for leases governing substantially all leases, real estate
leases included, with the most significant change being that most leases, including most operating leases, will now be
capitalized on the balance sheet. 

ASU 2016-02 modifies existing guidance by requiring lessees to record a right-of-use asset and a lease liability for all
leases with a term of greater than 12 months regardless of their classification. Leases with a term of 12 months or less
will be accounted for similar to existing guidance of operating leases. ASU 2016-02 requires the lessors to identify
lease and non-lease components of a lease agreement.

ASU 2016-02 will govern the recognition of revenue for lease components. Revenue related to non-lease components
under lease agreements will be subject to the revenue recognition standard, upon adoption of this ASU. Additionally,
in July 2018, the FASB issued ASU No. 2018-11, Leases - Targeted Improvements (“ASU 2018-11”), which provides
lessors with the option to elect a practical expedient allowing them to not separate lease and non-lease components
and instead, to account for those components as a single lease component. This practical expedient is limited to
circumstances in which: (i) the timing and pattern of transfer are the same for the non-lease component and the related
lease component and (ii) the lease component, if accounted for separately, would be classified as an operating lease.
This practical expedient causes an entity to assess whether a contract is predominantly lease-based or service-based
and recognize the entire contract under the relevant accounting guidance (i.e., predominantly lease-based would be
accounted for under ASU 2016-02 and predominantly service-based would be accounted for under the Revenue
ASUs). This practical expedient option is available as a single election that must be consistently applied to all existing
leases at the date of adoption. ASU 2018-11 also provides a practical expedient that allows companies to use an
optional transition method. Under the optional transition method, a cumulative adjustment to retained earnings during
the period of adoption is recorded and prior periods would not require restatement. Consequently, entities that elect
both the practical expedient and the optional transitional method will apply the new lease ASU prospectively to leases
commencing or modified after January 1, 2019 and will not be required to apply the disclosures under the new lease
ASU to comparative periods.

ASC 842 has subsequently been amended by other issued ASUs to clarify and improve the standard as well as to
provide certain practical expedients. In December 2018, the FASB issued ASU 2018-20 (“ ASU 2018-20”),
Narrow-Scope Improvements for Lessors, which amends ASC 842 to require the lessors to exclude the lessor costs
that are directly paid by the lessee to third parties on lessor’s behalf from variable payments. However, the lessor costs
that are paid by the lessor and reimbursed by the lessee are required to be included in variable payments. Accordingly,
we will begin reporting revenues and expenses within our leased properties, which are subject to non-cancelable
triple-net leases, for certain real estate taxes that are reimbursed by our lessees in accordance with their respective
leases with us. Furthermore, ASC 842 allows for several practical expedients which permit the following: no
reassessment of lease classification or initial direct costs and use of the standard’s effective date as the date of initial
application.

ASU 2016-02 and its amendments, which now have formally entered into the FASB codification as ASC 842, are now
effective on January 1, 2019. We expect to elect these practical expedients and adopt ASC 842 on January 1, 2019
using the effective date as our date of initial application. Therefore, financial information and disclosures under ASC
842 will not be provided for periods prior to January 1, 2019.
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Federal Income Taxes.  LTC qualifies as a REIT under the Internal Revenue Code of 1986, as amended, and as such,
no provision for Federal income taxes has been made. A REIT is required to distribute at least 90% of its taxable
income to its stockholders and a REIT may deduct dividends in computing taxable income. If a REIT distributes
100% of its taxable income and complies with other Internal Revenue Code requirements, it will generally not be
subject to Federal income taxation.
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For Federal tax purposes, depreciation is generally calculated using the straight‑line method over a period of
27.5 years. Earnings and profits, which determine the taxability of distributions to stockholders, use the straight‑line
method over 40 years. Both Federal taxable income and earnings and profits differ from net income for financial
statement purposes principally due to the treatment of certain interest income, rental income, other expense items,
impairment charges and the depreciable lives and basis of assets. At December 31, 2018, the tax basis of our net
depreciable assets exceeds our book basis by approximately $25,639,000 (unaudited), primarily due to an investment
recorded as an acquisition for tax and a mortgage loan for GAAP, and to differences previously mentioned above.

The FASB clarified the accounting for income taxes by prescribing the minimum recognition threshold a tax position
is required to meet before being recognized in the financial statements. The guidance utilizes a two‑step approach for
evaluating tax positions. Recognition (step one) occurs when a company concludes that a tax position, based solely on
its technical merits, is more likely than not to be sustained upon examination. Measurement (step two) is only
addressed if step one has been satisfied (i.e., the position is more likely than not to be sustained). Under step two, the
tax benefit is measured as the largest amount of benefit (determined on a cumulative probability basis) that is more
likely than not to be realized upon ultimate settlement. We currently do not have any uncertain tax positions that
would not be sustained on its technical merits on a more‑likely than not basis.

We may from time to time be assessed interest or penalties by certain tax jurisdictions. In the event we have received
an assessment for interest and/or penalties, it has been classified in our consolidated financial statements as general
and administrative expenses.

Concentrations of Credit Risk.    In 2016, the FASB issued ASU No. 2016-13 (“ASU 2016-13”), Measurement of Credit
Losses on Financial Instruments (Topic 326). This standard requires a new forward looking “expected loss” model to be
used for receivables, held-to-maturity debt, loans, and other instruments. ASU 2016-13 is effective for fiscal years,
and interim periods within those years, beginning after December 15, 2019, and early adoption is permitted for fiscal
years beginning after December 15, 2018. We are currently evaluating the impact that the standard will have on our
consolidated financial statements.

Financial instruments which potentially subject us to concentrations of credit risk consist primarily of cash and cash
equivalents, mortgage loans receivable, marketable debt securities and operating leases on owned properties. Our
financial instruments, mortgage loans receivable and operating leases, are subject to the possibility of loss of carrying
value as a result of the failure of other parties to perform according to their contractual obligations or changes in
market prices which may make the instrument less valuable. We obtain various collateral and other protective rights,
and continually monitor these rights, in order to reduce such possibilities of loss. In addition, we provide reserves for
potential losses based upon management’s periodic review of our portfolio. See Note 3. Major Operators for further
discussion of concentrations of credit risk from our tenants.

Properties held-for-sale.  Properties classified as held‑for‑sale on the consolidated balance sheet include only those
properties available for immediate sale in their present condition and for which management believes that it is
probable that a sale of the property will be completed within one year. Properties held‑for‑sale are carried at the lower
of cost or fair value less estimated selling costs. No depreciation expense is recognized on properties held‑for‑sale once
they have been classified as such. Under ASU No. 2014-08 (“ASU 2014-08”), Presentation of Financial Statements
(Topic 205) and Property, Plant, and Equipment (Topic 360): Reporting Discontinued Operations and Disclosures of
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Disposals of Components of an Entity, only disposals representing a strategic shift in operations should be presented
as discontinued operations. Those strategic shifts should have a major effect on the organization’s operations and
financial results. Examples include a disposal of a major geographic area, a major line of business, or a major equity
method investment. We have not reclassified results of operations for properties disposed as discontinued operations
as these disposals do not represent strategic shifts in our operations.
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Net Income Per Share.  Basic earnings per share is calculated using the weighted‑average shares of common stock
outstanding during the period excluding common stock equivalents. Diluted earnings per share includes the effect of
all dilutive common stock equivalents.

In accordance with the accounting guidance regarding the determination of whether instruments granted in share‑based
payments transactions are participating securities, we have applied the two‑class method of computing basic earnings
per share. This guidance clarifies that outstanding unvested share‑based payment awards that contain rights to
non‑forfeitable dividends participate in undistributed earnings with common stockholders and are considered
participating securities.

Stock‑Based Compensation.  The FASB requires all share‑based payments to employees, including grants of employee
stock options, to be recognized in the income statement based on their fair values. We use the Black‑Scholes‑Merton
formula to estimate the value of stock options granted to employees. Also, we use the Monte Carlo model to estimate
the value of performance based stock units granted to employees. These models require management to make certain
estimates including stock volatility, expected dividend yield and the expected term. If management incorrectly
estimates these variables, the results of operations could be affected. The FASB also requires the benefits of tax
deductions in excess of recognized compensation cost to be reported as a financing cash flow. Because we qualify as a
REIT under the Internal Revenue Code of 1986, as amended, we are generally not subject to Federal income taxation.
Therefore, this reporting requirement does not have an impact on our statements of cash flows.

Segment Disclosures.  The FASB accounting guidance regarding disclosures about segments of an enterprise and
related information establishes standards for the manner in which public business enterprises report information about
operating segments. Our investment decisions in seniors housing and health care properties, including mortgage loans,
property lease transactions and other investments, are made and resulting investments are managed as a single
operating segment for internal reporting and for internal decision‑making purposes. Therefore, we have concluded that
we operate as a single segment.

3. Major Operators

We have four operators from each of which we derive approximately 10% or more of our combined rental revenue
and interest income from mortgage loans. The following table sets forth information regarding our major operators as
of December 31, 2018:

Number of Number of Percentage of
SNF ALF Total Total

Operator SNF ALF Beds Units Revenue (1) Assets
Prestige Healthcare 24  — 3,010 93 18.0 %  16.7 %
Senior Lifestyle Corporation  — 23  — 1,457 11.8 % 10.5 %
Brookdale Senior Living  — 37  — 1,702 9.9 %  4.6 %
Senior Care Centers 11  — 1,444  — 8.8 %  7.1 %
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Total 35 60 4,454 3,252 48.5 %  38.9 %

(1) Includes rental income from owned properties and interest income from mortgage loans as of December 31, 2018.

Our financial position and ability to make distributions may be adversely affected if Prestige Healthcare, Senior
Lifestyle Corporation, Brookdale Senior Living, Senior Care Centers or any of our lessees and borrowers face
financial difficulties, including any bankruptcies, inability to emerge from bankruptcy, insolvency or general
downturn in business of any such operator, or in the event any such operator does not renew and/or extend its
relationship with us.
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On December 4, 2018, Senior Care Centers, LLC. and affiliates and subsidiaries (“Senior Care”) filed for Chapter 11
bankruptcy as a result of lease terminations from certain landlords and on-going operational challenges. Pursuant to
the U.S. Bankruptcy Code, Senior Care has an initial period of 120 days from the petition date to assume or reject the
lease. As security under the lease, we hold a letter of credit in the amount of approximately $2,000,000, maintenance
and repair escrows of approximately $2,200,000 and property tax escrows of approximately $1,800,000. Senior Care
did not pay us December 2018 rent, but has paid us January and February 2019 rent.

4. Supplemental Cash Flow Information

For the year ended
December 31,
2018 2017 2016
(in thousands)

Non-cash investing and financing transactions:
Contingent liabilities related to real estate investments ( Note 5) $  — $  — $ 1,847
Reclassification of pre-development loans ( Note 7)  —  — 237
Restricted stock issued, net of cancellations (Note 10)  1  1  1

5. Real Estate Investments

Owned Properties. As of December 31, 2018, we owned 175 health care real estate properties located in 28 states and
consisting of 103 ALFs, 71 SNFs and 1 behavioral health care hospital. These properties are operated by 28 operators.

Assisted living communities, independent living communities, memory care communities and combinations thereof
are included in the assisted living property classification (collectively “ALF”). Any reference to the number of
properties, number of units, number of beds, and yield on investments in real estate are unaudited and outside the
scope of our independent registered public accounting firm’s review of our consolidated financial statements in
accordance with the standards of the Public Company Accounting Oversight Board.

Depreciation expense on buildings and improvements, including properties classified as held‑for‑sale, was $37,416,000,
$37,492,000, and $35,809,000 for the years ended December 31, 2018, 2017 and 2016, respectively.

Future minimum base rents receivable under the remaining non‑cancelable terms of operating leases excluding the
effects of straight‑line rent, amortization of lease inducement and renewal options are as follows (in thousands):
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Annual Cash
Rent (1)

2019 $ 133,666
2020 140,353
2021 131,284
2022 121,235
2023 124,897
Thereafter 760,163

(1) Represents contractual annual cash rent, except for two master leases which are based on agreed upon cash rents.
See below for more information.

During 2017, we issued a notice of default to Anthem Memory Care (“Anthem”) resulting from Anthem’s partial
payment of minimum rent. Anthem operates 11 operational memory care communities under a master lease. We
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are currently not pursuing enforcement of the guarantees and our rights and remedies pertaining to known events of
default under the master lease, with the stipulation that Anthem achieve sufficient performance and pay an agreed
upon cash rent for these 11 properties. During 2018, Anthem paid the agreed upon minimum cash rent of $5,200,000.
We receive regular financial performance updates from Anthem and continue to monitor Anthem’s performance
obligations under the master lease agreement.

On December 4, 2018, Senior Care Centers, LLC. and affiliates and subsidiaries (“Senior Care”) filed for Chapter 11
bankruptcy as a result of lease terminations from certain landlords and on-going operational challenges. Pursuant to
the U.S. Bankruptcy Code, Senior Care has an initial period of 120 days from the petition date to assume or reject the
lease. As security under the lease, we hold a letter of credit in the amount of approximately $2,000,000, maintenance
and repair escrows of approximately $2,200,000 and property tax escrows of approximately $1,800,000. Senior Care
did not pay us December 2018 rent, but has paid us January and February 2019 rent.
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Acquisitions. The following table summarizes our acquisitions for the years ended December 31, 2018 through 2016
(dollar amounts in thousands):

Total Number Number
Purchase Transaction Acquisition of of

Year Type of Property Price Costs (1) Costs Properties Beds/Units
2018 (2) Assisted Living (3) (4) $ 39,600 $ 65 $ 39,665  3 177

Land (4) 695 48 743  —  —
Total $ 40,295 $ 113 $ 40,408  3 177

2017 Assisted Living (5) $ 81,018 $ 569 $ 81,587  5 400
Land (6) 800 18 818  —  —

Total $ 81,818 $ 587 $ 82,405  5 400

2016 Skilled Nursing (7) $ 16,000 $ 45 $ 16,045  1 126
Assisted Living (8) 53,550 423 53,973  4 250
Land (9) 6,891 108 6,999  —  —

Total $ 76,441 $ 576 $ 77,017  5 376

(1) Represents cost associated with our acquisitions; however, upon adoption of ASU 2017-01, our acquisitions meet
the definition of an asset acquisition resulting in capitalization of transaction costs to the properties’ basis. For our
land purchases with forward development commitments, transaction costs are capitalized as part of construction in
progress. Transaction costs per our consolidated statements of income and comprehensive income represents
current and prior year transaction costs due to timing and terminated transactions.

(2) Subsequent to December 31, 2018, we entered into a joint venture (“JV”) to purchase an existing operational 74-unit
ALF/MC community. The non-controlling partner contributed $919 of equity and we contributed $15,950 in cash.
Our economic interest in the real estate JV will be approximately 95%.

(3) We acquired two MC in Texas.

(4) We entered into a JV to develop, purchase and own seniors housing properties. During 2018, the JV purchased
land for the development of a 78-unit ALF/MC in Oregon for a total anticipated project cost of $18,108. The
non-controlling partner contributed $1,081 of cash and we committed to fund the remaining $17,027 project cost.
Additionally, during 2018, in a sale-leaseback transaction, the JV purchased an existing operational 89-unit ILF
adjacent to the 78-unit ALF/MC we are developing for $14,400. The non-controlling partner contributed $2,857 of
equity and we contributed $11,543 in cash. Upon completion of the development project, our combined economic
interest in the JV will be approximately 88%. We account for the JV on a consolidated basis. See Note 10. Equity
for further discussion related to our partnerships and non-controlling interests.
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(5) We acquired an ALF and a MC in California, a MC in Ohio and an ALF/MC in Missouri. Furthermore, we
entered into a JV and acquired an ALF/MC community. See Note 10. Equity for further discussion related to our
partnerships and non-controlling interest.

(6) We entered into a JV for the acquisition of land and development of an ALF/MC/ILF community in Wisconsin.
See Note 10. Equity for further discussion related to our partnerships and non-controlling interest.

(7) We acquired a newly constructed SNF in Texas.

(8) We acquired a newly constructed MC in Kentucky, a newly constructed ALF/MC in Georgia and two MCs in
Kansas.

(9) We acquired a parcel of land and improvement and entered into a development commitment for the development
of a SNF. Also, we purchased a parcel of land in Illinois and entered into a development commitment to construct
a MC.
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Developments and Improvements. The following table summarizes our investment in development and improvement
projects for the years 2018, 2017 and 2016 (in thousands):

2018 2017 2016
Type of Property DevelopmentsImprovements DevelopmentsImprovements Developments Improvements
Assisted Living
Communities $ 27,505 $ 2,292 $ 17,667 $ 1,152 $ 41,859 $ 3,034
Skilled Nursing
Centers 7,774 500 5,234 1,356 483 3,758
Other  — 457  — 391  —  —
Total $ 35,279 $ 3,249 $ 22,901 $ 2,899 $ 42,342 $ 6,792

Completed Projects. The following table summarizes our completed projects during the years ended December 31,
2018, 2017 and 2016 (dollar amounts in thousands):

Number Type Number
of of of Total

Year Type of Project Properties Property Beds/Units State Investment
2018 Development 1 MC 66 Illinois $ 14,998
Total 1 66 $ 14,998

2017 Development 1 MC 66 Illinois $ 13,498
Total 1 66 $ 13,498

2016 Development 1 MC 66 Illinois $ 12,248
Development 1 MC 56 Texas 11,776
Development 1 MC 66 Illinois 11,962
Development 1 MC 66 California 12,400
Development 1 ALF/MC 89 South Carolina 15,080
Development 1 ILF 108 Kansas 13,423
Improvement 1 SNF 160 Arizona 4,672

Total 7 611 $ 81,561

Properties held-for-sale.  The following table summarizes our properties held-for-sale at December 31, 2018 (dollar
amounts in thousands):

Type Number Number
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of of Gross Accumulated of
State Property Properties Investment Depreciation Beds/units
Texas ILF  1 5,746 1,916 140
Totals  1 $ 5,746 $ 1,916 140
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Property Sales. The following table summarizes property sales during the years ended December 31, 2018 through
2016 (dollar amounts in thousands):

Type Number Number Net
of of of Sales Carrying Gain

Year State Properties Properties Beds Price Value (Loss)

2018
Alabama, Florida and
Georgia SNF 4 454 $ 27,975 $ 5,695 $ 21,987
Kansas ALF (1)  —  — 350 346  —
Ohio and Pennsylvania ALF 6 320 67,500 16,352 48,695

Total
2018 10 774 $ 95,825 $ 22,393 $ 70,682

2017 Indiana, Iowa and Oregon ALF 5 211 $ 15,650 $ 10,107 $ 4,985
Texas SNF (2) 1 85  — 1,170 (1,171)

Total
2017 6 296 $ 15,650 $ 11,277 $ 3,814

2016 Florida ALF 2 174 $ 6,850 $ 4,869 $ 1,973
Texas SNF 2 235 6,750 4,923 1,802
New Jersey OTH 1  — 3,850 3,997 (193)

Total
2016 5 409 $ 17,450 $ 13,789 $ 3,582

(1) We sold land adjacent to an existing ALF community in Kansas.

(2) We donated a SNF with a carrying value of $1,170 to a nonprofit health care provider.
Mortgage Loans.  At December 31, 2018, the mortgage loans had interest rates ranging from 9.2% to 9.7% and
maturities ranging from 2020 to 2045. In addition, some loans contain certain guarantees, provide for certain facility
fees and the majority of the mortgage loans have a 30‑year term. The majority of the mortgage loans provide for annual
increases in the interest rate based upon a specified increase of 2.25%. Please see Item 1. Business. Portfolio for a
table that summarizes our loaned properties as of December 31, 2018.

The following table summarizes our mortgage loan activity for the years ended December 31, 2018, 2017 and 2016
(in thousands):

2018 2017 2016
Originations and funding under mortgage loans receivable $ 21,364 (1) $ 11,913 $ 20,685
Pay-offs received (1,086) (16,665) (6,036)
Scheduled principal payments received (1,050) (1,198) (2,242)
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Mortgage loan (premiums) (4) (4) (10)
(Provision for)/ recovery of loan loss reserve (192) 60 (125)
Net increase (decrease) in mortgage loans receivable $ 19,032 $ (5,894) $ 12,272

(1) During 2018, we funded an additional $7,400 under an existing mortgage loan for the purchase of a 112-bed SNF
in Michigan. The incremental funding bears interest at 8.7%, fixed for five years, and escalating by 2.25%
thereafter. Also, we funded additional loan proceeds of $7,125 under an existing mortgage loan for the purchase of
a 126-bed SNF in Michigan. This incremental funding bears interest at 9.41%, fixed for five years, and escalating
by 2.25% thereafter.
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At December 31, 2018 and 2017 the carrying values of the mortgage loans were $242,939,000 and $223,907,000,
respectively. Scheduled principal payments on mortgage loan receivables are as follows (in thousands):

Scheduled
Principal

2019 $ 1,065
2020 8,815
2021 1,175
2022 1,175
2023 1,175
Thereafter 231,981
Total $ 245,386

The following table summarizes our early mortgage loan payoffs during the years 2018, 2017 and 2016 (dollar
amounts in thousands): 

Early Number
Principal of
Payoff Loans State

2018 $ 1,086 1 UT
2017 $ 10,795 4 AZ/MO/TX
2016 $ 6,036 9 MO/TX/WA

6. Investment in Unconsolidated Joint Ventures

Our investment in unconsolidated joint ventures consists of a preferred equity investment and two mezzanine loans
which are accounted for as unconsolidated joint ventures in accordance with GAAP. The following table summarizes
our investment in unconsolidated joint ventures (dollar amounts in thousands): 

Type Type Total Currently Number
of of Preferred Paid in of Investment Carrying
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State Properties Investment Return Cash
Beds/
Units Commitment Value

Arizona ALF/MC/ILF
Preferred
Equity (1) 15 % 7 % 585 $ 25,650 $ 24,032

Florida ALF/IL/MC Mezzanine (2) 15 % 12 % 99 2,900 (3) 3,183 (3)
Florida UDP-ALF/MC Mezzanine (2) 15 % 10 % 127 3,400 3,400
Total 811 $ 31,950 $ 30,615

(1) We have concluded that the JV is a VIE in accordance with GAAP. However, because we do not control the
entity, nor do we have any role in the day-to-day management, we are not the primary beneficiary of the JV.
Therefore, we account for the JV investment using the equity method.

(2) We evaluated these ADC arrangements and determined that the characteristics are similar to jointly-owned
investments or partnerships, and accordingly, these investments are accounted for as unconsolidated joint ventures
under the equity method of accounting instead of loan accounting.

(3) Since interest payments were deferred and no interest was recorded for the first twelve months of the loan, we
used the effective interest method in accordance with GAAP to recognize interest income and recorded the
difference between the effective interest income and cash interest income to the loan principal balance.
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The following table summarizes our capital contributions, income recognized, and cash interest received related to our
investments in unconsolidated joint ventures during the years ended December 31, 2018, 2017 and 2016 (in
thousands):

Type
of Capital Income Cash Interest

Year Properties Contribution Recognized Received
2018 ALF/MC/ILF $ 670 $ 2,041 $ 1,975

ALF/IL/MC  — 511 396
UDP-ALF/MC  — 312 (1)  — (1)

Total 2018 $ 670 $ 2,864 $ 2,371

2017 ALF/MC/ILF 1,101 1,560 1,436
ALF/IL/MC  — 511 302
UDP-ALF/MC 2,747 192 (1)  — (1)

Total 2017 $ 3,848 $ 2,263 $ 1,738

2016 ALF/MC/ILF $ 1,770 $ 1,138 $ 1,695
ALF/IL/MC  —  —  —
UDP-ALF/MC  —  —  —

Total 2016 $ 1,770 $ 1,138 $ 1,695

(1) We withheld $653 at the time of loan origination which is being applied to interest. As of December 31, 2018, we
still hold $177 which will be applied to future interest.

7. Notes Receivable

Notes receivable consists of mezzanine loans and other loan arrangements. The following table is a summary of our
notes receivable components at December 31, 2018 and 2017 (in thousands):

At December 31,
2018 2017

Mezzanine loans $ 9,868 $ 13,700
Other loans 2,975 2,868
Notes receivable reserve (128) (166)
Total $ 12,715 $ 16,402

The following table summarizes our notes receivable activity for the years ended December 31, 2018 through 2016 (in
thousands):
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Year ended December 31,
2018 2017 2016

Advances under notes receivable $ 124 $  — $ 14,969
Principal payments received under notes receivable (3,848) (25) (100)
Reclassified to real estate under development (1)  —  — (237)
Notes receivable reserve 37  — (166)
Net (decrease) increase in notes receivable $ (3,687) $ (25) $ 14,466

(1) Represents pre-development loans which matured due to land acquisitions and commencement of development
projects.

During the fourth quarter of 2018, we entered into a $6,828,000 mezzanine loan commitment for the development of a
204-unit ILF/ALF/MC in Georgia which will be funded during the first quarter of 2019. The
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mezzanine loan has a five-year term and bears interest at 12%, with 8% current-pay during the first 46 months of the
loan, and the balance accruing to the note and 12% current-pay thereafter.

8. Lease Incentives

The following table summarizes lease incentives by component as of December 31, 2018 and 2017 (in thousands):

At December 31,
2018 2017

Non-contingent lease incentives $ 14,443 $ 14,904
Contingent lease incentives  — 6,577
Total $ 14,443 $ 21,481
The following table summarizes our lease incentive activity for the years ended December 31, 2018, 2017 and 2016
(in thousands):

2018 2017 2016
Funding Amortization Write-off Funding Amortization Write-off Funding Amortization Write-off

Non-contingent
lease
incentives $ 1,272 $ (1,733) $  — $ 6,544 $ (1,590) $ (1,205) (2) $ 4,559 $ (1,207) $  —
Contingent
lease
incentives  — (359) (6,219) (1)  — (619) (2,634) (3) 268 (748) (514) (4)
Net increase
(decrease) in
lease
incentives $ 1,272 $ (2,092) $ (6,219) $ 6,544 $ (2,209) $ (3,839) $ 4,827 $ (1,955) $ (514)

(1) We entered into an amended master lease agreement with Senior Lifestyle Management, LLC (“Senior Lifestyle”).
Among the provisions of the amendment, the contingent lease incentive payable to Senior Lifestyle was removed.
Therefore, we wrote-off the Senior Lifestyle contingent lease incentive.

(2) Represents the write-off of lease incentives related to two MC communities due to negotiations to transition these
properties to another operator in our portfolio that never materialized.
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(3) Represents the write-off of lease incentive related to an ALF due to a change to the business model at the property
that resulted in lower net operating income and the improbability of paying the earn-out.

(4) Represents the write-off of lease incentive related to two MC due to transitioning these properties to another
operator in our portfolio.

Non-contingent lease incentives represent payments made to our lessees for various reasons including entering into a
new lease or lease amendments and extensions. Contingent lease incentives represent potential contingent earn-out
payments that may be made to our lessees in the future, as part of our lease agreements. From time to time, we may
commit to provide contingent payments to our lessees, upon our properties achieving certain rent coverage ratios.
Once the contingent payment becomes probable and estimable, the contingent payment is recorded as a lease
incentive. Lease incentives are amortized as a yield adjustment to rental income over the remaining life of the lease.
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9. Debt Obligations

Bank Borrowings.  During 2018, we amended and restated our unsecured credit agreement to replace the previous
unsecured credit agreement, prior to its expiration on October 14, 2018. The amended credit agreement maintains the
$600,000,000 aggregate commitment of the lenders under the prior agreement and provides for the opportunity to
increase the commitment size of the credit agreement up to a total of $1,000,000,000. The amended credit agreement
extends the maturity of the credit agreement to June 27, 2022 and provides for a one-year extension option at our
discretion, subject to customary conditions. Additionally, the amended credit agreement decreases the interest rate
margins and converts from the payment of unused commitment fees to a facility fee. Based on our leverage at
December 31, 2018, the facility provides for interest annually at LIBOR plus 115 basis points and a facility fee of 20
basis points. At December 31, 2018 and 2017 we were in compliance with all covenants.

Financial covenants contained in the Unsecured Credit Agreement, which are measured quarterly, require us to
maintain, among other things:

(i) a ratio of total indebtedness to total asset value not greater than 0.5
to 1.0;

(ii) a ratio of secured debt to total asset value not greater than 0.35 to 1.0;
(iii) a ratio of unsecured debt to the value of the unencumbered asset value not greater than 0.6 to

1.0; and
(iv) a ratio of EBITDA, as calculated in the Unsecured Credit Agreement, to fixed charges not less than 1.50 to 1.0.
Senior Unsecured Notes.  During 2017, we amended our shelf agreement with affiliates and managed accounts of
Prudential Investment Management, Inc. (“Prudential”) to increase our shelf commitment to $337,500,000.

The following table sets forth information regarding debt obligations by component as of December 31, 2018 and
2017 (dollar amounts in thousands):

Applicable Available Available
Interest Outstanding for Outstanding for

Debt Obligations Rate (1) Balance Borrowing Balance Borrowing
Bank borrowings (2) 3.69% $ 112,000 $ 488,000 $ 96,500 $ 503,500
Senior unsecured notes, net of debt issue
costs (3) 4.50% 533,029 93,833 571,002 63,667
Total 4.36% $ 645,029 $ 581,833 $ 667,502 $ 567,167

(1) Represents weighted average of interest rate as of December 31, 2018.
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(2) Subsequent to December 31, 2018, we borrowed $26,400, net, under our unsecured revolving line of credit,
accordingly we have $138,400 outstanding balance and $461,600 available for borrowing.

(3) Subsequent to December 31, 2018, we paid $4,167 in regular scheduled principal payments, accordingly we have
$528,862 outstanding and $98,000 available under our senior unsecured notes.
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Our borrowings and repayments for the years ended December 31, 2018, 2017 and 2016 are as follows (in thousands):

2018 2017 2016
Debt
Obligations Borrowings Repayments Borrowings Repayments Borrowings Repayments
Bank
borrowings $ 116,200 $ (100,700) $ 113,000 $ (123,600) $ 123,600 $ (137,000)
Senior
unsecured notes  — (38,166) 100,000 (1) (31,167) 77,500 (2) (26,667)
Total $ 116,200 $ (138,866) $ 213,000 $ (154,767) $ 201,100 $ (163,667)

(1) During 2017, we sold 15-year senior unsecured notes in the aggregate amount of $100,000 to a group of investors,
which included Prudential, in a private placement transaction. The notes bear interest at an annual rate of 4.5%,
have scheduled principal payments and mature on February 16, 2032.

(2) During the year ended December 31, 2016, we sold 10-year senior unsecured term notes in the amount of $37,500
to Prudential. The notes bear interest at an annual fixed rate of 4.15%, have scheduled principal payments and will
mature in 2028. Additionally, we sold 10-year senior unsecured notes in the amount of $40,000 to affiliated
insurance company investment advisory clients of AIG Asset Management (U.S.) LLC. The notes bear interest at
a coupon of 3.99%, have scheduled principal payments and will mature in 2031.

Scheduled Principal Payments.  The following table represents our long-term contractual obligations (scheduled
principal payments and amounts due at maturity) as of December 31, 2018, and excludes the effects of interest and
debt issue costs (in thousands):

Total 2019 2020 2021 2022 2023 Thereafter
Bank borrowings $ 112,000(1) $  — $  — $  — $ 112,000 $  — $  —
Senior unsecured
notes 533,967(2) 33,667 40,160 47,160 48,160 49,160 315,660
Total $ 645,967 $ 33,667 $ 40,160 $ 47,160 $ 160,160 $ 49,160 $ 315,660

(1) Subsequent to December 31, 2018, we borrowed $26,400, net under our unsecured revolving line of credit.
Accordingly, we have $138,400 outstanding and $461,600 available under our unsecured revolving line of credit.

(2) Subsequent to December 31, 2018, we paid $4,167 in regular scheduled principal payments, accordingly we have
$528,862 outstanding and $98,000 available under our senior unsecured notes.
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10. Equity

Common Stock.  We have an equity distribution agreement to issue and sell, from time to time, up to $200,000,000 in
aggregate offering price of our company common shares. Sales of common shares will be made by means of ordinary
brokers’ transactions, which may include block trades or transactions that are deemed to be “at the market” offerings.

During the year ended December 31, 2018, we sold 22,244 shares of common stock for $1,005,000 in net proceeds
under our equity distribution agreement. In conjunction with the sale of common stock, we paid $18,000 as
compensation to our sales agents and we reclassified $76,000 of accumulated costs associated with this agreement to
additional paid in capital. Accordingly, at December 31, 2018, we had $184,139,000 available under our equity
distribution agreement.

During the year ended December 31, 2017, we sold 312,881 shares of common stock for $14,600,000 in net proceeds
under our equity distribution agreement. In conjunction with the sale of common stock, we paid $260,000 as
compensation to our sales agents and we reclassified $49,000 of accumulated costs associated with this agreement to
additional paid in capital.
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During the years 2018, 2017 and 2016, we acquired 31,326 shares, 42,089 shares and 49,405 shares, respectively, of
common stock held by employees who tendered owned shares to satisfy tax withholding obligations. Subsequent to
December 31, 2018, we acquired 20,345 shares of common stock held by employees who tendered owned shares to
satisfy tax withholding obligations.

Non-controlling Interests. During 2018 and 2017, we entered into partnerships to develop and/or own real estate.
Given that our limited members do not have the substantive kick-out rights, liquidation rights, or participation rights,
we have concluded that the partnerships are VIEs. Since we exercise power over and receive benefits from the VIEs,
we are considered the primary beneficiary. Accordingly, we consolidate the VIEs and record the non-controlling
interests at cost. As of December 31, 2018, we have the following consolidated VIEs (in thousands):

Gross
Investment Property Consolidated Non-Controlling
Year (1) Purpose Type State Assets Interests
2018 Owned real estate ILF OR $ 14,400 (2) $ 2,857 (2)
2018 Owned real estate and development UDP OR 4,606 (2) 1,081 (2)
2017 Owned real estate and development UDP WI 16,665 (3) 2,272 (3)
2017 Owned real estate ALF SC 11,195 1,271
Total $ 46,866 $ 7,481

(1) Subsequent to December 31, 2018, we entered into a JV to purchase an existing operational 74-unit ALF/MC
community. The non-controlling partner contributed $919 of equity and we contributed $15,950 in cash. Our
economic interest in the real estate JV will be approximately 95%. We account for the JV on a consolidated basis.

(2) We entered into a JV to develop, purchase and own seniors housing properties. During 2018, the JV purchased
land for the development of a 78-unit ALF/MC for a total anticipated project cost of $18,108. The non-controlling
partner contributed $1,081 of cash and we committed to fund the remaining $17,027 project cost. Additionally,
during 2018, in a sale-leaseback transaction, the JV purchased an existing operational 89-unit ILF adjacent to the
78-unit ALF/MC we are developing for $14,400. The non-controlling partner contributed $2,857 of equity and we
contributed $11,543 in cash. Upon completion of the development project, our combined economic interest in the
JV will be approximately 88%. We account for the JV on a consolidated basis.   

(3) We entered into a JV to own the real estate and develop a 110-unit ILF/ALF/MC community in Wisconsin. The
commitment totals approximately $22,471.

Shelf Registration Statement.    We have an automatic shelf registration statement on file with the SEC, and currently
have the ability to file additional automatic shelf registration statements, to provide us with capacity to offer an
indeterminate amount of common stock, preferred stock, warrants, debt, depositary shares, or units. We may from
time to time publicly raise capital under our automatic shelf registration statement in amounts, at prices, and on terms
to be announced when and if the securities are offered. The specifics of any future offerings, along with the use of
proceeds of any securities offered, will be described in detail in a prospectus supplement, or other offering materials,
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at the time of the offering.

Distributions.  We declared and paid the following cash dividends (in thousands):

Year Ended December 31,
2018 2017 2016
Declared Paid Declared Paid Declared Paid

Common Stock $ 90,372 (1) $ 90,372 (1) $ 90,219 (1) $ 90,219 (1) 84,568 (2) 84,568 (2)

(1) Represents $0.19 per share per month for the years ended December 31, 2018, and 2017.

(2) Represents $0.18 per share per month for January through September 2016 and $0.19 per share per month for
October through December 2016.
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In January 2019, we declared a monthly cash dividend of $0.19 per share on our common stock for the months of
January, February and March 2019 payable on January 31, February 28 and March 29, 2019, respectively, to
stockholders of record on January 23, February 20 and March 21, 2019, respectively.

Stock Based Compensation Plans.  During 2015, we adopted, and our stockholders approved the 2015 Equity
Participation Plan (the “2015 Plan”).  Under the 2015 Plan, 1,400,000 shares of common stock have been reserved for
awards, including nonqualified stock option grants and restricted stock grants to officers, employees, non-employee
directors and consultants. As of December 31, 2018, we have 825,457 shares of common stock reserved for awards
under the 2015 Plan. The terms of the awards granted under the 2015 Plan are set by our compensation committee at
its discretion.

Restricted Stock and Performance-Based Stock Units.  Restricted stock and performance-based stock units activity for
the years ended December 31, 2018, 2017 and 2016 was as follows:

2018 2017 2016
Outstanding, January 1 244,181 210,573 187,347
Granted 156,718 143,057 127,087
Vested (75,149) (85,343) (103,861)
Cancelled  — (24,106)  —
Outstanding, December 31 325,750 244,181 210,573

Compensation expense related to restricted stock and performance
based stock units for the year $ 5,870,000 $ 5,247,000 $ 4,265,000

During 2018, 2017 and 2016, we granted 156,718, 143,057 and 127,087 shares of restricted common stock and
performance-based stock units, respectively, under the 2015 plan as follows:

No. of Price per
Year Shares/Units Share Vesting Period
2018 81,819 $ 38.18 ratably over 3 years

66,171 $ 38.18 TSR targets (1)
8,728 $ 41.25 ratably over 1 year
156,718

2017 74,760 $ 45.76 ratably over 3 years
57,881 $ 45.76 TSR targets (1)
7,416 $ 48.55 ratably over 1 year
3,000 $ 50.50 ratably over 3 years
143,057
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2016 65,300 $ 43.24 ratably over 3 years
54,107 $ 46.87 TSR targets (2)
7,680 $ 46.87 ratably over 1 year
127,087

(1) Vesting is based on achieving certain total shareholder return (“TSR”) targets in 4 years with acceleration
opportunity in 3 years.

(2) Vesting is based on achieving certain total TSR targets in 3.7 years with acceleration opportunity in 2.7 years.

Subsequent to December 31, 2018, we granted 139,112 shares of restricted common stock and performance-based
stock units at $46.54 per share. Out of these shares, 78,276 vest ratably from the grant date over a three-year period
and 60,836 vest based on achieving certain TSR targets in 4 years with acceleration opportunity in 3 years.
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At December 31, 2018, the total number of restricted common stock and performance-based stock units that are
scheduled to vest and remaining compensation expense to be recognized related to the future service period of
unvested outstanding restricted common stock and performance-based stock units are as follows:

Number Remaining 
of Compensation

Vesting Date Awards Expense
2019 128,214 (1) 4,250,000
2020 104,085 (2) 2,210,000
2021 93,451 (3) 238,000
Total 325,750 $ 6,698,000

(1) Includes 49,728 performance-based stock units. The performance-based stock units are valued utilizing a
lattice-binomial option pricing model based on Monte Carlo simulations. The company recognizes the fair value
of the awards over the applicable vesting period as compensation expense.

(2) Includes 53,554 performance-based stock units. See (1) above for valuation methodology.

(3) Includes 66,171 performance-based stock units. See (1) above for valuation methodology.
Stock Options.  During 2018, 2017 and 2016, we did not issue any stock options. Nonqualified stock option activity
for the years ended December 31, 2018, 2017 and 2016, was as follows:

Weighted Average
Shares Price
2018 2017 2016 2018 2017 2016

Outstanding, January 1 25,000 33,334 40,001 $ 32.92 $ 30.76 $ 29.60
Granted  —  —  — n.a n.a n.a
Exercised (5,000) (8,334) (6,667) $ 24.65 $ 24.31 $ 23.79
Canceled  —  —  — n.a n.a n.a
Outstanding, December 31 20,000 25,000 33,334 $ 34.99 $ 32.92 $ 30.76

Exercisable, December 31(1) 20,000 25,000 28,334 $ 34.99 $ 32.92 $ 45.45

(1) The aggregate intrinsic value of exercisable options at December 31, 2018, based upon the closing price of our
common shares at December 31, 2018, the last trading day of 2018, was approximately $134,000. Options
exercisable at December 31, 2018, 2017 and 2016 have a weighted average remaining contractual life of
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approximately 3.3 years, 3.5 years, and 2.9 years, respectively.

The options exercised during 2018, 2017 and 2016 were as follows:

Weighted
Average

Options Exercise Option Market
Exercised Price Value Value (1)

2018 5,000 $ 24.65 $ 123,000 $ 205,000
2017 8,334 $ 24.31 $ 202,000 $ 410,797
2016 6,667 $ 23.79 $ 159,000 $ 311,000

(1) As of the exercise dates.

We use the Black‑Scholes‑Merton formula to estimate the value of stock options granted to employees. This model
requires management to make certain estimates including stock volatility, expected dividend yield and the expected
term. Compensation expense related to the vesting of stock options for the years ended December 31, 2018, 2017 and
2016 was $0, $2,000 and $15,000, respectively.
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11. Commitments and Contingencies

At December 31, 2018, we had commitments as follows (in thousands):

Total
Investment 2018 Commitment Remaining
Commitment Funding Funded Commitment

Real estate properties (Note 5. Real Estate Investments) $ 77,882 (1) $ 28,343 $ 45,787 $ 32,095
Accrued incentives and earn-out liabilities 9,000 (2)  —  — 9,000
Mortgage loans (Note 5. Real Estate Investments) 64,200 (3) 4,330 18,591 45,609
Joint venture investments (Note 6. Investments in
Unconsolidated Joint Ventures) 25,650 670 23,684 1,966
Notes receivable (Note 7. Notes Receivable) 7,828 (4) 124 124 7,704
Total $ 184,560 $ 33,467 $ 88,186 $ 96,374

(1) Represents commitments to purchase land and improvements, if applicable, and to develop, re-develop, renovate
or expand seniors housing and health care properties. Additionally, we have certain master leases that provide for
additional capital expenditure allowance upon pre-approval of projects.

(2) During the twelve months ended December 31, 2018, we recorded non-cash interest expense of $377 related to
these contingent liabilities. During the fourth quarter of 2018, we entered into an amended master lease agreement
with Senior Lifestyle. Among the provisions of the amendment, the contingent lease incentive payable to Senior
Lifestyle was removed. Therefore, we wrote-off the Senior Lifestyle contingent lease incentive of $6,219 and the
related earn-out liability of $9,292 which resulted in income of approximately $3,000.

(3) $35,700 represents commitments to expand and renovate the seniors housing and health care properties securing
the mortgage loans and $28,500 represents contingent funding upon the borrower achieving certain coverage
ratios.

(4) During the fourth quarter of 2018, we entered into a $6,800 mezzanine loan commitment for the development of a
204-unit ILF/ALF/MC in Georgia which will be funded during the first quarter of 2019. The mezzanine loan has a
five-year term and bears interest at 12%, with 8% current-pay during the first 46 months of the loan, and the
balance accruing to the note and 12% current-pay thereafter.
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Also, some of our lease agreements provide purchase options allowing the lessees to purchase the properties they
currently lease from us. The following table summarizes information about purchase options included in our lease
agreements:

Type Number
of of Gross Carrying Option

State Property Properties Investments Value Window
Kansas MC 2 $ 25,692 $ 23,906 2019-2021
Texas MC 2 25,265 24,955 2025-2027
Total $ 50,957 $ 48,861

We are a party from time to time to various general and professional liability claims and lawsuits asserted against the
lessees or borrowers of our properties, which in our opinion are not singularly or in the aggregate material to our
results of operations or financial condition. These types of claims and lawsuits may include matters involving general
or professional liability, which we believe under applicable legal principles are not our responsibility as a
non-possessory landlord or mortgage holder. We believe that these matters are the responsibility of our lessees and
borrowers pursuant to general legal principles and pursuant to insurance and indemnification provisions in the
applicable leases or mortgages. We intend to continue to vigorously defend such claims.
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12. Distributions

We must distribute at least 90% of our taxable income in order to continue to qualify as a REIT. This distribution
requirement can be satisfied by current year distributions or, to a certain extent, by distributions in the following year.

For federal tax purposes, distributions to stockholders are treated as ordinary income, capital gains, return of capital or
a combination thereof. Distributions for 2018, 2017 and 2016 were cash distributions. The federal income tax
classification of the per share common stock distributions are as follows (unaudited):

Year Ended December 31,
2018 2017 2016

Ordinary taxable distribution $ 0.349 $ 1.607 $ 1.485
Return of capital  — 0.444 0.556
Unrecaptured Section 1250 gain 0.636 0.163 0.149
Long-term capital gain 1.295 0.066  —
Total $ 2.280 $ 2.280 $ 2.190

13. Net Income Per Common Share

Basic and diluted net income per share was as follows (in thousands except per share amounts):

For the year ended December 31,
2018 2017 2016

Net income $ 155,076 $ 87,340 $ 85,115
Less income allocated to non-controlling interests (95) —  —
Less income allocated to participating securities:
Non-forfeitable dividends on participating securities (357) (350) (373)
Income allocated to participating securities (268) (12) (12)
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