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Part I. FINANCIAL INFORMATION

Healthcare Realty Trust Incorporated
Condensed Consolidated Balance Sheets
(Dollars in thousands, except per share amounts)

ASSETS
Real estate propertie
Land
Buildings, improvements and lease intangit
Personal propert
Construction in progres

Less accumulated depreciati
Total real estate properties, |

Cash and cash equivalel
Mortgage notes receivak
Assets held for sale and discontinued operatiogt

Other assets, n

Total asset

LIABILITIES AND STOCKHOLDERS ' EQUITY
Liabilities:
Notes and bonds payal
Dividends payabli
Accounts payable and accrued liabilit
Liabilities held for sale and discontinued opernasi
Other liabilities
Total liabilities
Commitments and contingenci
Stockholder' equity:

Preferred stock, $.01 par value; 50,000,000 star#®rized; none issued and outstant

Common stock, $.01 par value; 150,000,000 shartb®azed; 47,824,537 and 47,805,448 shares i
and outstanding at March 31, 2007 and Decembe2(B16, respectivel

Additional paic-in capital
Accumulated other comprehensive |
Cumulative net incom
Cumulative dividend

Total stockholder equity

Total liabilities and stockholde’ equity

(Unaudited)

March 31, December 31

2007 2006
$ 110,62: $ 129,65¢
1,445,71! 1,741,121
15,67« 22,707
32,35t 38,83t
1,604,36! 1,932,32
(312,29() (373,70
1,292,071 1,558,62!
3,83: 1,95(
16,89: 73,85¢
257,00: —
88,05: 102,17°
$ 1,657,85! $ 1,736,60:
$ 743,96( $ 849,98
227,16t —
37,42( 32,44¢
15,11z —
29,17¢ 28,50!
1,052,83: 910,93:
47¢ 47¢
1,212,84! 1,211,23.
(3,915 (4,035
671,46 635,12(
(1,275,85) (1,017,12)
605,01¢ 825,67
$ 1,657,85! $ 1,736,60.




The accompanying notes, together with the NotésedConsolidated Financial Statements includedimAmnual Report on Form 10-K for
the year ended December 31, 2006, are an integrabpthese financial statements.
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Healthcare Realty Trust Incorporated
Condensed Consolidated Statements of Income
For The Three Months Ended March 31, 2007 and 2006
(Dollars in thousands, except per share data)

(Unaudited)
2007 2006

REVENUES

Master lease ret $ 1577 $ 13,83

Property operatin 31,85( 31,79:

Straigh-line rent 61 383

Mortgage interes 352 1,67¢

Other operating 4,99 4,16

53,03: 51,85«

EXPENSES

General and administratiy 6,17t 4,39¢

Property operatin 18,15¢ 18,02¢

Bad debt 5 45F

Interest 13,51t 12,910

Depreciatior 10,97: 9,87:

Amortization 1,41¢ 2,861

50,23t 48,53(

INCOME FROM CONTINUING OPERATIONS 2,797 3,32¢
DISCONTINUED OPERATIONS

Income from discontinued operatia 5,95( 5,907

Impairments (2,799 —

Gain on sales of real estate properties 30,38¢ 3,26¢
INCOME FROM DISCONTINUED OPERATIONS 33,54 9,171
NET INCOME $ 36,34« $ 12,49
BASIC EARNINGS PER COMMON SHARE

Income from continuing operations per common s $ 0.0€ $ 0.07

Discontinued operations per common st $ 0.72 $ 0.2C

Net income per common she $ 0.7¢ % 0.2i
DILUTED EARNINGS PER COMMON SHARE

Income from continuing operations per common s $ 0.0¢€ $ 0.07

Discontinued operations per common st $ 0.7C % 0.1¢

Net income per common she $ 0.7¢ % 0.2¢
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING — BASIC 46,547,15 46,491,86
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING - DILUTE D 47,598,73 47,467,59
DIVIDENDS DECLARED, PER COMMON SHARE, DURING THE PE RIOD $ 5.41( $ 0.66(

The accompanying notes, together with the NotésedConsolidated Financial Statements includedimAmnual Report on Form 10-K for
the year ended December 31, 2006, are an integrabpthese financial statements.
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Healthcare Realty Trust Incorporated
Condensed Consolidated Statements of Cash Flows
For The Three Months Ended March 31, 2007 and 2006
(Dollars in thousands)

(Unaudited)
2007 2006
Operating Activities
Net income $ 36,34« $ 12,49t
Adjustments to reconcile net income to cash praVicle operating activities
Depreciation and amortizatic 14,57 15,88
Stocl-based compensatic 1,71z 1,18
Increase in straig-line rent receivabl (672) (367)
Gain on sales of real estate, (30,389 (3,269
Impairments 2,792 —
Equity in losses from unconsolidated LL 97 15
Provision for bad debt, net of recover 5 737
Changes in operating assets and liabilit
(Increase) decrease in other as 45 (18€)
Increase in accounts payable and accrued lialsi 2,53¢ 7,60¢
Increase in other liabilitie 82F 1,24¢
Net cash provided by operating activit 28,47¢ 35,36!
Investing Activities
Acquisition and development of real estate prope (17,80¢) (9,490
Funding of mortgages and notes receivi (3,926 (16,499
Investments in unconsolidated LL — (9,365
Distributions from unconsolidated LL( 262 21z
Proceeds from sales of real es 110,20! 11,24¢
Proceeds from mortgages and notes receivable repdy 13,007 27,527
Net cash provided by investing activiti 101,74. 3,63¢
Financing Activities
Borrowings on notes and bonds paye 72,83¢ 110,00(
Repayments on notes and bonds pay (169,879 (121,069
Dividends paic (31,569 (31,539
Proceeds from issuance of common sl 278 26€
Common stock redemptic (14 —
Debt issuance cos — (1,33))
Net cash used in financing activiti (128,339 (43,667
Increase (decrease) in cash and cash equivale 1,88: (4,665
Cash and cash equivalents, beginning of peric 1,95( 7,03
Cash and cash equivalents, end of period $ 3,83 $ 2,37:
Supplemental Cash Flow Information:
Interest paid (including interest on interest RA@ps) $ 4,341 $ 2,37¢
Capitalized interes 722 107
Capital expenditures accru 5,12( 1,57C
Mortgage note payable assun 1,84( —

The accompanying notes, together with the NotésedConsolidated Financial Statements includedimAmnual Report on Form 10-K for
the year ended December 31, 2006, are an integrabpthese financial statements.
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Healthcare Realty Trust Incorporated
Notes to Condensed Consolidated Financial Statement

March 31, 2007
(Unaudited)

Note 1. Summary of Significant Accounting Policies
Business Overvie

Healthcare Realty Trust Incorporated (the “@any”) is a real estate investment trust that irstegy owning, developing, financing and
managing income-producing real estate propertiescisted with the delivery of healthcare servitesughout the United States. The
Company had investments of approximately $1.6dwilin 175 owned real estate properties and mortag®f March 31, 2007 (excluding
assets classified as held for sale), includingstwents in three unconsolidated joint venture Bahifability companies (“LLCs"). The
Company’s 170 owned real estate properties (exutudssets classified as held for sale) are contpassix facility types, located in 24
states, totaling approximately 10.3 million squizet. In addition, the Company provided propertynagement services to approximately
6.9 million square feet nationwide. See Note 2nfimre details on the assets classified as heldferat March 31, 2007.

Principles of Consolidatiol

The accompanying Condensed Consolidated Fiale®tatements include the accounts of the Compwholly owned subsidiaries,
consolidated variable interest entities (“VIEs”darertain other affiliated entities with respectoich the Company controls the operating
activities and receives substantially all of theremmic benefits. Investments in entities that thenfany does not consolidate but for which
the Company has the ability to exercise signifidgafiience over operating and financial policies egported under the equity method. Under
the equity method of accounting the Company’s sbétke investee’s earnings or loss is includethexCompany’s operating results.

The Condensed Consolidated Financial Statesrienvte been prepared in accordance with accouptingiples generally accepted in the
United States for interim financial information awéh the instructions to Form 10-Q and Article df0Regulation S-X. Accordingly, they do
not include all of the information and footnotegu&ed by accounting principles generally accejtettie United States for complete finan:
statements that are included in the Company’s AnReport to Shareholders on Form 10-K for the yerated December 31, 2006.
Management believes, however, that all adjustmarisnormal recurring nature considered necessarg fair presentation have been
included. All significant inter-company accountglaransactions have been eliminated in the Conde@sesolidated Financial Statements.

This interim financial information should kead in conjunction with the financial statementd Bfanagement’s Discussion and Analysis
of Financial Condition and Results of Operationd[P&A”) included in the Company’s Annual Report th&eholders on Form 10-K for the
year ended December 31, 2006. This interim findmefarmation does not necessarily represent oiceté what the operating results will
for the year ending December 31, 2007 due to maayans including, but not limited to, acquisitiogispositions (including the disposition
of the senior living assets), capital financingigactions, changes in interest rates and the effértnds as discussed in MD&A.

Unconsolidated Limited Liability Companies

At March 31, 2007, the Company had investmantkree joint venture LLCs which had investmentiealthcare-related real estate
properties. The Company accounts for two of thestiments under the equity method and one of trestments under the cost method. The
Company recognized $259,000 in income for the thmeaths ended March 31, 2007 related to the LLO@uaced
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for under the cost method. The Company’s net imuests in the LLCs accounted for under the equitthogt are included in “Other assets”
on the Company’s Condensed Consolidated Balancet 8hd equity losses recognized related to the€gsldre included in “Other operating
income” on the Company’s Condensed ConsolidatednfrecStatement.

March 31,
(Dollars in thousands 2007 2006
Net LLC investments, beginning of peri $20,07¢ $10,72(
New investments during the peri — 9,04¢
Additional investments during the peri — 32C
Equity losses recognized during the pel (97 (15)
Distributions received during the peri (262) (212)
Net LLC investments, end of peri $19,72( $19,85¢

Segment Reporting

The Company is in the business of owning, g, managing, and financing healthcastated properties. The Company is manage
one reporting unit, rather than multiple reportingts, for internal reporting purposes and forring decision making. Therefore, the
Company has concluded that it operates as a segiment, as defined by the Financial Accounting&teds Board (“FASB”) Statement of
Financial Accounting Standards (“SFAS”) No. 131js€@losures About Segments of an Enterprise and&klaformation.”

Accumulated Other Comprehensive L

SFAS No. 130, “Reporting Comprehensive Incdmexjuires, among other things, foreign currenepgtation adjustments, minimum
pension liability adjustments and unrealized gainksses on available-for-sale securities to blided in comprehensive income (loss). The
Company has included in accumulated other compe@hetoss its cumulative adjustment to adopt SFAS 168, “Employers’ Accounting
for Defined Benefit Pension and Other Postretirenfdans, an amendment of SFAS No. 87, 88, 106 8a(R), (“SFAS No. 158").”

Total comprehensive income for the three meetided March 31, 2007 and 2006 is detailed ifidlf@ving table.

Three Months Ende

March 31,
(Dollars in thousands 2007 2006
Net income $36,34« $12,49¢
Minimum pension liability adjustmel 12C
Total comprehensive incon $36,46¢ $12,49¢

Federal Income Taxe

No provision has been made for federal inctemes. The Company intends at all times to qualifya real estate investment trust under
Sections 856 through 860 of the Internal RevenugeGx 1986, as amended. The Company must distréduéast 90% per annum of its real
estate investment trust taxable income to its $tolclers and meet other requirements to continugisdify as a real estate investment trust.

State Income Taxes

For the three months ended March 31, 20072806, the Company recorded state income tax expgetaig approximately $118,000
and $30,000, respectively, which was included iefi€ral and administrative expenses” on the Comgabghdensed Consolidated
Statements of Income and paid state income taxdbdasame periods totaling approximately $0 ar®|GiIO, respectively. Effective
January 1, 2007, the State of Texas implementeshagnoss margins tax that taxes gross receipts dppenations in Texas, less a 30%
deduction for expenses, at 1%. In the first quart&007, the Company
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accrued approximately $98,000 related to the Tgrass margins tax which is included in its stat®ime tax accrual. The payment of the
gross margins tax for 2007 is not due until May&00

Use of Estimates in the Consolidated Financial Stagnts

Preparation of the Condensed ConsolidatedhEiabStatements in accordance with accountingcipias generally accepted in the United
States of America requires management to make a&giand assumptions that affect amounts reportekiCondensed Consolidated
Financial Statements and accompanying notes. Actsalts may differ from those estimates.

Reclassification:

Certain reclassifications have been madearCthndensed Consolidated Financial Statement&dathtee months ended March 31, 2006
and year ended December 31, 2006 to conform tM#reh 31, 2007 presentation.
Stock Plans

The Company follows the provisions of SFAS MB3R, “Share-Based Payment,” for accounting fosibck-based awards. During 2007
and 2006, the Company issued and had outstandifmugsemployee and non-employee stock-based awBingse awards included restricted
stock issued to employees pursuant to the 2003 &raps Restricted Stock Incentive Plan (the “RasuliGtock Plan”) and its predecessor
plan, restricted stock issued to its Board of Dimexunder the 1995 Restricted Stock Plan for Norpleyee Directors, and options issued to
employees pursuant to the 2000 Employee Stock BsecRlan (“Employee Stock Purchase Plan”) andédgeessor plan.

Restricted Stock Plans

A summary of activity and related informatiamder the Restricted Stock Plan, and its predeceésio, and the 1995 Restricted Stock F
for Non-Employee Directors for the three monthsezhiMarch 31, 2007 and 2006 is included in the thblew.

Three Months
Ended March 31

2007 2006
Nonvested shares, beginning of per 1,261,61. 1,271,54i
Granted 20,37« 30,05¢
Vested (1) (26,36() (5249
Forfeited (2,257 (747)
Nonvested shares, end of per 1,253,37! 1,300,33!
Weightec-average grant date fair value of nonvested shaeggnning of perioc $ 248t $ 24.3i
Weightec-average grant date fair value of shares grantedgithie perioc $ 40.1¢ $ 33.2¢
Weightec-average grant date fair value of shares vestedgltine perioc $ 34.21 $ 25.9¢
Weightec-average grant date fair value of shares forfeitgihd the perioc $ 39.5¢ $ 34.1f
Weightec-average grant date fair value of nonvested shanespf perioc $ 24.8¢ $ 24.5i
Grant date fair value of shares granted duringptréeod $ 818,69 $1,000,58!

(1) The three months ended March 31, 2007 includeacdbelerated vesting of 25,875 shares of stockekat the retirement or terminati
of two officers during the first quarter of 20(
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Employee Stock Purchase Plan

Under the Employee Stock Purchase Plan, daghle employee in January of each year is ablpuchase up to $25,000 of Common
Stock at the lesser of 85% of the market pricenendate of grant or 85% of the market price ordidte of exercise of such option (the
“Exercise Date”). The number of shares subjectithe/ear’s option becomes fixed on the date oftgfaptions granted under the Employee
Stock Purchase Plan expire if not exercised 27 hsoafter each such option’s date of grant.

A summary of the Employee Stock Purchase Btainity and related information for the three mmnended March 31, 2007 and 2006 is
included in the table below.

Three Months
Ended March 31

2007 2006
Outstanding, beginning of peri 171,48: 158,02¢
Grantec 128,92¢ 148,69t
Exercisec (4,320 (9,579
Forfeited (20,219 (30,487
Expired —
Outstanding and exercisable at end of pe 275,87! 266,66.
Weightec-average exercise price of options outstanding,nmsgg of perioc $ 3058 % 28.2¢
Weightec-average exercise price of options granted durieg#riod $ 3361 $ 28.2¢
Weightec-average exercise price of options exercised duhagerioc $ 30.3: % 28.52
Weightec-average exercise price of options forfeited dutimgperioc $ 30.3¢ % 29.9(
Weightec-average exercise price of options expired duriegpériod $ 0 % 0
Weightec-average exercise price of options outstanding,oémeriod $ 306C % 29.8:
Weightec-average fair value of options granted during thiope(calculated as of the grant da $ 8.6 $ 6.67
Intrinsic value of options exercised during theipa $ 30,12« % 84,82(
Intrinsic value of options outstanding and exetgisgcalculated as of March 3 $ 1,847,360 $ 2,016,66:
Range of exercise prices of options outstandinigiitzted as of March 3: $28.2¢-$31.7.  $28.2¢-$31.77
Weightec-average contractual life of outstanding optionsc{dated as of March 31, in yeal 1.1¢ 1.27

The fair values of these options were estithating the Black-Scholes options pricing modehtiite weighted-average assumptions for
the options granted during the period noted infelewing table. The risk-free interest rate wasdon the U.S. Treasury constant maturity-
nominal two-year rate whose maturity is neareshéodate of the expiration of the latest optiorstaniding and exercisable; the expected life
of each option was estimated using the historigat@se behavior of employees;
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expected volatility was based on historical voitgtibf the Company’s stock; and expected forfeisungere based on historical forfeiture rates
within the look-back period.

2007 2006
Risk-free interest rate 4.82% 4.82%
Expected dividend yielc 4.5(% 7.24%
Expected life (in years 1.5¢ 1.4€
Expected volatility 22.2% 19.9%
Expected forfeiture rate 79% 76%

Accounting for Defined Benefit Pension Pl;

The Company has pension plans under whiciCtmpany’s Board of Directors and certain designategloyees may receive retirement
benefits upon retirement and the completion of figars of service with the Company. The plans afended and benefits will be paid from
earnings of the Company. The pension plans areuated for in accordance with SFAS No. 158. The menglans are described in more
detail in the Company’s Annual Report on Form 1@Kthe year ended December 31, 2006.

Net periodic benefit cost recorded relatethioCompany’s pension plans for the three montde@March 31, 2007 and 2006 is detailed
in the table below.

Three Months

Ended
March 31,
(In thousands 2007 2006
Service cost: $ 268 $24¢
Interest cost 20¢ 18¢€
Amortization of net gain/los 67 10z
53¢ 53¢
Other comprehensive income recognized in accundilatteer comprehensive lo (120) —
Total recognized in net periodic benefit cost aocmulated other comprehensive | $ 41¢ $53€

Revenue Recognitic

The Company recognizes revenue when colldityiis reasonably assured, in accordance withSbeurities and Exchange Commission
Staff Accounting Bulletin No. 104, “Revenue Recdgmi” (“SAB No. 104"). In the event the Company dehines that collectibility is not
reasonably assured, it will discontinue recognizangpunts contractually owed or will establish dowénce for estimated losses.

The Company derives most of its revenues ftenreal estate property and mortgage note reclkeisgiortfolio. The Company’s rental and
mortgage interest income is recognized based omamnal arrangements with its tenants, sponsob®wowers. These contractual
arrangements fall into three categories: leasesigage notes receivable, and property operatingesigents as described in the following
paragraphs. The Company may accrue late fees basih@ contractual terms of a lease or note. Sees, fif accrued, are included in master
lease income, property operating income, or moegdatgrest income on the Company’s Condensed Cdasedl Statements of Income,
based on the type of contractual agreement.

Rental Income

Rental income related to non-cancelable operé¢ases is recognized as earned over the liflesolease agreements on a straight-line
basis. Additional rent, generally defined in mastde agreements as the cumulative increase insu@en Price Index (“CPI”) from the lease
start date to the CPI as of the end of the preweas, is calculated as of the beginning of eacr,yand is then billed and recognized as
income during the year as provided for in the leBamntal income from properties under a masteeleasngement with the tenant is inclu
in master lease rental income and rental inconma fro
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properties with multiple tenant lease arrangemisnitscluded in property operating income on the @any’s Condensed Consolidated
Statements of Income.

Mortgage Interest Income

Mortgage interest income and notes receivisipdeest income are recognized based on the intexrtes, maturity date or amortized period
specific to each note.

Other Operating Income

Other operating income on the Company’s CoséérConsolidated Statements of Income generallydes shortfall income recognized
under its property operating agreements, revenoes its consolidated VIEs, management fee incomeyal inspection fee income, loan ¢
fee income, prepayment penalty income, and intémestme on notes receivable.

Operating Leases

As described in more detail in the Companysdal Report on Form 10-K for the year ended Deeerth, 2006, the Company is
obligated under operating lease agreements cargsistimarily of the corporate office lease and wasi ground leases related to the
Company’s real estate investments. During the fustrter of 2007, the Company concluded that ditdige rent expense recognition was
required on ground leases related to four reategt@perties acquired by the Company in 2004 whi@e&€ompany was the lessee as well as
its corporate office lease. Management revieweckffexts of the required adjustment from both antjtetive and qualitative perspective and
concluded that the required adjustment was notniahte the estimated operating results or finahgsition for the current year or any prior
year! operating results or financial position. Therefpthe Company recorded the necessary adjustrtalibgp$0.8 million, or $0.02 per
basic and diluted common share, to property opeyakpense and general and administrative expeitiseworresponding increase to
straight-line rent payable in the first quarte26D7, of which $0.7 million, or $0.02 per basic atidted share, was related to prior years.

Discontinued Operation

The operating results of properties that Hae@n sold or are held for sale are reported asmtisetied operations in the Company’s
Condensed Consolidated Statements of Income irrdacoe with the criteria established in SFAS Natl, IAccounting for the Impairment
or Disposal of Long-Lived Assets,” (“SFAS No. 144Pursuant to SFAS No. 144, a company must refigrodtinued operations when a
component of an entity has either been disposed isfdeemed to be held for sale if (i) both therapions and cash flows of the component
have been or will be eliminated from ongoing opierat as a result of the disposal transaction, &nthé entity will not have any significant
continuing involvement in the operations of the pament after the disposal transaction. Long-livesets classified as held for sale are
reported at the lower of their carrying amounthait fair value less cost to sell. Further, de@gon of these assets ceases at the time the
assets are classified as discontinued operati@ssds resulting from the sale of such propertieslaracterized as impairment losses rel;
to discontinued operations in the Condensed Catest@ld Statements of Income.

Variable Interest Entities

In accordance with FASB Financial InterpretatNo. 46R, “Consolidation of Variable Interestiias an Interpretation of Accounting
Research Bulletin No. 51the Company has included in its Condensed Congetidéinancial Statements six VIEs in which the Camphas
concluded that it is the primary beneficiary. Then@pany’s VIEs are discussed in more detail in tbenany’s Annual Report on Form 10-K
for the year ended December 31, 2006. The progasiated to the Company’s VIEs will be sold ag pathe Company’s disposal of its
senior living assets. As such, the assets andifiabiand related operations of the Company’s pridgs and related variable interest entities
have been classified as held for sale and haveibekmled in discontinued operations in the Comfm@pndensed Consolidated Financial
Statements as of and for the three months endedh\&dr, 2007.
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New Pronouncemen
Fair Value Measurements

In September 2006, the FASB issued SFAS N@, ‘Fair Value Measurements,” (“SFAS No. 157"). SFAo. 157 establishes a
framework for measuring fair value and expandsldssoes about fair value, which should increasectivesistency and comparability of fair
value measurements and disclosures. This stateappfies to other current pronouncements that requipermit fair value measurements
does not require any new fair value measuremeR&SINo. 157 will be effective for the Company begirg January 1, 2008, but early
adoption is allowed. The Company does not belibaé $FAS No. 157 will have a material impact orcidgsolidated financial statements.

The Fair Value Option for Financial Assets and Fiogl Liabilities

In February 2007, the FASB issued SFAS No, 158e Fair Value Option for Financial Assets anddncial Liabilities,” (“SFAS
No. 15¢"). SFAS No. 159 provides companies with an optimreport selected financial assets and liabiligiefair value and establishes
presentation and disclosure requirements designttilitate comparisons between companies thab®hdifferent fair value measurement
attributes for similar types of assets and liaieit SFAS No. 159 will be effective for the Compdm@ginning January 1, 2008, but early
adoption is allowed. The Company does not belibaé $FAS No. 159 will have a material impact orciiasolidated financial statements.

Accounting for Uncertainty in Income Taxes

In June 2006, the FASB issued Interpretation48 “Accounting for Uncertainty in Income Taxeg'FIN No. 48”). FIN No. 48 prescribe
how the Company should recognize, measure andnirigsthe financial statements uncertain tax posgithat have been taken or are
expected to be taken in a tax return. PursuantMa\Ne. 48, the Company can recognize a tax bepefit if it is “more likely than not” that a
particular tax position will be sustained upon eksation or audit. To the extent the “more likelathnot” standard has been satisfied, the
benefit associated with a tax position is measarethe largest amount that is greater than 50%y lebeing realized upon settlement.

The Company is subject to U.S. federal inctamxeas well as income tax of multiple state an@larisdictions but, as a REIT, generall
not subject to income tax on taxable net incomtridiged as dividends to shareholders. The Compalopted FIN No. 48, as required,
effective January 1, 2007 and has concluded tleaddoption has had no material impact on the Cogipa@onsolidated financial statements.
Accordingly, the Company did not record a cumukagffect adjustment related to the adoption of NN 48.

The Company classifies interest and penaléilsged to uncertain tax positions, if any, in tiasolidated financial statements as a
component of general and administrative expensesudh amounts were recognized in the periods eldedh 31, 2007 and 2006.

Tax returns filed for the 2003 through 2006 yaars are currently still subject to examinatigrtaxing authorities.

Note 2. Discontinued Operations
Disposition of the Portfolio of Senior Living Ass

The Company announced on February 26, 20@¥atsto dispose of its portfolio of senior liviagsets. The portfolio includes 62 real
estate properties and 16 mortgage notes and remteivable, including properties related to alllef Company’s 21 VIESs, six of which were
consolidated by the Company. During the first qeraof 2007, 16 of the 62 real estate propertieshiith the Company had a $99.6 million
gross investment ($73.9 million, net) and 2 of IBemortgage notes and notes receivable in whiclCtrepany had an $11.4 million
investment were disposed of for aggregate castepdsctotaling approximately $121.6 million. Dispiasi of the remaining senior living
properties and notes is expected to close duriagéicond and third quarters of 2007, subject tdettmes of definitive agreements customary
to these types of transactions. Proceeds fromiipesition will be used to pay a

10




Table of Contents

special dividend, pay transaction costs and toyreleht. See Notes 3 and 9 for details regardingligy@osition of these assets.

Sale of Other Real Estate Assets

During the first quarter of 2007, the Compaegided to sell six other real estate propertystwents in which the Company had an
$8.0 million gross investment ($5.5 million, net)\arch 31, 2007, after the related impairment ghar In accordance with SFAS No. 144,
based on its intent to sell, management conclugidrinpairment charges totaling approximately $8ifion should be recorded to lower the
properties’ carrying values to their estimated failues less costs to sell. See Note 3 for mom@idein the impairment charges. The
impairment charges are reflected in discontinuestations for the three months ended March 31, 2007.

Discontinued Operation

In accordance with SFAS No. 144, managememtloded that the assets discussed above met thkfthesale” criteria during the first
quarter of 2007. As such, the major categoriesséis and liabilities, to the extent not sold aslafch 31, 2007, are classified as held for
on the Company’s Condensed Consolidated Balancet &hd results of operations are included in disooad operations for all periods on
the Company’s Condensed Consolidated Income Statsras detailed in the following tables.

March 31,
(Dollars in thousands 2007
Balance Sheet dati(as of the period ende:

Land $ 16,10«
Buildings, improvements and lease intangit 226,31:
Personal propert 6,77(
249,18!

Accumulated depreciatic (49,827)
Real estate properties, 1 199,36.
Mortgage notes receivat 46,11
Other assets, n 6,082
Assets held for sale, net 251,55!
Cash and cash equivalel 48(
Other assets, n 4,96¢
Assets included in discontinued operations, ngB8) 5,44¢
Assets held for sale and discontinued operationset(1) $257,00:
Notes and bonds payat $ 5,062
Liabilities held for sale 5,06%
Notes and bonds payal 3,907
Accounts payable and accrued liabilit 5,04:
Other liabilities 1,101
Liabilities included in discontinued operations(4) 10,05
Liabilities held for sale and discontinued operatios (2) $ 15,11

(1) Includes $251.5 million related to the disposatheaf senior living assets and $5.5 million relatethe sale of the six other properti
(2) Relates to the senior living asse

(3) Includes $2.9 million in cash and patienteigables related to the Company'’s six consolid&tksk that will be deconsolidated upon
disposal of the senior living properties and theaiming $2.5 million is generally comprised of taheeceivables due to the Company
that will be collected prior to or upon dispositiofithe properties

(4) Includes one mortgage note payable totalB§ #illion that will be repaid by the Company uptiaposition of the property securing
the note, accounts payable and accrued liabiliilsged to the properties that will generally b&lgay the Company prior to disposition
of the properties and security deposits that vélr&funded upon disposition of the propert
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Three Months Ende

March 31,
(Dollars in thousands, except per share d: 2007 2006
Statements of Income dati(for the period endec:

Revenues(1)
Master lease ret $ 6,102 $ 7,43¢
Property operatin — 152
Straigh-line rent — (22)
Mortgage interes 1,511 1,371
Other operating 4,78 4,93¢
12,39¢ 13,87¢

Expenses(2)
General and administrati — 22
Property operatin 227 17¢
Other operating 4,21z 4,30¢
Bad debt expense, n — 282
Interest 14¢ 282
Depreciatior 1,857 2,88z
Amortization — 19
6,44¢ 7,971
Net Income from Discontinued Operatic 5,95( 5,907
Impairments (3 (2,799 —
Gain on sales of real estate properties, ne 30,38¢ 3,26¢
Total Income from Discontinued Operations $33,54% $ 9,171
Income from Discontinued Operations per basic commoshare $ 0.72 $ 0.2C
Income from Discontinued Operations per diluted cormon share $ 0.7 $ 0.1¢

(1) Total Revenues include $12.4 million and $1®illion, respectively, for 2007 and 2006 relatedhe disposal of the senior living assets
and 2006 also includes $1.8 million related to prtips sold during 200!

(2) Total Expenses include $6.3 million and $mi8lion, respectively, for 2007 and 2006 relatedhte disposal of the senior living assets
and $0.1 million and $0.1 million, respectivelylated to the sale of the six other properties. 24186 includes $0.4 million related to
properties sold during 200

(3) Impairment charges recorded on four propert@vering the carrying values of the propert@gheir estimated fair values less costs to
sell, based on management conclusion during teedirarter of 2007 that the Company would sellpitoperties

(4) The net gain in 2007 is related to the disposaleniior living assets during the first quarter o@20ess certain expenses. The net ga
2006 is related to the sale of assets during theduarter of 200¢

Note 3. Real Estate and Mortgage Notes Receivablevestments

The Company invests in healthcare-relatedgntags and mortgages located throughout the Uiditates. The Company provides
management, leasing and development services,aitdlicfor the construction of new facilities aslivees for the acquisition of existing
properties. The Company had investments of apprataly $1.6 billion in 175 real estate propertied arortgage notes receivable as of
March 31, 2007 (excluding assets classified as fogldale), including investments in three uncoitksted limited liability companies. The
Company’s 170 owned real estate properties, exufuassets classified as held for sale, are lodat2d states with approximately
10.3 million total square feet. The table belowailstthe Company’s investments.
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Number of Square
(Dollars and Square Feet in thousan Investment: Investmen Feet
Owned properties
Master lease
Medical office 19 $ 127,44 7.€% 88¢
Physician clinics 21 139,58 8.5% 82C
Ambulatory care/surget 8 62,84¢ 3.8% 16&
Specialty outpatier 6 27,70( 1.7% 11¢
Specialty inpatien 13 232,47( 14.1% 977
Other 4 25,90¢ 1.€% 347
71 615,95! 37.5% 3,31
Financial support agreemen
Medical office 15 164,91¢ 10.1% 1,12
15 164,91¢ 10.1% 1,12
Multi-tenanted with occupancy leas
Medical office 68 724,48t 44.2% 5,35¢
Physician clinics 12 37,12t 2.2% 22¢
Ambulatory care/surget 4 38,19" 2.3% 28¢
Other — 10,04: 0.6% —
84 809,85! 49.4% 5,87(
Corporate property — 13,63¢ 0.8% —
— 13,63¢ 0.8% —
Total owned properties 17C 1,604,36! 97.8% 10,30¢
Mortgage notes receivable
Other 2 16,89 1.C%
2 16,89: 1.C%
Unconsolidated LLC investments, ne
Medical office 2 13,09: 0.8%
Other 1 6,621 0.4%
3 19,72( 1.2%
Total real estate investments 17¢% $1,640,97! 100.(%

Asset Acquisition

During the first quarter of 2007, the Compaxguired a 75,000 square foot building in Tennefsea total investment of $7.3 million,
including $5.4 million in cash consideration and gssumption of a mortgage note of $1.9 million.

Asset Disposition

During the first quarter of 2007, as parthaf tlisposition of its portfolio of senior livingsets discussed in Note 2, the Company disposed
of 16 properties in which it had a total gross stugent of $99.6 million ($73.9 million, net). Th@@pany received $121.6 million in
proceeds from the disposition which included thmagenent of a mortgage note receivable and a no&vatle totaling $11.4 million. As of
March 31, 2007, the Company had recognized a netogapproximately $30.4 million relating to thesplosition of the senior living assets.
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Impairments

In accordance with SFAS No. 144, long-livedads (e.g., properties) must be evaluated for plessnpairment whenever facts or
circumstances indicate that the carrying value iigit be recoverable. During the first quarter @2, management identified six real estate
properties, other than its senior living assetat ithintends to sell. In accordance with the psavis of SFAS No. 144, management analyzed
these properties for potential impairment. BasethenCompany’s decision to sell these assets, nemnaigt concluded that the estimated
future cash flows of certain of these propertiesewet expected to recover the carrying valuesiofi properties. The Company’s aggregate
net investment in the properties, before impairmenas approximately $8.3 million. During the ficgtarter 2007, the Company recorded
impairment losses totaling approximately $2.8 midliincluded in discontinued operations, which lodethe aggregate carrying values of
properties to their estimated fair value less ctistell of approximately $5.5 million. These impaént charges are included in discontinued
operations on the Company’s Condensed Consolidgtetdments of Income.

Future Minimum Lease Paymel

Excluding leases related to those propertés during the first quarter of 2007 or classifesiheld for sale at March 31, 2007, the
Company’s future minimum lease payments to be c@tbunder its non-cancelable operating leasedimauacial support arrangements as of
March 31, 2007 for the years 2007 and after werfelasvs (in thousands):

2007 $170,69¢
2008 152,20:
2009 120,20t
2010 93,88«
2011 77,42:
2012 and thereaftt 239,14

$853,55!

Purchase Options Exercisi

In March 2007, an operator gave notice toGbenpany of its intent to purchase a building iskemfrom the Company pursuant to a
purchase option under its lease agreement witiEtdmpany. The Company’s gross investment in thedmglwas approximately
$46.3 million ($34.4 million, net) at March 31, 2Z00rhe Company also had a mortgage note payahfeedouilding with a principal balance
of $20.3 million at March 31, 2007 that the Compamuld repay upon sale of the building. The partiage yet to agree on the terms of the
transaction and, accordingly, the Company is uagegs to when the transaction might close, iflala such, no reclassification to
discontinued operations has been made as of MdrckO®7.

Note 4. Notes and Bonds Payable

The table below details the Company’s noteskands payable as of March 31, 2007 and Decentheé20®6. At March 31, 2007, the
Company had classified 2 mortgage notes payalaérigt$9.0 million as held for sale on the Compan@bndensed Consolidated Balance
Sheet. As such, those mortgage notes are nottedlécthe March 31, 2007 balances in the tablevbel

Principal Balance ¢

March 31, Dec. 31, Maturity Contractua Principal Interest
(In thousands 2007 2006 Dates Interest Rate Payment: Payment:
Unsecured Credit Facility due 20 $ 92,00( $190,00( 1/09 LIBOR + 0.90% At maturity Quarterly
Senior Notes due 2011, including
premium 301,02¢ 301,08: 5/11 8.125% At maturity Sem-Annua
Senior Notes due 2014, net of
discount 298,87: 298,83t 4/14 5.125% At maturity Sem-Annua
Mortgage notes payab 52,05¢ 60,06 5/11-10/32 5.49%-8.50% Monthly Monthly

$743,96( $849,98.
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At March 31, 2007, the Company was in commléawith the covenant requirements under its vari®mg instruments.

Unsecured Credit Facility due 2009

In January 2006, the Company entered into0® $4million credit facility (the “Unsecured Credhiaicility due 2009”) with a syndicate of
12 banks. The facility may be increased to $650l0om during the first two years at the Compangistion, subject to it obtaining additional
capital commitments from the banks. The creditlifigainatures in January 2009, but the term mayxtereled one additional year. Loans
outstanding under the Unsecured Credit Facility 20@9 (other than swing line loans and competitiieadvances) will bear interest at a 1
equal to (x) LIBOR or the base rate (defined ashigaer of the Bank of America prime rate and tleddtal Funds rate plus 0.50%) plus (y) a
margin ranging from 0.60% to 1.20% (currently 0.90b&sed upon the Company’s unsecured debt raflingsweighted-average rate on the
borrowings outstanding as of March 31, 2007 wag8%.2Additionally, the Company pays a facility feer mnnum on the aggregate amount of
commitments. The facility fee may range from 0.1&%0.30% per annum (currently 0.20%), based orCitrapany’s unsecured debt ratings.
The Credit Facility due 2009 contains certain reprgations, warranties, and financial and otheepamts customary in such loan agreem
The Company had borrowing capacity remaining, uitddmancial covenants, of $56.6 million undee flacility as of March 31, 2007.

Senior Notes due 2011

In 2001, the Company publicly issued $300.Dioni of unsecured senior notes due 2011 (the “@eNbtes due 2011"). The Senior Notes
due 2011 bear interest at 8.125%, payable semiadigran May 1 and November 1, and are due on Ma&301,1, unless redeemed earlier by
the Company. The notes were originally issueddiseount of approximately $1.5 million, which yieldlan 8.202% interest rate per annum
upon issuance. In 2001, the Company entered imtoeist rate swap agreements for notional amoutgbrtg $125.0 million to offset changes
in the fair value of $125.0 million of the notes.2003, the Company terminated these interessred® agreements, received cash equal |
fair value of the terminated swaps of $18.4 milliand then entered into new swap agreements. Tae agreements entered into in 2003
were then terminated in June 2006 and the Compaidygash equal to the fair value of the terminat@dps of $10.1 million. The net
premium resulting from the terminations of the iast rate swaps, net of the original discountpimlgined with the principal balance of the
Senior Notes due 2011 on the Company’s Condenseddlidated Balance Sheets and will be amortizethageterest expense over the
remaining term of the notes yielding an effectivierest rate on the notes of 7.896%.

The following table reconciles the balancéhef Senior Notes due 2011 on the Company’s Conde@sasolidated Balance Sheets.

March 31, December 31
(In thousands 2007 2006
Senior Notes due 2011 face va $300,00( $300,00(
Unamortized net premiul 1,02¢ 1,08:
Senior Notes due 2011 carrying amo $301,02¢ $301,08:

Senior Notes due 2014

On March 30, 2004, the Company publicly iss§8a0.0 million of unsecured senior notes due 28id “Senior Notes due 2014"). The
Senior Notes due 2014 bear interest at 5.125% bpagamiannually on April 1 and October 1, and are due pnlA, 2014, unless redeerr
earlier by the Company. The notes were issuedlacaunt of approximately $1.5 million, yielding effective interest rate of 5.19% per
annum.
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The following table reconciles the balanceéhaf Senior Notes due 2014 on the Company’s Condebsasolidated Balance Sheets.

March 31, December 31
(In thousands 2007 2006
Senior Notes due 2014 face va $300,00( $300,00(
Unamortized discour (1,129 (1,162
Senior Notes due 2014 carrying amo $298,87. $298,83¢

Mortgage Notes Payab

The following table details the Company’s rgade notes payable, with related collateral, atdk&1, 2007. At March 31, 2007, the
Company had classified 2 mortgage notes payalaérigt$9.0 million as held for sale on the Compan@bndensed Consolidated Balance
Sheet. As such, those mortgage notes are nottedlécthe March 31, 2007 balances in the tablevbel

(6) Investment ir

Effective Number Collateral ai Contractual Balance .

Original Interest Maturity of Notes (8) March 31, March 31, Dec. 31,

(Dollars in millions) Balance Rate Date Payable Collateral 2007 2007 2006 (7)
Life Insurance Co. (1 $23.5 7.765% 7126 1 MOB $ 46.5 $20.5 $20.5
Life Insurance Co. (2 4.7 7.765% 1/17 1 MOB 11.1 3.2 3.2
Commercial Bank (3 23.4 7.22(% 5/11 5 7 MOBs 53.7 12.C 12.€
Commercial Bank (4 1.8 5.55(% 10/32 1 OTH 7.3 1.8 —
Life Insurance Co. (£ 15.1 5.49(% 1/16 1 MOB 32.t 14.¢ 14.¢
9 $150.¢ $52.1 $51.1

(1) Payable in monthly installments of principal antéiest based on a-year amortization with the final payment due atumigt.
(2) Payable in monthly installments of principal antéiest based on a-year amortization with the final payment due atumigt.
(3) Payable in fully amortizing monthly installmentsgyfncipal and interest due at maturi

(4) Payable in monthly installments of principal antéiest based on a-year amortization with the final payment due atumigt.
(5) Payable in monthly installments of principal antéimest based on a-year amortization with the final payment due atumigt.
(6) The contractual interest rates at March 31, 208@ed from 5.49% to 8.509

(7) The contractual balance at December 31, 23@6ides two mortgage notes payable totaling $9l®dmthat were classified as held for
sale and discontinued operations on the Con’s Condensed Consolidated Balance Sheet at Marc08%,

(8) MOB-Medical office building; OTI-Other.

Other Long-Term Debt Information

Future maturities of the Company’s notes amudls payable as of March 31, 2007, excluding mgegetes payable classified as held for

sale, were as follows (dollars in thousands):

2007

2008

2009 (1)

2010

2011

2012 and thereaftt

(1) Includes $92,000 outstanding on the Unsecured Ciredility due 2009

$ 2,671 0.4%
3,80z 0.5%
96,09¢ 12.%
4,411 0.6%
302,03( 40.€%
334,95( 45.(%
$743,96( 100.(%

In its 1998 acquisition of Capstone Capitatfiooation (“Capstone”the Company acquired four interest rate swaps pusly entered ini

by Capstone. In order to set the liabilities assliimethe
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Company, the Company, concurrently with the actjaisi acquired offsetting swaps. The remainingiligbas of March 31, 2007 and 2006
was approximately $174,000 and $356,000, respégtive

Note 5. Commitments and Contingencies
Construction in Progress

As of March 31, 2007, the Company had a negstment of approximately $20.4 million in two deEments in progress, which have a
total remaining funding commitment of approximat8y6.2 million. The Company anticipates completbthese developments in the
second and third quarters of 2007. In additioninduthe first quarter of 2007, the Company begaagroximate $26.3 million development
project, involving two medical office buildings @olorado, with an anticipated completion date i first quarter of 2008. As of March 31,
2007, the Company had a net investment of $1.3amilh the project. The Company also had an investrof $10.6 million in a land parcel
in Hawaii on which the Company anticipates it vadlgin construction of an approximate $74.2 millinedical office building in early 2008.
The Company had a total remaining funding commitneéapproximately $63.6 million and anticipatesrgaetion of the building in 2009.

Other Construction Commitments

Construction continues on a 61,000 square &#1.1 million medical office building in the stabf Washington. The project is being
developed by a joint venture in which the Compaaolg$ a 75% non-controlling equity interest. Constilan of the building is being funded
by mortgage debt of approximately $15.0 million dycpartnership capital of approximately $5.1 roiilj of which the Company will
contribute $3.8 million. As of March 31, 2007, t8empany had funded approximately $3.3 million sfdapital contribution. Completion of
the building is expected in the second quarterOff72

The Company also had various remaining fiestegation tenant improvement obligations totalipgraximately $14.0 million as of
March 31, 2007 related to properties that were ldg@esl by the Company.

Legal Proceeding

On October 9, 2003, HR Acquisition | Corpaoatif/k/a Capstone Capital Corporation, “Capstona’\yholly owned affiliate of the
Company, was served with the Third Amended Verifiaonplaint in a shareholder derivative suit whicksveriginally filed on August 28,
2002 in the Jefferson County, Alabama Circuit Cdiyra shareholder of HealthSouth Corporation. Thiealleges that certain officers and
directors of HealthSouth, who were also officerd dimectors of Capstone, sold real estate propeitian HealthSouth to Capstone and then
leased the properties back to HealthSouth atcadify high values, in violation of their fiduciagbligations to HealthSouth. The Company
acquired Capstone in a merger transaction in Octdl9®8. None of the Capstone officers and dirsatemained in their positions following
the Company’s acquisition of Capstone. The compkeeks unspecified compensatory and punitive damadgpllowing the recent settlement
of a number of claims unrelated to the claims agfdapstone, the court lifted a lengthy stay onaliery in April 2007 and discovery is how
proceeding. The Company will defend itself vigorguend believes that the claims brought by thenpifiiare not meritorious.

In May 2006, Methodist Health System Foundatlac. (“the Foundation”) filed suit against a vilgamwned affiliate of the Company in
the Civil District Court for Orleans Parish, Lodisa. The Foundation is the sponsor under finasajaport agreements which support the
Company'’s ownership and operation of two medicAtefbuildings adjoining the Methodist Hospitaléast New Orleans. The Foundation
received substantial cash proceeds from the sdled?endleton Memorial Methodist Hospital to dfiliafe of Universal Health Services, It
in 2003. The Foundation’s assets and income arpriraarily dependent upon the operations of MetsbHiospital, which has remained
closed since Hurricane Katrina struck in August®0the Foundation’s suit alleges that Hurricaneridatand its
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aftermath should relieve the Foundation of itsgdtiions under the financial support agreements.agineements do not contain any express
provision allowing for termination upon a casuatyent. The Company believes the Foundation’s clairashot meritorious and will
vigorously defend the enforceability of the finaalcupport agreements.

The Company is not aware of any other pendimnifpreatened litigation that, if resolved agaihgt Company, would have a material
adverse effect on the Company'’s financial conditionesults of operations.
Note 6. Stockholders’ Equity
Earnings per shan

The table below sets forth the computatiohasfic and diluted earnings per share as requiredH#\5 No. 128, “Earnings Per Share” for
the three months ended March 31, 2007 and 2006.

Three Months Ende

March 31,
(Dollars in thousands, except per share d: 2007 2006
Weighted Average Shares
Weighted Average Shares Outstanc 47,822,75 47,784,44
Unvested Restricted Stock Sha (1,275,60) (1,292,57)
Weighted Average Shar— Basic 46,547,15 46,491,86
Weighted Average Shar— Basic 46,547,15 46,491,86
Dilutive effect of Restricted Stock Shai 994,48 925,19¢
Dilutive effect of Employee Stock Purchase F 57,09" 50,53¢
Weighted Average Shar- Diluted 47,598,73 47,467,59
Net Income
Income from Continuing Operatio $ 2,797 $ 3,32¢
Discontinued Operatior 33,54 9,171
Net income $ 36,34 $ 12,49
Basic Earnings per Common Shart
Income from Continuing Operations per common s $ 0.0¢ $ 0.07
Discontinued Operations per common st 0.72 0.2C
Net income per common she $ 0.7¢ $ 0.27
Diluted Earnings per Common Share
Income from Continuing Operations per common s $ 0.0¢ $ 0.07
Discontinued Operations per common st 0.7¢ 0.1¢
Net income per common shé $ 0.7€ $ 0.2¢

Common Stock Dividend Declarations

On January 23, 2007, the Company’s Board ofd@drs declared a quarterly common stock casldelnd in the amount of $0.660 per
share payable to shareholders of record on Febtar007. This dividend was paid on March 2, 2007.
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On March 26, 2007, the Company’s Board of &wes declared a one-time special common stock dizgthend in the amount of $4.75 per
share payable to shareholders of record on ApriR067. This dividend was paid on May 2, 2007.

Authorization to Repurchase Common St

On July 25, 2006, the Company’s Board of Oimex authorized the repurchase of up to 3,000,880es of the Company’s common stock.
As of March 31, 2007, the Company had not repumthasy shares.

Note 7. Retirement and Termination Benefits

During the first quarter of 2007, the Compagagorded a $1.5 million charge, included in “Geharal administrative expenses” in the
Company’s Condensed Consolidated Income Statemedtestablished a $1.5 million severance and pagooliability, included in
“Accounts payable and accrued liabilities” on thengpany’s Condensed Consolidated Balance Sheedtinceta the retirement of the
Company'’s Chief Operating Officer and eliminatidrfiee other officer and employee positions in ttempany’s corporate and regional
offices. The officer retirement and position elimiions were effective during the first quarter 802. During the quarter ended March 31,
2007, the Company made payments related to thiéitiiabtaling $0.4 million, leaving a remainingability at March 31, 2007 of $1.1 million
that will be paid through the third quarter of 2008e following table represents items includethia charge and liability as well as payments
made related to the liability during the quartedesh March 31, 2007.

March 31
(In thousands 2007
Expense
Severance, payroll taxes and related chs $ 1,07¢
Accelerated vesting of deferred compensa 44%
Total Expenst $ 1,521
Liability
Balance at January 1, 20 $ —
Severance, payroll taxes and related chs 1,51z
Payments made during the per (429
Balance at March 31, 20( $ 1,08¢

Note 8. Taxable Income

The Company has elected to be taxed as a REIld@efined under the Internal Revenue Code of , 1@86mended. To qualify as a REIT,
the Company must meet a number of organizatiordhbaerational requirements, including a requirentieat it currently distribute at least
90% of its taxable income to its stockholders.

As a REIT, the Company generally will not lbject to federal income tax on taxable incomasitributes currently to its stockholders.
Accordingly, no provision for federal income taxess been made in the accompanying Consolidatea¢iaicstatements. If the Company
fails to qualify as a REIT for any taxable yeagritit will be subject to federal income taxes gutar corporate rates, including any applici
alternative minimum tax, and may not be able tdifjuas a REIT for four subsequent taxable yeaxserif the Company qualifies as a RE
it may be subject to certain state and local taxeits income and property and to federal incontbexrtise tax on its undistributed taxable
income.

Earnings and profits, the current and accutadlamounts of which determine the taxability atdbutions to stockholders, vary from net
income because of different depreciation recoverjods and methods, and other items.
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The following table reconciles the Companyissolidated net income to taxable income for theahmonths ended March 31, 2007 and
2006:

Three Months Ended

March 31,
(In thousands 2007 2006
Net income $36,34« $12,42¢
Items to Reconcile Net Income to Taxable Inco
Depreciation and amortizatic 4,064 3,76¢€
Gain or loss on disposition of depreciable as 11,671 (423
Straigh-line rent 74¢ (361)
VIE Consolidatior 20¢€ 427
Receivable allowance 4,147 (4,489
Stocl-based compensatic 1,89 1,24C
Other (339 (2,240
Taxable income (1 $58,74( $10,34¢

1) Before REIT dividend paid deductic

Note 9. Subsequent Events
Common Stock Dividend

On April 24, 2007, the Company’s Board of Bi@s declared a quarterly common stock cash dide the amount of $0.660 per share
payable on June 1, 2007 to shareholders of recoMay 15, 2007.

On May 2, 2007, the Company paid a one-tineeigp dividend in the amount of $4.75 per sharenfproceeds from the disposition of the
Company’s portfolio of senior living assets.

Purchase Option Exercise

On April 27, 2007, an operator gave noticeh®dyCompany of its intent to purchase a buildingases from the Company pursuant to a
purchase option under its lease agreement wittmpany. The operator acquired the building on 1488 2007 for $2.1 million in cash.
The Company’s gross investment in the building sfggroximately $2.2 million ($1.9 million, net) atdvth 31, 2007.

Disposition of Portfolio of Senior Living Assi

In connection with the Company’s dispositidnte portfolio of senior living assets, on Aprib22007, the Company entered into a
definitive purchase agreement (the “Purchase Agee¢hto dispose of 33 real estate properties dnohértgage and note investments in
which the Company had a $217.8 million gross inwestt ($191.4 million, net) at December 31, 2006.April 26, 2007, pursuant to the
Purchase Agreement, the Company completed thedigpoof 29 properties and 10 mortgage and notestments for total consideration of
$169.0 million, all cash at closing. The Companpexts the disposition of the remaining four propsrand one note investment will be
completed by July 15, 2007. Also, in connectiorhwviite disposal of the portfolio of senior livingsass, on April 30, 2007, the Company
disposed of 4 properties in which the Company h&d41 million gross investment ($32.8 million, )nat December 31, 2006, for total
consideration of $37.8 million, all cash at closing
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
Business Overview

Healthcare Realty Trust Incorporated (the “@any”) operates under the Internal Revenue Cod®88, as amended, as an indefinite life
real estate investment trust (“REIT”). The Compamgelf-managed and self-administered REIT, integrawning, managing and developing
income-producing real estate properties and moegagsociated with the delivery of healthcare sesvihroughout the United States.
Management believes that by providing a complegetspm of real estate services, the Company céerdiftiate its competitive market
position, expand its asset base and increase reg@wer time.

Substantially all of the Company’s revenuesdarived from rentals on its healthcare real egiatperties, from interest earned on
mortgage loans, and from revenues from the coreidial of variable interest entities (“VIES”) reldtéo the operations of six senior living
facilities owned by the Company. See Note 1 toGbasolidated Financial Statements regarding théEs.\he Company typically incurs
operating and administrative expenses, includingpensation, office rental and other related occapansts, as well as various expenses
incurred in connection with managing its existirytfolio and acquiring additional properties. Then@pany also incurs interest expense on
its various debt instruments and depreciation andrzation expense on its real estate portfolio.

Executive Overview

Since its inception, the Company has beerctedeabout the properties it acquires and develblamagement believes that by investing in
properties associated with or adjacent to leadewjthcare providers and in markets with a robustate for outpatient healthcare facilities,
the Company will enhance its prospects for loeign stability and growth. The Company believes iisaportfolio, diversified by facility type
geography, and tenant mix, helps mitigate its edpo#o fluctuating economic conditions, tenant apdnsor credit risks, and changes in
clinical practice patterns.

Management continues to see high valuatiotisdnmedical office sector based on market trafmatDespite the highly competitive
market for these assets, the Company continueggi@ssively pursue existing property investmentbsiafiocused on improving operations
its existing portfolio of managed, multi-tenantederties.

Given the competitive environment for acqinsis of healthcare properties, the Company hasased its efforts on developing outpatient
medical facilities, which management believes dfffigher returns and long-term growth potential. Wlie time required to construct and
lease some of these developments may take twoew ylears, management believes that the Compaliity o identify promising
development opportunities, construct quality féieidi, and lease them strategically will lead tdhleigreturns over the long-term.

The Company has five development projects wale— two with Baylor Health Care System in Texas] one each in Colorado,
Washington state, and Hawaii with budgets totadipgroximately $157.1 million. The Company expectsipletion of the Texas and
Washington state projects in 2007, the Coloradgeptgwhich includes two buildings) in 2008, ané tHawaii project in 2009. Management
expects its development pipeline, with selectivguigitions and dispositions in the ordinary cowtbusiness, should result in net new
investments of approximately $150 — $200 milliomaally .

During the first quarter, the Company commeneglan to dispose of its portfolio of senior tigiassets. The Company’s portfolio, after
the disposition, will consist predominantly of mealioffice and outpatient-related facilities. Thégaes of facilities typically have higher
occupancy and lower turnover rates, tenant diwevsith high rent coverage ratios, and are largelygte pay which
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management believes results in a portfolio withdowisk, higher-growth characteristics. See Notesa@ 9 to the Condensed Consolidated
Financial Statements for more details on this &atien.

Trends and Matters Impacting Operating Results

Management monitors factors and trends impbttathe Company and REIT industry in order toggthe potential impact on the
operations of the Company. Discussed below anddrCompany’s Annual Report on Form 10-K for therymaded December 31, 2006 are
some of the factors and trends that managememveslimay impact future operations of the Company.

Sale of Senior Living and Certain Other Real Estsgsets

In February 2007, the Company announced itspla dispose of its portfolio of senior living ats consisting of 62 properties and 16
mortgage and other note investments. The Compamyestment in the real estate properties and mgetgates receivable included in this
portfolio was approximately $398.0 million ($326rilion, net) at December 31, 2006 which producpgraximately $50.0 million in
revenues, $20.0 million in net income, for the yeraded December 31, 2006. The Company expectséo/ecapproximately $401.6 million
in cash consideration for the portfolio which vii#k used to pay a special dividend of $227.2 millmm$4.75 per share, to pay transaction
costs of approximately $3.7 million, and to reddebt by approximately $170.7 million. As of Aprid 32007, the Company had disposed of,
in a series of closings, a total of 49 of the 6@perties and 15 of the 16 mortgage and note invagsrfor consideration totaling
$336.1 million and anticipates that the remainingperties and note investment will be sold durimg $econd and third quarters of 2007 for
estimated aggregate consideration of $65.5 millgee Notes 2, 3 and 9 to the Condensed Consoliéiatadcial Statements for further
details regarding the disposition of the portfolio.

Also, in the first quarter of 2007, the Compamade the decision to sell six other propertiesadcordance with SFAS No. 144, the
Company recorded impairment charges totaling apprabely $2.8 million on the properties which islumbed in discontinued operations on
the Company’s Condensed Consolidated Income Stateaseof March 31, 2007. See Note 3 to the Condke@sasolidated Financial
Statements for further details.

Funds from Operations

Funds from Operations (“FFO”) and FFO per steae operating performance measures adopted iNatfienal Association of Real Estate
Investment Trusts, Inc. (“NAREIT”). NAREIT definéd=0 as the most commonly accepted and reportedureeeta REIT’s operating
performance equal to “net income (computed in ataoce with generally accepted accounting princjpkescluding gains (or losses) from
sales of property, plus depreciation and amortiratand after adjustments for unconsolidated pestifes and joint ventures.” In 2003, the
Securities and Exchange Commission issued a statehat impairment charges could not be added okt income in calculating FFO.
As such, the impairments discussed below negativghacted FFO. Impairment charges will be recoghizem time to time and will
negatively impact FFO. In the first quarter of 20®& Company recorded impairment charges tot&lthg million, or $0.06 FFO per basic
and diluted common share, based on managementsateto sell certain properties.

Management believes FFO and FFO per share soifpplemental measures of a REIT’s performancausecthey provide an
understanding of the operating performance of then@any’s properties without giving effect to cemtaignificant non-cash items, primarily
depreciation and amortization expense. Managensas BFO and FFO per share to compare and evaisiaten operating results from
period to period, and to monitor the operating tesef the Company’s peers in the REIT industrye @ompany reports FFO and FFO per
share because these measures are observed by manage also be the predominant measures usecel®REHT industry and by industry
analysts to evaluate REITs; because FFO per shamsistently reported, discussed, and compareédd®arch analysts in their notes and
publications about REITs; and finally, because aeste analysts publish their
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earnings estimates and consensus estimates fohdeal REITs only in terms of fully diluted FFO mdrare and in terms of net income or
earnings per share. For these reasons, manageasedébmed it appropriate to disclose and discuSsdfie FFO per share.

However, FFO does not represent cash gendrat@doperating activities determined in accordawitd accounting principles generally
accepted in the United States of America and is1roessarily indicative of cash available to fuadhcneeds. FFO should not be considered
as an alternative to net income as an indicatthe@fCompany’s operating performance or as an altesto cash flow from operating
activities as a measure of liquidity.

The table below reconciles FFO to net incoorgte three months ended March 31, 2007 and 2006.

Three Months Ende

March 31,

(Dollars in thousands, except per share d: 2007 2006
Net income $ 36,34« $ 12,49

Gain on sales of real estate properties (30,389 (3,269

Real estate depreciation and amortiza 14,37: 15,69

Total adjustment (16,01¢) 12,43(
Funds from Operations— Basic and Diluted $ 20,32¢ $ 24,92
Funds from Operations per Common Share Basic $ 0.44 $ 0.5¢
Funds from Operations per Common Share Diluted $ 0.4:2 $ 0.52
Weighted Average Common Shares Outstandin— Basic 46,547,15 46,491,86
Weighted Average Common Shares Outstandin- Diluted 47,598,73 47,467,59

Results of Operations
First Quarter 2007 Compared to First Quarter 20

Net income for the quarter ended March 31,7208aled $36.3 million, or $0.78 per basic commbare ($0.76 per diluted common sh
on total revenues from continuing operations of.8538illion. This compares with net income of $1&nBlion, or $0.27 per basic common
share ($0.26 per diluted common share), on totemaes from continuing operations of $51.9 millfonthe quarter ended March 31, 2006.
Included in net income for the three months endedcil 31, 2007 is (1) a net gain on the dispostii@tenior living properties totaling
$30.4 million, or $0.65 per basic common shareG%@er diluted common share); (2) impairment chargéated to four properties classified
as held for sale as of March 31, 2007 totaling $2il8on, or $0.06 per basic and diluted commonrshand (3) charges related to the
retirement of one officer and the termination ofesal other employees totaling $1.5 million, or@per basic and diluted common share.
FFO was $20.3 million, or $0.43 per diluted commsbare for the three months ended March 31, 200paced to $24.9 million, or $0.53 |
diluted common share for the same period in 206® Bnd FFO per diluted common share decreasedlin @mpared to 2006 due mainly
to impairment charges totaling $2.8 million andrges related to the retirement of one officer dredtermination of several other employees
totaling $1.5 million recorded in the first quartgr2007.

23




Table of Contents

Three Month Ende

March 31, Change
(Dollars in thousands 2007 2006 $ %
REVENUES
Master lease ret $15,77: $13,83: $ 1,93¢ 14.(%
Property operatin 31,85( 31,79: 58 0.2%
Straigh-line rent 61 383 (322 (84.1%)
Mortgage interes 352 1,67¢ (1,329 (79.(%)
Other operating 4,997 4,16 83C 19.%
53,03: 51,85¢ 1,17¢ 2.2%
EXPENSES
General and administratiy 6,17t 4,39¢ 1,78( 40.5%
Property operatin 18,15¢ 18,02¢ 12¢€ 0.7%
Bad debi 5 45k (450 (98.%)
Interest 13,51t 12,91: 602 4. 7%
Depreciatior 10,97: 9,87: 1,09¢ 11.1%
Amortization 1,41¢ 2,867 (1,452 (50.€%)
50,23t 48,53( 1,70¢ 3.5%
INCOME FROM CONTINUING OPERATIONS 2,797 3,32¢ (527) (15.%)
DISCONTINUED OPERATIONS
Income from discontinued operatia 5,95( 5,901 43 0.7%
Impairments (2,799 — (2,799 —
Gain on sales of real estate properties 30,38¢ 3,26¢ 27,12t 831.(%
INCOME FROM DISCONTINUED OPERATIONS 33,545 9,171 24,37¢ 265.8%
NET INCOME $36,34¢ $12,49¢ $23,84¢ 190.9%

Total revenues from continuing operationstf@ quarter ended March 31, 2007 increased $11Bbmibr 2.3%, compared to the same
period in 2006, mainly for the reasons discussédavioe

» Master lease rental income increased $1.9 milbori,4.0%, due mainly to additional revenues of $tifion in the first quarter of 2007
resulting from the acquisition of a medical offizgilding and an adjoining orthopaedic hospital dgr2006 and the receipt of a lease
termination fee of $0.4 million in the first quartf 2007.

 Mortgage interest income decreased $1.3 millior¥,%0%, due mainly to the loss of revenues toteihg million from the repayment
of seven mortgages in 2006, offset partially byigoidal revenues totaling $0.4 million, resultingthe addition of two new mortgages in
2006.

« Other operating income increased $0.8 million, @8%, due mainly to a property substitution defdiga totaling $0.6 million received
from one operator during the first quarter of 2007.

Total expenses for the quarter ended Marcl2@Q7 compared to the quarter ended March 31, R@déased $1.7 million, or 3.5%, mai
for the reasons discussed below:

« General and administrative expenses increased§illi8n, or 40.5%, due mainly to charges relatedh® retirement of one officer and
the termination of several other employees totatiidp million recorded in the first quarter of 2007

« Interest expense increased $0.6 million, or 4. 7gompared to the same period in 2006. The incisasainly due to a $2.0 million
increase in interest expense on the unsecured ¢aedity due to higher interest rates and a highesrage outstanding balance on the credit
facility in 2007 than in 2006,
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offset partially by a decrease in interest experisgpproximately $0.7 million from the repaymentpoincipal in 2006 on the senior notes due
2006 and a decrease to interest expense due ner@ase in capitalized interest of $0.6 milliondavelopment projects during 2007.

« Depreciation expense increased $1.1 million, ot %l .due mainly to the acquisition of $72.3 milliohdepreciable real estate proper
since the first quarter of 2006, as well as variouigding and tenant improvements.

« Amortization expense decreased $1.5 million, 06%§.mainly due to a decrease in total amortizatigmense related to the lease
intangibles which have been fully amortized.

Income from discontinued operations totale8.%$3nillion and $9.2 million, respectively, for ttieree months ended March 31, 2007 and
2006, which includes the results of operations@aids or impairments related to property dispodating 2007 and 2006, as well as the
results of operations related to assets classifidoeld for sale at March 31, 2007. See Notes Ddadhe Condensed Consolidated Financial
Statements for more information about discontinoerations and the assets classified as held @asdlarch 31, 2007.

Liquidity and Capital Resources

The Company derives most of its revenues fitemreal estate property and mortgage note reclksisgiortfolio based on contractual
arrangements with its tenants, sponsors or bormildre Company may, from time to time, also geediaids from capital market
financings, sales of real estate properties or gages, borrowings under its unsecured credit facor from other private debt or equity
offerings. For the quarter ended March 31, 200¢ Gbmpany generated $28.5 million in cash from at@ns and used $26.6 million in total
cash from investing and financing activities asadedl in the Company’s Condensed Consolidated E&sh Statement.

The Company had certain contractual obligatias of March 31, 2007 and is also required toddagends to its shareholders at least
equal to 90% of its taxable income in order to rtamits qualification as a real estate investnterst under the Internal Revenue Code of
1986, as amended. The Company’s material contraaitligations for the remainder of 2007 through 2@0e detailed in the table below.

(In thousands 2007 2008 Total

Long-term debt obligations, including inter¢2) $ 45,76( $47,68¢ $ 93,44¢
Common stock dividends declar(@ 227,16t — 227,16t
Operating lease commitmer(®) 2,328 3,07¢ 5,39¢
Construction in progre<® 45,87 44,63( 90,50:
Tenant improvemeni®) 14,04( — 14,04(
Note agreements with VIE®) 1,48¢ — 1,48¢

Pension obligation(”) — — _
$336,64! $95,39: $432,03t

@) Includes estimated cash interest due on totdl atbler than the unsecured credit facility. SeeeNbto the Condensed Consolidated
Financial Statement

@ Includes the special dividend of $4.75 per shactaded on March 26, 2007 to be paid on May 2, 2
3 Includes primarily two office leases and groundsé=arelated to various properties for which the gamy is currently making paymer

@ Includes remaining commitments on the construatioiour buildings. The timing of the obligationsedsased on estimated cash func
projections of each projec

®)  Includes tenant improvement allowance obligati@msaining on seven properties constructed by tagany. The Company has
assumed they will all be funded during 20

®  The Company intends to dispose of the propertieéed to these note agreements during 2007. @ispesed, the Company will no
longer be obligated to fund additional amounts urtldese notes

(M At March 31, 2007, the Company had three empleweel three non-employee directors eligible toeetf these individuals retired at
normal retirement age and received full retirenbantefits, the future benefits to be paid were estiah to be approximately $32 million
at March 31, 2007
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As of March 31, 2007, approximately 85.6%h# Company’s outstanding debt balances were dae201.0, with the majority of the debt
balances due prior to 2010 relating to the Unset@medit Facility due 2009. The Company’s stockkoddequity at March 31, 2007 totaled
approximately $605.0 million, which included a $22tillion dividend payable accrual for the one<ispecial dividend, thereby lowering
stockholders’ equity, and its debt-to-total cajittaion ratio, on a book basis, was approximat&yl%. For the three months ended March
31, 2007, the Company’s earnings covered fixedggsat a ratio of 1.15 to 1.0. At March 31, 2006@,Company had borrowing capacity
remaining, under its financial covenants, of $56iion under the Unsecured Credit Facility due 2@hd was in compliance with the
covenant requirements under its various debt imgnis.

The Company’s senior debt is rated Baa3, BBBe, BBB by Moody'’s Investors Service, Standard Radr’s, and Fitch Ratings,
respectively.

Shelf Registration

The Company may from time to time raise add#i capital or make investments by issuing, inlipudr private transactions, equity and
debt securities. The availability and terms of angh issuance will depend upon market and othatitions. As of March 31, 2007, the
Company can issue an aggregate of approximatel.$50illion of securities remaining under its cunttg effective shelf registration
statements.

Security Deposits and Letters of Credit

As of March 31, 2007, the Company had apprataty $6.0 million in letters of credit, securitgmbsits, debt service reserves or capital
replacement reserves for the benefit of the Comjratiye event the obligated lessee or operatas faimake payments under the terms of
their respective lease or mortgage. GenerallyCihimpany may, at its discretion and upon notificatio the operator or tenant, draw upon
these instruments if there are any defaults urtdeletases or mortgage notes.

Acquisitions and Dispositions in 20
Asset Acquisitions

During the first quarter of 2007, the Comparyguired a 75,000 square foot building in Tennefsea total investment of $7.3 million,
including $5.4 million in cash consideration and tssumption of a mortgage note of $1.9 million.

Asset Dispositions

During the first quarter of 2007, as parthe# tlisposition of its portfolio of senior livingsets, the Company disposed of 16 properties in
which it had a total gross investment of $99.6iomll($73.9 million, net). The Company received $82illion in proceeds from the dispo
which included the repayment of a mortgage noteiveble and a note receivable totaling $11.4 mmillio

Disposition of the Portfolio of Senior Living Asset

On February 26, 2007, Healthcare Realty Tinsdrporated (the “Company”) announced its intemtio dispose of its portfolio of senior
living assets. The Company estimates that it witiive cash of approximately $401.6 million frora thisposition which will be used to pay a
special dividend of $227.2 million, or $4.75 peash to pay transaction costs of approximately $8llfon, and to reduce debt by
approximately $170.7 million. As of April 30, 200the Company had received $336.1 million in casmfthe disposition of 49 of the 62
properties and 15 of the 16 mortgage and note imaygs included in its portfolio of senior livingsets and anticipates that it will receive
approximately $65.5 million in additional cash frane disposition of the remaining properties angtravestment in the portfolio. The
Company anticipates that the remaining propertigsrete investment will be sold during the secomd third quarters of 2007, which will
include two of the Compang'consolidated VIEs which have not yet been sdhe. §pecial dividend of $227.2 million, or $4.75 pkare, wa
paid from the $336.1 million in proceeds receiwsidh the remainder of the proceeds received tageih08.9
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million and estimated proceeds yet to be receivtlihg $65.5 million used to repay debt and to pagsaction costs.

Sale of Other Real Estate Assets

Based on management’s analysis durindjrtequarter, the Company made the decision icsseother property investments in which
the Company had an $8.0 million gross investmebity(#illion, net) at March 31, 2007.

Purchase Options Exercisi

In March 2007, an operator gave notickeoCompany of its intent to purchase a buildirigases from the Company pursuant to a
purchase option under its lease agreement wittmpany. The Company’s gross investment in thamglwas approximately
$46.3 million ($34.4 million, net) at March 31, 200rhe Company also had a mortgage note payahtleedouilding with a principal balance
of $20.3 million at March 31, 2007 which the Compavould repay upon sale of the building. The partiave yet to agree on the terms o
transaction and, accordingly, the Company is uagegds to when the transaction might close, iflat a

On April 27, 2007, an operator gave retmthe Company of its intent to purchase a bugdi leases from the Company pursuant to a
purchase option under its lease agreement wittmpany. The operator acquired the building on 1488 2007 for $2.1 million in cash.
The Company’s gross investment in the building sggroximately $2.2 million ($1.9 million, net) atdvth 31, 2007.

Construction in Progress

As of March 31, 2007, the Company hadstrmetion projects under various stages of devetayprand pre-development. See Note 5 to
the Condensed Consolidated Financial Statementadoe information on these developments.

. Four medical office buildings were under conginrc The Company had invested $21.7 million irsthdevelopments as of
March 31, 2007 and was committed to fund an aduiti®41.1 million in these projec

. One medical office project was in pre-developm&he Company had invested $10.6 million in thggut including land and land
development, and anticipates investing an additi63.5 million in the projec

. Construction also continues on a $20.1 milliordioal office building. The project is being devedapby a joint venture in which the
Company holds a 75% equity interest. Constructifahe building will be funded by mortgage debt ppeoximately $15.0 million
and by partnership capital of approximately $5.1liom, of which the Company will contribute $3.8liian. As of March 31, 2007,
the Company had funded approximately $3.3 millibiisocapital contribution

. Finally, the Company had various remaining fgetieration tenant improvement obligations totasipgroximately $14.0 million as
of March 31, 2007 related to properties that weneetbped by the Compan

Dividends

During 2007, the Company’s Board of Diogs has declared common stock cash dividendsaagnsim the table below:

Per Shar Date of Date Paic

Dividend Amount Declaration Date of Recort (* Payable)
4 thQuarter 200t $0.6€  January 23, 20( February 15, 20( March 2, 200
Special Dividenc $4.7¢ March 26, 200" April 16, 2007 May 2, 2007
1stQuarter 200" $0.6¢€ April 24,2007 May 15, 2007 * June 1, 200
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As described in the Company’s Annual ReporForm 10-K for the year ended December 31, 200@utite heading “Risk Factors,” the
ability of the Company to pay dividends is dependgon its ability to generate funds from operagiorash flows, and to make accretive new
investments. The special dividend declared on Mag&;i2007 was paid with proceeds from the dispmsitif the senior living assets.

The dividend declared for the first quarte2607 exceeded cash flows from operations. Theleihds paid in excess of cash flows from
operations was funded by the Company’s UnsecurediCFacility due 2009.

Commensurate with the smaller asset baseadile tdisposal of the portfolio of the senior ligiassets, the Company expects to reset its
dividend, beginning with its dividend related t@ thecond quarter of 2007, to approximately $1.54pare, per annum, subject to the
determination by the Board of Directors.

Liquidity
Net cash provided by operating activities $a8.5 million and $35.4 million for the three mosignded March 31, 2007 and 2006,
respectively. Cash flow from operations reflecty@ased revenues offset by higher costs and expeasevell as changes in receivables,

payables and accruals. The Company'’s cash flowdegrendent upon rental rates on leases, occupawvels lof the multi-tenanted buildings,
acquisition and disposition activity during the geend the level of operating expenses, among déusors.

The Company is in the process of disposingsgfortfolio of senior living assets which will pact the Company’s cash flows from
operations for 2007. The Company will use the pedserom the disposal to fund repayments on itsecmed Credit Facility due 2009 and
the payment of a one-time special dividend. Subseio the anticipated disposition, the Compangrids to reset its quarterly dividend to an
amount commensurate with the smaller asset baskinmgsfrom the disposition.

The Company plans to continue to meet itsidiigy needs, including funding additional investrteeim 2007, paying dividends, and fund
debt service, with cash flows from operations, peats from the Unsecured Credit Facility due 2008¢geds of mortgage notes receivable
repayments, and proceeds from sales of real @stastments or additional capital market financifige Company believes that its liquidity
and sources of capital are adequate to satisbagth requirements. The Company cannot, howevereitain that these sources of funds will
be available at a time and upon terms acceptalifet€ompany in sufficient amounts to meet itsitigy needs.

Impact of Inflatior

Inflation has not significantly affected ther@panys earnings due to the moderate inflation rate éemeyears and the fact that most of
Company’s leases and financial support arrangemeqtsre tenants and sponsors to pay all or som@pa®f the increases in operating
expenses, thereby reducing the Company’s riskeoftlverse effects of inflation. In addition, initet will have the effect of increasing gross
revenue the Company is to receive under the tefrosrtain leases and financial support arrangeméstsses and financial support
arrangements vary in the remaining terms of olbgat further reducing the Company’s risk of anyeade effects of inflation. Interest
payable under the Unsecured Credit Facility due928@alculated at a variable rate; therefore atihve@unt of interest payable under the
unsecured credit facility will be influenced by diges in short-term rates, which tend to be semsitvinflation. Generally, changes in
inflation and interest rates tend to move in thaaairection. During periods where interest ratggases outpace inflation, the Company’s
operating results should be negatively impactedv@rsely, when increases in inflation outpace iases in interest rates, the Company’s
operating results should be positively impacted.
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Off-Balance Sheet Arrangements

The Company has no off-balance sheet arranggsmieat are reasonably likely to have a curreffititure material effect on the Company’s
financial condition, revenues or expenses, resifiloperations, liquidity, capital expenditures apttal resources.

Cautionary Language Regarding Forward Looking Stetats

This Quarterly Report on Form 10-Q and othatarials the Company has filed or may file with 8exurities and Exchange Commission,
as well as information included in oral statememtether written statements made, or to be madsehjor management of the Company,
contain, or will contain, disclosures which arerifard-looking statements.” Forward-looking statetsénclude all statements that do not
relate solely to historical or current facts and ba identified by the use of words such as “mawijll,” “expect,” “believe,” “intend,” “plan,”
“estimate,” “project,” “continue,” “should,” “antipate” and other comparable terms. These forwapliifm statements are based on the
current plans and expectations of management ansussject to a number of risks and uncertaintiasadbuld significantly affect the
Companys current plans and expectations and future firdueoindition and results. The Company undertakeshbtigation to publicly updat
or revise any forward-looking statements, whetlsea aesult of new information, future events orotlise. Shareholders and investors are
cautioned not to unduly rely on such forward-logkstatements when evaluating the information prteskin the Company’s filings and
reports. For a detailed discussion of the Comparisksfactors, please refer to the Company’s fiingth the Securities and Exchange
Commission, including its Annual Report on FormK.@er the year ended December 31, 2006.
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Item 3. Quantitative and Qualitative Disclosures abut Market Risk

The Company is exposed to market risk in thenfof changing interest rates on its debt and gagie notes and other notes receivable.
Management uses regular monitoring of market canditand analysis techniques to manage this ridiitfonally, from time to time, the
Company may utilize interest rate swaps to eitharonvert fixed rates to variable rates in ordehédge the exposure related to changes in
the fair value of obligations, or to (ii) convedniable rates to fixed rates in order to hedgesresdsociated with future cash flows.

At March 31, 2007, approximately $652.0 millj@r 87.6%, of the Company’s total debt bore idéat fixed rates. Additionally, the
Company’s mortgage and other notes receivablegiarttotaling $17.4 million, bore interest at fkeates.

The following table provides information reding the sensitivity of certain of the Companytsdincial instruments, as described above, to
market conditions and changes resulting from chang@nterest rates. For purposes of this analgsissitivity is demonstrated based on
hypothetical 10% changes in the underlying mar&egts (dollars in thousands).

Impact on Earnings and Cash Flo

Outstanding Calculatec Assuming 10¥
Principal Balanct Annual Interes ~ Assuming 10% Decrease il
as of March 31 Expense Increase in Marke Market Interes
2007 (1) Interest Rate Rates
Variable Rate Debt:
Unsecured Credit Facility due 2009 ($400 Millic $92,00( $5,722 $(489) $48¢
Fair Value
Assuming 10%
Carrying Value Assuming 10% Decrease il
at Increase in Marke Market Interes December 31

March 31, 200" March 31, 200" Interest Rate Rates 2006 (2)
Fixed Rate Debt:
Senior Notes due 2011, including premi $301,02¢ $319,34. $314,37. $324,32: $312,77°
Senior Notes due 2014, net of disco 298,87 294,10: 286,42! 302,00: 288,43:
Mortgage Notes Payab 52,05¢ 54,031 52,59: 55,54« 61,68¢

$651,96( $667,48. $653,38¢ $681,86! $662,89¢
Fixed Rate Receivables.
Mortgage Notes Receivak $ 16,89 $ 16,75¢ $ 15,85t $ 17,72« $ 70,38¢
Other Notes Receivab 50¢ 501 474 52¢ 9,23:

$ 17,40: $ 17,25¢ $ 16,32¢ $ 18,25: $ 79,62:

(1) Annual interest expense is calculated using theketaiate as of March 31, 2007, or 6.22%, and ass@am®nstant principal balan:

(2) Fair values as of December 31, 2006 reprda@gmntalues of obligations or receivables thateveutstanding as of that date, and do not
reflect the effect of any subsequent changes imcjpal balances and/or additions or extinguishmehisstruments
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Iltem 4. Controls and Procedures

Disclosure Controls and Proceduréghe Company’s management, with the participatiothefCompany’s Chief Executive Officer and
Chief Financial Officer, has evaluated the effestigss of the Company’s disclosure controls andggioes (as such term is defined in
Rules 13a-15(e) and 15d-15(e) under the SecuBitiehange Act of 1934, as amended (the “Exchang®)Aes of the end of the period
covered by this report. Management has excluded ft® evaluation the effectiveness of the disclestantrols of the variable interest entities
(“VIES”) consolidated by the Company since it does have the contractual right, authority or apjlin practice, to assess the VIES’
disclosure controls and does not have the abdii¢tate or modify those controls. Based on thiwation, the Company’s Chief Executive
Officer and Chief Financial Officer have concludbdt, as of the end of such period, the Compangdabkure controls and procedures were
effective in recording, processing, summarizing eeqbrting, on a timely basis, information requitede disclosed by the Company in the
reports it files or submits under the Exchange Act.

Changes in Internal Control over Financial RepoginThroughout the history of the Company, commoglsttividends were declared
and paid within the same quarter, and the divideas recorded when paid. In the first quarter of22@0e Company declared a one-time
special dividend, the payment of which was to oéewr subsequent quarter. As such, the Comparigtdt a procedure whereby dividends
on common stock are recorded as dividends payatdswuch dividends are declared. The revised pupeedill reduce the possibility of an
unrecorded dividend payable when a reporting pegitds between the dates a dividend is declaregaidd
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PART Il — OTHER INFORMATION
Item 1. Legal Proceedings

On October 9, 2003, HR Acquisition | Corpaoatif/k/a Capstone Capital Corporation, “Capstona’Wwholly owned affiliate of the
Company, was served with the Third Amended Verifiaanplaint in a shareholder derivative suit whiciksveriginally filed on August 28,
2002 in the Jefferson County, Alabama Circuit Cdiyrea shareholder of HealthSouth Corporation. Theatleges that certain officers and
directors of HealthSouth, who were also officerd dimectors of Capstone, sold real estate propgeitian HealthSouth to Capstone and then
leased the properties back to HealthSouth atcdify high values, in violation of their fiduciagbligations to HealthSouth. The Company
acquired Capstone in a merger transaction in Octdl998. None of the Capstone officers and dirsatemained in their positions following
the Company’s acquisition of Capstone. The compkaeks unspecified compensatory and punitive damagpllowing the recent settlement
of a number of claims unrelated to the claims agjalapstone, the court lifted a lengthy stay onaliery in April 2007 and discovery is now
proceeding. The Company will defend itself vigodgend believes that the claims brought by therpitiiare not meritorious.

In May 2006, Methodist Health System Foundatlac. (“the Foundation”) filed suit against a vilgemwned affiliate of the Company in
the Civil District Court for Orleans Parish, Lodiea. The Foundation is the sponsor under finasajaport agreements which support the
Company’s ownership and operation of two medictefbuildings adjoining the Methodist Hospitaleéast New Orleans. The Foundation
received substantial cash proceeds from the sdaled?endleton Memorial Methodist Hospital to diliafe of Universal Health Services, It
in 2003. The Foundation’s assets and income arprimatirily dependent upon the operations of MetkbHiospital, which has remained
closed since Hurricane Katrina struck in August®20the Foundation’s suit alleges that Hurricaneridatand its aftermath should relieve the
Foundation of its obligations under the financighgort agreements. The agreements do not contgiaxgress provision allowing for
termination upon a casualty event. The Compangbedi the Foundation’s claims are not meritoriowbvaitl vigorously defend the
enforceability of the financial support agreements.

The Company is not aware of any other pendimtpreatened litigation that, if resolved agath&t Company, would have a material
adverse effect on the Company'’s financial conditionesults of operations.

Iltem 1A. Risk Factors

In addition to the other information set foittthis report, an investor should carefully calesithe factors discussed in Part I, “ltem 1A.
Risk Factors” in the Company’s Annual Report onrrdi0-K for the year ended December 31, 2006, wbiclid materially affect the
Company’s business, financial condition or futwsults. The risks described in the Company’s AnRegort on Form 10-K are not the only
risks facing the Company. Additional risks and utaiaties not currently known to management or thahagement currently deems
immaterial also may materially, adversely affee @ompany’s business, financial condition or opegatesults.
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Iltem 6. Exhibits

Exhibit 3.1 Second Articles of Amendment and Restatement oRéngistrant (1

Exhibit 3.2 Amended and Restated Bylaws of the Registrar

Exhibit 4.1 Specimen Stock Certificate (

Exhibit 4.2 Indenture, dated as of May 15, 2001, by the CompaiySBC Bank USA, National Association, as Trus{é@merly
First Union National Bank, as Trustee)

Exhibit 4.3 First Supplemental Indenture, dated as of May 0812by the Company to HSBC Bank USA, National Agstion, as
Trustee, (formerly First Union National Bank, asiStee) (3

Exhibit 4.4 Form of 8.125% Senior Note Due 2011

Exhibit 4.5 Second Supplemental Indenture, dated as of MarcB®®™, by the Company to HSBC Bank USA, Nations$dciation,

as Trustee (formerly Wachovia Bank, National Asation, as Trustee) (-
Exhibit 4.6 Form of 5.125% Senior Note Due 2014

Exhibit 10.] Credit Agreement, dated as of January 25, 200@nidyamong the Company, Bank of America, N.A., amihibtrative
Agent, and the other lenders named herei

Exhibit 10.2 Retirement Agreement entered into as of March 072y and between the Company and J.D. CartereS{ied
herewith)

Exhibit 10.2 Agreement of Sale and Purchase dated as of Mar2b07, between the Company and Emeritus Corporéiled
herewith)

Exhibit 11 Statement re: Computation of per share earniniggi(fierewith in Note 6 to the Condensed Consoldi&ieancial
Statements

Exhibit 31.1 Certification of the Chief Executive Officer of Hdacare Realty Trust Incorporated pursuant to Hda-14 of the
Securities Exchange Act of 1934, as amended, gaedipursuant to Section 302 of the Sarbanes-Oxtewf 2002 (filed
herewith)

Exhibit 31.Z Certification of the Chief Financial Officer of H#acare Realty Trust Incorporated pursuant to Hi3a-14 of the
Securities Exchange Act of 1934, as amended, gatedipursuant to Section 302 of the Sarbanes-Oxtewf 2002 (filed
herewith)

Exhibit 32 Certifications pursuant to 18 U.S.C. Section 13&0adopted pursuant to Section 906 of the Sarb@rkes Act of 2002

(furnished herewith

(1) Filed as an exhibit to the Company’s RegtgiraStatement on Form S-11 (Registration No. 336&) previously filed pursuant to the
Securities Act of 1933 and hereby incorporateddgrence

(2) Filed as an exhibit to the Comp¢s Form 1i-Q for the quarter ended September 30, 1999 andbhéreorporated by referenc
(3) Filed as an exhibit to the Comp¢s Form &K filed May 17, 2001 and hereby incorporated byrefce

(4) Filed as an exhibit to the Comp¢s Form &K filed March 29, 2004 and hereby incorporated défgrence

(5) Filed as an exhibit to the Comp¢s Form &K filed January 26, 2006 and hereby incorporatedefgrence
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SIGNATURE

Pursuant to the requirements of the Secuiitiehange Act of 1934, the Registrant has duly @dulisis report to be signed on its behalf by
the undersigned thereunto duly authorized.

HEALTHCARE REALTY TRUST INCORPORATEL

By: /s/ SCOTT W. HOLMES¢
Scott W. Holme:
Senior Vice Presidel
and Chief Financial Office

Date: May 9, 2007
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First Union National Bank, as Trustee)

Exhibit 4.3 First Supplemental Indenture, dated as of May 0812by the Company to HSBC Bank USA, National Agsiion, as
Trustee, (formerly First Union National Bank, asiStee) (3

Exhibit 4.4 Form of 8.125% Senior Note Due 2011

Exhibit 4.5 Second Supplemental Indenture, dated as of MarcA@®!, by the Company to HSBC Bank USA, Nations$éciation,
as Trustee (formerly Wachovia Bank, National Asatioh, as Trustee) («

Exhibit 4.6 Form of 5.125% Senior Note Due 2014

Exhibit 10.1 Credit Agreement, dated as of January 25, 200@nidyamong the Company, Bank of America, N.A., amihiktrative
Agent, and the other lenders named herei
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herewith)
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Statements

Exhibit 31.1 Certification of the Chief Executive Officer of Heecare Realty Trust Incorporated pursuant to Rida-14 of the
Securities Exchange Act of 1934, as amended, gatedipursuant to Section 302 of the Sarbanes-Oxtewf 2002 (filed
herewith)

Exhibit 31.2 Certification of the Chief Financial Officer of Heacare Realty Trust Incorporated pursuant to H@a-14 of the
Securities Exchange Act of 1934, as amended, gaedipursuant to Section 302 of the Sarbanes-Oxtewf 2002 (filed
herewith)

Exhibit 32 Certifications pursuant to 18 U.S.C. Section 1Z&0adopted pursuant to Section 906 of the Sarb@rkes- Act of 2002

(furnished herewith

(1) Filed as an exhibit to the Company’s RegigiraStatement on Form S-11 (Registration No. 3830&) previously filed pursuant to the
Securities Act of 1933 and hereby incorporateddfgrence

(2) Filed as an exhibit to the Compi¢'s Form 1-Q for the quarter ended September 30, 1999 andbyr@reorporated by referenc
(3) Filed as an exhibit to the Comp¢'s Form K filed May 17, 2001 and hereby incorporated byrehce

(4) Filed as an exhibit to the Comp#s Form &K filed March 29, 2004 and hereby incorporated d&fgrence

(5) Filed as an exhibit to the Comp¢s Form K filed January 26, 2006 and hereby incorporatedeigrence
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Exhibit 10.2

RETIREMENT AGREEMENT

THIS RETIREMENT AGREEMENT (this “Agreement’$ entered into as of March 1, 2007 by and betwdeAlHHCARE REALTY
TRUST INCORPORATED (the “Company”) and J.D. CARTBREELE (hereinafter “Employee”).

WITNESSETH:

WHEREAS, Employee served as Senior Vice Pessidnd Chief Operating Officer of the Company parg to an Employment
Agreement dated January 1, 2003 (the “Employmeméément”), and

WHEREAS, Employee has elected to retire fram@ompany subject to the terms of this Agreement;

NOW, THEREFORE, in consideration of (1) thetoal promises and covenants herein containedh@)elease from restrictions of
restricted stock in the Company, and (3) for otjmwd and valuable consideration, the receipt affecgincy of which is hereby
acknowledged, the parties hereto agree as follows:

1. RetirementSubject to the terms and conditions set fortthim Agreement, Employee hereby retires from themm@any and resigns his
employment as an employee and officer of the Comppamd as an officer and director of all subsidisrand affiliates of the Company,
effective as of March 1, 2007 (the “Retirement Dtend acknowledges the termination of the EmpleptmAgreement effective as of the
Retirement Date. Employee hereby releases anysrtght he may have to compensation or other berafian employee of the Company,
including but not limited to any rights to receiéditional shares of stock in the Company undermaiy, contract or otherwise, except to the
extent otherwise provided in the Agreement.

2. Retirement benefits

(a) Within five business days followirtgetRetirement Date, the Company shall take alkstegessary to cause Employee’s 25,406
shares of restricted stock awarded under the Copg&893 and 2003 Employee Stock Incentive Plarsetéully vested without restriction.
The Company shall satisfy federal income tax, Fl@&d Medicare withholding requirements by withhotdand cancelling restricted shares
having a value equal to the amount required to itleheld, or a greater value at the written reqoé&mployee.

(b) The Company shall pay to Employeesiina of $29,198.50 per month for a period of eightél8) months following the Retireme
Date. Such monthly payments shall be made in esgral-monthly installments on the t&nd 30 of each month (or nearest business day),
beginning March 15, 2007 and ending on August 8082 Such payments shall be made through the Coyigoeegular payroll system and
shall be reduced by applicable federal incomeR&RA, and Medicare withholding requirements, or ams greater than the minimum
withholding requirements at the written requesEnfployee. Employee may participate in the Compagsosip health insurance program
during such eighteen-month period on the same tamase applicable to employees of the Companygwtch period.




(c) The Company shall pay to Employedhinifive business days following the Retirementd)géhe sum of $286,153, representing
value of Company shares reserved for issuance fadyee under the Fourth Implementation of the Camyjsa2003 Employee Restricted
Stock Incentive Plan. Such payment shall be redbgegpplicable federal income tax, FICA, and Methkoaithholding requirements, or
amounts greater than the minimum withholding respaients at the written request of Employee.

3. Release¢a) Except as provided in Section 8, Employee d@esby release and forever discharge for himselfrés heirs,
representatives and assigns, the Company (includiggarent, subsidiary or affiliated organizatianyl its agents, directors, officers or
employees (in whatever capacity) from any andegjal claims, causes of action, agreements, oliggtiiabilities, damages, compensation
(including stock in the Company) and/or demandstsd®ver at law or in equity, known or unknown, iy dederal or state court or before
any federal or state commission, agency or boaidhlie or his heirs, representatives or assignshaslor may have, against the Company
(including any parent, subsidiary or affiliated anjzation) or its agents, directors, officers optayees (in whatever capacity) (collectively
referred to as “the Releasees”), their succesgasigns relating in any way to or arising ouhisfemployment with the Company, his
Employment Agreement and/or termination of his esppient with the Company. Employee acknowledgeshbas releasing the Releasees
from all claims of discrimination, wrongful disclygr and/or unlawful treatment under all employmantd. Employee understands that he is
intentionally giving up any right that he may haweursue legal action against the Releasees ifuthee.

(b) Except as set out specifically beltve, Company does hereby release and forever digeliar itself and its successors and assigns
Employee from any and all legal claims, causestba, agreements, obligations, liabilities, or dayes arising out of Employee’s previous
service as an officer of the Company. Provided, dnew, the Company does not waive any claim thatiy have against Employee for fraud
on the part of Employee or any breach of a fidycdrty owed to the Company by virtue of Employg@'avious service as an officer of the
Company.

4. Trade Secrets and Customer LiEtaployee agrees to hold in strict confidence drimation concerning any matters affecting or
relating to the “Company’s Business” (as define®action 6(a) below), including, without limitinget generality of the foregoing, its manner
of operation, business plans, business prospegtements, protocols, processes, computer progarstmmer lists, market strategies,
internal performance statistics, financial datarketing information and analyses, or other dat#heuit regard to the capacity in which such
information was acquired (collectively, the “Cordittial Information”). Employee agrees that he wdl, directly or indirectly, use any
Confidential Information for the benefit of any pen or entity other than the Company or disclossoonmunicate any Confidential
Information in any manner whatsoever other thatinéodirectors, officers, employees, agents, ancesgmtatives of the Company, or in the
ordinary course of business acting on behalf ofGhepany. “Confidential Information” does not indiiinformation which (i) was or
becomes generally available to the public othen tima result of a disclosure by Employee or tpsasentatives, or (ii) was or becomes
available to Employee on a naonfidential basis from a source other than the @amg or its advisors provided that such source@isgknown
to Employee to be bound by a confidentiality agreetwith the Company, or otherwise prohibited frimemsmitting the information to
Employee by a contractual, legal or fiduciary obtign. Upon the Company’s request, Employee wiline all Confidential Information
furnished to him related to the Company’s Busin&bg parties hereto stipulate that all Confidertifddrmation gravely affects the effective
and successful conduct of the business of the Coyngad the Compang’goodwill, and that any breach of the terms of 8ection 4 shall k
a




material breach of this Agreement. The terms & 8gction 4 shall remain in effect up to and inclgd-ebruary 28, 2009.

5. Release of Proprietary InformatioBmployee recognizes that the Company possegzepaetary interest in all of the Confidential
Information and has the exclusive right and priyéldo use, protect by copyright, patent or trad&maanufacture or otherwise exploit the
processes, ideas and concepts described therihia &xclusion of Employee, except as otherwiseaajbetween the Company and Employee
in writing. Employee expressly agrees that any petsl inventions, discoveries or improvements niadEmployee, his agents or affiliates
based on or arising out of the information desctiimeSection 4 shall be (i) deemed a work madéiie under the terms of United States
Copyright Act, 17 U.S.C. § 101 et se@nd the Company shall be the owner of all sigtits with respect thereto and (ii) the propertyoé
inure to the exclusive benefit of the Company.

6. _Covenant Not to Competemployee agrees that, for the period of time uartd including February 28, 2009:

(a) Employee shall not, without the prgitten consent of the Company, directly or indthg, own, manage, operate, control, be
connected with as an officer, employee, partnersattant or otherwise, or otherwise engage or gpdie in any corporation or other busir
entity engaged in the business of buying, selld&yeloping, building and/or managing real estatdif@s for the medical, healthcare and
retirement sectors of the real estate industry‘{@uwmnpany’s Business”); provided, however, thas tBection 6 shall not prohibit Employee
from accepting employment with a hospital operatbich owns real estate solely for its own use arahseal estate is ancillary to the other
operations of such employer. Employee understandseknowledges that the Company carries on busimasonwide and that the nature of
the Company’s activities cannot be confined tovatéd area. Accordingly, Employee agrees that #aggaphic scope of this Section 6 shall
include the United States of America. Notwithstagdihe foregoing, the ownership by Employee of thas 2% of any class of the
outstanding capital stock of any corporation comidgcsuch a competitive business which is reguladged on a national securities exchange
or in the over-the-counter market shall not beddation of the foregoing covenant.

(b) Employee shall not solicit, directlyindirectly, any customer, client, tenant or aguowvhose identity Employee obtained through
association with the Company, regardless of thgggatic location of such customer, client, tenardaezount, nor shall Employee, directly
indirectly, entice or induce, or attempt to enticenduce, any employee of the Company to leavé suaploy, nor shall Employee employ
any such person in any business conducting the @oygpBusiness. Employee hereby acknowledges amdaghat the provisions set forth
in this Section 6 constitute a reasonable restriotin his ability to compete with the Company ariiivot adversely affect his ability to earn
income sufficient to support himself and/or his figm

(c) The parties hereto agree that, iretient a court of competent jurisdiction shall daiee that the geographic or durational elements
of this covenant are unenforceable, such deterinimahall not render the entire covenant unenfdrieedrather, the excessive aspects of the
covenant shall be reduced to the threshold whietctiurt deems enforceable, and the remaining aspkatl not be affected thereby.

7. Injunctive ReliefEmployee specifically acknowledges and agreestiigatestrictions and provisions set forth in Sextid, 5 and 6
hereof are reasonable and necessary to proteleghienate interests of the Company and that thex@any would not have entered into this
Agreement in the absence of such restrictions amdgions. Employee further acknowledges that tttere of damages to the Company from
a breach of Sections 4, 5 and 6 of this Agreementidvnot be readily quantifiable or
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ascertainable, that monetary damages would be duade to make the Company whole in case of sucbach, and that there is not and
would not be an adequate remedy at law for sudieach. Therefore, Employee specifically agreestttetCompany is entitled to injunctive

or other equitable relief from a breach of SectiénS, and 6 of this Agreement, and hereby agredsavenants not to assert against a prayer
for such relief that there exists an adequate rgraéthw, in monetary damages or otherwise.

8. No Liability; Indemnification In addition to any rights to indemnification tdigh Employee is entitled by reason of his seraisan
employee of the Company or by separate agreenmenGampany shall indemnify Employee at all timesrdpand after the term of this
Agreement to the maximum extent permitted undeti@e®-418 of the General Corporation Law of thatSof Maryland or any successor
provision thereof and any other applicable state &nd shall pay Employee’s expenses in defendiygeavil or criminal action, suit, or
proceeding in advance of the final dispositionudtsaction, suit, or proceeding, to the maximuneepermitted under such applicable state
laws, arising out of, or in connection with, thefpemance of his duties as Employee.

9. Voluntary AgreementEmployee acknowledges that he has been advisszktolegal counsel before executing this Agreemmedtthat
he has obtained the advice of legal counsel poi@xecuting this Agreement. Employee acknowledgesigns this Agreement of his own f
will and in exchange for the consideration to beegiwhich is acknowledged to be adequate and aetiisy and in excess of anything he
might be entitled otherwise to receive. Employedates that he is competent to execute this Agreeme

10. MiscellaneousThis Agreement contains the entire agreemerieptarties and supersedes all prior agreementsratetstandings
between the parties hereto with respect to theestibjatter hereof. No modification of this Agreertngimall be valid unless it is in writing and
signed by both parties hereto. This Agreement sfgatioverned by and interpreted in accordance tivélaws of the State of Tennessee. This
Agreement in no way shall be construed as an aibnidy the Company that it acted wrongfully tow&mhployee or that Employee has any
rights against the Company. If any part of thisé@mnent is found to be unenforceable, the otherigioms shall remain fully valid and
enforceable.

THE COMPANY:
HEALTHCARE REALTY TRUST INCORPORATED

By: /s/ Scott W. Holmes
Name: Scott W. Holmes
Title:  Senior Vice President and Chief Financial
Officer

EMPLOYEE:

/sl J.D. Carter Steele
J.D. Carter Steels







Exhibit 10.3

AGREEMENT OF SALE AND PURCHASE

THIS AGREEMENT OF SALE AND PURCHASE (the “Agreement”) is dated as of March 7, 2007heceffective as of the Effective
Date, and is made and entered into by and betweeerttities that have executed this Agreement esitinature pages hereto as sellers
(individually, a “Seller” and collectively, the “8ers”), andEMERITUS CORPORATION , a Washington corporation, as purchaser (the
“Purchaser”). Each Seller and Purchaser are soraestindividually referred to as a “Party” and colieely referred to as the “Parties”.

WHEREAS , Sellers are the owners of the Facilities, the BEoeMortgage Loan and the Term Mortgage Loanrasiged herein; and
WHEREAS , Sellers desire to sell and Purchaser desiresrthpse the Facilities and to terminate the Tebaases; and

WHEREAS , in connection with the sale and purchase of tgliies and the termination of the Tenant LeaBeschaser has agreed
either to pay the unpaid amounts owed under theriimeéviortgage Loan required to pay the Emeritugtigiage Loan in full or to cause the
purchase of the Emeritus Mortgage Loan at the 6¢pas provided herein; and

WHEREAS , in connection with the sale and purchase of tuelifies and the termination of the Tenant LeaBeschaser has agreed to
pay the unpaid amounts owed under the Term Mortgage required to pay the Term Mortgage Loan ihdtithe Closing;

NOW, THEREFORE , in consideration of the sum of Ten Dollars ($D),@he mutual covenants and agreements contaereihhand
other good and valuable consideration, the reegigtsufficiency of which are hereby acknowledgkd,Rarties agree as follows:

ARTICLE |
DEFINITIONS AND INTERPRETATION

1.1Definitions. As used herein, the following defined terms shalldhthe meanings set forth below:

“Affiliate” shall mean any Person that directly or indirectigteols, is under common control with, or is cotie by any other Person.
For purposes of this definition, “controls”, “undemmon control with” and “controlled by” shall nrethe possession, directly or indirectly,
of the power to direct or cause the direction ef tanagement and policies of such Person, whétrmrgh ownership of voting securities or
otherwise.

“Appurtenant Rights”shall mean all rights, privileges and easementsid@pant to the Land that permissibly pass by dperaf law
with the conveyance by the applicable Seller offéeesimple estate in the Land.

“Assumed Business Agreemenssiall mean all Business Agreements that (i) Puerhagrees to assume as provided in Sectiohef&of,
and (ii) are assigned to Purchaser pursuant tG#dmeral Assignment for a Facility.




“Assumed Liabilities”shall mean the following:

(a) all obligations of Sellers that arise ocraie under the Assumed Business Agreements igliatia particular Facility on and after the
effective date of the General Assignment for suatiliy;

(b) all obligations under any Permit and Watyaassigned to Purchaser that arise or accrue aftey the effective date of the General
Assignment for the Facility to which such Permitlaarranty relates;

(c) all Property Taxes and all other obligatiavith respect to a Facility that accrued priothi® Closing Date for such Facility but which
are not due for payment until after the ClosingeDat

(d) all Property Taxes and all other obligatiavith respect to a Facility that accrue on anerdhe Closing Date; and

(e) all obligations, liabilities, damages,des, claims, expenses and costs relating to thktieaarising or accruing on or prior to the
Closing Date that the Tenant under each of the itdmeases was obligated, liable or responsibleatoqy perform under the terms of such
Tenant Lease.

“Bankruptcy/Dissolution Eventshall mean the occurrence of any of the followifad:the commencement of a case under Title 11eof th
U.S. Code, as now constituted or hereafter ameratachder any other applicable federal or stat&kihguicy law or other similar law; (b) the
appointment of a trustee or receiver of any prgpiaterest; (c) an assignment for the benefit efiiors; (d) an attachment, execution or o
judicial seizure of a substantial property interés} the taking of, failure to take, or submissiorany action indicating an inability to me
financial obligations as they accrue; or (f) a digton or liquidation.

“Bill of Sale” shall mean a bill of sale substantially in the farfitxhibit A hereto by which the applicable Seller for a Facitibnveys to
Purchaser such Seller’s right, title and interéstny, in and to the Personal Property locatesbiah Facility.

“Business Agreementshall mean any management agreement, service craoatractor agreement, construction contractloer
agreement or instrument affecting all or a portibthe Facilities or the operation thereof to whicBeller is party and that is assignable by
such Seller without the consent or approval of atfner Person.

“Business Day"shall mean any calendar day other than a Satuad@ynday or a day on which national banks areetptired or
authorized by law to remain closed.

“Closing” shall mean the closing of the purchase and saleedFacilities contemplated by this Agreement.
“Closing Date” shall mean March 16, 2007.




“Code” shall mean the United States Internal Revenue ©bd6886, as amended, and all regulations promuligtiereunder.

“Deeds” shall mean special warranty deeds substantialiggrform ofExhibit B hereto, modified to reflect a special warranty déed
the equivalent) for the applicable states wheré efithe Facilities is located, by which the apalite Seller conveys the Land, the
Improvements and Appurtenant Rights comprisingetating to a Facility to Purchaser.

“Earnest Money”shall have the meaning set forth in Sectionhzfeof.

“Effective Date” shall mean the latest of the dates of the execuatidhis Agreement by a Seller and Purchaser ateaced by the dates
appearing under their respective signatures hereto.

“Emeritus Mortgage Loan’shall mean the mortgage loan identifiedexhibit G -1 hereto that encumbers one or more of the Tenant
Leases.

“Escrow Agreement’shall mean an escrow agreement substantially ifotine of Exhibit C hereto by and among Sellers, Purchaser and
Title Company with respect to the terms of the @scof the Earnest Money.

“Facilities” shall mean the Land, the Improvements and the Appant Interests associated therewith comprisiagémior living
facilities identified orExhibit D hereto.

“Forum” shall mean any federal, state, local or municipalr; governmental agency, administrative bodygamay, tribunal, private
alternative dispute resolution system or arbitrapanel.

“General Assignment’shall mean one of the assignments between Purchadehe applicable Seller, substantially in thenfof
Exhibit E hereto, pursuant to which the right, title and iegt of such Seller in and to the Assumed BusiAgssements and the Permits and
Warranties relating to a Facility are assignedata obligations thereunder are assumed by, Punchase

“Government” shall mean any federal, state, local or municipalegnment or any department, commission, boardaawragency,
instrumentality, unit or taxing authority thereof.

“Governmental Requirementsshall mean any notices, filings or pre-approvatpineed by a Government in connection with the tfans
of ownership of any of the Facilities.

“HR” shall mean Healthcare Realty Trust Incorporatddasyland corporation and an Affiliate of Sellers.

“Improvements”shall mean all buildings, improvements, structumedg fixtures to the extent now, and on the Cloghate, owned by
Sellers and comprising the Facilities, includingdscaping, parking lot improvements and structuwtesinage facilities and all above ground
and underground utility structures and other stedahfrastructure improvements comprising a paeteof to the extent any of the same may
be owned by Sellers.




“Land” means the real property owned in fee simple byegelipon which the Facilities are located.

“Laws” means all federal, state and local laws, moratoriaatives, referenda, ordinances, rules, regortes, standards, orders and other
governmental requirements, including those relatintipe environment, health and safety, disablduwbodicapped persons, and as applicable,
to the licensing of a Facility.

“Lease Termination”shall mean a lease termination agreement, substguiti the form ofExhibit F hereto, pursuant to which the
applicable Seller and the Tenant under a Tenargd agree to terminate such Tenant Lease effectioé the Closing Date.

“Mortgage Loan Assigneeshall mean an Affiliate of Purchaser designate@®bichaser in accordance with Section 2.Bégto to
purchase the Emeritus Mortgage Loan as providegiter

“Mortgage Assignment’shall mean an assignment and assumption agreesadstantially in the form dExhibit J hereto, pursuant to
which HR’s right, title and interest in and to tBmeritus Mortgage Loan and the Mortgage Loan Docuseelating thereto are assigned to,
and HR’s obligations thereunder are assumed byMtirtgage Loan Assignee.

“Mortgage Loan Documentsshall mean all promissory notes, mortgages, dekttast, loan agreements, participation agreemamnts
other documents evidencing or securing the Emekitoikgage Loan.

“Orders” shall mean all applicable orders, writs, judgmedésrees, rulings, consent agreements and awaadsbgfany Forum or
entered by consent of the party to be bound.

“Permits and Warranties"shall mean the following, to the extent that thelate exclusively to the Facilities and are asdit;ay the
applicable Seller without the consent or approv¥aly other Person: (i) certificates of occupanegl permits or approvals of any nature from
any Government; and (ii) guarantees, warrantiesrageinnities, if any, pertaining to the ownershipghe Land or the Improvements.

“Permitted Exceptions’shall mean (&) all liens for Property Taxes thatrast yet due and payable; (b) easements, restrigtcovenants
and other encumbrances of record as of the Efie®ate; (c) any state of facts that would be dssdioby an accurate survey or independent
inspection of the Facilities; (d) all applicablelding and zoning ordinances, Laws, regulations @asdrictions of any Government; (e) such
easements, restrictions, covenants and other emrang#s that become matters of public record dfteEffective Date and before the Clos
to the extent that such matters are waived or dedepr deemed to be waived or accepted, by Puechasd (f) the rights of residents of the
Facilities.

“Person” shall mean an individual, a partnership, a joinituee, a corporation, a limited liability compamytrust, an unincorporated
organization, a Government and any other legatyenti




“Personal Property”shall mean all tangible personal property of amdKbcated on or in the Facilities and owned bye®g| including,
without limitation, equipment, appliances, machynéurniture, furnishings, signage and fixtures.

“Property Taxes”shall mean all ad valorem, real property and pexisproperty taxes, all general and special priaate public
assessments, all other property taxes, and allssiobligations relating to the Land and the Imgnoents.

“Purchase Price”shall mean the amount of Ninety-Eight Million Nikkeindred Ninety-Eight Thousand Eight Hundred Fourtaed
No/100 Dollars ($98,998,814.0(

“Rent” shall mean all rental payments due under the Tdreages prior to the Closing Date.
“Tenant” shall mean each party named as the tenant or lassiee any Tenant Lease.

“Tenant Lease”shall mean each of the leases, license agreemahtstlaer occupancy agreements for the rental afcdify identified on
Exhibit H hereto, as amended, modified or extended througEtfective Date, together with all renewals, midifions, addenda, guarant
and other security documents relating to any ahsuah leases, license agreements or other occypameements.

“Term Mortgage Loan”shall mean the mortgage loan identifiedExhibit G -2 hereto that encumbers one or more of the Tenargdsea
“Title Company” shall mean Fidelity National Title Insurance Compan

1.2Interpretation . In this Agreement, the singular includes the gland the plural the singular; words importing @eyder include the
other gender; references to statutes, regulationsdinances are to be construed as includingrallipions consolidating, amending or
replacing the referenced statute, regulation oinartte; references to agreements and other camatasstruments shall be deemed to include
all subsequent amendments to or changes in suekragnts or instruments entered into in accordafitbetheir respective terms; references
to Persons include their permitted successors ssidres; use of the term “include” or “including”ahmean to include or including without
limitation; and references to a “Section” or “Al8t shall mean a section or article of this Agreemenless otherwise expressly stated.

ARTICLE II
PURCHASE AND SALE

2.1Purchase and Sale Upon the terms and subject to the conditiongastt in this Agreement, Sellers at the Closinglisbell, transfer
and assign to Purchaser all right, title and irgieoé Sellers in and to the Facilities free andiclgf any mortgage, security interest, lien,
charge, claim or other encumbrance except the Redhitxceptions, and Purchaser shall purchaseRadilities for the Purchase Price. Prior
to the Effective Date, Purchaser has deposited Tiitta Company the amount of One Million Three Heedl Fourteen Thousand Two
Hundred Seventy-Two and No/100 Dollars ($1,314,@0Ras an earnest money deposit
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(the “Earnest Money”), which Title Company shalhtiaue to hold pursuant to the Escrow Agreementctiaser shall be entitled to apply the
Earnest Money to the payment of the portion ofRhechase Price due from Purchaser at the Closimg ERrnest Money is refundable onh
the event that this Agreement is terminated pursiea8ections 9.1(a)(i), 9.1(a)(ii), 9.1(a)(iii) 8rl(a)(iv)hereof. Except as set forth in the
immediately preceding sentence, the Earnest Managti refundable to Purchaser under any circumssaaed shall be deemed to be
consideration earned by Sellers for the executi@hdelivery of this Agreement, and the forfeitufeany Earnest Money pursuant to this
Agreement shall not be deemed to be liquidated demar otherwise to limit Seller's remedies foreadeh or default by Purchaser under this
Agreement.

2.2Assumption of Liabilities . Upon the terms and subject to the conditiondas#t in this Agreement, Purchaser, as of the Qip®ate,
shall assume all of the Assumed Liabilities.

2.3Purchase Price.

(a) The Purchase Price shall be subject tastiient only as set forth in this Section 2B3operty Taxes, water/sewer charges, gas, &l
telephone and other utilities, and other operatixgenses relating to the Facilities are the respiihg of the Tenants under the Tenant Le:
and shall not be prorated. All unpaid Rent and athgr amounts due and payable under the Tenaneseasof the Closing Date shall be
charged to Purchaser and paid at the Closing, @ndl f@r the month in which Closing occurs shalbberated through the Closing Date.
Sellers shall retain all security deposits and osimilar deposits relating to the Tenant Leased,Rurchaser shall receive a credit for such
deposits at the Closing. In addition to the paynaérthe Purchase Price, Purchaser shall, at aaccaadition to the Closing, be obligated
(i) to pay all unpaid amounts that are owed underTterm Mortgage Loan which are required to payTéren Mortgage Loan in full, and
(ii) either (A) to pay all unpaid amounts that amed under the Emeritus Mortgage Loan which araired to pay the Emeritus Mortgage
Loan in full or (B) to cause the Mortgage Loan Ayssie to purchase the Emeritus Mortgage Loan fronfdidR purchase price equal to all
unpaid amounts that are owed under the Emeritusgdge Loan in consideration of HiRexecution and delivery of the Mortgage Assignr
to the Mortgage Loan Assignee at the Closing. HcRaser elects to pay the Emeritus Mortgage Lodulimt the Closing, Purchaser must
provide, not less than two (2) Business Days pddhe Closing Date, written notice to Sellers f auch election, and, in the absence of
such written notice of Purchaser’s election, Pusehahall cause the Mortgage Loan Assignee to psecthe Emeritus Mortgage Loan from
HR at the Closing for a purchase price equal tolaid amounts that are owed under the Emeritusgdge Loan. Purchaser shall identify
the Mortgage Loan Assignee in a written notice éteBs not less than three (3) Business Days poitiie Closing Date. Sellers shall cause
HR to accept, or cause the acceptance of, prepdyhéme Term Mortgage Loan and, as applicablegptthe prepayment, or complete the
sale as contemplated herein, of the Emeritus Mgegdapan irrespective of the failure of Purchasesatisfy any applicable prepayment notice
requirements, and to deliver a payoff letter todRaser at least three (3) Business Days priore&tbsing Date.

(b) In addition to any adjustments to the lRase Price pursuant to Section 2.3(@)eof, the Purchase Price shall be subject thdurt
adjustment as set forth below:




(i) the Purchase Price shall be adjusigéflect any expense paid by one Party that therdarty has agreed to pay or share pursu
Section 11.hereof or otherwise pursuant to this Agreement; and

(ii) for any Facility that is not purctesby Purchaser pursuant to Section h@i2of, the Purchase Price shall be decreased by an
amount determined in accordance with Section h8r2of.

(c) After taking into account any adjustmetotshe Purchase Price as set forth above, the Bsedhrice (plus the unpaid amounts owed
under the Term Mortgage Loan required to pay thenTidortgage Loan in full and either the unpaid amswwed under the Emeritus
Mortgage Loan required to pay the Emeritus Mortgagen in full or the purchase price of the Emerilizrtgage Loan if it is to be purchas
as provided herein) shall be paid by Purchaser ffam#lortgage Loan Assignee as provided hereinyiby transfer of immediately available
funds to an escrow account maintained by Title Camyfor delivery to Sellers (and HR, as applicabiedn the consummation of the
Closing. As soon as possible after the Closing fimtifater than thirty (30) days after the Closibate), the Parties shall reconcile the actual
amount of any prorations that were estimated aseo€losing. To the extent that a Party subsegyestifies that the actual amounts differ
from the amounts estimated and so prorated, thé&eBagree to remit the correct amount of suchstemthe appropriate Party as and when
they are determined. The terms of this SectiorsBal survive the Closing.

2.4Deliveries at Closing.
(a) At the Closing, Sellers shall deliver taréhaser, or cause the delivery to Purchaser efialfowing:

(i) A certificate of an authorized repretative of each Seller, dated the Closing Datifgieg that attached thereto is a true and
complete copy of resolutions or limited partnerafiggumentation, as applicable, adopted by sucleiSalithorizing the execution, delivery
and performance of this Agreement and the docun@rdsnstruments to be executed and delivered tly Seller pursuant hereto, and tha
such resolutions or limited partnership documeaitatas applicable, are still in full force and effand have not been amended or modified;

(i) A General Assignment, duly execulsdthe applicable Seller, assigning to PurchaseP#rmits and Warranties and Assumed
Business Agreements relating to the Facilities éinatsold and transferred on the Closing Date;

(i) A separate Lease Termination, dekecuted by the applicable Seller, for each Tehaase by which such Seller agrees to the
termination of such Tenant Lease as of the CloBiatg;

(iv) A separate Bill of Sale, duly exeediby the applicable Seller, for each Facility aeyed by such Seller to Purchaser;
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(v) The Deeds, duly executed by the applie Sellers, relating to the Facilities thatsoll and transferred on the Closing Date;

(vi) Releases of the leasehold mortgageteeds of trust and other instruments that sabereepayment of the Term Mortgage Loan
and the Emeritus Mortgage Loan;

(vii) A statement executed by each Sefildorm and substance acceptable under Sectioh d#the Internal Revenue Code, as
amended, setting forth such Seller’s United Stetegayer identification number and certifying tBadler is not a “foreign person” as that
term is used under Section 1445(b)(2) of the IrteRevenue Code, as amended;

(viii) Copies of any engineering plangwlings, specifications and blueprints in the pssiam of Sellers and relating to the
Improvements;

(ix) A closing statement executed by dpelicable Sellers itemizing the Purchase Priceadinadjustments thereto as provided herein;

(x) An owner’s title affidavit substaritiain the form ofExhibit I hereto duly executed by each applicable Selletingldo the Land
and Improvements that are sold and transferreti®@Ctosing Date and owned by such Seller; and

(xi) In the event that the Emeritus Mage Loan is to be purchased by the Mortgage LoaigAse as permitted by this Agreement,
Mortgage Assignment duly executed by HR.

(b) At the Closing, Purchaser shall deliveBtdlers or HR, as applicable, or cause the dslit@Bellers or HR, as applicable of, the
following:

(i) A certificate of the Secretary or Assistant Secretary of Purchaser, dated the Cld3atg, certifying that attached thereto is a true
and complete copy of resolutions adopted by thedbohdirectors of Purchaser authorizing the exieoydelivery and performance of this
Agreement and the documents and instruments tadmuited and delivered by Purchaser pursuant hexetbthat all such resolutions are still
in full force and effect and have not been ameratedodified;

(i) The funds constituting the portiohtbe Purchase Price allocable to the Facilitied #re sold and transferred on the Closing Da
required under Section 2t&reof;

(i) All unpaid amounts that are oweddenthe Term Mortgage Loan which are required totha Term Mortgage Loan in full as of
the Closing Date;

(iv) All unpaid amounts that are owed enthe Emeritus Mortgage Loan which are requiregiatyp the Emeritus Mortgage Loan in full
as of the Closing Date, or, if the Emeritus Mortgagan is to be purchased and sold as providednhe¢he purchase price of the Emeritus
Mortgage Loan equal to all unpaid amounts undeEtieritus Mortgage Loan that would be requireddy the Emeritus Mortgage Loan in
full;




(v) A General Assignment, duly executgdPirchaser, by which Purchaser assumes the paymémterformance of the obligations of
the applicable Seller under the Permits and Waesiaind Assumed Business Agreements assigned ¢bdar thereby and relating to a
Facility that is sold and transferred by such 3eltethe Closing Date;

(vi) A separate Lease Termination, dugaited by Purchaser, for each Tenant Lease byhwhé&Tenant thereunder agrees to the
termination of such Tenant Lease;

(vii) Executed waivers of the rights o6t refusal under the Tenant Leases held by amaiits (other than Purchaser) in a form
acceptable to Sellers;

(viii) A closing statement executed by¢haser itemizing the Purchase Price and all adjeists thereto as provided herein;

(ix) In the event that the Emeritus Magg Loan is to be purchased by the Mortgage LoaimgAse as permitted by this Agreement,
Mortgage Assignment duly executed by the MortgagarL Assignee.

2.5Further Assurances. From time to time after the Closing, Sellers Ehglon Purchaser’s reasonable request and at #ech sole
expense, execute, acknowledge and deliver to Pseclsach other instruments of transfer and conve®yand shall take such other actions
and execute and deliver such other documentsficetibns and further assurances as Purchaser @aapmably require to vest more
effectively in Purchaser, or to put Purchaser nfioltg in possession of, any of the Facilities, obetter enable Purchaser to complete,
perform and discharge the Assumed Liabilities. Baafty shall cooperate with the other and shalteteeand deliver to another Party such
other instruments and documents and take such atliens as may be reasonably requested from tirtime by another Party hereto as
necessary to carry out, evidence and confirm ttended purposes of this Agreement.

2.6Delivery of PossessionPossession of the Facilities sold, transferretlaasigned at the Closing shall be delivered taliager
effective as of the Closing Date.

ARTICLE Il
REPRESENTATIONS AND WARRANTIES OF SELLERS

Sellers hereby represent and warrant to Peectes of the Effective Date as follows:

3.10rganization, Qualifications and Corporate Power. Each Seller is duly formed or incorporated, &sdase may be, and validly
existing and in good standing under the laws oftitée of formation or incorporation, as the casg be, and is qualified or authorized to
conduct business in each state where the failube &0 qualified or authorized could reasonablgipected to have a material adverse effect
upon the business of Sellers taken as a wholeerSédihve the power and authority to execute, dedind perform the Escrow Agreement, this
Agreement and the other agreements, documentseatificates contemplated to be delivered by themspant to this Agreement.

9




3.2Authorization . The execution, delivery and performance by Seldithis Agreement and the instruments contemgltatdoe delivere
by Sellers pursuant to this Agreement at the Ctpbave been duly authorized by necessary corporgiartnership action, as applicable.

3.3Validity. This Agreement has been duly executed and deliveyeskllers and constitutes the legal, valid amdlipig obligation of
Sellers, enforceable in accordance with its tesubject to general equity principles and to appliedankruptcy, insolvency, reorganization,
moratorium and similar laws from time to time ifiest affecting the enforcement of creditors’ righthe Escrow Agreement and each Deed,
General Assignment, Bill of Sale, Lease Terminatiod other agreement, document and certificate iexlecuted and delivered by Sellers
hereunder shall, when so executed and deliveraddardance with this Agreement by the applicablee constitute the legal, valid and
binding obligation of the applicable Sellers enémble in accordance with its terms, subject to gagmejuity principles and to applicable
bankruptcy, insolvency, reorganization, moratoriamd similar laws from time to time in effect affiect the enforcement of creditors’ rights.

3.4Non-Contravention. The execution and delivery of this Agreement areddther agreements, documents and certificategsmmmiated
to be executed and delivered by Sellers pursuahigcAgreement do not, and the consummation ble&edf the transactions contemplated
hereby and thereby shall not, violate any provigibtheir respective articles of incorporation gtaws or partnership agreement, as the case
may be.

3.5Litigation. No Seller is a party to or subject to any judgmeetree or order entered in any lawsuit or proceedrought by any
Government or other party seeking to prevent thez@tion of this Agreement or the consummation efttansactions contemplated hereby.

3.6Assets.The applicable Seller has good and marketablettittsach Facility to be conveyed by such SellethatClosing, each Facility
shall be free and clear of any and all mortgagesiges, security interests, liens, charges anditondl sales agreements granted by Sellers,
except for the Permitted Exceptions and subjeeké&ution and delivery by the Tenants of the L&aseninations. To Sellers’ Knowledge,
the zoning classification for each of the Facititiecated in the Commonwealth of Pennsylvaniati$osth in Schedule 3.thereto.

3.7No Bankruptcy or Dissolution . No Bankruptcy/Dissolution Event has occurred wibpect to any Seller.

ARTICLE IV
COVENANTS OF SELLERS

4.1Transfer of Permits. Sellers shall use commercially reasonable efforessist Purchaser with the assumption, transfezissuance of
any licenses, permits or approvals required foroferation of the Facilities that do not constitegmits and Warranties; provided, however,
that Sellers shall not incur any material cost,emge or liability in connection with such effortsio connection with the assumption, transfer
or reissuance of any such licenses, permits oroapis that do not constitute Permits and Warranties
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4.2Cooperation. Insofar as such conditions are within their reabtmaontrol or influence, Sellers shall use comnadiscreasonable
efforts to cause the conditions set forth in Sec@idhereof to be satisfied and to facilitate and cabseconsummation of the transactions
contemplated hereby; provided, however, that nteSshall be required to make any payment to amy gather than reimbursement of
expenses), guarantee any Business Agreement oimréaide for the payment thereof following the Silog Date with respect to any matters
arising on or after the Closing Date, or agreenyp @ncessions or amendments to other contraesedeor arrangements with such party in
order to obtain any such consent or approval.

4.3Delivery of Documents.No later than five (5) Business Days after the &ffee Date, Sellers shall provide, or otherwise enak
available, to Purchaser the following, to the ekserch information and materials are in Sellersgession and available without immediate
disclosure of the confidential nature of this Agnemt:

(a) True copies of all Business Agreements;
(b) True copies of any existing surveys of ahthe Facilities to the extent in the possessib8ellers; and

(c) True copies of title commitments with respto the Facilities, each of which has an effectiate that is not earlier than seventy-five
(75) days prior to the date of this Agreement.

Purchaser shall have the right to assume any susm@&s Agreements relating to a Facility purstathhe General Assignment therefor so
long as Purchaser provides written notice to Seherlater than three (3) Business Days prior ¢dQlosing Date that identifies those
Business Agreements which Purchaser has elec@sbtone as of the Closing Date, and any BusinesseAwnts not so assumed by
Purchaser shall be terminated by Seller at its smd¢ and expense.

4.4No New Business Agreementfluring the period commencing on the Effective Datd continuing through the earlier of the Closing
Date or the prior termination of this Agreement,Swller shall, without the prior written consentRafrchaser, which may be given or withr
in Purchases sole and absolute discretion, enter into or nyaalify Business Agreements, or any agreementsdaugh and occupancy of ¢
of the Facilities, that will survive the Closing.

ARTICLE V
REPRESENTATIONS AND WARRANTIES OF PURCHASER

Purchaser represents and warrants to Seiddlaws:

5.10rganization, Corporate Power and Authorization.Purchaser is a corporation duly organized, val@digting and in good standing
under the laws of the State of Washington and @ edher jurisdiction in which it is lawfully requd to qualify to conduct business.
Purchaser has the corporate power and authoréyedoute, deliver and perform this Agreement andther agreements, documents and
certificates contemplated to be executed and delive
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by Purchaser pursuant to this Agreement. If the fifoseMortgage Loan is to be purchased as provid&ection 2.3(ahereof, the Mortgage
Loan Assignee shall have the legal power and aityttorexecute, deliver and perform the Mortgagah éssignment.

5.2Authorization. The execution, delivery and performance by Purahafsihis Agreement and the other agreements, deatsrand
certificates contemplated to be executed and delivby Purchaser pursuant to this Agreement haee tely authorized by all corporate
action required by law. If the Emeritus Mortgageahas to be purchased as provided in Section 2i@(@&of, the execution, delivery and
performance by the Mortgage Loan Assignee of thetddge Assignment shall have been duly authorizealltaction required by law.

5.3Non-Contravention. The execution and delivery of this Agreement areddther agreements, documents and certificatesmmhated
to be executed and delivered by Purchaser pursoidinis Agreement do not, and the consummationdrghiser of the transactions
contemplated hereby and thereby shall not, vidateprovision of its articles of incorporation gidws. If the Emeritus Mortgage Loan is to
be purchased as provided in Section 2.Béagof, the execution and delivery of the Mortgagsignment by the Mortgage Loan Assignee
shall not, and the consummation by the MortgagenlAssignee of the transaction contemplated thesélyl not, violate any provision of the
Mortgage Loan Assignee’s articles of incorporatioylaws, partnership agreement, operating agreearasther instrument governing the
organization or operation thereof.

5.4Vvalidity. This Agreement has been duly executed and delivieydRlirchaser and constitutes the legal, validtanding obligation of
Purchaser, enforceable in accordance with its tesoigect to general equity principles and to aglilie bankruptcy, insolvency,
reorganization, moratorium and similar laws froméito time in effect affecting the enforcement fditors’ rights. The Escrow Agreement
and each General Assignment, Lease Terminatiorotmst agreement, document and certificate to beutzd and delivered by Purchaser
hereunder, shall, when so executed and delivemetstitute the legal, valid and binding obligatidrPairchaser, enforceable in accordance
with its terms, subject to general equity princgpéend to applicable bankruptcy, insolvency, reoimgion, moratorium and similar laws from
time to time in effect affecting the enforcementéditors’ rights. If the Emeritus Mortgage Loarta be purchased as provided in
Section 2.3(alpereof, the Mortgage Assignment to be executeddafidered by the Mortgage Loan Assignee shall, wéeexecuted and
delivered, constitute the legal, valid and binditdigation of the Mortgage Loan Assignee, enforée@baccordance with its terms, subjec
general equity principles and to applicable bantaypnsolvency, reorganization, moratorium andikimaws from time to time in effect
affecting the enforcement of creditors’ rights.

5.5Litigation. Purchaser is not a party to or subject to any justgndecree or order entered in any lawsuit orgedimg brought by any
Government or other party seeking to prevent tleeetion of this Agreement or the consummation eftthnsactions contemplated hereby.
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5.6Tenant LeasesPurchaser and ESC 1V, L.P. (d/b/a Texas-ESC IV,)lL.&PWashington limited partnership, are the Japants under
the Tenant Leases. ESC 1V, L.P. (d/b/a Texas-ESQ.IR.), a Washington limited partnership, is a fhowned subsidiary of Purchaser.

5.7AS IS, WHERE IS. Purchaser acknowledges, represents and warrah@&mpanformation supplied or made available by&s|
whether written or oral or in the form of maps,\&ys, plats, environmental reports, engineerindiesy inspection reports, plans,
specifications or any other information whatsoewathout exception, pertaining to the Facilitiesyand all records, rent rolls and other
documents pertaining to the use or occupancy ofF#udities or any portion thereof, the income #udy the costs and expenses of the
maintenance thereof, and any and all other matt@rserning the condition, suitability, integrityanketability, compliance with Laws or ott
attributes of the Facilities or any part thereafs bbeen furnished to Purchaser solely to assktiichaser’s review and investigation of the
Facilities. Further, Purchaser acknowledges thsatfshe Effective Date, Purchaser is in possessidhe Facilities and is familiar with the
Facilities and has made all such independent ifgag8ins as Purchaser deems necessary or appsopoiaterning the Facilities. AS SUCH,
THE FACILITIES ARE SOLD BY SELLERS, AND ARE HEREBXCCEPTED BY PURCHASER, AS IS, WHERE IS AND WITH ALL
FAULTS, AND WITHOUT ANY REPRESENTATIONS OR WARRANHS WHATSOEVER, EXPRESSED OR IMPLIED, WRITTEN ¢
ORAL. PURCHASER HEREBY UNCONDITIONALLY WAIVES AND KCLUDES, AND SELLERS DISCLAIM, ALL
REPRESENTATIONS AND WARRANTIES, INCLUDING ANY AND AL EXPRESS OR IMPLIED REPRESENTATIONS AND
WARRANTIES AS TO: (i) THE CONDITION OF THE FACILITES OR ANY ASPECT THEREOF, INCLUDING ANY AND ALL
EXPRESS OR IMPLIED REPRESENTATIONS AND WARRANTIESERATED TO SUITABILITY FOR HABITATION,
MERCHANTABILITY OR FITNESS FOR A PARTICULAR USE ORURPOSE; (ii)) THE NATURE OR QUALITY OF
CONSTRUCTION, STRUCTURAL DESIGN OR ENGINEERING OHE IMPROVEMENTS; (iii) THE QUALITY OF THE LABOR OR
MATERIALS INCLUDED IN THE IMPROVEMENTS; (iv) THE ST CONDITIONS, DRAINAGE, TOPOGRAPHICAL FEATURES OR
OTHER CONDITIONS OF THE FACILITIES OR WHICH AFFECANY THEREOF; (v) ANY FEATURES OR CONDITIONS AT OR
WHICH AFFECT THE FACILITIES WITH RESPECT TO ANY PARCULAR PURPOSE, USE, DEVELOPMENTAL POTENTIAL,
CASH FLOW OR OTHERWISE; (vi) ALL EXPRESS OR IMPLIEREPRESENTATIONS OR WARRANTIES CREATED BY ANY
AFFIRMATION OF FACT OR PROMISE OR BY ANY DESCRIPTKDOF ANY OF THE FACILITIES; (vii) ANY ENVIRONMENTAL,
GEOLOGICAL, METEOROLOGICAL, STRUCTURAL OR OTHER CANTION OR HAZARD OR THE ABSENCE THEREOF
HERETOFORE, NOW OR HEREAFTER AFFECTING IN ANY MANNEANY OF THE FACILITIES; (viii) CLAIMS REGARDING
DEFECTS WHICH WERE NOT OR ARE NOT DISCOVERABLE; JifrRODUCT LIABILITY CLAIMS IN ANY MANNER RELATED
TO ANY OF THE FACILITIES; AND (x) ALL OTHER EXPRES®R IMPLIED WARRANTIES AND REPRESENTATIONS BY
SELLERS WHATSOEVER.
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ARTICLE VI
COVENANTS OF PURCHASER

6.1Purchaser Performance After the Closing, Purchaser shall promptly payheey become due and otherwise perform all obligatiof
Sellers under the Assumed Liabilities relatinghte Facilities and otherwise perform and fulfill ather obligations with respect to the
Facilities to the extent relating to the periodamd after the Closing.

6.2Confidentiality. Purchaser hereby agrees that any information, dentsnfinancial records, architectural and consisaglans or
other materials provided to Purchaser pursuartisoAgreement shall be deemed to be confidentiatimation and shall not be disclosed to
others except (i) to Purchaser’s attorneys, acemisitinvestors, lenders and agents who have agveesht such information, documents,
financial records, architectural and constructitanp and other materials as confidential infornratiad not to disclose any thereof to others
and (ii) insofar as any such information, documeifmsncial records, architectural and construcfitans or other materials are published or
are a matter of public knowledge (other than assalt of the disclosure thereof by Purchaser orddiitg attorneys, accountants, investors,
lenders or agents) or is required to be disclogeapiplicable Laws.

6.3Filings and Notices. Within seven (7) Business Days after the Effectdate, Purchaser agrees to complete and subrhitnstices,
filings and requests necessary to satisfy all Guwental Requirements imposed upon Purchaser addraa of the Facilities.

ARTICLE VII
CONDITIONS PRECEDENT

7.1Purchaser’s Conditions.Purchaser’s obligations under this Agreement abgestito the satisfaction of the following conditi

(a) All representations and warranties of&slin this Agreement shall be true in all mate®aspects at and as of the Closing, and Sellers
shall have delivered to Purchaser a certificatutth effect dated as of the Closing Date;

(b) Sellers shall have performed and comgheall material respects with all of their obligats under this Agreement that are to be
performed or complied with by Sellers prior to orthe Closing Date;

(c) No Order shall then exist that enjoinpvents the consummation any of the transactiontemplated hereby; and
(d) Sellers shall have delivered or causeditiwery of the items required by Section 2.4{ajeof.

In the event that any of the conditions set fomtithis Section 7.&re not satisfied, in the reasonable judgment oftiaser, prior to the
Closing, Purchaser shall have the option eithetqxyaive such unsatisfied condition and proceeattordance with the terms of this
Agreement, or (y) to terminate this Agreement.

14




7.2Sellers’ Conditions.The obligations of Sellers hereunder are subjesatisfaction of each of the following conditions:

(a) All representations and warranties of Raser in this Agreement shall be true in all mategspects at and as of the Closing Date, and
Purchaser shall have delivered to Sellers a aeatdito such effect dated as of the Closing Date;

(b) Purchaser shall have performed and comhjiiell material respects with its obligations enthis Agreement to close the transactions
contemplated hereby on the Closing Date;

(c) Sellers shall have obtained all consentsapprovals required for Seller to sell, transied assign the Facilities at the Closing;

(d) All Governmental Requirements shall hagerbsatisfied or obtained;

(e) No Order shall then exist that enjoinpi@vents the consummation any of the transactionsemplated hereby; and

(f) Purchaser shall have delivered or caukedltlivery of the items required by and perforitedbligations under Section 2.4(m@reof.

In the event that any of the conditions set fotibwee are not satisfied, in the reasonable judgmesellers prior to the Closing, Sellers shall
have the option either (x) to waive such unsatis@iendition and proceed in accordance with the savfrithis Agreement, or (y) to terminate
this Agreement.

ARTICLE VI
INDEMNIFICATION

8.1Purchaser’s Claims. Sellers shall indemnify, defend and hold Purchhaemless from and against any costs (includiagsaable
attorneys’fees and court costs and costs of investigatiosgds, damages, liabilities or expenses incurrelibghaser as a result of any cli
for brokerage, finder's fees or other commissiaiating to this Agreement or any of the other agrests contemplated by this Agreement
asserted by or on behalf of any broker or findaimging to have been retained by Sellers or to hemdered services on Sellers’ behalf.

8.2Sellers’ Claims. Purchaser shall indemnify, defend and hold Seharmless from and against all costs (includirgoaable
attorneys’ fees and court costs and costs of ifga8tn), losses, damages, liabilities or expemsasred by Sellers as a result of:

(a) The non-fulfilment of any covenant, agremt or obligation to be performed by Purchaseeund pursuant to this Agreement or any
of the other agreements contemplated by this Agee¢m
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(b) Any claim for brokerage, finder’s feesather commissions relative to this Agreement or afithe other agreements contemplated by
this Agreement asserted by or on behalf of anydarok finder claiming to have been retained by Raser or to have rendered services on
Purchaser’s behalf;

(c) Any litigation, proceedings, controversg<claims relating to a Facility and arising froim connection with or incident to any
occurrence on or subsequent to the Closing Date;

(d) Any litigation, proceedings, controvers@slaims arising or resulting from the occuparmyssession or operation of the Facilities by
the Tenants under the Tenant Leases; and

(e) All obligations, liabilities, damages, $es, claims, expenses and costs relating to thhtieaarising or accruing on or prior to the
Closing Date that the Tenant under each of the Atdneases is or was obligated, liable or respoadibpay or perform under the terms of
such Tenant Lease.

8.3Defense of Third Party Claims.

(a) In the event of any claim by a PersonanBarty to this Agreement with respect to any mattevhich Sections 8.1 or 8tereof relate:
the indemnified party, after not less than thiB@) days’ written notice to the indemnifying padgntaining the terms of the proposed
settlement, may make settlement of such claimsaicti settlement shall be binding on the Partiestbdor the purposes of this Section 8.3
provided, however, that, if within such thirty (38y period, the indemnifying party shall have estad the indemnified party to contest any
such claim at the expense of the indemnifying paity indemnified party shall promptly comply, ahd indemnifying party shall have the
right to direct the defense of such claim or atigdition based thereon at its own expense throoghsel of its own choosing. The
indemnified party also shall have the right to jggwaite in the settlement of any such claim orng auch litigation so long as its participation
is at its own expense and with the understandiagttie indemnifying party may settle in its ownadétion at its sole expense so long as any
such settlement provides for a complete releasalmsatiarge of the indemnified party and does n@oise any liabilities or obligations on the
indemnified party. Any payment or settlement magéhe indemnifying party in such contest, togethih the total expense thereof, shall be
binding on the indemnified party and the indemmifyparty for the purposes of this Section 8.3

(b) In the event that any litigation, procewglicontroversy, claim or other matter is initialgda third party against Purchaser or a Seller,
and Purchaser or Sellers, as the case may beblégated or potentially obligated to indemnify, defl and hold the other harmless under this
Article VIl , the indemnified or potentially indemnified pamjll reasonably cooperate with the indemnifyingootentially indemnifying
party with respect to the investigation and defesfsgich litigation, proceeding, controversy ofiml@r other matter.
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8.4Survival of Representations and Warranties

(a) The representations and warranties oBBetiontained in this Agreement or any certifiakhvered by or on behalf of Sellers pursuant
to this Agreement or in connection with the tratiees contemplated herein shall survive for a penbtwelve (12) months after the Closing
Date.

(b) The representations and warranties of kager contained in this Agreement or any certéichlivered by or on behalf of Purchaser
pursuant to this Agreement or in connection with titansactions contemplated herein shall survigetimsummation of the transactions
contemplated herein and shall continue in full éoand effect for a period of twelve (12) montheiathe earlier of the (i) the Closing Date or
(i) the prior termination of this Agreement.

(c) Purchaser may not assert any claim ag8iekrs for breach of any covenant contained iickr 1V hereof and all such claims shall be
deemed to be waived as of the Closing Date.

ARTICLE IX
TERMINATION

9.1Termination .
(a) This Agreement may be terminated as fadtow
(i) At any time by the mutual consenS#llers and Purchaser;
(i) By Purchaser because of the failnirany condition set forth in Section héreof;
(iii) By Purchaser if Sellers fails toraply with their obligations under this Agreementtose the transactions contemplated hereby;

(iv) By Sellers because of the failureanf/ condition set forth in Sections 7.2(c), (d)@rhereof;

(v) By Sellers because of the failureny condition set forth in Sections 7.2(a), (bjfohereof; and

(vi) By Sellers if Purchaser fails to qoisnwith its obligations under this Agreement tos® the transactions contemplated hereby.

(b) In the event of the termination of thisrAgment pursuant to Section 9.1lfayeof because Sellers or Purchaser, as the casleana
shall have willingly failed to fulfill its obligatins hereunder, the other Party shall be entitlgnitsue, exercise and enforce any and all
remedies, rights, powers and privileges availabli¢ at law or in equity.
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(c) _Section 2.3Section 6.2 Article VIII and Sections 11.1, 11.12 and 11hEseof shall survive the Closing or the prior teration of
this Agreement.

ARTICLE X
CASUALTY AND CONDEMNATION

10.1Casualty Before Closingln the event of damage to or destruction of akumy portion of a Facility by fire or other casugtyor to
the Closing, Sellers shall assign to PurchaséreaClosing all available casualty insurance proséedvhich Sellers are entitled under
existing insurance coverages, and this Agreemeit itmain in full force and effect as to such dagetFacility with no adjustment to the
Purchase Price.

10.2Condemnation Before Closingln the event of a condemnation or other exercigb®power of eminent domain with respect to €
any portion of a Facility prior to the Closing thprmits the Tenant of such affected Facility toni@ate the Tenant Lease for such affected
Facility, Purchaser shall have, as its sole antlsixe remedy, the option to exclude and elimirsateh affected Facility from the terms of t
Agreement and the Purchase Price shall be decrbgdbe value of such affected Facility, as reabbndetermined by the applicable Seller
and Purchaser, to reflect the exclusion of suokctdl Facility from the terms of this Agreemengyided, however, that this Agreement
otherwise shall remain in full force and effect. tAsany Facility affected by a condemnation or otixercise of the power of eminent domain
prior to the Closing that is sold and transfer@@urchaser, the applicable Seller shall assigtutehaser at the Closing its right to any award
resulting from such condemnation or other exerofs¢be power of eminent domain and the Purchase Rhall not be adjusted. Except as
described in the first sentence of this Sectio® 160 condemnation or other exercise of the powenuhent domain with respect to all or
any portion of a Facility prior to the Closing dheffect the obligations of Purchaser hereundeh waspect to any Facility affected thereby.

ARTICLE XI
MISCELLANEOUS

11.1Expenses Each Party shall pay its own legal, accounting similar expenses incidental to the preparatiothisfAgreement, the
implementation of the provisions of this Agreementg the consummation of the transactions contdaetpleereby. If Purchaser elects to
obtain owner’s title insurance policies for the ifiies, Sellers shall pay the premiums for obtagsuch owner's title insurance policies in an
aggregate amount not exceeding the Purchase Riitt®(t endorsements thereto or affirmative covesatpereunder). Purchaser shall pa
reimburse Sellers for, all costs of obtaining tigtdicy endorsements and affirmative coveragedratisfer, intangible, recording taxes and
other fees with respect to the transfer of thelf@s, the costs of obtaining any surveys (andatesl thereof), environmental investigations,
studies, reports and all other costs of any ingasitin of the Facilities by Purchaser, dradf of any escrow fee charged by the Title Comp
any costs associated with the transfer of any Rermid Warranties, the cost of obtaining othemnkes, permits or approvals that do not
constitute Permits and Warranties and the costeapenses incurred in
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connection with the satisfaction of and complianith the Governmental Requirements. Sellers staflgne-half of any escrow fee charged
by the Title Company.

11.2Contents of Agreement; Parties in Interestgtc . This Agreement sets forth the entire understandfrtge Parties with respect to the
transactions contemplated hereby and constitutesplete statement of the terms of such transaxtibms Agreement shall not be amended
or modified except by written instrument duly exealby all of the Parties. Any previous agreemants understandings between or among
the Parties regarding the subject matter hereoéthdr written or oral, are superseded by this Agexd. No Party has been induced to enter
into this Agreement by any statement, represemtatiavarranty of the other Party not set forthhiis tAgreement, and no Party has relied
upon any statement, representation or warrantige@bther Party not set forth in this Agreement.

11.3Assignment and Binding Effect.Purchaser shall not have the right to assigngtstsihereunder unless Purchaser receives the prior
written consent of Sellers to any such assignnvelnich consent Sellers may grant or without in tiseile discretion; provided, however, that
Purchaser shall have the right to assign this Agese to one or more wholly owned subsidiaries atRaser; provided, further, however,
that, regardless of any assignment by Purchasamyobf its rights hereunder, Purchaser shall remegiponsible and liable for the payment
and performance of all of its liabilities and ofaligpns as set forth herein. Subject to the foregaafi of the terms and provisions of this
Agreement shall be binding upon and inure to theebieof and be enforceable by the successors ardifted assigns of Sellers and
Purchaser.

11.4Notices. All notices, requests and other communicatiordeuihis Agreement shall be in writing and shaleftber (a) delivered in
person, (b) delivered by a recognized deliveryisertaking a receipt upon delivery or (c) sent &gsimile transmission and addressed as
follows:

If intended for Sellers c/o Healthcare Realty Trust Incorpora
3310 West End Avenue, Suite 7
Nashville, Tennessee 372
Attn: General Counst
Phone: (615) 2€-8175
Facsimile: (615) 4€-7739

With a copy to: Baker, Donelson, Bearman, Caldwell & Berkowitz, F
211 Commerce Street, Suite 1(
Nashville, Tennessee 372
Attn: David J. White
Phone: (615) 72-5776
Facsimile: (615) 74-5776
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If intended for Purchase Emeritus Corporatio
3131 Elliott Avenue, Suite 5C
Seattle, Washington 981.
Attn: Eric Mendelsohi
Phone: (206) 3(-4493
Facsimile: (206) 35-7388

With a copy to: Pircher, Nichols & Meek
900 North Michigan Avenue, Suite 10
Chicago, lllinois 6061
Attn: Real Estate Notices (JDL/E
Phone: (312) 91-3112
Facsimile: (312) 91-3348

or at such other address, and to the attentionaf ether person, as a Party shall give noticesesit provided. A notice, request and other
communication shall be deemed to be duly receivddlivered in person or by a recognized delivesywice, when left at the address of the
recipient, and, if sent by facsimile transmissiopon receipt by the sender of an acknowledgmetransmission report generated by the
machine from which the facsimile transmission wearst $ndicating that the facsimile was sent in itfirety to the recipient’s facsimile
number; provided, however, that if a notice, retjoe®ther communication is delivered or servedaa@ay which is not a Business Day, or
after 5:00 p.m. on any Business Day at the recijsiéocation, such notice or communication shaldeemed to be duly received by the
recipient at 9:00 a.m. on the first Business Daydhfter.

11.5Applicable Laws . This Agreement and the transactions contemplageeby shall be governed by and construed in aacesiwith
the Laws of the State of Tennessee.

11.6Exhibits. All Exhibits referred to herein are intended todmel hereby are specifically made a part of thise&grent.

11.7Severability. Any provision of this Agreement that is invalid umenforceable in any jurisdiction shall be ineffeeto the extent of
such invalidity or unenforceability without invaditing or rendering unenforceable the remaining igions hereof, and any such invalidity or
unenforceability in any jurisdiction shall not idigate or render unenforceable such provision yather jurisdiction.

11.8Public AnnouncementsNo Party to this Agreement shall make, or caudsetmade, any press release or public announcenitbnt w
respect to this Agreement or the transactions copiteted hereby or otherwise communicate with arwsnmedia without the prior written
consent of the other Parties, and the Parties sbafierate as to the timing and contents of anly puess release or public announcement;
provided, however, that, to the extent any Pargdigised by legal counsel that it is required bw&ar the rules and regulations of any
applicable securities exchange to make such a pekssse or public announcement, such Party mag isisch a release or make such an
announcement, the contents of which shall be reddpsatisfactory to the other Parties.
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11.9Construction. The Parties hereto have participated jointly inriegotiation and drafting of this Agreement. In &vent that any
ambiguity or question of intent or interpretatiatsas, this Agreement shall be construed as iteldgbintly by the Parties hereto and no
presumption or burden of proof shall arise by \drti the authorship of any of the provisions o§thgreement.

11.10Time. Time is and shall be of the essence of this Agreeme

11.11Days for Performance.If the date for the performance of any obligatiemotification hereunder falls upon a day thatas a
Business Day, then such date shall be read andraeddor all purposes herein to mean the nextvdaigh is a Business Day.

11.12Delivery of Due Diligence Materials.In the event that Purchaser shall terminate thissAgent as permitted herein, Purchaser shall
provide, or cause to be provided, to Sellers, wifhie (5) Business Days after such termination @ntthe extent such items are in the
possession of Purchaser or its attorneys, origiopies of all surveys, original copies of all eovimental reports, appraisals, studies and
investigations prepared by or at the request oflifager with respect to the Facilities, and copiedl @ther reports, searches, investigations,
studies and materials prepared by or at the reqéi€airchaser with respect to the Facilities, ediclg any internal memoranda and attorney
work product. Upon the request of Sellers, Purahsisell consent to and reasonably cooperate wilerSén any request from Sellers to any
preparer of any such surveys, reports, appraisadésches, studies, investigations or materialsawige to Sellers written confirmation from
such preparer that is addressed to Sellers in &orhsubstance reasonably satisfactory to Sellerstating that its surveys, reports,
appraisals, searches, studies, investigations terias are certified to Sellers and Sellers atéled to rely thereon.

11.13Counterparts . This Agreement may be executed in multiple coyates, each of which shall be deemed an origindlal of
which, together upon full execution, shall congétane and the same instrument.

11.14No Recording. Purchaser shall not record this Agreement orsdmoyt form, memorandum or notice thereof in anylipudy
governmental office.

11.15Attorneys’ Fees. In the event of any litigation between the Partiader this Agreement, including with respecth®énforcement
of any right or provision herein, the prevailing®ain addition to those damages and other awgirdm such Party therein, shall be entitled
to reasonable attorneys’ fees and court costd ttadland appellate levels.

11.16Waiver of Jury Trial . TO THE EXTENT NOT PROHIBITED BY APPLICABLE LAWS WICH CANNOT BE WAIVED,
EACH OF THE PARTIES HERETO (WHETHER AS PLAINTIFFHFENDANT OR OTHERWISE) HEREBY WAIVES ANY RIGHT Tt
TRIAL BY JURY IN ANY FORUM WITH RESPECT TO ANY ISSH OR ACTION, CLAIM, CAUSE OF ACTION OR SUIT (IN
CONTRACT, TORT OR OTHERWISE), INQUIRY, PROCEEDINGRONVESTIGATION ARISING OUT OF OR BASED UPON THIS
AGREEMENT OR THE SUBJECT MATTER HEREOF OR IN ANY WACONNECTED WITH OR RELATED OR INCIDENTAL TO
THE TRANSACTIONS
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CONTEMPLATED HEREBY, IN EACH CASE WHETHER NOW EXISNG OR HEREAFTER ARISING. PURCHASER
ACKNOWLEDGES THAT IT HAS BEEN INFORMED BY SELLERSHAT THIS SECTION 11.18CONSTITUTES A MATERIAL
INDUCEMENT UPON WHICH SELLERS ARE RELYING AND WILIRELY IN ENTERING INTO THIS AGREEMENT AND ANY
OTHER AGREEMENTS RELATING HERETO OR CONTEMPLATED HREBY. ANY PARTY HERETO MAY FILE AN ORIGINAL
COUNTERPART OR A COPY OF THIS SECTION 11.WdTH ANY COURT AS WRITTEN EVIDENCE OF THE CONSENTOEACH
SUCH PARTY TO THE WAIVER OF ITS RIGHT TO TRIAL BYURY.
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IN WITNESS WHEREOF, the Parties hereto have executed this Agreemebe tdfective as of the Effective Date.
PURCHASER:
EMERITUS CORPORATION , a
Washington corporation

By: /s/ Eric Mendelsohn
Title: Director of Real Estate and Legal Affai

Date: March 8, 2007

SELLERS:

HR ACQUISITION | CORPORATION ,
a Maryland corporation

By: James C. Douglas
Title: Vice President

Date: March 7, 2007

HR ACQUISITION OF
PENNSYLVANIA, INC. , a Pennsylvania
corporation

By: James C. Douglas
Title: Vice Presideni

Date: March 7, 2007
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HR ACQUISITION OF SAN ANTONIO,
LTD. , an Alabama limited partnership

By: HEALTHCARE ACQUISITION
OF TEXAS, INC. , an Alabama
corporation, General Partner

By: James C. Douglas
Title: Vice Presideni

Date: March 7, 2007

HRT HOLDINGS, INC. , a Delaware
corporation

By: James C. Douglas
Title: Vice President
Date: March 7, 2007

The undersigned hereby executes this Agreeswelly for the purpose of acknowledging its waigEany notice of prepayment
requirements set forth in the Emeritus MortgagerLaad the Term Mortgage Loan.

HEALTHCARE REALTY TRUST
INCORPORATED , a Maryland
corporation

By: James C. Douglas
Title: Vice Presideni

Date: March 7, 2007
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Exhibit A
to Agreement of Sale and Purchase

Form of Bill of Sale

BILL OF SALE

KNOW ALL MEN BY THESE PRESENTS that the undersigned, ,a (the “Seller™), for and in
consideration of the sum of One and No/100 Dol&is00) and other good and valuable consideratienreceipt and sufficiency of which
are hereby acknowledged, does hereby agree aw#ollo

Seller hereby grants, bargams sells, trassgets over and delivers to ! (the “Buyer™), all of Seller’
right, title and interest, if any, in and to th@perty described iExhibit A hereto (the “Personal Property”).

SELLER MAKES NO REPRESENTATIONS OR WARRANTIES, EXPR ESS OR IMPLIED, WITH RESPECT TO THE
PERSONAL PROPERTY, INCLUDING, WITHOUT LIMITATION, T HE HABITABILITY, CONDITION OR FITNESS
THEREOF FOR ANY PARTICULAR USE OR PURPOSE. BUYER AGREES THAT THE PERSONAL PROPERTY IS
CONVEYED BY SELLER AND ACCEPTED BY BUYER IN AN “AS IS, WHERE IS” CONDITION, AND SELLER
SPECIFICALLY DISCLAIMS ALL WARRANTIES OF MERCHANTAB ILITY OR OF FITNESS FOR A PARTICULAR
PURPOSE.

Executed as of the _ day of 2007.

By:

Name:
Title:

A-1




Exhibit A
to Bill of Sale

Personal Property

The following described property to the extent spabperty is located on the real property describdexhibit B hereto and owned by Seller:
all tangible personal property, including, withdiatitation, equipment, appliances, machinery, fture, furnishings, signage and fixtures.
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Exhibit B
to Bill of Sale

Real Property

Description of Real Property from Special
[or Limited] Warranty Deed from Seller to Buyer
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Exhibit B
to Agreement of Sale and Purchase

Form of Special Warranty Deed

This instrument was prepared by:

SPECIAL [OR LIMITED] WARRANTY DEED

THIS SPECIAL [OR LIMITED] WARRANTY DEED is made as of the ____ day of , Z6am,
a (the “Grantor”), to ,a (the “Grantee”), with an eslsliof

WITNESSETH:

That Grantor, for and in consideration of shien of Ten and No/100 Dollars ($10.00) and othedgand valuable consideration, the rec
and sufficiency of which are hereby acknowledgedsbgntor, has granted, bargained, sold, alienetyeyeed and confirmed, and does het
grant, bargain, sell, alien, convey and confirmGtantee, and Grantee’s successors and assignerottee real property located in
and more particularly describeéExhibit A hereto (the “Property”), subject to the followirthg “Permitted
Encumbrances”): (a) all liens for ad valorem, r@alperty and personal property taxes, all generdlspecial private and public assessments,
all other property taxes, and all similar obligasaelating to the Property, not yet due and paydb) easements, restrictions, covenants and
other such encumbrances of record as of the datet€c) any state of facts that would be disoiblsg an accurate survey or independent
inspection of the property conveyed hereby; (dapplicable building and zoning ordinances, moiatanitiatives, referenda, ordinances,
rules, regulations, standards, orders and othegrgavental requirements, including those relatintheenvironment, health and safety,
disabled or handicapped persons, and as applidalttee licensing of the use of the improvementshenProperty, regulations and restricti
of any federal, state, local or municipal governtr@many department, commission, board, bureaun@génstrumentality, unit or taxing
authority thereof; and (e) the rights of resideanid licensed occupants of the improvements loaatettie Property;

Together with all of Grantor’s right, title dunterest, if any, in and to rights, privilegeasements, servitudes, rights-of-way and
appurtenances belonging or appurtenant to the Ryoged all improvements on the Property.

Notwithstanding any reference to acreage nasgifootage contained in the description of tleperty conveyed hereby, Grantor makes no
representation or warranty, express or impliedpahe exact amount of acreage or square footatfeiproperty conveyed hereby.
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Grantor further makes no representation or warraxgress or implied, with respect to the ownersifipil, gas or other minerals located on,
under or within the property conveyed hereby.

This is improved property known as

TO HAVE AND TO HOLD the Property, together with all and singular tlyhts, privileges, easements, servitudes, rightsayf-and
appurtenances belonging or appurtenant to the Ryo@ad the rents, issues and profits thereof,ahithe estate, right, title, interest, prope
claim and demand whatsoever of Grantor, in lawjtgaqu otherwise, and all improvements on the Priypéo Grantee, and Grantee’s
successors and assigns forever, subject to theitRstBncumbrances.

Grantor does hereby bind itself, and its sasges and assigns, to warrant and forever deférmhéisingular the Property, subject to the
terms of this Special [or Limited] Warranty Deedfa Grantee and unto Grantee’s successors andigsagpinst every person whomsoever
lawfully claiming or to claim the Property or angupthereof by, through or under Grantor, but rtbeowise, subject to the Permitted
Encumbrances.

EXCEPT FOR THE SPECIAL [OR LIMITED] WARRANTY OF TIT LE CONTAINED HEREIN, GRANTOR MAKES NO
REPRESENTATIONS OR WARRANTIES, EXPRESS OR IMPLIED, WITH RESPECT TO THE PROPERTY, INCLUDING,
WITHOUT LIMITATION, THE CONDITION OF THE PROPERTY (  INCLUDING, WITHOUT LIMITATION,

IMPROVEMENTS) CONVEYED HEREBY, INCLUDING, WITHOUT L IMITATION, THE HABITABILITY, CONDITION OR
FITNESS THEREOF FOR ANY PARTICULAR USE OR PURPOSE OR THE ENVIRONMENTAL CONDITION OF THE
PROPERTY (INCLUDING, WITHOUT LIMITATION, IMPROVEMEN  TS) CONVEYED HEREBY. GRANTEE AGREES THAT
THE PROPERTY (INCLUDING, WITHOUT LIMITATION, IMPROV  EMENTS) CONVEYED HEREBY IS CONVEYED BY
GRANTOR AND ACCEPTED BY GRANTEE IN AN “AS-IS, WHERE -IS” CONDITION.
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[PENNSYLVANIA NOTICES TO BE PROVIDED AS REQUIRED:

NOTICE—THIS DOCUMENT DOES NOT SELL, CONVEY, TRANSFER, INCIDE OR INSURE THE TITLE TO THE COAL AND
RIGHT OF SUPPORT UNDERNEATH THE SURFACE LAND DES@HD OR REFERRED TO HEREIN, AND THE OWNER OR
OWNERS OF SUCH COAL HAVE THE COMPLETE LEGAL RIGHTO REMOVE ALL OF SUCH COAL AND, IN THAT
CONNECTION, DAMAGE MAY RESULT TO THE SURFACE OF THEAND AND ANY HOUSE, BUILDING OR OTHER
STRUCTURE ON OR IN SUCH LAND. THE INCLUSION OF THISOTICE DOES NOT ENLARGE, RESTRICT OR MODIFY ANY
LEGAL RIGHTS OR ESTATES OTHERWISE CREATED, TRANSFERD, EXCEPTED OR RESERVED BY THIS INSTRUMENT.

[This notice is set forth in the manner provide®&thP.S. 81551 and is not intended as notice adfaamded instruments, if any.]

NOTICE THE UNDERSIGNED, AS EVIDENCED BY THE SIGNATURE TOHIS NOTICE AND THE ACCEPTANCE AND
RECORDING OF THIS DEED, IS FULLY COGNIZANT OF THEACT THAT THE UNDERSIGNED MAY NOT BE OBTAINING
THE RIGHT OF PROTECTION AGAINST SUBSIDENCE AS TO BPROPERTY HEREIN CONVEYED RESULTING FROM
COAL MINING OPERATIONS AND THAT THE PURCHASED PROMEY, HEREIN CONVEYED, MAY BE PROTECTED FROM
DAMAGE DUE TO MINE SUBSIDENCE BY A PRIVATE CONTRACWITH THE OWNERS OF THE ECONOMIC INTEREST IN
THE COAL.

[This notice is provided to comply with 52 P.S. 86414.]

By:
Name:
Title:

[INSERT APPROPRIATE ACKNOWLEDGEMENT FORM]]
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IN WITNESS WHEREOF , Grantor has caused this Special [or Limited] \&faty Deed to be duly executed and delivered alseofiay
and year first above written.

,a

By:
Name:
Title:

[INSERT APPROPRIATE ACKNOWLEDGEMENT
FORM AND RECORDING REQUIREMENTS]
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Exhibit A
to Special [or Limited] Warranty Deed

Description of Property from Recorded Vesting Deg¢df Grantor
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Exhibit C
to Agreement of Sale and Purchase

Form of Escrow Agreement

ESCROW AGREEMENT

THIS ESCROW AGREEMENT (the “Agreement”Js made as of the __ day of , A0@&nd among the entities tt
have executed this Agreement on the signature gageso as sellers (individually, a “Seller” andlectively, the “Sellers”), and
EMERITUS CORPORATION, a Washington corporation, as purchaser (the “Psratip andFIDELITY NATIONAL TITLE
INSURANCE COMPANY , a California corporation (the “Escrow Agent”).

WITNESSETH:

WHEREAS , pursuant to the Agreement of Sale and Purchased cs of , 2007, as hereafterdmdar modified by
the parties thereto (the “Purchase Agreement”griy among Sellers and Purchaser, Sellers havedaigrsell and Purchaser has agreed to
purchase certain assets of Sellers as set fonttithend

WHEREAS , pursuant to the Purchase Agreement, Purchasdrdepssit the Earnest Money (as herein defined) ##crow Agent to b
held and paid in accordance with the Purchase Ageatand this Agreement;

NOW, THEREFORE , for and in consideration of the above and foreggiremises and the mutual covenants and agreesgdrftsrth
hereinbelow, together with other good and valuablesideration, the receipt and sufficiency of which hereby acknowledged by the parties
hereto, Sellers, Purchaser and Escrow Agent hexgtee as follows:

1. Escrow Purchaser hereby delivers to Escrow Agent the &@ne Million Three Hundred Fourteen Thousand Humdred Seventy-
Two and No/100 Dollars ($1,314,272.00) (the “Eatidsney”) to be held by Escrow Agent in accordandih the terms of the Purchase
Agreement and this Agreement. Escrow Agent shalbdit the Earnest Money in an interest-bearing aecthat is maintained at depository
institution reasonably acceptable to Sellers andhriser.

2. Purpose of EscrowPurchaser has deposited the Earnest Money witfo#isAgent to comply with Purchaser’s obligationsguant to
Section 2.1of the Purchase Agreement.

3. Disbursement of Earnest Monejubject to the terms of the Purchase Agreemanttas Agreement, Escrow Agent shall disburse the
Earnest Money pursuant to the terms of the Purchgseement, including, but not limited to, Sectd of the Purchase Agreement. Within
two (2) Business Days (the term “Business Day” hgthe same meaning herein as in the Purchase mgragafter receipt of written
notification from Sellers (the “Sellers’ Default Nge”) that Purchaser has breached or defaulted und@&uttehase Agreement and Sellers
entitled,
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pursuant to the Purchase Agreement, to disburseofi¢im Earnest Money (or so much thereof not pnesly disbursed pursuant to the terms
of the Purchase Agreement), Escrow Agent shall sefirchaser a written notification (the “Purchiashlotice”) advising Purchaser that
Escrow Agent intends to disburse the Earnest Mgaego much thereof not previously disbursed purst@the terms of the Purchase
Agreement) to Sellers no earlier than two (2) BasiDays after Purchaser’s receipt of such writt#ite from Escrow Agent. Sellers also
shall provide a copy of Sellers’ Default NoticeRarchaser. Escrow Agent shall be entitled to fellypurposes of this Agreement, upon any
statement delivered by Sellers or Purchaser putsadhis Section 3 Escrow Agent shall disburse the Earnest Monegdamuch thereof not
previously disbursed pursuant to the terms of thvelise Agreement) no earlier than two (2) Busibess after Purchaser’s receipt of
Purchaser’s Notice, provided, however, that Puehhas not notified Escrow Agent that it disputeieBs’ Default Notice. In the event of
any disputes among the parties hereto in connewtittnthe Earnest Money or this Agreement, Escrayert shall refuse to comply with the
claims and demands by Sellers or Purchaser scdstige dispute shall then continue. In so refudisgrow Agent shall make no delivery or
other disposition of the Earnest Money, exceptamjited under Section 6(bglow, and, in so doing, Escrow Agent shall nobbbecome
liable in any way to any person for its failurerefusal to comply with conflicting or adverse demsiand it shall continue to refrain from
acting and refuse to act until it receives auttagion as follows:

(a) Written authorization to act that is executed bife8g and Purchaser;
(b) A certified and fili-stamped copy of a court order resolving the disamgent or directing specific actic
Upon the receipt of either such document, Escrowrmghall promptly act according to its terms.

4. Termination of EscrowThis Agreement shall terminate upon the disbuesgrof all of the Earnest Money pursuant to thengeof the
Purchase Agreement or this Agreement. Interesttt@ues on the Earnest Money shall be combinddamitl treated as a part of the Earnest
Money. In the event all or a portion of the Earrdshey is paid to Sellers pursuant to this Agreetnamy interest on the Earnest Money in
the possession of Escrow Agent at the time suchdsaiMoney is paid to Sellers shall be paid toeBgllinterest on any portion of the Earnest
Money that is to be refunded to Purchaser pursigethie Purchase Agreement shall be paid to Purchase

5. No Representations by Escrow Agefscrow Agent shall not be liable for the perfonc@ or norperformance or delay in performail
of any obligation of Sellers, Purchaser or any offegson or entity.

6. Escrow AgentThe escrow of the Earnest Money shall be sultjettte following provisions:

(a) Duties and Authorizationrhe payment of the Earnest Money to Escrow Agefdr the accommodation of Sellers and Purchaser.
The duties of Escrow Agent shall be determinedlgdig the express provisions of this Agreementle®gland Purchaser authorize Escrow
Agent, without creating any obligation on the pfrEscrow Agent, in the
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event this Agreement or the Earnest Money beconmhiad in litigation, to deposit the Earnest Momweyh the clerk of the court in which
the litigation is pending and thereupon Escrow Agdmall be fully relieved and discharged of anytHar responsibility under this
Agreement. Sellers and Purchaser also authorize&skgent, if it is threatened with litigation, teterplead all interested parties in any
court of competent jurisdiction and to deposit Hagnest Money with the clerk of the court and thpon Escrow Agent shall be fully
relieved and discharged of any further responsjtiilereunder.

(b) Liability . Escrow Agent shall not be liable for any mistakéact or error of judgment or any acts or omiasiof any kind unless
caused by its willful misconduct or negligence. iegc Agent shall be entitled to rely on any instrurner signature reasonably believed by
it to be genuine and may assume that any pers@ofing to give any written notice or instructiondonnection with this Agreement is
duly authorized to do so by the party on whose Beligh writing, notice or instruction is given.

(c)_Indemnification of Escrow Agentellers and Purchaser will jointly and severailyemnify Escrow Agent from and hold it harml
against any loss, liability or expense incurrechaiit negligence or willful misconduct on the parEscrow Agent arising out of or in
connection with the acceptance of, or the perfogaadf its duties under, this Agreement, as wethascosts and expenses of defending
against any claim or liability arising under thigrl@ement. This Section 6(shall survive the termination of this Agreement.

7. _CounterpartsThis Agreement may be executed in several copatts, each of which, when executed, shall be ddeémbe an
original, and all such counterparts shall togetioarstitute one and the same instrument.

8. Natices All notices required or permitted to be givenéherder shall be in writing and shall be eitherd@)vered in person,
(b) delivered by a recognized delivery servicerigka receipt upon delivery or (c) sent by facsirtid@smission and addressed as follows:

To Sellers Healthcare Realty Trust Incorporal
3310 West End Avenue, Suite 7
Nashville, Tennessee 372
Attn: General Counst
Facsimile: (615) 4€-7739

with a copy to Baker, Donelson, Bearman, Caldwell & Berkowitz, F
211 Commerce Street, Suite 1(
Nashville, Tennessee 372
Attn: David J. White
Facsimile: (615) 74-5776
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To Purchasel Emeritus Corporatio
3131 Elliott Avenue, Suite 5C
Seattle, Washington 981.
Attn: Eric Mendelsohi
Facsimile: (206) 35-7388

with a copy to Pircher, Nichols & Meek
900 North Michigan Avenue, Suite 10
Chicago, lllinois 6061
Attn: Real Estate Notices (JDL/E
Facsimile: (312) 91-3348

To Escrow Agent Fidelity National Title Insurance Compa
7130 Glen Forest Drive, Suite 4
Richmond, Virginia 2322!
Attn: Melodie T. Rochelle
Facsimile: (804) 67-3308

or at such other address, and to the attentionaf sther person, as the parties hereto shallrgitiee as herein provided. A notice, request
and other communication shall be deemed to be rdwalyived if delivered in person or by a recognidelivery service, when left at the
address of the recipient and if sent by facsinmdegmission, upon receipt by the sender of an agleslgment or transmission report
generated by the machine from which the facsiméasmission was sent indicating that the facsimde sent in its entirety to the recipient’s
facsimile number; provided, however, that if a cetirequest or other communication is delivereseoved on a day which is not a Business
Day, or after 5:00 p.m. on any Business Day atélegient’s location, such notice or communicatitiall be deemed to be duly received by
the recipient at 9:00 a.m. on the first Businesyg areafter.
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IN WITNESS WHEREOF , this Agreement has been executed as of the ddtgear first set forth above.
SELLERS:
HR ACQUISITION | CORPORATION ,
a Maryland corporation

By:

Title:

HR ACQUISITION OF
PENNSYLVANIA, INC. , a Pennsylvania
corporation

By:

Title:

HR ACQUISITION OF SAN ANTONIO,
LTD. , an Alabama limited partnership

By: HEALTHCARE ACQUISITION
OF TEXAS, INC. , an Alabama
corporation, General Partner

By:

Title:

HRT HOLDINGS, INC. , a Delaware
corporation

By:

Title:
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PURCHASER:

EMERITUS CORPORATION , a
Washington corporation

By:

Title:

ESCROW AGENT:

FIDELITY NATIONAL TITLE INSURANCE
COMPANY

By:

Title:
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10.

Exhibit D
to Agreement of Sale and Purchase

List of Facilities

Loyalton at Bloomsbur
420 Shaffer Roa
Bloomsburg, P£

Loyalton at Danville
432 Hermitage Drivi
Danville, VA

Loyalton at Harrisbur
3560 N. Progress Avi
Harrisburg, PA

Loyalton at Harrisonbur
2101 Deryerle Ave
Harrisonburg, VA

Loyalton at Creekviev
1100 Grandon Wa
Mechanicsburg, P/

Loyalton at Greensbol
3823 Lawndale Driwv
Greensboro, N(

Loyalton at Ravenn
141 Chestnut Hill Drive
Ravenna, Ot

Loyalton at Roanok
3585 Brambleton Ave
Roanoke, VA

Kingsley Place of Hendersc
100 Richardson Drive
Henderson, T>

Kingsley Place of McKinne

1650 S. Stonebridg
McKinney, TX
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11.

12.

Kingsley Place Medical Oakwe
9000 Floyd Curl Roa
San Antonio, TX

Kingsley Place of Oakwe
1970 Oakwell Farms Parkwi
San Antonio, TX
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Exhibit E
to Agreement of Sale and Purchase

Form of General Assignment
GENERAL ASSIGNMENT

THIS GENERAL ASSIGNMENT (this “Assignment”) is made and entered into athef __ day of , 2007, by and
between ,a (theidar”), and ,a he “@ssignee”).

WITNESSETH:

WHEREAS , Assignor and Assignee are parties to that ceAgiireement of Sale and Purchase, dated as of , 2007, [as
amended] (the “Agreement”), pertaining to the sdlthe [senior living or skilled nursing facilitythe “Facility”) described on Exhibit A
hereto and incorporated herein by reference; and

WHEREAS , the Agreement provides that Assignor shall asgighssignee, and Assignee shall assume, Assigngtiss, title and
interest in certain [permits, guarantees, warrantieenses and agreements] relating to the owipeoslihe Facility;

NOW, THEREFORE , in consideration of the foregoing and the covémnand agreements contained herein and in the Agret
Assignor and Assignee agree as follows:

1. Assignment and AssumptioAssignor hereby assigns to Assignee all of Assigright, title and interest in and to and all of
Assignor’s obligations under any of the followiriat are listed in Exhibit Bereto (collectively, the “Assigned Rights”), tetbxtent that
they relate exclusively to the Facility and ara@ssble by Seller under the terms and conditioesef without the consent or approval of
other individual, partnership, joint venture, cotgtiion, limited liability company, trust, uninconmted organization, Government (as herein
defined) or other legal entity: [(i) certificateBaccupancy and permits or approvals of any ndtara any federal, state, local or municipal
government or any department, commission, boangdoy agency, instrumentality, unit or taxing autigdhereof ( a “Government”); (ii)
guarantees, warranties and indemnities pertaiminige ownership of the Facility; and (iii) managemagreements, service contracts,
contractor agreements, construction contractsheratgreements or instruments affecting all orréignoof the Facility.] Assignee hereby
accepts all of such right, title and interest toand under the Assigned Rights and assumes tleafbligations of Assignor under the
Assigned rights and arising or accruing on or after , 2007 (the “Effective Date”).

2. Indemnification Assignee agrees to indemnify, defend and holdgass harmless from and against any liability, lcd@mage, cost,
claim or expense directly or indirectly relatecbtan any way associated with the Assigned Rightsray from the obligations of Assignee to
be performed on or after the Effective Date. Assigagrees to indemnify, defend and hold Assignee
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harmless from and against any liability, loss, dgeya@ost, claim or expense directly or indirectljated to or in any way associated with the
Assigned Rights arising from the obligations of i§asr under the Assigned Rights and incurred pgodhe Effective Date. Any claim made
by Assignee or Assignor against the other undsr3keiction Zhall be made in accordance with the provisiorSagition 8.3f the

Agreement.
IN WITNESS WHEREOF , the parties hereto have caused this Assignmedre thuly executed and delivered on the day andfirsar

above written.
ASSIGNOR:

By:
Title:

ASSIGNEE:

By:
Title:
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Exhibit A
to General Assignment
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Exhibit B
to General Assignment
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Exhibit F
to Agreement of Sale and Purchase

Form of Lease Termination

This instrument was prepared by:

LEASE TERMINATION AGREEMENT

THIS LEASE TERMINATION AGREEMENT (the “Termination”) is dated as of 20Q7, and effective at the
Effective Time (as defined iBection 1hereof), and is by and among , (the “Landlord”), with an address
of , and ,a (the “Tenant”), with an address of

PRELIMINARY STATEMENTS

A. Pursuant to that certain [Lease Agreemeentified onExhibit A attached hereto] (the “Lease”), Tenant leased framdlord the
premises more particularly described as the “ " in the Lease (the “Premises”).

B. In conjunction with the conveyance of threrRises by Landlord to Tenant, Landlord and Temasih to agree and consent to the
termination of the Lease.

TERMS

NOW, THEREFORE , in consideration of the sum of Ten and No/100l@el($10.00) and other good and valuable considerehe
receipt and sufficiency of which are hereby ackregigled, and the mutual promises contained in thisiif@tion, the parties, intending to be
legally bound, agree as follows:

1. Landlord and Tenant hereby agree and comnséhe termination of the Lease, effective as of ___.m. (Central Time) on
the date hereof (the “Effective Timerovided, however, that Tenant is not released faamliabilities, duties or obligations under theslse
that arose or accrued prior to the Effective Timeluding, without limitation, the obligation, respsibility or liability for the payment to
Landlord or any other person or entity for any éssdiabilities, damages, injuries, penalties, Sinmsts, expenses, claims and other amounts
of any and every kind whatsoever (including, withlimitation, reasonable attorneys’ fees and expshthat relate to (a) the Lease;

(b) Tenant's occupancy of the Premises or the ingments thereon; (c) the use or enjoyment of apyrenances, easements, rights and
privileges belonging to the Premises
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by Tenant or its invitees, officers, contractotfyentractors, agents, representatives or emplpgeéd) causes of action, claims, suits,
actions or other proceedings (i) pending at thediife Time or (ii) filed or made at or after th#dgetive Time and relating to events
occurring or liabilities or obligations arising accruing prior to the Effective Time.

2. Tenant hereby releases and forever diseldrgndlord from all known or unknown causes oibactclaims, suits, actions, demands or
other proceedings of any kind that Tenant has &iseoEffective Time or may have after the Effecfiime on account of or in any way
arising out of or related to the Lease or the Psemi

3. This Termination shall be construed andrimteted in accordance with the laws of the Statehich the Premises are located.
4. This Termination shall inure to the benefithe successors and assigns of the partiescheret

5. This Termination may be executed in any beinof counterparts, each of which shall be deeamedriginal hereof and all of which
together shall constitute but one Terminationhiaévent of any conflict between the terms of T@emination and the terms of the Lease, the
terms of this Termination shall govern and shaltbaetrolling.

IN WITNESS WHEREOF , the parties hereto have executed this instrumiéettive on the date set forth above.

LANDLORD:

By:
Name:
Title:

TENANT:

By:
Name:
Title:

[INSERT APPROPRIATE ACKNOWLEDGEMENT
FORM AND RECORDING REQUIREMENTS]
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Exhibit A
to Lease Termination

Description of Lease
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Exhibit G-1
to Agreement of Sale and Purchase

Emeritus Mortgage Loan

Promissory Note, dated June 30, 2005, executedvimriBis Corporation in the principal amount of 8Ltillion and payable to Healthcare
Realty Trust Incorporated, as amended, renewedifimdr extended. As of the February 28, 2007, ,a¢hestanding principal balance
thereunder was $10.8 million and non-default rét@terest thereunder was 10% per annum.
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Exhibit G -2
to Agreement of Sale and Purchase

Term Mortgage Loan

Term Loan Note, dated May 1, 2003, executed by Euse€Corporation in the principal amount of $60@G&@Mhd payable to HR Acquisition |
Corporation, as amended, renewed, modified or eetnAs of February 28, 2007, the outstanding aldalance thereunder was $600,000
and the non-default rate of interest thereunder M8 per annum.
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Exhibit H
to Agreement of Sale and Purchase

List of Tenant Leases

1. Lease Agreement, dated May 1, 2003, bybamtateen HR Acquisition | Corporation, Capstone @dmf Pennsylvania, Inc., and HRT
Holdings, Inc., as lessor, and Emeritus Corporatiaressee, as amended, modified, extended gnasisiand including any recorded lease
memoranda or short form leases thereof, as amenustified, extended or assigned.

2. Lease Agreement, dated as of Decemberd®B, by and between Capstone Capital of San Antamib (d/b/a Cahaba of San Antonio,
Ltd.), as lessor, and Integrated Living Communité®icKinney, Inc., as lessee, as amended, modiéztbnded or assigned, and including
any recorded lease memoranda or short form leheesdf, as amended, modified, extended or assigned.

3. Lease Agreement, dated as of Decemberd®B, by and between Capstone Capital of San Antamib (d/b/a Cahaba of San Antonio,
Ltd.), as lessor, and Integrated Living Communitésienderson, Inc., as lessee, as amended, nahdifieended or assigned, and including
any recorded lease memoranda or short form leheesdf, as amended, modified, extended or assigned.

4. Lease Agreement, dated as of Decemberd®Bb, by and among Capstone Capital of San Antarib,(d/b/a Cahaba of San Antonio,
Ltd.), as lessor, and Integrated Living Communité®akwell, Inc., as lessee, and Integrated Li@mgnmunities, Inc., as amended,
modified, extended or assigned, and including aepmded lease memoranda or short form leases thassamended, modified, extended or
assigned.

5. Lease Agreement, dated as of Decemberd®B, by and among Capstone Capital of San Antdnéb,(d/b/a Cahaba of San Antonio,
Ltd.), as lessor, and Integrated Living CommunitéSan Antonio, Inc., as lessee, and IntegratethgiCommunities, Inc., as amended,
modified, extended or assigned, and including &epmded lease memoranda or short form leases thassamended, modified, extended or
assigned.
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Exhibit |
to Agreement of Sale and Purchase

Form of Title Affidavit

TITLE AFFIDAVIT

BEFORE ME, the undersigned authority, on tidg personally appeared (the ‘Atffjapersonally known to be the
person whose name is subscribed hereto, and upaatti deposes and says as follows:
1. Affiant is the of a (the “Owner”). Deponent has kadgé of the statements

made herein and is qualified and authorized to nwkbdéliver this Title Affidavit on behalf of Owne

2. Owner is the present owner of the property desdribExhibit A attached hereto (tt*“Propert”).

3. To the best of Affiant’s knowledge, there are nagieg disputes concerning the location of the baupdines, fences, driveways, walks,

. There are no tenancies, leases, subleases, oc@pangparties in possession of the Property exfoept

encroachments or improvements, either onto or fitwerProperty

. To the best of Affiant’s knowledge, there are norently pending suits, proceedings or judgments didaersely affect the title to the

Property.

6. No bankruptcy proceedings in any federal courtefabltax liens, state tax liens and/or judgmentetzeen or are being filed against or

Owner.

. There are no liens for past due taxes of any natuagy unpaid assessments of any kind again®rbgerty, other than shown on

Commitment No. ___ (th*Commitmen”) issued by Fidelity National Title Insurance Comp#"Fidelity”).

. As of the closing of the sale of the Property, ¢heill be no financing statements under which Owaehe debtor encumbering the

Property and no outstanding indebtedness of Ovwarexdfuipment, appliances or other fixtures attadbetie Property

. This Title Affidavit is being delivered to Fidelifyy connection with the conveyance of the Proptrty ,a
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10. There are no unpaid debts or liens for work, mepments or repairs that have been undertaken athe request of Owner on the
Property preceding the date of the making of tliile RAffidavit.
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EXECUTED this day of , 2007.

By:

Title:

SUBSCRIBED AND SWORN TO BEFORE ME this day of , 2007.

Notary Public, State of

Printed Name

My commission expires:

[SEAL]
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Exhibit A
to Title Affidavit

Description of Property
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Exhibit J
to Agreement of Sale and Purchase

Form of Mortgage Assignment

ASSIGNMENT AND ASSUMPTION
OF LOAN AND LOAN DOCUMENTS

THIS ASSIGNMENT AND ASSUMPTION OF LOAN AND LOAN DOC UMENTS (the “Assignment”) is made as of
, by and between ,a (tr*Assignor”), and ,a

(the “Assignee”).

FOR A VALUABLE CONSIDERATION AND THE MUTUAL COVENAN TS HEREIN CONTAINED , the receipt and sufficiency
of which are hereby acknowledged, the partiespifiteg to be legally bound, agree as follows:

1. Assignor hereby bargains, sells, assiganssfers and conveys unto Assignee, without reeocoirsvarranty, all of Assignor’s right, title
and interest in and to those loan documents (dolidyg, the “Loan Documents”) listed and identifiedExhibit A hereto, the loan
indebtedness (the “Loan”) evidenced and secursgegtively, by the Note and the [ deftified in_Exhibit Ahereto and all
rights, options, benefits and privileges granteddsignor in the Loan Documents. Assignee herebgis such assignment and assumes,
effective as of , 2007 (the “Effexate”),all liabilities, duties and obligations of Assignamder the Loan Documents ¢
hereby agrees to be bound by and upon all of thermmts, agreements, terms, provisions and conditbthe Loan Documents.

2. ASSIGNOR MAKES NO REPRESENTATIONS OR WARRANS, EXPRESS OR IMPLIED, WITH RESPECT TO THE LOAN,
THE LOAN DOCUMENTS, THE COLLATERAL SECURITY FOR THEOAN, IF ANY, OR THE ABILITY OF THE OBLIGORS
UNDER ANY OF THE LOAN DOCUMENTS TO SATISFY THEIR REPECTIVE OBLIGATIONS THEREUNDER. ASSIGNEE
AGREES THAT THE LOAN AND THE LOAN DOCUMENTS ARE ACEPTED BY ASSIGNEE IN “AS-IS, WHERE-IS” CONDITION,
AND ASSIGNOR SPECIFICALLY DISCLAIMS ALL WARRANTIESOF MERCHANTABILITY OR OF FITNESS FOR A
PARTICULAR PURPOSE.

3. Assignee hereby releases and forever digebaAssignor from all known or unknown causesotiba, claims, suits, actions, demand
other proceedings of any kind relating to the Lahn,Loan Documents or the ability of the obligonsler any of the Loan Documents to
satisfy their respective obligations thereunderGRRDLESS OF ANY STATEMENTS OR REPRESENTATIONS IN EHL.OAN
DOCUMENTS TO THE CONTRARY, ASSIGNEE ACKNOWLEDGES ANAGREES THAT REPAYMENT OF THE LOAN IS
UNSECUREDAND ANY PRIOR COLLATERAL SECURITY FOR THE LOAN WASRELEASED OR EXTINGUISHED PRIOR TO
THIS ASSIGNMENT.
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4. This Assignment shall be construed andpnéted in accordance with the laws of the State of

5. This Assignment shall inure to the benefiithe successors and assigns of the parties hereto

6. This Assignment may be executed in any rermbcounterparts, each of which shall be deemeatiginal hereof and all of which
together shall constitute but one Assignment. éndbent of any conflict between the terms of thésignment and the terms of the Lease, the
terms of this Assignment shall govern and shattdr@rolling.

IN WITNESS WHEREOF , the parties hereto have executed this Assignitodog effective as of the Effective Date.

ASSIGNOR:
,a
By:
Title:
ASSIGNEE:
,a
By:
Title:

[INSERT APPROPRIATE ACKNOWLEDGEMENT
FORM AND RECORDING REQUIREMENTS]
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Exhibit A
to Assignment and Assumption of Loan and Loan Damnts
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Facility

Schedule 3.6
to Agreement of Sale and Purchase

Zoning Classificatior

Loyalton at Bloomsbur
420 Shaffer Roa
Bloomsburg, Pennsylvan

Loyalton at Harrisbur
3560 N. Progress Avi
Harrisburg, Pennsylvan

Loyalton at Creekviev
1100 Grandon Wa
Hampden, Pennsylvan

C (General Commercial Distric

B.O.R. (Business, Office, Residenti

R-T (Residential Towne
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Exhibit 31.1

Healthcare Realty Trust Incorporated
Quarterly Certification
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, David R. Emery, certify that:
1. | have reviewed this quarterly report on FormQ@0f Healthcare Realty Trust Incorporated,;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with genesabepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentisi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation;
and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitiit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan
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5. The registrant’s other certifying officer(s) alngiave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: May 9, 2007

/s/ DAVID R. EMERY
David R. Emery
Chairman of the Board
and Chief Executive Office
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Exhibit 31.2

Healthcare Realty Trust Incorporated
Quarterly Certification
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Scott W. Holmes, certify that:
1. I have reviewed this quarterly report on ForraQd0f Healthcare Realty Trust Incorporated;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assuramzgding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeatepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presentisi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation;
and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportitigt occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan
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5. The registrant’s other certifying officer(s) alngiave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: May 9, 2007

/s/ SCOTT W. HOLMES
Scott W. Holmes
Senior Vice President

and Chief Financial Office
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Exhibit 32

Healthcare Realty Trust Incorporated
Certification Pursuant to
18 U.S.C. Section 1350,
as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of Hleeare Realty Trust Incorporated (the “Companyi)Form 10-Q for the quarter ended
March 31, 2007, as filed with the Securities andiange Commission on the date hereof (the “RepdrtDavid R. Emery, Chairman of the
Board and Chief Executive Officer of the Compamyd & Scott W. Holmes, Senior Vice President ancefhinancial Officer of the
Company, each certify, pursuant to 18 U.S.C. SectRb0, as adopted pursuant to Section 906 of dneaBes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities ExgwAct of 1934; and
(2) Information contained in the Report fairly peass, in all material respects, the financial ctadiand results of operations of the
Company.

Date: May 9, 2007

/s/DAviD R. EMERY
David R. Emery
Chairman of the Board
and Chief Executive Office

/s/ ScotT W. HOLMES
Scott W. Holmes
Senior Vice President
and Chief Financial Office
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