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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)
M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended: June 30, 2006
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF

THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 1-11852

HEALTHCARE REALTY TRUST INCORPORATED

(Exact name of Registrant as specified in its @nart

Maryland 62 — 1507028
(State or other jurisdiction « (I.LR.S. Employe
incorporation or organizatiol Identification No.)

3310 West End Avenue
Suite 700
Nashville, Tennessee 37203
(Address of principal executive offices)

(615) 269-8175
(Registrant’s telephone number, including area fode

Indicate by check mark whether the Registtaphas filed all reports to be filed by Sectiondr3L5(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for sudrteh period that Registrant was required to filetsreports), and (2) has been subject to
such filing requirements for the past 90 days. Yes R No £

Indicate by check mark whether the Registimatlarge accelerated filer, an accelerated fileg non-accelerated filer (as defined in
Exchange Act Rule 12b-2).
Large accelerated filer R Acceleratizt £ Non-accelerated filer £

Indicate by check mark whether the Registimatshell company (as defined in Rule 12b-2 offkehange Act). Yes£No R
As of August 1, 2006, 47,812,395 shares oR#bgistrant’'s Common Stock were outstanding.
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Part I. FINANCIAL INFORMATION

Healthcare Realty Trust Incorporated
Condensed Consolidated Balance Sheets
(Dollars in thousands)

(Unaudited)
June 30, December 31
2006 2005
ASSETS
Real estate propertie
Land $ 129,27. $ 133,19
Buildings, improvements and lease intangit 1,724,05. 1,670,88.
Personal propert 22,113 21,93
Construction in progres 13,81« 7,03(
1,889,25: 1,833,04.
Less accumulated depreciati (340,96)) (315,799
Total real estate properties, | 1,548,29. 1,517,24
Cash and cash equivalel 4,07¢ 7,037
Mortgage notes receivak 101,82: 105,79!
Assets held for sale, n 2,25( 21,41
Other assets, n 105,79( 96,15¢
Total asset $1,762,23. $1,747,65;
LIABILITIES AND STOCKHOLDERS ' EQUITY
Liabilities:
Notes and bonds payat $ 834,70: $ 778,44t
Accounts payable and accrued liabilit 27,97 30,77«
Other liabilities 24,25¢ 25,96¢
Total liabilities 886,92 835,18
Commitments — —
Stockholder' equity:
Preferred stock, $.01 par value; 50,000,000 star#®rized; none issued and outstant — —
Common stock, $.01 par value; 150,000,000 shart®dzed; issued and outstanding 47,812,395 —

2006 and 47,768,14— 2005 47€ 47€
Additional paic-in capital 1,222,13! 1,220,52.
Deferred compensatic (12,697 (13,019
Cumulative net incom 619,40: 595,40:
Cumulative dividend (954,015 (890,920

Total stockholdel equity 875,30t 912,46¢
Total liabilities and stockholde’ equity $1,762,23. $1,747,65.

The accompanying notes, together with the NotésddConsolidated Financial Statements includedimAmnual Report on Form
10-K for the year ended December 31, 2005, aratagial part of these financial statements.
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Healthcare Realty Trust Incorporated
Condensed Consolidated Statements of Income
For The Three Months Ended June 30, 2006 and 2005
(Dollars in thousands, except per share data)

(Unaudited)

REVENUES:
Master lease rental incon
Property operating incon
Straigh-line rent
Mortgage interest incon
Other operating incom

EXPENSES:
General and administratiy
Property operating expens
Other operating expens
Bad debt expens
Interest
Depreciatior
Amortization

INCOME FROM CONTINUING OPERATIONS
DISCONTINUED OPERATIONS:

Income (loss) from discontinued operatic

Gain on sales of real estate properties and imautsn ne

NET INCOME

BASIC EARNINGS PER COMMON SHARE:
Income from continuing operations per common s

Discontinued operations per common st
Net income per common she

DILUTED EARNINGS PER COMMON SHARE:
Income from continuing operations per common s

Discontinued operations per common st
Net income per common she

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING — BASIC
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING — DILUTED
DIVIDENDS DECLARED, PER COMMON SHARE, DURING THE PE RIOD

2006 2005
$ 20217 $ 17,80
31,39; 32,61
1,36( (1,669
3,08: 2,31¢
10,97: 8,89;
67,02¢ 59,96:
4,36¢ 4,06¢
17,52¢ 17,74(
4,53: 3,85(
33C 0
12,55¢ 11,53;
13,27" 11,80¢
2,70% 3,06:
55,28’ 52,05¢
11,747 7,90¢
(24€) 3,01¢
10 642
(236) 3,667
$ 11506 $ 1156
$ 028§ 0.17
$ 0.0C $ 0.0¢
$ 028§ 0.2t
$ 028§ 0.17
$ (00 $ 0.07
$ 024 $ 0.24
46,531,03  46,476,38
4745997  47,403,31
$ 066( $  0.65¢

The accompanying notes, together with the NotésedConsolidated Financial Statements includedimAmnual Report on Form
10-K for the year ended December 31, 2005, aratagial part of these financial statements.
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Healthcare Realty Trust Incorporated
Condensed Consolidated Statements of Income
For The Six Months Ended June 30, 2006 and 2005
(Dollars in thousands, except per share data)

(Unaudited)

REVENUES:
Master lease rental incon
Property operating incon
Straigh-line rent
Mortgage interest incon
Other operating incom

EXPENSES:
General and administratiy
Property operating expens
Other operating expens
Bad debt expens
Interest
Depreciatior
Amortization

INCOME FROM CONTINUING OPERATIONS
DISCONTINUED OPERATIONS:

Income from discontinued operatia

Gain on sales of real estate properties and impgaitsn ne

NET INCOME

BASIC EARNINGS PER COMMON SHARE:
Income from continuing operations per common s

Discontinued operations per common st
Net income per common she

DILUTED EARNINGS PER COMMON SHARE:
Income from continuing operations per common s

Discontinued operations per common st

Net income per common she
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING — BASIC
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING — DILUTED
DIVIDENDS DECLARED, PER COMMON SHARE, DURING THE PE RIOD

2006

2005

$ 40,17 $ 34,76
63,21 65,55¢
1,742 (1,419
6,13¢ 3,65:
19,73( 17,31¢
130,99 119,87
8,76( 7,32¢
35,65¢ 34,41
8,83¢ 7,58¢
1,067 0
25,61 23,30¢
25,84 23,26¢
5,581 6,127
111,36 102,02
19,62’ 17,84¢
1,09¢ 7,68¢
3,27¢ 6,77¢
4,37/ 14,46’

$ 24000 $ 3231

$ 0.4: % 0.3¢

$ 0.0¢ $ 0.31

$ 051 $ 0.7¢

$ 041 $ 0.3¢

$ 0.0¢ $ 0.3(

$ 0.5 $ 0.6¢

4651158  46,443,63

4746437  47,37589

$ 132 $  1.30¢

The accompanying notes, together with the NotésddConsolidated Financial Statements includedimAmnual Report on Form
10-K for the year ended December 31, 2005, aratagial part of these financial statements.
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Healthcare Realty Trust Incorporated
Condensed Consolidated Statements of Cash Flows
For The Six Months Ended June 30, 2006 and 2005

(Dollars in thousands)

(Unaudited)
2006 2005
Cash flows from operating activities:
Net income $ 24,00: $ 32,31¢
Adjustments to reconcile net income to cash praVicle operating activities
Depreciation and amortizatic 31,83: 30,70¢
Deferred compensation amortizati 1,89( 1,76%
FAS 123R stock compensation expe 227 0
Increase (decrease) in other liabilit 2,552 (9549)
Increase in other ass¢ (1,219 (4,730
Decrease in accounts payable and accrued liab| (4,947) (2,575
(Increase) decrease in stra-line rent receivabl (1,165 1,572
Equity in losses from unconsolidated LL 74 14t
Provision for bad debt 1,067 0
Gain on sales of real estate and impairments (3,275 (6,779
Net cash provided by operating activit 51,04: 51,46¢
Cash flows from investing activities:
Acquisition and development of real estate props (80,379 (61,309
Funding of mortgages and notes receivi (20,577 (64,32¢)
Investments in unconsolidated LL (9,879) (11,139
Distributions from unconsolidated LL( 424 114
Proceeds from sales of real es 29,14« 124,87¢
Proceeds from mortgages and notes receivable repdy 40,35 9,161
Net cash used in investing activiti (40,899 (2,617
Cash flows from financing activities:
Borrowings on notes and bonds paye 247,00( 122,24
Repayments on notes and bonds pay (195,489 (110,726
Dividends paic (63,097 (62,307
Proceeds from issuance of common si 298 872
Common stock redemptic (481) 0
Debt issuance cos (1,339 0
Net cash used in financing activiti (13,107) (49,907
Decrease in cash and cash equivaler (2,959 (1,049
Cash and cash equivalents, beginning of peric 7,037 2,68:
Cash and cash equivalents, end of peric $ 4,07¢ $ 1,63/

The accompanying notes, together with the NotésedConsolidated Financial Statements includedimAmnual Report on Form

10-K for the year ended December 31, 2005, aratagial part of these financial statements.
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Healthcare Realty Trust Incorporated
Notes to Condensed Consolidated Financial Statement

June 30, 2006
(Unaudited)

Note 1. Significant Accounting Policies
Overview

The accompanying unaudited Condensed Consetfidénancial Statements and Notes of HealthcagdtyR€rust Incorporated (the
“Company”) have been prepared in accordance witb@aating principles generally accepted in the UhB¢ates for interim financial
information and with the instructions to Form 10ad Article 10 of Regulation S-X. Accordingly, thdg not include all of the information
and footnotes required by accounting principlesegalty accepted in the United States for compliei@fcial statements that are included in
the Company’s Annual Report to Shareholders on FdifK for the year ended December 31, 2005. Managtivelieves, however, that all
adjustments of a normal recurring nature considass@ssary for a fair presentation have been iediu@his interim financial information
does not necessarily represent or indicate whatleeating results will be for the year ending Deber 31, 2006 due to many reasons
including, but not limited to, acquisitions, disg@mns, capital financing transactions, changemiarest rates and the effect of trends as
discussed in Management's Discussion and Analfdisnancial Condition and Results of Operations D&A”).

This interim financial information should bead in conjunction with the financial statementd B1D&A included in the Company’s
Annual Report to Shareholders on Form 10-K fontbar ended December 31, 2005.

Significant inter-company accounts and tratisas have been eliminated in the Condensed Cataeli Financial Statements.

The Company is in the business of owning, g, managing, and financing healthcastated properties. The Company is manage
one reporting unit for internal reporting purpoaes for internal decision-making. Therefore, thenpany has concluded that it operates as a
single segment, as defined by the Financial Acdongrtandards Board (“FASB”) Statement of Finangéiatounting Standards (“SFAS”)

No. 131,"Disclosures About Segments of an Enterprise arldtBe Information.”

Certain reclassifications have been madearCtbhndensed Consolidated Financial Statementidahtee and six months ended June 30,
2005 to conform to the June 30, 2006 presentation.

Sock Issued to Employees

During 2006 and 2005, the Company issued andolitstanding various employee stock-based awah#dse awards included restricted
stock issued to employees pursuant to the 2003 &raps Restricted Stock Incentive Plan (the “ReasuliGtock Plan”) and shares issued to
employees pursuant to the 2000 Employee Stock BsecRlan (“Employee Stock Purchase Plan”). The &yegl Stock Purchase Plan
features a “look-back” provision which enables ¢neployee to purchase a fixed number of sharesdesiser of 85% of the market price on
the date of grant or 85% of the market price ondiwe of exercise, with optional purchase datesrmicig once each quarter for twenty-seven
months.
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Prior to 2006, the Company followed the redtign and measurement principles of Accounting €igles Board (“APB”)Opinion No. 25
“Accounting for Stock Issued to Employees” and tediainterpretations in accounting for its stdmsed awards to employees and followe:
disclosure provisions of SFAS No. 123, “Accountfog Stock-Based Compensation,” as amended. Effed@nuary 1, 2006, the Company
adopted SFAS No. 123R, “Share-Based Payment,” wigizised SFAS No. 123 and superseded APB Opiniar?BoThis statement focuses
primarily on accounting for transactions in whichampany obtains employee services in share-basgdgnt transactions, including
employee stock purchase plans under certain condijtbut does not change the accounting guidamshére-based payment transactions
with parties other than employees. This statenmeguires all share-based payments to employeesrecbgnized in the income statement
based on their fair values. SFAS No. 123R permitdip companies to adopt its requirements usingadriieo methods. The Company has
elected to follow the modified prospective methiodihich compensation cost is recognized beginmiitg the effective date (a) based on
requirements of SFAS 123R for all share-based pajsrgranted after the effective date and (b) basetthe requirements of SFAS No. 123
for all awards granted to employees prior to tHeative date of SFAS No. 123R that remain unvestethe effective date.

The compensatory nature of the RestrictedkSaten and the determination of the related comgi@ns expense under the provisions of
SFAS No. 123R are consistent with the accountiegttnent prescribed by APB Opinion No. 25. Howetrex,look-back feature under the
Employee Stock Purchase Plan does not qualifydarecompensatory accounting treatment under SFASLRBR as it did under the
provisions prescribed by APB Opinion No. 25, amdteéad, requires fair value measurement using llekEscholes or other pricing model
and the recognition of expense over the vestingpgeThe accounting for the look-back feature asged with the Employee Stock Purchase
Plan under SFAS No. 123R is consistent with th@aeting prescribed by SFAS No. 123, and as intéegran FASB Technical Bulletin
(“FTB”) 97-1, “Accounting under Statement 123 foer@in Employee Stock Purchase Plans with a LoadE2ption.” Therefore, the
compensation expense recognized upon adoptionAEH6. 123R has been determined in the same mamaiethe proforma compensation
expense was calculated under SFAS No. 123, usnBldck-Scholes model. For the three and six moatiaed June 30, 2006, included in
general and administrative expenses, the Compawognized approximately $0 and $227,000, respegtiedlcompensation expense related
to the January 1, 2006 grant of options to purclshsees under the Employee Stock Purchase Plamewheh options are immediately ves
on the date of grant. The Company grants optionleuits Employee Stock Purchase Plan once a yedangdthe first quarter, and thus
records compensation expense related to thosesgrvahtin that quarter each year.

The following table represents the effect ehincome and earnings per share for the thresiandonths ended June 30, 2005, as if the
Company had applied the fair value-based methodeswbnition provisions of SFAS No. 123 and 123Rdascribed above:
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Three Months Ende  Six Months Ende

(Dollarsin thousands, except per share data) June 30, 200 June 30, 200
Net income, as reporte $ 11,567 $ 32,31¢
Add: Compensation expense for eg-based awards to employees, included in net inc 86¢ 1,77C
Deduct: Compensation expense for ec-based awards to employees under the fair valueat (869) (1,999
Prc-forma net incomu $ 11,567 $ 32,09:
Earnings per share, as report
Basic $ 0.2t $ 0.7C
Assuming dilutior $ 0.2¢ $ 0.6¢
Prc-forma earnings per shai
Basic $ 0.2t $ 0.6¢
Assuming dilutior $ 022 $ 0.6¢

A summary of the Employee Stock Purchase Btdinity and related information for the three @i months ended June 30, 2006 and
2005 follows:

For the Three Month For the Six Month:

Ended June 3( Ended June 3(

All Options 2006 2005 2006 2005
Outstanding, beginning of peri 266,66: 233,96 158,02¢ 141,03

Grantec 0 0 148,69t 119,73(

Exercisec (1,249 1 (20,827 (9,675

Forfeited (14,689 (3,067 (45,16¢) (20,19))

Expired (55,15() 0 (55,15() 0
Outstanding and exercisable at end of pe 195,58! 230,90: 195,58 230,90:
Weighted-average fair value of options grantedrduthe year

(calculated as of the grant da $ 6.74 $ 774 $ 6.74 $ 7.74
Weightec-average exercise price of options exercised duhageal $ 27.3¢ $ 26.3¢ $ 27.3¢ $ 26.3¢
Weighted-average exercise price of options outstgn@alculated as

of June 30 $ 27.01 $ 294t 27.01 $ 29.4¢
Range of exercise prices of options outstandinkptated as of

June 30 $27.07-$34.6( $24.8¢-$34.6( $27.07-$34.6( $24.8¢-$34.6(
Weighted-average contractual life of outstandintioms (calculated a

of June 30, in year: 1.34 1.31 1.34 1.31

The fair value of these options was estimatetie date of grant using a Black-Scholes optmiting model with the weighted average
assumptions for the options granted during theogambted in the following table. The risk-free st rate was based on the U.S. Treasury
constant maturity-nominal two-year rate whose mitis nearest to the date of the expiration ofléttest option outstanding and exercisable;
the expected life of each option was estimatedgugia historical exercise behavior of employeepgeeted volatility was based on historical
volatility of the Company’s stock, calculated on a
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quarterly basis; and expected forfeitures weredasehistorical exercise rates within the look-bpekiod.

Three and Six Months Ended June

2006 2005
Risk-free interest rate 4.41% 3.0&%
Dividend yields 6.6E% 7.5(%
Expected life (in years 1.4¢ 1.51
Expected volatility 0.19¢ 0.19¢
Expected forfeiture rate 76% 76%

During the three and six months ended Jun2@6, the Company granted 870 shares of restrattak and 30,928 shares of restricted
stock to employees under its various benefit pfengng a value at the date of grant of approxinya$89,400 and $1.0 million, respectively.
The shares have vesting or amortization periodgimgrfrom three to eight years. The amortizatioriquemay be shorter than the vesting
period for awards to certain officers having emplent agreements, which allow for accelerated vgsifrshares upon retirement. During the
three and six months ended June 30, 2006, the Gongiso granted a total of 16,000 shares of réstfistock to its outside directors (2,000
shares to each director). The shares had a vathe date of grant totaling approximately $0.6 imilland have a vesting period of 3 years.

During the second quarter of 2006, the Compuaitiyheld 12,757 shares of common stock from oniésaffficers to pay estimated
withholding taxes related to restricted stock thedted in the quarter. The shares were immediegtihed.

Retirement Plans

The Company has retirement plans under whictain employees, as designated by the Compengatioimittee of the Board of
Directors, and the Company’s outside directors, neagive retirement benefits. These benefits aseri®d in more detail in the Company’s
Annual Report on Form 10-K for the year ended Ddzem31, 2005. The plans are unfunded and benefitbevpaid from earnings of the
Company. The following table sets forth the benatfligations for the three and six months ended B 2006 and 2005.

Three Months Ended Six Months Ended
June 30, June 30,
(in thousands) 2006 2005 2006 2005
Benefit obligation, beginning of peric $ 8,34t $ 6,87 $ 8,34t $ 6,61F
Service cost 23t 15C 471 30C
Interest cost 177 10z 35¢E 204
Other 10€ 8 21C 17
Actuarial gain 50¢ 2 1,017 3
Benefit obligation, end of peric 9,371 7,13¢ 10,39¢ 7,13¢
Unrecognized net actuarial ge (1,43¢) (1,020 (2,469 (1,020
Net pension liability in accrued liabilitie $ 7,93¢ $ 6,11¢ $ 7,93¢ $ 6,11¢
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Variable Interest Entities

In accordance with FASB Financial InterpretatNo. 46R, “Consolidation of Variable Interestifias (“VIES”) an Interpretation of
Accounting Research Bulletin No. 51,” the Compaayg ncluded in its Condensed Consolidated Finastatements six VIEs in which the
Company has concluded it is the primary beneficiihe Company’s VIEs are discussed in more detatié Company’s Annual Report on
Form 10-K for the year ended December 31, 2005.

New Pronouncements

In July 2006, the FASB issued Financial Intetation No. 48, “Accounting for Uncertainty in lmmoe Taxes, an interpretation of SFAS
No. 109, Accounting for Income Tax” (“FIN No. 48") which clarifies the accounting fancome taxes by prescribing the minimum
recognition threshold a tax position is requiredneet before being recognized in the financiakst&nts. The Company is currently
evaluating what impact, if any, FIN No. 48 will keawn its results of operations and cash flows. RN 48 will be effective for the Company
beginning January 1, 2007.

Note 2. 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. These activities constitute a singkdrmss segment as defined by the SFAS No. I3isclosures about Segments of an Enterj
and Related Information.” As of June 30, 2006,@menpany had investments of approximately $2.0dilin 249 real estate properties and
mortgage notes receivable, including investmenthri@e unconsolidated limited liability companieartied in “Other assets” on the
Company’s Condensed Consolidated Balance Sheet)Company’s 235 owned real estate properties,dddat27 states, totaled
approximately 12.7 million square feet. See théetalelow for more detail on the Company’s real teséad mortgage notes receivable
investments:
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Owned properties:
Long-term net master leases

Medical office/outpatient facilitie
Assisted living facilities
Skilled nursing facilities
Inpatient rehabilitation facilitie
Independent living facilitie
Other inpatient facilitie:

Financial support agreements
Medical office/outpatient facilitie

Multi-tenanted with occupancy leases
Medical office/outpatient facilitie

Corporate property
Total owned properties, excluding assets held foate
Assets held for sale
Medical office/outpatient facilitie

Total owned properties
Mortgage notes receivable:
Assisted living facilities
Skilled nursing facilities
Medical office/outpatient facilitie
Independent living facilitie

Unconsolidated LLC investments, net
Medical office/outpatient facilitie
Assisted living facilities

Total real estate investment:

10

Number of

Investments

60
26
29
9
7
4

13t

17
17

82
82

234

Investment Amounts Square Feet
(in thousands) (in thousands

$ 346,82 17.2% 2,26¢
128,07: 6.4% 887
144,71 7.2% 974
199,90: 9.% 643
63,897 3.2% 72€
32,56¢ 1.€% 334
915,97 45.5% 5,83(
167,93: 8.2% 1,184
167,93¢ 8.2% 1,18¢
791,27: 39.2% 5,71¢
791,27: 39.5% 5,71t
14,07 0.7% —
1,889,25. 93.8% 12,72¢
2,37¢ 0.1% 17
2,37¢ 0.1% 17
1,891,63! 93.% 12,74¢
64,64 3.2% N/A
16,26( 0.8% N/A
14,92( 0.8% N/A
6,00( 0.2% N/A
101,82¢ 5.1% N/A
13,46¢ 0.7% N/A
6,62 0.2% N/A
20,09¢ 1.C% N/A
$2,013,54 100.(% 12,74¢
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Asset Acquisitions

During the second quarter of 2006, the Com@auired a 58,474 square foot medical office gdind an adjoining 117,525 square
foot orthopaedic hospital in Indiana for $65.0 moill. These properties will operate under absoletamaster lease agreements. The Company
also invested $3.9 million in one mortgage notereble, which is secured by six senior living Réieis in Michigan. Additionally, the
Company financed in full the sale of one of its edrancillary hospital facilities in California, which the Company had a $16.4 million
gross investment ($13.4 million, net). In the teaton, the Company received a $14.9 million magégaote receivable, which is secured by
the 87,000 square foot facility. As required by SFNo. 66, “Accounting for Sales of Real Estateg @ompany has deferred the recognition
of the gain on sale of approximately $1.5 milliantibsuch time that recognition is allowed undeASHNo. 66.

During the first quarter of 2006, the Compamyested $16.0 million in one mortgage, which isused by a group of assisted living
facilities. Also, during the first quarter of 20G6e Company acquired for $2.4 million a 50% nomaging member interest in a limited
liability company (“LLC") which acquired one mediaatfice building in Oregon, and acquired for $&@lion a 10% non-managing member
interest in a LLC which acquired six senior livifagilities in Utah. The Company accounts for itenests in these LLCs under the equity
method. These investments are carried in “Othestg’sen the Company’s Condensed Consolidated BalSheets.

Asset Dispositions

During the second quarter of 2006, the Comsag three ancillary hospital facilities in Alabanin which the Company had a gross
investment totaling $26.3 million ($21.1 millionet) and other related assets totaling approxim&@00,000. The purchase price totaled
$21.7 million, and provided for the repayment akhhmortgage notes payable totaling $7.1 milliohiclv were secured by the properties.
Company recognized an immaterial gain on the ti@tiwa Additionally, pursuant to a purchase optixercised in 2005, the Company sold
an 87,000 square foot ancillary hospital facilityGalifornia and financed the sale transactione (Pesset Acquisitions” for more details.)
Finally, in the second quarter, two mortgage notesivable were repaid totaling $10.9 million. Tempany received a $1.1 million
prepayment penalty from these two repayments, wikiaicluded in “Other operating income” on the Gamy’s Consolidated Statement of
Income.

During the first quarter of 2006, a sponsademma financial support arrangement exercised ehaige option and purchased two properties,
providing net proceeds to the Company totaling $hillion. The Company recognized a $3.3 millioringfrom the sale of these properties.
Also, mortgage notes receivable were repaid progidiet proceeds to the Company totaling $28.0anillincluding interest receivables due
to the Company.

Purchase Options

As of December 31, 2005, the Company had ssgrivestment of approximately $205.0 million ialrestate properties where the
respective operators and lessees had outstandihep@ncisable contractual options to purchase tbpeasties subject to various conditions
and terms. As discussed in the preceding paragtaplGompany sold two properties pursuant to conted purchase options in the first
quarter of 2006 and sold one property in the secpadter of 2006 pursuant to an option exercisethbyenant in late 2005. The Company
has not received any additional notices of exelicig906 and cannot predict how many, if any, maydzeived in the future. See the
Company’s Annual Report on Form 10-K for the yaadlesd December 31, 2005 for a more detailed disonsdithe Company’s properties
that are subject to purchase options.
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Prepayments on Mortgage Notes Receivable

The Company has been notified by three borrswétheir intent to prepay mortgage notes reddejaotaling approximately $30.8 millic
at June 30, 2006, during the third and fourth garardf 2006. The weighted average interest rathese three mortgage notes receivable was
13.48% at June 30, 2006.
Note 3. Notes and Bonds Payable

Notes and bonds payable consisted of the folloy(in thousands):

June 30 December 3.
2006 2005

Unsecured Credit Facility due 20 $173,00( $ 0
Unsecured Credit Facility due 20 0 73,00(
Senior Notes due 20( 0 29,40(
Senior Notes due 2011, r 301,18 306,62¢
Senior Notes due 2014, r 298,77 298,70t
Mortgage notes payah 61,74 70,70¢
$834,70: $ 778,44t

At June 30, 2006, the Company was in compéamith the covenant requirements under its varamlst instruments.

Unsecured Credit Facility due 2009

In January 2006, the Company entered into0® $4million credit facility (the “Unsecured Credhiacility 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 competitieadvances) will bear interest at a 1
equal to (x) LIBOR or the base rate (defined ashigaer of the Bank of America prime rate and teddtal 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 June 30, 2006 was%6. Blditionally, the Company will pay a facilitydgper annum on the aggregate amount
of commitments. The facility fee may range from3¥d.to 0.30% per annum (currently 0.20%), basederCiompany’s unsecured debt
ratings. The Credit Facility due 2009 containsaiertepresentations, warranties, and financialahdr covenants customary in such loan
agreements. The Company had borrowing capacityinemgeof $227.0 million under the facility as ofrki30, 2006.

Unsecured Credit Facility due 2006

In 2003, the Company entered into a $300.0anitredit facility (the “Unsecured Credit Fagjlitlue 2006”) with a syndicate of 12 banks.
In January 2006, the Unsecured Credit Facility 20@6 was repaid with proceeds from the UnsecurediCFacility due 2009. Rates for
borrowings under the Unsecured Credit Facility 2086 were, at the Company’s option, LIBOR baseldased on the higher of the Federal
Funds Rate plu¥ 20f 1% or the agent bank’s prime rate and could wased on the Company'’s debt rating. In additioea,Gompany
incurred an annual facility fee of 0.35% on the agitment, which could fluctuate based on the Comfsadgbt rating.
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Senior Notes due 2006

In 2000, the Company privately placed $70.0ioni of unsecured senior notes (the “Senior Nates 2006") with multiple purchasers
affiliated with two institutions. The Senior Notdge 2006 bore interest at 9.49% and were fullyicepa April 3, 2006.

Senior Notes due 2011

In 2001, the Company publicly issued $300.0ioni of unsecured senior notes due 2011 (the “@eNbtes due 2011"). The Senior Notes
due 2011 bear interest at 8.125%, payable semiadligran May 1 and November 1, and are due on M&01,1, 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 it¢oeist rate swap agreements for notional amoutabrig $125.0 million to offset changes
in the fair value of $125.0 million of the notehiefCompany paid interest at the equivalent rate38% over six-month LIBOR. In
March 2003, the Company terminated these inteadstswap agreements and entered into new swaps tenahs identical to those of the
2001 swap agreements except that the equivalentvag adjusted to 4.12% over six-month LIBOR. ThenBany received cash equal to the
fair value of the terminated swaps (“premium”) a8$4 million, which was combined with the princifmalance of the Senior Notes due 2011
on the Company’s Condensed Consolidated BalancetShad was being amortized against interest erparex the remaining term of the
notes, offsetting the increase in the spread olBOR. The derivative instruments met all of theuiegments of a fair value hedge and were
accounted for using the “shortcut method” as sehfim SFAS No. 133, “Accounting for Derivative tnsments and Hedging Activities.” As
such, changes in fair value of the derivative unsients had no impact on the Company’s Condenseddlidated Statements of Income. In
June 2006, the Company terminated these intereesswap agreements and paid $10.1 million, equidetdair value of the interest rate sw
at termination, plus interest due of $0.3 millidine $10.1 million paid by the Company was offsetiagt the remaining premium from the
2003 termination. The remaining net premium of $hilion was combined with the principal balancetloé Senior Notes due 2011 on the
Company’'s Condensed Consolidated Balance Sheetsiliitiee amortized against interest expense overémaining term of the notes
resulting in a new effective rate on the notes.808%. The following table reconciles the balantthe Senior Notes due 2011 on the
Company’s Condensed Consolidated Balance Sheé&ifiass (in thousands):

June 30 December 3:

2006 2005
Senior Notes due 2011 principal balal $300,00( $ 300,00(
Unamortized net gain (net of discou 1,18: 12,22¢
Fair value of interest rate swa 0 (5,597%)
$301,18: $ 306,62

Senior Notes due 2014

On March 30, 2004, the Company publicly iss8d0.0 million of unsecured senior notes due 2@ “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 redeenr
earlier by the Company. The notes were issuediacaunt of approximately $1.5 million, yieldinpal 9% interest rate per annum. The
following table reconciles the balance of the Sehotes due 2014 on the Compasiondensed Consolidated Balance Sheets (in thads)s
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June 30 December 3:

2006 2005
Senior Notes due 2014 principal bala $300,00( $ 300,00(
Unamortized discour (1,22¢) (1,299
$298,77. $ 298,70¢

Mortgage Notes Payable

At June 30, 2006, the Company had outstantiihgon-recourse mortgage notes payable, with cblza#ateral, as follows (dollars in
millions):

Investment i

Effective Number Collateral a Contractual Balance :
Original Interest Maturity of Notes (5) June 30 June 30 Dec. 31,

Balance Rate Date Payable Collatera 2006 2006 2005
Life Insurance Co.(1 $ 23.: 7.765% 7/2¢€ 1 MOB $ 46.1 $ 20.7 $ 20.
Life Insurance Co.(2 4.7 7.765% 1/17 1 MOB 11.C 3.3 3.4
Commercial Bank(3 23.4 7.22(% 5/11 5 7 MOBs 53.€ 13.7 22.2
Commercial Bank(1 5.2 5.55(% 4/31 1 SNF 10.1 5.1 5.2
Commercial Bank(1 4.C 8.00(% 4/32 1 SNF 8.1 3.9 4.C
Life Insurance Co.(4 15.1 5.49(% 1/1€ 1 MOB 32.t 15.C 15.1
10 $ 161. $ 61.7 $ 70.79

(1) Payable in monthly installments of principal antkmest based on a-year amortization with the final payment due atumiat.
(2) Payable in monthly installments of principal antkmest based on a -year amortization with the final payment due atumiat.

(3) Payable in fully amortizing monthly installmts of principal and interest due at maturity. @ridly, the Company had 8 mortgage notes

totaling $35.0 million on 10 MOBs. Three of the gage notes, originally totaling $11.6 million, watefeased during the second
quarter of 2006

(4) Payable in monthly installments of principal antkmest based on a -year amortization with the final payment due atumiat.

(5) MOB-Medical office building
SNF-Skilled nursing facility

The contractual interest rates for the 10tantting mortgage notes ranged from 5.49% to 8.50%arze 30, 2006. Three mortgage notes
payable totaling approximately $7.1 million wereael in April 2006 related to the sale of three maboffice buildings which secured the
mortgage notes.

Other Long-Term Debt Information
Future maturities of the Company’s notes amudls payable as of June 30, 2006 were as folloala(d in thousands):

2006 $ 1,72 0.2%
2007 3,64¢ 0.4%
2008 3,922 0.5%
2009 177,22« 21.2%
2010 4.54¢ 0.6%
2011 and thereaft 643,64 77.1%

$834,70: 100.(%
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The Company paid interest and capitalized@steas follows (dollars in thousands):

Three Months Ende Six Months Ende:
June 30 June 30
2006 2005 2006 2005
Interest paic $25,01: $23,431 $27,39: $24,74:
Interest capitalize $ 56¢ $ 48t $ 67¢€ $ 924

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 Company, the Company, concurrently withabquisition, acquired offsetting swe
The remaining liability as of June 30, 2006 and®2@@s approximately $311,000 and $489,000, resmdgti

Note 4. Commitments and Contingencies
Construction in Progress

As of June 30, 2006, the Company had an imvest of approximately $6.3 million in three medio#fice building developments in
progress, which have a total remaining funding cament of approximately $56.6 million. The Compaanticipates completion of these
buildings in 2007. The Company is also in the pegaopment stages on one building in Hawaii. Adwfe 30, 2006, the Company had
invested $7.5 million in the Hawaii land and sitegaration, on which the Company anticipates it elyin construction of a $70.0 million
medical office building during 2006.

The Company also had various remaining fisstegation tenant improvement obligations totalipgraximately $7.4 million as of
June 30, 2006 related to properties that were dpeel by the Company.

Hurricane Casualty Losses

As disclosed in the Company’s Annual Repoi$hareholders on Form 10-K for the year ended Dbeedil, 2005, three buildings owned
by the Company sustained water, flood or wind damfagm Hurricane Katrina and Hurricane Rita. In 20the Company recorded an
estimated net loss related to these events. Bas#dteavork performed through the second quart@066, the Company has determined that
the actual cost to repair the damages to thesdibgd will be more than estimated in 2005. As alltethe Company recorded, in the second
quarter of 2006, additional estimated losses tageti700,000 which are included in depreciation espeon the accompanying Consolidated
Statement of Income.

Legal Proceedings

On October 9, 2003, HR Acquisition | Corpaoatif/k/a Capstone Capital Corporation, “Capstona’Wholly-owned affiliate of the
Company, was served with the Third Amended Verifiaanplaint in a shareholder derivative suit whicisveriginally 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 propseitiien 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 compkseks an accounting and disgorgement of monieénelnl by the allegedly wrongful
conduct and other unspecified
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compensatory and punitive damages. There is clyrastay on discovery in the case. The Companlydefend itself vigorously and belie\
that the claims brought by the plaintiff are notritegious.

In May, 2006, Methodist Health System Fouratatinc. (“the Foundation”) filed suit against aally-owned 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 saled?endleton Memorial Methodist Hospital to Umgad Health Services, Inc. in 2003. Its
assets and income are not primarily dependent thmoperations of Methodist Hospital, which hasaamad closed since Hurricane Katrina
struck in August 2005. The Foundation’s suit alletfeat Hurricane Katrina and its aftermath shoel@ve the Foundation of its obligations
under the financial support agreements. The agneEnd® not contain any express provision allowimgtérmination upon a casualty event.
The Company believes the Foundation’s claims atemasitorious and will vigorously defend the enfeability of the financial support
agreements.

The Company is not aware of any other pendimnifyreatened litigation that, if resolved agaihgt Company, would have a material
adverse effect on the Company'’s financial conditionesults of operations.
Purchase Contracts

The Company has executed purchase agreenesdguire a skilled nursing facility in Tennesseedpproximately $7.3 million and an
assisted living facility in Florida for $8.2 millio Both acquisitions are expected to close dutiegthird quarter of 2006.
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Note 5. Earnings Per Share

The table below sets forth the computatiohasfic and diluted earnings per share as requiredH#5 No. 128, “Earnings Per Share” for
the three and six months ended June 30, 2006 &l (@0llars in thousands, except per share data).

Three Months Ended Six Months Ended
June 30, June 30,
2006 2005 2006 2005
Weighted Average Share!
Weighted Average Shares Outstanc 47,807,91 47,751,01 47,796,24 47,734,07
Unvested Restricted Stock Sha (1,276,88) (1,274,62)) (1,284,66) (1,290,43)

Weighted Average Shar— Basic 46,531,03 46,476,38 46,511,58 46,443,63
Weighted Average Shar— Basic 46,531,03 46,476,38 46,511,58 46,443,63

Dilutive effect of Restricted Stock Shai 894,95! 877,84 910,13¢ 882,52

Dilutive effect of Employee Stock Purchase F 33,99 49,07¢ 42 ,66: 49,73:
Weighted Average Shar— Diluted 47,459,97 47,403,31 47,464,37 47,375,89
Net Income
Income from Continuing Operatio $ 11,74. % 7908 $ 19,627 $  17,84¢
Discontinued operatior (23€) 3,66z 4,37¢ 14,467
Net income $ 1150¢ $ 11567 $ 24,000 $  32,31¢

Basic Earnings per Common Shart

Income from Continuing Operations per common s $ 028 % 017 % 04: % 0.3¢
Discontinued Operations per common st $ 0.0C % 0.0¢ $ 0.0¢ % 0.31
Net income per common she $ 028 % 028 % 051 $ 0.7¢C
Diluted Earnings per Common Share

Income from Continuing Operations per common s $ 028 % 017 % 041 % 0.3¢
Discontinued Operations per common st $ (0.0)) % 0.07 $ 0.0¢ $ 0.3C
Net income per common she $ 02¢ % 024  $ 05C % 0.6¢

Note 6. Subsequent Events
Common Stock Dividend
On July 25, 2006, the Company’s Board of Divexdeclared a quarterly common stock cash dividenhe amount of $0.660 per share
($2.64 annualized) payable on September 1, 2086areholders of record on August 15, 2006.
Authorization to Repurchase Common Sock

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.
The Company may elect, from time to time, to repase shares either when market conditions are ppat® or as a means to reinvest ex
cash flows from investing activities. Such purclsasieany, may be made either in the open markétraugh privately negotiated
transactions.
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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 (the “Code”), as an
indefinite life real estate investment trust (“‘RBLTThe Company, a self-managed and self-admirgst&EIT, integrates owning, managing
and developing income-producing real estate prigzesind mortgages associated with the deliveryeafthcare services throughout the
United States. Management believes that by progidiated real estate services, the Company céaretitiate 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 egiaperties, from interest earned on
mortgage loans, and from revenues from the opestid six senior living facilities consolidated the Company as variable interest entities
(“VIES"). The Company typically incurs operatingdaadministrative expenses, including compensatiice rental and other related
occupancy costs, as well as various expenses @tturrconnection with managing the existing poitfaind acquiring additional properties.
The Company also incurs interest expense on itswsadebt instruments, depreciation and amortinagixpense on its real estate portfolio,
and reports operating expenses of the six condetiddlEs.

Executive Overview

The Company continues to be well-positioneanfia capital structure and liquidity viewpoint.January 2006, the Company replaced its
$300.0 million unsecured credit facility due 2008hwa $400.0 million unsecured credit facility d2@09 (“Unsecured Credit Facility due
2009"), which may be increased to $650.0 milliomidy the first two years. (See Note 3 to the CoseédnConsolidated Financial Statements
for more details on the Unsecured Credit Facilitg @009.) At June 30, 2006, the Company had $1m8lidn outstanding and had
borrowing capacity remaining of $227.0 million units Unsecured Credit Facility due 2009. AlsoJae 30, 2006, the Company’s debt-to-
book capitalization ratio was 48.8%, and 77.1%hef Company’s existing debt portfolio had maturityes after 2010 (approximately 90% of
the debt due prior to 2010 is related to the UnsstCredit Facility due 2009).

Since the Company'’s inception, it has beeecsile about the properties it acquires and degelblanagement believes that by selecting
conservative, long-term investments with finangiatiable healthcare providers and in markets witbbaist demand for outpatient healthcare
facilities, the Company will enhance its prospdotdong-term stability. The Company'’s portfolidydrsified by facility type, geography, and
tenant concentration, helps mitigate its exposuifuttuating economic conditions, tenant and spongedit risks, and changes in clinical
practice patterns.

The Company invested $65.0 million in a meldi¢ice building and an adjoining orthopaedic hitslin Indiana during the second qua
of 2006. Notwithstanding this acquisition, the Ca@mp continues to see low capitalization rates amdmally accretive investment returns
for medical office buildings. Given this market @mwment, the Company’s acquisition activity foettemainder of 2006 will likely be in the
senior living sector, where the Company has selativrely higher capitalization rates. The Compasigliso using its internal development
capabilities to focus on new medical office devete@nt opportunities which management believes caergée higher long-term yields. As
such, the Company continues its discussions widtttheare systems on several on-campus developmaetts, and also continues to pursue
market-driven development opportunities unaffildateith any healthcare system.
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The Company is currently in the process ofeffaping three medical office buildings on campusieBaylor Health Care System in Texas.
In addition, the Company has begun to develop mgklunaffiliated with any hospital or health systéManagement believes such
unaffiliated projects can offer a number of advgeta including fewer use and leasing restrictishsrter development timelines, and higher
returns. For example, the Company is in the presldigment stage on one other building in Hawaii basl signed a letter of intent to develop
two medical office buildings totaling approximatel§0,000 square feet in Colorado. The Company d#téa invest approximately $27
million in the medical office buildings on the Codalo site and anticipates that construction wiltbmpleted in 2008.

The Company is pursuing 17 other developmesjepts in various stages of activity. Though tlmmpany believes some of these projects
will materialize into developments, the Companyrzarpredict which, if any, of these projects wilatarialize.

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 in the Compaxynual Report on Form 10-K for the year endedé@maber 31, 2005 are some of the
factors and trends that management believes magadifipture operations of the Company.

Funds From Operations

Funds from operations (“FFQ”) and FFO per stae operating performance measures adopted iNatiienal Association of Real Estate
Investment Trusts, Inc. (“NAREIT”). NAREIT definéd-O as the most commonly accepted and reportedureeata 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 amortizatand after adjustments for unconsolidated pestifgs and joint ventures.”

Management believes FFO and FFO per share soifpplemental measures of a REIT’s performancausecthey provide an
understanding of the operating performance of theagany’s properties without giving effect to sigeéint non-cash items, primarily
depreciation and amortization of real estate. Manant uses FFO and FFO per share to compare ah@&vis own operating results from
period to period, and to monitor the operating ltesaf 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 usecelEHT industry and by industry
analysts to evaluate REITs; because FFO per shamsistently and regularly reported, discussed ,campared by research analysts in their
notes and publications about REITs; and finallycauese research analysts publish their earningsa&tsts and consensus estimates for
healthcare REITs only in terms of fully-diluted Fp@r share and not in terms of net income or egsmrer share. For these reasons,
management has deemed it appropriate to disclabdiaouss FFO and FFO per share.

However, FFO does not represent cash gendratedoperating activities determined in accordawitd accounting principles generally
accepted in the United States and is not necegsadicative of cash available to fund cash ne&# should not be considered as an
alternative to net income as an indicator of then@anys operating performance or as an alternative tb ftaw from operating activities as
measure of liquidity.
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The table below reconciles FFO to net incoordte three and six months ended June 30, 2008 @01l

Three Months Ended Six Months Ended
June 30, June 30,

(Dollars in thousands, except per share data) 2006 2005 2006 2005
Net income $ 1150¢ $ 11567 $ 24,000 $  32,31¢

Net gain on sale of real estate propet (10 (1,325 (3,275 (7,489

Real estate depreciation and amortiza 16,05: 15,01( 31,74, 29,83!

Total adjustment 16,04: 13,68¢ 28,47 22,34
Funds From Operatior— Basic and Diluter $ 2754 $ 2525. $ 5247¢ $  54,65¢
Funds From Operations Per Common S Basic $ 05¢ % 054 % 1.1 $ 1.1¢
Funds From Operations Per Common S Diluted $ 0.5¢ % 05 $ 111§ 1.1¢F
Weighted Average Common Shares Outstan— Basic 46,531,03 46,476,38 46,511,58 46,443,63
Weighted Average Common Shares Outstan— Diluted 47,459,97 47,403,31 47,464,37 47,375,89

Results of Operations
Second Quarter 2006 Compared to Second Quarter 2005

Net income for the quarter ended June 30, 20@fed $11.5 million, or $0.25 per basic commbare ($0.24 per diluted common share),
on total revenues from continuing operations of.@6fillion. This compares with net income of $1i#lion, or $0.25 per basic common
share ($0.24 per diluted common share), on tot&mees from continuing operations of $60.0 millfonthe quarter ended June 30, 2005.
FFO was $27.5 million, or $0.58 per diluted commsbare for the three months ended June 30, 2006arechpo $25.3 million, or $0.53 per
diluted common share for the same period in 206® Bnd FFO per diluted common share were high2®@® compared to 2005 due to
several factors, including a $1.1 million prepaytneenalty fee received in the second quarter o6Zd®cussed further in Note 2 to the
Consolidated Financial Statements), a $0.7 millidjustment in straight-line rental income in theos®l quarter of 2006 related to lease
extensions, a $2.1 million reversal of a strailyie-rent receivable in the second quarter of 2805 to the restructuring of three leases wit
operator, offset by a $1.0 million increase in iatt expense and a $0.5 million increase in opeyatkpenses related to the six variable
interest entities (“VIEsS”) (See Note 1 to the Consked Consolidated Financial Statements for fudisaussion of the Company’s VIES).

Total revenues from continuing operationstif@r quarter ended June 30, 2006 increased $7.ibmidr 11.8%, compared to the same
period in 2005. This increase was due mainly taaitwuisition of $177.9 million of real estate prdjes and mortgages since the first quarter
of 2005 and from a $1.1 million prepayment penédy received related to the prepayment of two nagtg in the second quarter of 2006.

Total expenses for the quarter ended Jun2%H compared to the quarter ended June 30, 2@8&ised $3.2 million, or 6.2%, mainly -
the reasons discussed below:

- Other operating expenses increased $0.ilomitbr 17.7%, due mainly to increasing operatirgenses of the six VIEs, whose books the
Company is required to consolidate (See Note hedtondensed Consolidated Financial Statemenfartier discussion of the Company’s
VIES).

- Interest expense increased $1.0 millior8.8%, as compared to the same period in 2005.Adrease is comprised of an increase in
interest expense of approximately $1.8 millionilttiable to increases in interest rates and a higherage outstanding balance in 2006 than
in 2005 on the Company’s unsecured credit facdjt@fset by a decrease of approximately $0.7 onilfrom principal reductions in 2005 and
2006 on the senior notes due 2006, which were felbaid in April 2006.
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- Depreciation and amortization expenses aseré $1.1 million, or 7.5%, due mainly to the asiiain of $121.6 million of real estate
properties since the first quarter of 2005, an taltkl $700,000 in casualty losses recorded relatétlirricane Katrina and Hurricane Rita
(See Note 4 to the Condensed Consolidated Finagtaaments for more detail), as well as variouklimg and tenant improvements.

Income (loss) from discontinued operationaltat ($0.2) million and $3.7 million, respectivelgr the three months ended June 30, 2006
and 2005, which includes the results of operatam gains or impairments related to property diajsoduring 2006 and 2005, as well as the
results of operations related to assets classiféclokeld for sale. As of June 30, 2006, the Compaudyclassified one property as held for sale.
No properties were classified as held for salefasioe 30, 200t

Sx Months Ended June 30, 2006 Compared to Sx Months Ended June 30, 2005

Net income for the six months ended June B062otaled $24.0 million, or $0.51 per basic commabare ($0.50 per diluted common
share), on total revenues from continuing operatwf$131.0 million. This compares with net incoafi&32.3 million, or $0.70 per basic
common share ($0.68 per diluted common shareptahrevenues from continuing operations of $118iion for the six months ended
June 30, 2005. FFO was $52.5 million, or $1.11ddleted common share for the six months ended 30n2006 compared to $54.7 million,
or $1.15 per diluted common share for the samegeén 2005. FFO and FFO per diluted common share Vegver in 2006 compared to 2(
for several reasons, described in the paragraghs/be

Total revenues from continuing operationstif@ six months ended June 30, 2006 increased #iillidn, or 9.3%, compared to the same
period in 2005, mainly for the reasons discussédaovine

- Master lease rental income increased $3libmior 15.5%, due mainly to acquisitions of peofles during 2005 and 2006 resulting in
approximately $2.2 million of revenue and $2.8 moillrelated to a group of properties whose opematiwere previously included in property
operating income and property operating expenseseo@ompany’s Consolidated Statements of Incorhes@& properties, previously under a
financial support arrangement, are now under aengsse arrangement.

- Property operating income decreased $2I1®milor 3.6%, attributable to a change in the siféation of revenues totaling $3.9 million
related to a group of properties, previously uralénancial support arrangement, now under a méesise arrangement, net of an increase in
revenue of approximately $0.9 million related tee enedical office building previously under constioie which commenced operations
during 2005.

- Straight-line rent increased $3.2 million2@3.3%, due mainly to a $0.7 million adjustmensiraight-line rental income in the second
quarter of 2006 related to lease extensions arfilarfillion reversal of a straight-line rent recile in the second quarter of 2005 due to the
restructuring of three leases with an operator.

- Mortgage interest income increased $2.5anillor 68.1%, due mainly to additional investmeantseasing interest income by
approximately $3.1 million, offset partially by thepayment of certain mortgage notes decreasiegeisttincome by approximately
$0.4 million.
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- Other operating income increased $2.4 millar 13.9%, due largely to a $1.1 million prepapt@enalty fee received from the
prepayment of one mortgage note receivable duhagécond quarter of 2006 and a $0.7 million ireeéa shortfall income related to
properties under financial support arrangements.

Total expenses for the six months ended JAn2®6 compared to the six months ended JunelB®, idcreased $9.3 million, or 9.2%,
mainly for the reasons discussed below:

- General and administrative expenses incdebbel million, or 19.6%, for the six months endede 30, 2006 compared to the same
period in 2005. General and administrative expetgasally approximate 6% of total revenues, butaveomewhat higher (at 6.7%) for the
first six months of 2006 due primarily to the folling reasons. First, the Company adopted and imgiésd Statement of Financial
Accounting Standards (“SFAS”) No. 123R, “Share-BaBayment,” resulting in additional compensatiopanse in the first quarter of 2006
of $227,000. (See Note 1 to the Condensed Consetldéinancial Statements for more details.) Alsodigcussed in more detail in the
Company’s Annual Report on Form 10-K for 2005, @wmpany entered into a new master lease agreemenéaminated property
management of a group of medical office and phgsiciinic buildings in Virginia during the fourthugrter of 2005. In the first quarter of
2006, the Company incurred severance costs andiltiogsfees related to that transaction totalingragimately $360,000. Finally, the
liability and expense related to the Company’s enplans increased approximately $450,000.

- Property operating expenses increased $illidanmor 3.6%, due mainly to the commencemenopérations during 2005 of one property
that was previously under construction with expertsealing approximately $270,000; operations af property that was previously under a
master lease agreement with expenses of approxin$#25,000; and the remainder of the increaseeélmainly to additional expenses
related to the payment of 2005 real estate taxédhanrelated adjustment to the real estate thxitinestimate for the year 2006 and other
maintenance and repairs expenses.

- Other operating expenses increased $1.bmibbr 16.5%, mainly due to increasing operatirgenses of the six VIEs, whose books the
Company is required to consolidate (See Note hedtondensed Consolidated Financial Statemenfartier discussion of the Company’s
VIES).

- Bad debt expense increased $1.1 milliontdunet increases in the allowance for doubtful aot® on various receivables.

- Interest expense increased $2.3 millior®.8%, as compared to the same period in 2005.Adrease is comprised of an increase in
interest expense of approximately $2.9 millionilttiable to increases in interest rates and a higherage outstanding balance in 2006 than
in 2005 on the Company’s unsecured credit facdljtan increase in interest expense totaling apprabaly $0.7 million related to three notes
receivable entered into during 2005; an increasetarest expense totaling $0.2 million relatead tecrease in the amount of interest
capitalized on development projects; offset by erel@se of approximately $1.2 million from the repayt of principal during 2006 and 2005
on the senior notes due 2006.

- Depreciation expense increased $2.6 millori,1.1%, due mainly to the acquisition of $12hiion of real estate properties during
2006 and 2005, an additional $700,000 in casuaftyds recorded related to Hurricane Katrina andi¢#ure Rita (See Note 4 to the
Condensed Consolidated Financial Statements foe ihetail), as well as various building and tenargrovements.
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- Amortization expense decreased $0.5 milliwr8.9%, mainly due to a decrease in total amatith expense related to the lease
intangibles recorded as part of our acquisitiomsngu2003 and 2004, some of which have been futtpiized.

Income from discontinued operations totaledt$dillion and $14.5 million, respectively, for thex months ended June 30, 2006 and 2
which includes the results of operations and gairimpairments related to property disposals dug@@6 and 2005, as well as the results of
operations related to assets classified as helsifer As of June 30, 2006, the Company had cledsihe property as held for sale. No
properties were classified as held for sale asiné B0, 2005.

Liquidity and Capital Resources

Debt Obligations

As discussed in more detail in Note 3 to tlkedznsed Consolidated Financial Statements, thep@ayris committed to pay interest and
outstanding principal balances on its notes andi®@ayable as follows:

Contractual
Balance at Interest Interest
(dollarsin thousands) 6/30/06 Maturity Date Rate at 6/30/06 Payments Principal Payments
Unsecured Credit Facility due 20 $173,00( 1/09 LIBOR + 0.90% Quarterly At maturity (1)
Senior Notes due 2011, r 301,18 5/11 8.125% Sem-Annua At maturity
Senior Notes due 2014, r 298,77 4/14 5.125% Sem-Annua At maturity
Mortgage notes payab 61,74 5/11-4/32 5.49%-8.50% Monthly Monthly or at maturit

$834,70:
(1) The Company pays a quarterly facility fee of 0.208the commitment that can change based on the &uy's unsecured credit ratin

As of June 30, 2006, approximately 77.1% ef@ompany’s outstanding debt balances were due2dft®, with the majority of the debt
balances due prior to 2010 relating to the Unset@medit Facility due 2009. The Company’s sharetiddequity at June 30, 2006 totaled
approximately $875.3 million and its debt-to-tatabitalization ratio, on a book basis, was appratéaty 0.49 to 1. For the six months ended
June 30, 2006, the Company’s earnings covered fikadges at a ratio of 1.7 to 1.0. At June 30, 2€86 Company had borrowing capacity
of $227.0 million under the Unsecured Credit Facitiue 2009 and was in compliance with the coverequiirements under its various debt
instruments.

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

In 2001 the Company entered into interestsat@p agreements for notional amounts totaling $1&6llion to offset changes in the fair
value of $125.0 million of its Senior Notes due 20During 2006, the Company received an 8.125%ilfrege and paid a variable rate of six-
month LIBOR plus 4.12% related to the swap agreasa@Mith the increase in interest rates (six-manBOR was 5.59% at June 30, 2006),
the Company was in a net-pay position under thesagaeements, which had the effect of increasiegthount of interest expense recorded
on the Company’s Condensed Consolidated Staterokhiisome. Because of the additional interest tben@any was paying under the swap
agreements and because the Company’s variabldehtgercentage was exceeding its target rangg%ftt 30% of total debt, the Company
terminated these interest rate swap agreementsié2006 and paid $10.1 million, equal to the ¥alue of the interest rate swaps at
termination, plus interest due of $0.3 million. ¢3¢ote 3 to the Condensed Consolidated Financié®ients for more details.) As a result of
the interest rate swaps termination, the Compafiypay interest on the Senior Notes due 2011 atthgon rate of 8.125% and the effective
interest rate on the notes will be 7.896%.

23




Table of Contents

Shelf Registration

The Company may from time to time raise addai capital or make investments by issuing, inlipuy private transactions, its equity &
debt securities, but the availability and termsugy such issuance will depend upon market and othatitions. The Company is current on
all of its filings with the Securities and Exchar@emmission; however, the Company was untimelyliingfits Form 10-K for the year ended
December 31, 2004 and its Forms 10-Q for 2005.ddmpany believes it will be eligible to issue séies under a Form S-3 on
November 30, 2006, twelve months after the Compmamame current on its filings with the Securitied &xchange Commission. Duri
that twelve-month period, the Company may not ismeirities under its existing registration statetsibut it may access the capital markets
using other forms of registration statements anauiph private offerings. When eligible, the Comparily have access to approximately
$504.1 million of remaining capacity under its #gation statements filed on Form S-3.

Security Deposits and Letters of Credit

As of June 30, 2006, the Company had appraein&5.7 million in letters of credit, security piesits, debt service reserves or capital
replacement reserves for the benefit of the Comjpatiye event the obligated lessee or operatcs 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 urtdeleases or mortgage notes.

Asset Acquisitions

During the second quarter of 2006, the Com@auired a 58,474 square foot medical office gdind an adjoining 117,525 square
foot orthopaedic hospital in Indiana for $65.0 moill. These properties will operate under absoletamaster lease agreements. The Company
also invested $3.9 million in one mortgage notereble, which is secured by six senior living Réieis in Michigan. Additionally, the
Company financed in full the sale of one of its edrancillary hospital facilities in California, which the Company had a $16.4 million
gross investment ($13.4 million, net). In the taaton, the Company received a $14.9 million mayegaote receivable, which is secured by
the 87,000 square foot facility. As required by SFNo. 66, “Accounting for Sales of Real Estateg @ompany has deferred the recognition
of the gain on sale of approximately $1.5 milliantibsuch time that recognition is allowed unde ASHNo. 66.

During the first quarter of 2006, the Compamyested $16.0 million in one mortgage, which isused by a group of assisted living
facilities. Also, during the first quarter of 2006 Company acquired for $2.4 million a 50% nomagang member interest in a limited
liability company (“LLC"), which acquired one medaikoffice building in Oregon, and acquired for $éblion a 10% normanaging membe
interest in a LLC, which acquired six senior livifagilities in Utah.

Asset Dispositions

During the second quarter of 2006, the Comsaiy three ancillary hospital facilities in Alabanin which the Company had a gross
investment totaling $26.3 million ($21.1 millionet) and other related assets totaling approxim&@00,000. The purchase price totaled
$21.7 million and provided for the repayment oeiamortgage notes payable totaling $7.1 millionictviivere secured by the properties. The
Company recognized an immaterial gain on the ti@tiwa Additionally, pursuant to a purchase optixercised in 2005, the Company sold
an 87,000 square foot ancillary hospital facilityGalifornia and financed the sale transactione (Peset Acquisitions” for more details.)
Finally, in the second quarter, two mortgage notesivable were repaid totaling $10.9 million. Tempany received a $1.1 million
prepayment
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penalty from these two repayments, which is inctlie“Other operating income” on the Company’s Guitated Statement of Income.

During the first quarter of 2006, a sponsademma financial support arrangement exercised ehaige option and purchased two properties,
providing net proceeds to the Company totaling $hillion. The Company recognized a $3.3 millioringfrom the sale of these properties.
Also, mortgage notes receivable were repaid pragidiet proceeds to the Company totaling $28.0anillincluding interest receivables due
to the Company.

Purchase Options

As of December 31, 2005, the Company had ssgrivestment of approximately $205.0 million ialrestate properties where the
respective operators and lessees had outstandihep@ncisable contractual options to purchase tbpeasties subject to various conditions
and terms. As discussed in the preceding paragtaplGompany sold two properties pursuant to cohted purchase options in the first
quarter of 2006 and sold one property in the secpradter of 2006 pursuant to an option exercisethbyenant in late 2005. The Company
has not received any additional notices of exelicig906 and cannot predict how many, if any, maydzeived in the future. See the
Company’s Annual Report on Form 10-K for the yaadledd December 31, 2005 for a more detailed disousdithe Company’s properties
that are subject to purchase options.

Prepayments on Mortgage Notes Receivable

The Company has been notified by three borrswétheir intent to prepay mortgage notes reddejaotaling approximately $30.8 millic
at June 30, 2006, during the third and fourth aarardf 2006. The weighted average interest rath@se three mortgage notes receivable was
13.48% at June 30, 2006.

Construction in Progress

As of June 30, 2006, the Company had an imest of approximately $6.3 million in three medio#fice building, developments in
progress, which have a total remaining funding cament of approximately $56.6 million. The Compaanticipates completion of these
buildings in 2007. The Company is also in the pggelopment stages on one building in Hawaii. Adwfe 30, 2006, the Company had
invested $7.5 million in the Hawaii land and sitegaration, on which the Company anticipates it bégin construction of a $70.0 million
medical office building during 2006.

The Company also had various remaining fissiggation tenant improvement obligations totalipgraximately $7.4 million as of
June 30, 2006 related to properties that were dpedl by the Company.

Purchase Contracts

The Company has executed purchase agreemsetguire a skilled nursing facility in Tennesseedpproximately $7.3 million and an
assisted living facility in Florida for $8.2 millio Both buildings will be leased under a mastesdesgreement. The acquisitions are expected
to close during the third quarter of 2006.

Dividends

On January 24, 2006, the Company’s Board oéd@ors declared a quarterly common stock casleind in the amount of $0.66 per share
($2.64 annualized) payable to shareholders of deenr=ebruary 15, 2006. This dividend was paid @mdd 2, 2006.
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On April 25, 2006, the Company’s Board of Riars declared a quarterly common stock cash didde the amount of $0.66 per share
($2.64 annualized) payable to shareholders of deoprMay 15, 2006. This dividend was paid on Jurz006.

On July 25, 2006, the Company’s Board of Oimex declared a quarterly common stock cash dividerthe amount of $0.66 per share
($2.64 annualized) payable on September 1, 2086areholders of record on August 15, 2006.

The Companyg Board of Directors intends to maintain futureidind payments at the present level ($0.66 peegbarquarter) in view
the performance of the Company’s portfolio, stréngftits balance sheet and opportunities for priyp@gevelopment, each of which are
discussed above in greater detail. As describéleiiRisk Factors in the Company’s Annual ReporForm 10-K for the year ended
December 31, 2005, the ability of the Company tpgigidends is dependent upon its ability to geteefands from operations, cash flows,
and to make accretive new investments.

Liquidity
Net cash provided by operating activities $&%.0 million and $51.5 million for the six montasded June 30, 2006 and 2005,
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 geand the level of operating expenses, among ddotors.

The Company plans to continue to meet itsidiigy needs, including funding additional investrteeim 2006, paying quarterly dividends,
and funding debt service, with cash flows from @piens, borrowings under the Unsecured Credit Facilie 2009, proceeds from mortgage
notes receivable repayments, and proceeds frora shteal estate investments or additional capitalket financing. The Company believes
that its liquidity and sources of capital are adggquo satisfy its cash requirements. The Companyat, however, be certain that these
sources of funds will be available at a time andruferms acceptable to the Company in sufficierwants to meet its liquidity needs.

Impact of Inflation

Inflation has not significantly affected ther@pany’s earnings due to the moderate inflatioa imtecent years and the fact that many of
the Company’s leases and financial support arraegérequire tenants and sponsors to pay all oe gartion of the increases in operating
expenses, thereby reducing the risk of any adwdffsets of inflation to the Company. In additionflation will have the effect of increasing
gross revenue the Company is to receive undeethestof certain leases and financial support agargts. Leases and financial support
arrangements vary in the remaining terms of olibgat, further reducing the risk of any adverseaffef inflation to the Company. Interest
payable under the Unsecured Credit Facility duéd28@alculated at a variable rate; therefore atin@unt of interest payable under the swaps
and the unsecured credit facility will be influeddesy changes in short-term rates, which tend tedmsitive to inflation. Generally, changes in
inflation and interest rates tend to move in thedirection. During periods when interest rat@eases outpace inflation, our operating
results should be negatively impacted. Conversetign increases in inflation outpace increasestaraést rates, our operating results should
be positively impacted.

Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangsriteat are reasonably likely to have a currerftiture material effect on the Company’s
financial condition, revenues or expenses, resifiloperations, liquidity, capital expenditures apttal resources.
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Cautionary Language Regarding Forward Looking Statements

This Quarterly Report on Form 10-Q and othaterals the Company has filed or may file with 8ecurities 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 arertfard-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 “méwill,” “expect,” “believe,” “intend,” “plan,”
“estimate,” “project,” “continue,” “should,” “antipate” and other comparable terms. These forwan#iim statements are based on the
current plans and expectations of management ansudject to a number of risks and uncertaintiasdbuld significantly affect the
Companys current plans and expectations and future figdueoindition and results. The Company undertakesifigation to publicly updat
or revise any forward-looking statements, whetlsea aesult of new information, future events orottise. 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, 2005.

27




Table of Contents

Item 3. Quantitative and Qualitative Disclosures abut Market Risk

The Company is exposed to market risk in thefof changing interest rates on its debt and gagie notes receivable. Management uses
regular monitoring of market conditions and anayschniques to manage this risk. Additionallynirome to time, the Company has utilized
interest rate swaps to either (i) convert fixe@sdb variable rates in order to hedge the expaslated to changes in the fair value of
obligations, or to (ii) convert variable rates ixefl rates in order to hedge risks associated fwitire cash flows.

At June 30, 2006, approximately $661.7 million79.3%, of the Company’s total debt bore irgeee fixed rates. Additionally,
approximately $73.5 million, or 72.2%, of the Compa mortgage notes receivable bore interest bardiked rates.

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 Flows

Outstanding  Calculated Annual  Assuming 10% Assuming 10%
Principal Balance Interest Expense Increase in Market Decrease in Marke
as of 6/30/06 (1) Interest Rates Interest Rates
Variable Rate Debt:
Unsecured Credit Facility due 2009 ($400 Millic $ 173,000 $ 10,81: $ (926) $ 92€
Variable Rate Receivables:
Mortgage Notes Receivak $ 8,301 $ 3,87: $ 14€ $ (146
Fair Value
Assuming 10% Assuming 10%
Carrying Value at Increase in Market Decrease in Marke
6/30/06 6/30/2006 Interest Rates Interest Rates 12/31/2005 (Z
Fixed Rate Debt:
Senior Notes due 2011, net $ 301,18! $307,58¢ $ 301,31 $ 313,39 $ 317,77t
Senior Notes due 2014, r 298,77. 278,68! 269,74 287,14 292,81
Mortgage Notes Payab 61,741 61,33¢ 59,40¢ 63,17¢ 71,38
$ 661,70. $647,60° $ 630,46 $ 663,71t $ 681,97
Fixed Rate Receivables:
Mortgage Notes Receivak $ 73,52 $ 68,28( $ 66,33t $ 70,33 $ 79,76t

(1) Annual interest expense is calculated usingctheent market rate and assuming a constant pahbalance.

(2) Except as otherwise noted, fair values as afeD#er 31, 2005 represent fair values of obligatimmreceivables that were outstanding as
of that date, and do not reflect the effect of anlgsequent changes in principal balances and/@icddor extinguishments of instruments.

(3) In June 2006, the Company terminated two istai@e swaps on a notional amount of $125 millwinere the underlying debt was

$125 million of the Senior Notes due 2011. Priotetanination, the swaps had the effect of convgrfixed rates to variable rates with resg

to the notional amount. For comparability purposies,fair value of the Senior Notes due 2011 hasbbecalculated as of December 31, 2005
as if the interest rate swaps had not been inteffec
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Iltem 4. Controls and Procedures

Disclosure Controls and Procedures. The 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 the Campdoes not have the contractual right, autharitgbility, in practice, to assess the
VIESs’ disclosure controls and does not have thétald dictate or modify those controls. Basedtbea Company’s evaluation, the Company’
Chief Executive Officer and Chief Financial Offidesve concluded that, as of the end of such petti@dCompany’s disclosure controls and
procedures were effective in recording, processingymarizing and reporting, on a timely basis, rimfation required to be disclosed by the
Company in the reports it files or submits underExchange Act.

Changesin Internal Control over Financial Reporting. There have not been any changes in the Compartgisial control over financial
reporting (as such term is defined in Rules 13d}¥5(d 15d-15(f) under the Exchange Act) duringftbeal quarter to which this report
relates that have materially affected, or are nealsly likely to materially affect, the Company’sémal control over financial reporting.

29




Table of Contents

PART Il — OTHER INFORMATION

Item 1. Legal Proceedings

On October 9, 2003, HR Acquisition | Corpaoatif/k/a Capstone Capital Corporation, “Capstona’Wholly-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 compkgeks an accounting and disgorgement of moniénglal by the allegedly wrongful
conduct and other unspecified compensatory andipardamages. There is currently a stay on disgowethe case. The Company will
defend itself vigorously and believes that themkabrought by the plaintiff are not meritorious.

In May, 2006, Methodist Health System Fouratatinc. (“the Foundation”) filed suit against aally-owned affiliate of the Company in
the Civil District Court for Orleans Parish, Lowisg. The Foundation is the sponsor under finasaigport 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 saled?endleton Memorial Methodist The suit alleiiped Hurricane Katrina and its aftermath
should relieve the Foundation of its obligationslemthe financial support agreements. The agreentienhot contain any express provision
allowing for termination upon a casualty event. Thempany will vigorously defend the enforceabilifiythe financial support agreements
believes the Foundation’s claims are not meritariou

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.

Iltem 1A. Risk Factors

In addition to the other information set foiththis 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, 2005, wbielid 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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Item 2. Unregistered Sales of Equity Securities andse of Proceeds

In May 2006, the Company withheld common stisokn one of its officers to pay estimated withholgitaxes related to restricted stock
that vested in that month. The shares were immagliagtired. The following table reflects the numbéshares and market value of the
shares at the time of the withholding.

Maximum Numbel

Total Numbel (or Approximate

of Shares (or Unit Dollar Value) of

Purchased ¢ Shares (or Units

Total Number of Shar Average Pric  Part of Publicly that May Yet Be

(or Units) Paid per Sha Announcec Purchased Unde¢
Purchaser (or Unit) Plans or Progran the Plans or Prograr
12,757$ 37.73t 0 0

Item 4. Submission of Matters to a Vote of Securityolders
The Company’s annual meeting of shareholdais veld on May 9, 2006, and its shareholders vanetthe following matters.

(a) David R. Emery, Batey M. Gresham, Jr., Bad S. Wilford, Charles Raymond Fernandez, M.ExolH_. Biggs, Ph. D., and Bruce D.
Sullivan were elected to serve as Directors. The was as follows:

Votes Cas

Director Term Votes Cas Against or
Class Expires in Favor Withheld Non Votes
David R. Emery 3 200¢ 43,627,17 834,53( 3,336,49!
Batey M. Gresham, J 3 200¢ 42,219,92 2,241,78 3,336,499
Dan S. Wilford 3 200¢ 43,987,04 474,66¢ 3,336,49i
Charles R. Fernandez, M. 1 200¢ 42,766,61 1,695,009 3,336,49i
Errol L. Biggs, Ph. D 1 200¢ 42,759,43 1,702,27. 3,336,49i
Bruce D. Sullivar 1 200¢ 43,055,12 1,406,58 3,336,49i

The following Class 2 Directors continued ffiae following the meeting:

Term Expire
Marliese E. Moone! 2007
Edwin B. Morris llI 2007
John Knox Singleto 2007

(b) The shareholders ratified the appointment of BD@i8an, LLP as the Company’s independent auditarghiefiscal year ended
December 31, 2006, by the following va

Votes Cast ir Votes Cas Abstentions
Favor Against /Non Votes
44,202,65 128,05( 3,467,501

31




Table of Contents

Item 6. Exhibits
Exhibit 3.1
Exhibit 3.2
Exhibit 4.1

Exhibit 4.2

Exhibit 4.3

Exhibit 4.4

Exhibit 4.5

Exhibit 4.6

Exhibit 10.1

Exhibit 10.2

Exhibit 11

Exhibit 31.1

Exhibit 31.2

Exhibit 32

Second Articles of Amendment and Restatement oRéngistrant (1
Amended and Restated Bylaws of the Registrar
Specimen Stock Certificate (

Indenture, dated as of May 15, 2001, by the CompaiySBC Bank USA, National Association, as Trustee
(formerly First Union National Bank, as Trustee)

First Supplemental Indenture, dated as of May 0812by the Company to HSBC Bank USA, National Asstion,
as Trustee, (formerly First Union National Bank;Tagstee) (3

Form of 8.125% Senior Note Due 2011

Second Supplemental Indenture, dated as of MarcB@E®t, by the Company to HSBC Bank USA, National
Association, as Trustee (formerly Wachovia Bankiidteal Association, as Trustee) |

Form of 5.125% Senior Note Due 2014

Credit Agreement, dated as of January 25, 200@ndyamong the Company, Bank of America, N.A., as
Administrative Agent, and the other lenders nameein (5)

Purchase and Sale Agreement between the Comparrémepaedics Indianapolis Surgical Associates, (filed
herewith)

Statement re: Computation of per share earniniggi(fierewith in Note 5 to the Condensed Consoldi&teancial
Statements

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

Certification of the Chief Financial Officer of Heacare Realty Trust Incorporated pursuant to H3a-14 of the
Securities Exchange Act of 1934, as amended, gaedipursuant to Section 302 of the Sarbanes-Gxtewf 2002
(filed herewith)

Certifications pursuant to 18 U.S.C. Section 12&0adopted pursuant to Section 906 of the Sarb@rlkes- Act of
2002 (furnished herewitt

(1) Filed as an exhibit to the Company’s Registratitatednent on Form S-11 (Registration No. 33-60506Yyipusly filed pursuant to the
Securities Act of 1933 and hereby incorporateddfgrence
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(2) Filed as an exhibit to the Comp¢s Form 1i-Q for the quarter ended September 30, 1999 andyéreorporated by referenc
(3) Filed as an exhibit to the Comp¢s Form K filed May 17, 2001 and hereby incorporated berefice

(4) Filed as an exhibit to the Compés Form &K filed March 29, 2004 and hereby incorporated dfgrence

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

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

HEALTHCARE REALTY TRUST
INCORPORATED

By: /s/ SCOTT W. HOLMES
Scott W. Holmes

Senior Vice President and Chief Financial
Officer

Date: August 9, 2006
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Exhibit Index
Exhibit Description

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{émmerly First
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Exhibit 10.z

AGREEMENT OF SALE AND PURCHASE
ORTHOPAEDICS INDIANAPOLIS SURGICAL ASSOCIATES, LLC
An Indiana liability company
as the Seller
and
HEALTHCARE REALTY TRUST INCORPORATED
A Maryland corporation
as the Purchaser

For the Sale and Purchase of

The Ortholndy Medical Office Building The Indiana Orthopaedic Hospital Building
8450 Northwest Boulevard 8400 Northwest Boulevard
Indianapolis, Indiana 4627 Indianapolis, Indiana 4627

June 22, 2006
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AGREEMENT OF SALE AND PURCHASE

THIS AGREEMENT OF SALE AND PURCHASE (this “ Agreement) is made and entered into by and betw&RTHOPAEDICS
INDIANAPOLIS SURGICAL ASSOCIATES, L.L.C. , an Indiana liability company (“ Sell&y, andHEALTHCARE REALTY TRUST
INCORPORATED , a Maryland corporation (* PurchasgrSeller and Purchaser are sometimes collectivefigrred to herein as the “
Parties’.

Recitals
A. Seller is the owner of the Property (ashefter defined).

B. Seller desires to sell the Property to Raser, and Purchaser desires to purchase the Bréjen Seller on the terms and conditions
contained in this Agreement.

NOW, THEREFORE, in consideration of the sunTeh Dollars ($10.00) (* Independent Consideratipthe mutual covenants and
agreements contained herein and for other goodralndble consideration, the receipt and sufficieoityhich is hereby acknowledged, the
Parties agree as follows:

ARTICLE I.
Definitions

In addition to any other terms defined in bioely of this Agreement, as used herein (includimg Exhibits attached hereto), the following
terms shall have the meanings indicated in thigckrt:

“ Affidavit " shall have the meaning ascribed to such terneiti€n 4.3below.

“ Bill of Sale” shall mean a Bill of Sale and Assignment in tbef attached aBxhibit B _hereto, and sufficient to transfer the Personal
Property to Purchaser.

“ Business Day(s)shall mean calendar days other than Saturdaysj&s and legal holidays.

“ Certificate of NoAForeign Statud shall mean a certificate dated as of the Cloghate, addressed to Purchaser and duly executed by
Seller, in the form oExhibit C attached hereto.

“ Closing” shall mean the consummation of the Transactiopragided for herein, to be conducted in escrowtgyTitle Company, or at
such location as the Parties may mutually agreeritng.




“ Closing Certificaté shall mean a certificate in the form Bkhibit D wherein Seller shall represent that the representand
warranties of Seller contained _in Articledf this Agreement are true and correct without pkioa as of the Closing Date as if made on ar
of the Closing Date.

“ Closing Daté' shall mean the actual day on which the Transadalosed with the transfer of title to the Pnapéo Purchaser. The
Parties agree that the Closing Date shall be next than five (5) days following the expirationtbe Due Diligence Period, unless extended as
specifically provided in this Agreement.

“ Closing Statemeritshall have the meaning ascribed to such terneitti€n 7.1below.

“ Deed’ shall mean a deed containing special warranti¢gle by Seller in the form oExhibit E , executed by Seller, as grantor, in favor
of Purchaser (or its permitted assignee) as graoteweying the Land and Improvements to Purchasdiject only to the Permitted
Exceptions.

“ Due Diligence Materialsshall have the meaning ascribed to such termeitiSn 4.1hereof.

“ Due Diligence Perioti shall mean that period of time beginning on thes&ffre Date and ending on the 28th calendar dagélfiter (anc
subject to extension as described in Sectiorbdlaw).

“ Earnest Money shall mean the sum of $2,500,000.00.

“ Effective Dat€’ shall mean the later of the two (2) dates on Wwhhis Agreement is signed and all changes indidlg the Parties, as
indicated by their signatures below.

“ Engineering Documentsshall mean all site plans, soil and substratdisg) architectural drawings, plans and specificeti engineering
plans and studies, floor plans, landscape plamsp#rer plans and studies, if any, that relatééoRroperty which are currently in the
possession of Seller.

“ Exception Documentsshall mean true, correct and legible copies @hedocument listed as an exception to title onTiitle
Commitment.

“ Existing IOH LLC Leasé shall mean the 100% net lease in place as oEffextive Date between Seller, as landlord, and 1€, as
tenant, with respect to the Hospital and relatepgrobwements.

“ Existing Ortholndy Leasktshall mean the 100% net lease in place as oEffextive
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Date between Seller, as landlord, and Ortholndyeaant, with respect to the MOB and related Imprognts.
“ Existing Lease%shall mean the Existing IOH LLC Lease and ExigtiDrtholndy Lease, collectively.

“ Fixtures” shall mean all permanently affixed equipment, hiaery, fixtures, and other items of real propeitygjuding all components
thereof, now and hereafter located in, on or usambnnection with, and permanently affixed to aorporated into the Improvements or on
the Land, including, without limitation, all furnes, boilers, heaters, electrical equipment, heagignbing, lighting, ventilating,
refrigerating, incineration, air and water pollutioontrol, waste disposal, air-cooling and air-dtoding systems and apparatus, sprinkler
systems and fire and theft protection equipmerd,tanlt-in vacuum, cable transmission, oxygen andlar systems, all of which, to the
greatest extent permitted by law, are hereby dedipele parties hereto to constitute real estatgther with all replacements, modificatic
alterations and additions thereto. Fixtures shatlimclude any trade fixtures owned or leased ftbird parties by Ortholndy or IOH LLC.

“ Hazardous Materialsshall mean any substance, including without latidn, asbestos or any substance containing asbastbdeemed
hazardous under any Hazardous Materials Law, thepgof organic compounds known as polychlorinaiptidnyls, flammable explosives,
radioactive materials, infectious wastes, biomddioca medical wastes, chemicals known to causeetamaeproductive toxicity, pollutants,
effluents, contaminants, emissions or related ris$esind any items included in the definition oz&ialous or toxic wastes, materials or
substances under any Hazardous Materials Law.

“ Hazardous Materials Latshall mean any local, state or federal law ragtio environmental conditions and industrial hygie
including, without limitation, the Resource Cons&ion and Recovery Act of 1976 (“RCRA”), the Commasive Environmental Response,
Compensation and Liability Act of 1980 (“CERCLA’§s amended by the Superfund Amendments and Retnatiam Act of 1986
(“SARA"), the Hazardous Materials TransportationtAbe Federal Water Pollution Control Act, the &i&\ir Act, the Clean Water Act, the
Toxic Substances Control Act, the Safe Drinking &vact, and all similar federal, state and localimnmental statutes, ordinances and the
regulations, orders, or decrees now or hereaftamplgated thereunder.

Hospital” shall mean the approximately 117,525 square $patce that Indiana Orthopaedic Hospital occupiesténl on the Land.
“10H LLC " shall mean Indiana Orthopaedic Hospital, LLC.
“ Improvements shall mean (a) the Hospital, and (b) the MOB eibgr with all other
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improvements, structures and Fixtures located erLind, including, without limitation, landscapin@grking lots and structures, roads,
drainage facilities and all above ground and unebengd utility structures, equipment systems aneoitfrastructure.

“ Independent Consideratiéinas the meaning set forth in the preamble.

“ Intangible Property means all Permits and other intangible propertgary interest therein now or on the Closing Data@d or held by
Seller in connection with the Land and/or the Inyemments, or with the use thereof, including tradmes, water rights and reservations,
zoning rights, business licenses and warrantieu@mg those relating to construction or fabrioajirelated to the Land, the Improvements,
or any part thereof; provided, however, “IntangiBl®perty” shall not include the general corpoteddemarks, service marks, logos or
insignia or books and records of Seller, and actsoreteivable.

“ Land” shall mean the real property described Exhibkeketo.

“ Laws” means all federal, state and local laws, moratanitiatives, referenda, ordinances, rules, ratijuhs, standards, orders and other
governmental requirements, including, without latibn, those relating to the environment, zoniagdluse, planning, health and safety,
disabled or handicapped persons.

“MOB " shall mean the approximately 58,474 medical eftiwilding located on the Land.

“New IOH LLC Master Leastshall mean the Master Lease Agreement enteredbietween Purchaser, as landlord, and IOH LLC, as
tenant, on the Effective Date for the lease ofHlospital and related Improvements from and afterGlosing, the performance of which by
each party is contingent only upon the occurreri¢gbenClosing.

“ New Ortholndy Master Leageshall mean the Master Lease Agreement enteredoetween Purchaser, as landlord, and Ortholndy, as
tenant, on the Effective Date for the lease ofMti@B and related Improvements from and after thesiblp, the performance of which by each
party is contingent only upon the occurrence ofGlasing.

“ Objection Notic€ shall have the meaning ascribed to such ternmeitiSn 4.2below.

Ortholndy” shall mean Orthopaedics-Indianapolis P.C.

“ Permits’ shall mean all permits, licenses, approvals,tiemtients and other governmental, quasi-governmenthihon-governmental
authorizations including, without limitation, cditates of occupancy, required in connection whik dwnership, planning, development,
construction, use, operation or maintenance of #ral or the Improvements. As
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used herein, “quasi-governmental” shall includephaviders of all utility services to the Land betimprovements.
“ Permitted Exceptiorisshall have the meaning ascribed to such terneictién 4.3,

“ Personal Propertyshall mean, collectively, the Intangible Propeiyarranties, Engineering Documents, and Tangiblséhal
Property.

“ Phase T shall mean the Phase | Environmental Site Asseasiperformed by Sagamore Environmental Services,dated May 27,
2003, pertaining to the MOB.

Property’ shall mean, collectively, (a) the Land and thetovements, together with all appurtenant interestd (b) the Personal
Property. As used in the foregoing, “appurtenatargsts” shall mean those interests that permispidds by operation of law with the
conveyance by Seller of the Land and Improvements.

“ Property Documentsshall mean (i) 2005 year-to-date budget Propkentgl financial statement detail, (i) 2003 — 20@#ar-to-date
Ortholndy financial statement detail, (iii) 2005ayeo-date financial statement detail and five (5) yaafgrma for IOH LLC, and (iv) the re:
estate tax bills for the Land and Improvement2fan5.

“ Purchase Prickeshall mean $65,000,000.00, inclusive of the Earféoney, and which shall be adjusted at Closingpant Article VI
of this Agreement.

“ Service Contractsshall mean all service contracts or other agragroeinstrument affecting all or a portion of theoperty, a complete
list of which is attached hereto Bghibit F .

“ Sublease%shall mean all subleases and other occupancygeraents affecting the Property or any portiongbkr

“ Survey” shall mean an ALTA/ASCM Land Survey (a) prepabsdCivil Design, LLP and updated not earlier thawemty (20) days prior
to the Effective Date, (b) certified to Purchased #&s designee, (c) keyed to the Title Commitmant] (d) meeting the “Minimum Standard
Detail Requirements for ALTA/ASCM Land Title Sunsfyas adopted by the American Land Title Associatiod American Congress on
Surveying and Mapping in 1992 and which shall idelitems 1, 2, 3, 4, 6, 7(a) and (b), 8, 9, 10,aht, 13 of Table A thereof.

“ Tangible Personal Propeftghall mean all furnishings, equipment, tools, hiaery, fixtures, appliances and all other tangjteesonal
property owned by Seller and located on or abaeiLind or Improvements or used in connection withdperation thereof, a description of
which shall be attached as Exhibit B to the BillSzfle. Tangible Personal Property shall not inclule personal property or trade fixtures
owned by or leased from any third parties by




Ortholndy or IOH LLC.

“ Termination Noticé shall have the meaning ascribed to such ternettién 4.2below.

“ Termination of Existing IOH LLC Leaseshall mean the Termination of Lease Agreemenivbeh Seller, as landlord, and IOH LLC, as
tenant, of the Existing IOH LLC Lease, which shml effective upon the Closing of the Transactioth stmall provide that IOH LLC shall ha
no further duties, obligations, or liabilities umdlee Existing IOH LLC Lease from and after themaration of the same.

“ Termination of Existing Ortholndy Lea8eshall mean the Termination of Lease Agreement batv&eller, as landlord, and Ortholndy
tenant, of the Existing Ortholndy Lease, which Ebaleffective upon the Closing of the Transactod shall provide that Ortholndy shall
have no further duties, obligations, or liabilitiesder the Existing Ortholndy Lease from and aftertermination of the same.

“ Title Commitment shall mean a current commitment for title inswrarga) issued by the Title Company, (b) in the amad the
Purchase Price, (c) showing Purchaser or its desigs the proposed insured, and (d) dated no¢etirdin five (5) days prior to the Effective
Date and down-dated within five (5) days priortte £nd of the Due Diligence Period, pursuant tdehas of which the Title Company shall
commit to issue the Title Policy to Purchaser incidance with the provisions of this Agreement, egfticting all matters which would be
listed as exceptions to coverage on the Title Rolic

“ Title Company’ shall mean Chicago Title Insurance CorporatiottrfAMichael J. Sibbing).

Title Policy” shall mean a title policy issued by the Title Quany in accordance with the Title Commitment, sabgmly to the
Permitted Exceptions, insuring Purchaser’s fee oghip interest in the Land and Improvements, wbhility in the amount of the Purchase
Price, dated as of the Closing Date.

“ Transactiori shall mean the purchase and sale transactioreowpiated by this Agreement.

“ Warranties shall mean all warranties, representations amdl&i agreements pertaining to the Property.
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ARTICLE II.
Agreement to Sell and Purchase

2.1Agreement to Sell and Purchase On the Closing Date, Seller shall, in considerafor the Purchase Price and in accordance wéth th
terms of this Agreement, sell and deliver to Pusehall of Seller’s rights, title and interest imdato the Property, and Purchaser shall
purchase the same.

ARTICLE IlI.
Purchase Price and Earnest Money

3.1Payment of Purchase Price The Purchase Price shall be paid by Purchagdke &losing via wire transfer in United States enay tc
the Title Company to be held in escrow for the liené Seller, subject to any adjustments and f@tens as described in Article VIII below.

3.2Earnest Money. Within three (3) Business Days following the Etfge Date, Purchaser shall deliver the Earnestéydn the Title
Company. The disposition of the Earnest Money dtmljoverned by the terms of this Agreement.
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ARTICLE IV.
Items to be Furnished to Purchaser by Seller

4.1Due Diligence Materials. Seller has, prior to the Effective Date, providiee Property Documents, the Service Contractsttaend
Phase | to Purchaser. Within five (5) Business CHier the Effective Date, Seller shall deliver ¢ause IOH LLC and/or Ortholndy to
deliver, as the case may be) to Purchaser foevigw the following:

(a) True, correct, complete and legible copifesll Warranties, Permits, and Engineering Docutsie

(b) True, correct, complete and legible copietax statements or assessments for all pergwopkrty taxes assessed against the
Personal Property for the current and the two (@ralendar years;

(c) A complete, itemized and detailed inventoi the Tangible Personal Property;

(d) True, correct, complete and legible copiany and all litigation files with respect toygpending litigation and claim files for any
claims made or threatened, the outcome of whicthtrligve an adverse effect on the Property or theand operation of the Property;

(e) True, correct, and complete and legibl@e®of the Subleases and any and all agreemenitsttean understandings with respect to
the Property or any portion thereof not alreadyjuted;

() The Title Commitment, together with thedeption Documents; and
(g) The Survey.

The foregoing, together with the Property Doeunts and the Phase |, are collectively referréd this Agreement as the “ Due Diligence
Materials”.

In the event Seller fails to deliver the Duiéigence Materials or any portion thereof to Pusdrawithin the five (5) Business Day time
period set forth above, the Due Diligence Periallstutomatically be extended on a day-for-day $hgithe number of days which elapse
between the expiration of the five (5) Business e period and the date upon which Purchaseives¢he last of the Due Diligence
Materials.

4.2Due Diligence Review During the Due Diligence Period, Purchaser dhaléntitled to review the Due Diligence Materiaisd to
examine, inspect and investigate the
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Property to determine whether it is acceptablewaPaser. Seller shall grant Purchaser and thdsegdxy, through, or under Purchaser full
and complete access to the books and records lef 8&th respect to the Property, and, providedGhesing occurs, permit Purchaser to
retain copies of such books records. Purchasethanrsg acting by, through, and under Purchaser, Isha&ntitled to make all inspections or
investigations desired by Purchaser with respetii¢d®roperty and shall have complete physicalssctteereto, provided (1) Purchaser and
those acting by, through, and under Purchaser stiadidule any visits to, and inspections of, ttupénty at least one day in advance with
Seller, and (2) such access shall not unreasoraerfere with IOH LLC'’s or Ortholndy’s operatioms$ the Property. If Purchaser shall, for
any reason in Purchaser’s sole discretion, disagpoo be dissatisfied with any aspect of such mfation, or the Property, then Purchaser
shall be entitled to terminate this Agreement biyvdeing a Termination Noticéherein so called) to Seller at or before 5:00 fX&T on the
last day of the Due Diligence Period. If Purchasartitten termination is timely made, then the EstrMoney shall be immediately returned
to Purchaser and thereafter neither Party sha# aay further obligations or liabilities to the etthereunder. If Purchaser fails to timely
deliver the Termination Notice, then, except a®nilise provided herein, the Earnest Money shaitktifeer be non-refundable, but shall be
credited to the Purchase Price at Closing, andh@ses’s right to terminate this Agreement purstauiis Section 4.8hall be of no further
force or effect.

4.3Permitted Exceptions. The term “ Permitted Exceptiofishall mean: (A) the matters shown as exceptiotiserTitle Commitment &
of the expiration of the Due Diligence Period amd objected to by Purchaser as described abotbabPurchaser has otherwise agreed to
accept; (B) those items shown on the Survey alseoéxpiration of the Due Diligence Period and rgécted to by Purchaser as described
above, or that Purchaser has otherwise agreedépf¢C) Laws existing with respect to the Progg(E) real estate taxes and assessments
for the current and future years, which are notdyet and payable with respect to the Property pipantion thereof, and (F) the New IOH
LLC Master Lease and the New Ortholndy Master Le@ike term “Permitted Exceptions” shall expressiyinclude any of the so-called
“standard exceptions” or “pre-printed” exceptiorisieh are subject to deletion by the Title Compapgrureceipt of a standard owner’s
affidavit, which Seller shall provide at Closingét* Affidavit ). Without limiting the foregoing, the Affidavit shdbe in such a form so as
among other things, cause the Title Company to &mnit the Title Policy all exceptions for unfiledechanic’s, materialmes’or similar lien:
and to provide “gap” coverage insuring the periaohf the effective date of the Title Commitment thgh the date and time of recording of
the Deed.

4.4Service Contracts. At or prior to the Closing, Seller shall causelteaf the Service Contracts to either be terminateakssigned to
IOH LLC or Ortholndy, as appropriate. Seller shilresponsible for any termination fee or othetassociated with such termination or
assignment. Seller shall indemnify, protect, defand hold Purchaser harmless from and
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against all claims, damages, losses, suits, prauggccosts and expenses (including, but not lidnite reasonable attorneys’ fees) arising or
accruing under the Service Contracts (or any ahdhehether prior to or after the Closing Date.

4. 5Additional Exceptions . In the event that at any time the Title Commitm&xception Documents, or Survey are modified mpi@o
Closing (other than the deletion or eliminatioreaf item requested by Purchaser), Purchaser shadl the right to review and approve or
disapprove any such modification and the Due DilegePeriod as to such modification shall be foedqga of five (5) Business Days
following the date of Purchaser’s receipt of suabdification, and the date of Closing, and all ottiere periods referred to this Agreement
shall be extended accordingly.

ARTICLE V.
Representations, Warranties, Covenants and Agreemé

5.1Representations and Warranties of Seller Seller represents and warrants to Purchasetlas$o

(a) Seller has good, marketable, and insuff@glsimple title to the Land and Improvements, aodhird party holds any right of first
offer, right of first refusal or other restrictionga Seller’s rights of transfer, nor does thereseany other form of transfer restriction with
respect to the Property.

(b) No party has been granted any licenssglea other right relating to the use or possessidhe Property, except for IOH LLC and
Ortholndy pursuant to the Existing Leases and tipastes claiming under them pursuant to the Sgielea

(c) As of the Closing, no brokerage or leagsingnmissions or other compensation will be dueayaple to any person, firm,
corporation or other entity with respect to, oramtount of, the Existing Leases.

(d) No pending condemnation, eminent domaiseasment or similar proceeding or charge affettiadg’roperty or any portion
thereof exists. Seller has not heretofore receargdnotice, and has no knowledge, that any suatepding or charge is contemplated.
Seller has not received any notice of a proposease in the assessed valuation of the Property.

(e) Seller has the authority to execute andrento this Agreement, and shall have, as of @pgull right, power and authority to
consummate the Transaction. The execution by S#filidris Agreement and the consummation by Sefi¢ghe Transaction does not, and
at the Closing will not, result in any breach ofari the terms or provisions of or constitute aadeff or a condition which upon the giving
of notice or
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passage of time or both would ripen into a defanéter any indenture, agreement, instrument or atitig to which Seller is a party.

(f) No work has been performed or is in praegrat the Property, and no materials will have loeinered to the Property that might
provide the basis for a mechanic’s, materialmen’stoer lien against the Property or any porticeréof, or amounts due for such work
and material shall have been paid or discharg@&litohaser’s satisfaction as of Closing.

(g) There are no actions, suits or proceediaygling or threatened against or affecting the@&ty or any portion thereof, either of |
Existing Leases or relating to or arising out e twnership or operation of the Property, or by f&ueral, state, county or municipal
department, commission, board, bureau or agenoyher governmental instrumentality, other than ¢hdisclosed to Purchaser pursuant
to Sectiond.1. All judicial proceedings concerning the Propexill be finally dismissed and terminated prior keetClosing.

(h) (1) No Hazardous Materials have been ilestaused, generated, manufactured, treated, ddndifined, produced, processed,
stored or disposed of, or otherwise present imraimder the Property, except such material usédeimperation of the Property and
medical businesses of Ortholndy and IOH LLC, akh@tordance with applicable law and which have lasriosed to Purchaser, (2) no
activity has been undertaken on the Property wivictild cause (i) the Property to become a hazardasse treatment, storage or
disposal facility within the meaning of, or othes&ibring the Property within the ambit of any Hdpars Material Law, (ii) a release or
threatened release of Hazardous Material from thpd?ty within the meaning of, or otherwise brihg Property within the ambit of any
Hazardous Material Law or (iii) the discharge ofzlladlous Material into any watercourse, body ofamefor subsurface water or wetla
or the discharge into the atmosphere of any Hazartitaterial which would require a permit under &tazardous Material Law, (3) no
activity has been undertaken with respect to tlopé&nty which would cause a violation or supportaéne under any Hazardous Material
Law, (4) no investigation, administrative ordetigiation or settlement with respect to any Hazasddlaterial is threatened or in existel
with respect to the Property, (5) no notice hasissgved on Seller, IOH LLC or Ortholndy from amyity, governmental body or
individual claiming any violation of any HazardoMsiterial Law, or requiring compliance with any Hedaus Material Law, or
demanding payment or contribution for environmedtahage or injury to natural resources, and (8e6khas not obtained and is not
required to obtain, and Seller has no knowledgengfreason Purchaser will be required to obtaip,p@mmits, licenses, or similar
authorizations to occupy, operate or use the Ingmr@nts or any part of the Property by reason ofrtamardous Material Law.
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(i) The sale of the Property as contemplatethis Agreement will not cause a change in angriging or similar requirements
affecting the use or operations of the Propertylatée any Laws with respect to the use or operatatrihe Property, or necessitate the
filing with any governmental or quasi-governmeratathority of any notice regarding a change in owhigr of the Property.

() There are no other agreements or undeistga (whether oral or written) with respect to Breperty or any portion thereof, other
than those delivered (or to be delivered) purstm®ection 4.-above and the Existing Leases.

(k) The Property is free of violations of Lgvasid the Improvements and their use comply withals, except that certain structural
issues exist that are disclosed in the Buildingdtion Report prepared by Breland Group, LLC arsdiexd to Purchaser, and which iss
are being resolved.

() The Property Documents are true, compdete accurate in all material respects.

To the extent circumstances first arise dfterEffective Date but before Closing which wowdder one or more of the above
representations and warranties no longer matetialeyand correct, Seller shall promptly (but nedahan at Closing) deliver written notice
Purchaser of such changed circumstances. In susit,dRurchaser may elect to (i) accept the Propegardless of such change, and
consummate the purchase and sale of the Propeli(iy), terminate this Agreement by giving Selleritian notice thereof within ten
(10) Business Days after Purchaser’s receipt déB&hotice of any such change. The Closing Dhtdl $e postponed, if necessary, to afford
Purchaser the benefit of the full ten (10) Busiri@ag period. If Seller has not received any sudicemf termination from Purchaser within
the ten (10) Business Day period, Purchaser sbaleemed to have elected option (i). If this Agreetiis terminated in accordance with this
Section, the Earnest Money shall be refunded totaser, this Agreement shall terminate, and neRlagty shall have any further duty or
obligation hereunder. If Purchaser elects optiprilfen such representations and warranties sealelbmed to have been amended or
modified as set forth in Seller’s notice.

5.2Covenants and Agreements of SellerSeller covenants and agrees with Purchaser, theriffective Date until the Closing or earlier
termination of this Agreement:

(a) Seller shall: (i) operate the Propertyhia ordinary course of business consistent with patices; (i) enter into no new
agreements or understanding (whether oral or wmjittdth respect to the Property except as shadigroved in writing by Purchaser; ¢
(i) fully maintain (or cause IOH LLC and/or Orthaly, as
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the case may be, to fully maintain) the Propertgtiteast as good condition and repair as existetti® Effective Date.

(b) Seller shall cause to be maintained ihféute property insurance upon the Improvements Bemgible Personal Property and

general liability insurance with respect to damag#jury to persons or property occurring on datieg to operation of the Property in
least such amounts as are maintained by SelldreRffective Date.

(c) Seller shall pay (or cause IOH LLC andstholndy, as the case may be, to pay) when dugllslland expenses of the Property.

(d) Seller shall not, without the prior writteonsent of Purchaser, create or voluntarily petoribe created any liens, easements or
other conditions affecting any portion of the Pnap®er the uses thereof.

5.3Representations and Warranties of Purchaser Purchaser represents and warrants to Seller that:

(a) Purchaser has duly and validly authoramed executed this Agreement, and has full rightyggcand authority to enter into this

Agreement and to consummate the Transaction, anjbitider of no person or entity will be necesdarpurchase the Property at
Closing;

(b) The execution by Purchaser of this Agrestnaed the consummation by Purchaser or its assigiiie Transaction do not, and at
the Closing will not, result in any breach of ariytlee terms or provisions of or constitute a deffaula condition which upon the giving

notice or passage of time or both would ripen mttefault under any indenture, agreement, instrtumreobligation to which Purchaser is
a party.

ARTICLE VL.
Conditions to the Seller's and Purchaser’s Obligatins

6.1Conditions to the Purchasers Obligations. The obligation of Purchaser to purchase the Rtpp®m Seller is subject to the

satisfaction of each of the following conditionghvin the time periods set forth in each condition,if no such time period is set forth, at the
Closing:

(a) The representations and warranties oeBsét forth in this Agreement shall be true, ca@tehnd correct, or shall be deemed
modified as provided in Section Sabove.
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(b) Purchaser shall have received the New LDB Master Lease executed by IOH LLC, and IOH LUk remain irrevocably
committed to perform its obligations under the N&i1 LLC Master Lease (contingent only upon the @Igf the Transaction) and
shall not have repudiated the same.

(c) Purchaser shall have received the NewdDntty Master Lease executed by Ortholndy and Onttiykhall remain irrevocably
committed to perform its obligations under the Nemtholndy Master Lease (contingent only upon thes@lg of the Transaction) and
shall not have repudiated the same.

(d) Purchaser shall have received an AssighofeRents and Leases executed by IOH LLC in tnfealled for in the New IOH LL!
Master Lease, and IOH LLC shall remain irrevocatdynmitted to perform its obligations under suchigssient of Rents and Leases
(contingent only upon the Closing of the Transamtiand shall not have repudiated the same.

(e) Purchaser shall have received an AssighofdRents and Leases executed by Ortholndy irfidima called for in the New
Ortholndy Master Lease, and Ortholndy shall renir@@vocably committed to perform its obligationsden such Assignment of Rents
and Leases (contingent only upon the Closing ofTttamsaction) and shall not have repudiated theesam

(f) Seller shall have timely delivered, perfad, observed and complied with, all of the itemstruments, documents, covenants,
agreements and conditions required by this Agre¢tadpe delivered, performed, observed and compliigd by it.

(g) The Title Company shall remain committedssue the Title Policy in the form of the Titl@i@mitment as it existed as of the
expiration of the Due Diligence Period.

(h) Purchaser shall have received an updatedel! (and, if necessary in the opinion of PurehasPhase Il Environmental Report)
covering the Land and Improvements, which shatidd@ressed to Purchaser and its designee, and wiishbe in a form and content
acceptable to Purchaser.

(i) No part of the Property shall have beemdged or destroyed.
(i) No part of the Property shall have beendmmned or be under threat of condemnation.

6.2Failure of Conditions to Purchasets Obligations. In the event any one or more of the conditionBuochaser’s obligations are not
satisfied in whole or in part prior to the
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Closing, and provided such event is not waived brcRaser as contemplated by this Agreement, PuechatsPurchaser’s option, shall be
entitled to: (a) terminate this Agreement by givingnediate written notice thereto to Seller on woipto the Closing Date, upon which
Purchaser shall receive a prompt refund of the &arloney, and the Parties shall have no furthkgations or liabilities hereunder, or
(b) proceed to Closing with rights of specific permance.

6.3Condition to the Sellers Obligations. The obligations of Seller to sell the Propertgudject to the satisfaction, at all times prior to
and as of the Closing, of each of the following:

(a) All of the representations and warrantiEBurchaser set forth in this Agreement shallrbe,tcomplete and accurate.

(b) Purchaser shall have timely deliveredfqrered, observed and complied with, all of the #emstruments, documents, covenants,
agreements and conditions required by this Agre¢todme delivered, performed, observed, and compligh by it.

(c) Purchaser and Ortholndy have executed#vwe Ortholndy Master Lease.
(d) Purchaser and IOH LLC have executed the N&H LLC Master Lease.
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ARTICLE VII.
Provisions with Respect to the Closing

7.1Seller' s Closing Obligations. At the Closing, Seller shall execute, acknowlefigieere applicable) and deliver to the Title Compan
for recording and/or delivery to Purchaser, théofeing:

(a) The Deed;
(b) The fully executed Termination of Existif@H LLC Lease;

(c) The fully executed Termination of Existi@gtholndy Lease;

(d) The Certificate of Non-Foreign Status;

(e) The Closing Certificate;

() The BIll of Sale;

(9) The Affidavit;

(h) A closing statement itemizing the Purch@gee and all adjustments thereto as providediméiee “ Closing Statemerfiy;

(i) Duplicates of keys, combinations, coded security information to all locks on the Propedrtyhe possession of Seller;

(j) Evidence of the existence, organizatiod anthority of Seller and of the authority of thergons executing documents on behalf of
Seller reasonable satisfactory to Purchaser and@ittteCompany;

(k) Evidence reasonably satisfactory to Puseh#hat each of the Service Contracts has eitwam terminated or assigned to either
IOH LLC or Ortholndy, as appropriate;

() The Title Policy, or, in the alternative fully “marked up” Title Commitment signed by aumtfaorized officer of the Title Company,
showing Purchaser as the owner of the Land anddwepnents, subject only to the Permitted Exceptanmsirrevocably obligating the
Title Company to issue the Title Policy in the foofisuch fully “marked up” Title Commitment; and

(m) Such other instruments or documents as@cessary or reasonably required by Purchaséedritte Company to consummate
transaction contemplated
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hereby, provided, however that no such additiomstrument or document may expand any obligationeant, representation or

warranty of Seller or result in any new or addiibabligation, covenant, representation or warraftgeller under this Agreement
beyond those expressly set forth in this Agreement.

7.2Purchaser's Closing Obligations. At the Closing, Purchaser shall execute, ackndgdgwhere applicable) and deliver to the Title
Company for delivery to Seller:

(a) The Closing Statement;

(b) Wired funds for the benefit of Seller repenting the cash portion of Purchase Price daedardance with Section 3ahd other
applicable provisions herein;

(c) A Secretary’s Certificate evidencing theherity of the persons executing documents on lbefi&urchaser, which shall be in a
form reasonable satisfactory to Seller and the T@bmpany; and

(d) Such other instruments or documents as@eessary or reasonably required by Seller of ithee Company to consummate the
transaction contemplated hereby, provided, howthatrno such additional instrument or document mgyand any obligation, covenant,
representation or warranty of Purchaser or reaudnly new or additional obligation, covenant, repreation or warranty of Purchaser
under this Agreement beyond those expressly skt iiothis Agreement.

ARTICLE VIII.
Expenses of Closing

8.1Adjustments . Taxes, assessments, water/sewer charges, gasicetelephone or other utilities, and other apieig expenses, if any,
with respect to the Property and other customaoygpable items shall NOT be prorated at the Clo&xmgl the Purchase Price shall not be
adjusted therefor), as all such items are the respitity of IOH LLC and/or Ortholndy pursuant tog Existing Leases, and shall continue to

be the responsibility of IOH LLC and Ortholndy puasit to the New IOH LLC Master Lease and the Neth@ndy Master Lease,
respectively.

8.2Closing Costs.
(a) Seller shall pay:

(i) all title examination fees, the costsloé Title Commitment and premiums for the Title Byl
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(ii) the costs of the Survey and any upddieseto;
(iii) the costs of the Phase | and the updttereto;

(iv) Seller’s legal, accounting and other pssional fees and expenses, and the cost of &flaaes, instruments, documents and
papers required to be delivered, or to cause ttebeered, by Seller hereunder;

(v) the charges for or in connection with teeording and/or filing of any instrument or docurhprovided herein or contemplai
by this Agreement or any agreement or documentritiestor referred to herein; and

(vi) any and all state, municipal, local ohet documentary, transfer taxes, surtaxes or gitail@s payable in connection with the
delivery or recording of any title transfer instremt or document by Seller provided in or contenguldiy this Agreement.

(vii) all costs, expenses, and fees, if asgpaiated with the payoff of any existing loan®etfihg the Property or any part thereof.

(b) Purchaser shall pay any costs incurretl véispect to its inspection of the Property, arsteelated to any additional endorsements to
the Title Policy requested by Purchaser, and galleaccounting and other professional fees andéresgs.

Seller and Purchaser shall evenly split ardyahcharges by the Title Company for escrow smwifor the Earnest Money and
disbursements at Closing. All other costs and exg@eshall be paid by the party for whose benetih ©wsts or expenses are incurred.

8.3Commissions/Broker's Fees Seller covenants and represents that it hase@dt @ith any real estate or other broker, findgent or
other person with respect to the Transaction, whg be entitled to any commission or fee relatesbime, other than Bremner Healthcare
Cain Brothers RE LLC; and agrees to indemnify, ddfand hold Purchaser harmless from any costs)g&hses (including, without any
limitation, reasonable attorneys’ fees), if anyjebhPurchaser may incur as a result of (a) Sellenésch of the foregoing representation and
warranty, or (b) any claim by any real estate deobroker, finder, agent or other person clainfipgthrough, or under Seller. Seller shall
Bremner Healthcare and Cain Brothers RE LLC all gensation to which it may be entitled in connectioth the Transaction pursuant to a
separate agreement. Purchaser covenants and rapries it has not dealt with any real estateteobroker, finder, agent or other person
with respect to the Transaction, who may be entiteany commission or fee related to same; anelesgio indemnify, defend and hold Seller
harmless from any costs and expenses (includirtgpwi any limitation, reasonable attorneys’ feésgny, which Seller may incur as a result
of (a) Purchaser’s breach of the
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foregoing representation and warranty, or (b) daintby any real estate or other broker, findegragr other person claiming by, through
under Purchaser.
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ARTICLE IX.
Default and Remedies

9.1Seller s Default; Purchasets Remedies

(a)_Sellers Default. Seller shall be in default hereunder if it stiail to meet, comply with, or perform any mategalvenant,
agreement or obligation on its part required witthie time limits and in the manner required in thigeement and shall fail to cure same
within ten (10) Business Days after receipt of t@ritnotice from Purchaser.

(b) Purchasés Remediesin the event Seller shall be in default hereuradter the expiration of the applicable cure peribén
Purchaser may, at Purchaser’s sole option, either:

(i) terminate this Agreement by written notaelivered to Seller, in which case the Earnest éyashall be returned to Purchaser
by the Title Company, and this Agreement shall biecofurther force or effect, except for the praets which by their terms survive
the termination of this Agreement; or

(ii) enforce specific performance of this Agneent against Seller, in which case it shall béledtto recovery from Seller its
reasonable costs of and attorney’s fees in cororettierewith.

In the event Purchaser terminates this Agreemept@gded in_Section 9.1(b)(gbove, it shall be entitled to receive from Sedleramount
equal to all costs and expenses incurred by it reigpect to the due diligence performed by it inmeEction with the Transaction, as well as all
its legal, accounting and other professional feesexpenses incurred in furtherance of the Trafmgqirovided, however, Seller’s total
liability for such costs shall not exceed the suriturty-Five Thousand Dollars ($35,000).

9.2Purchaser s Default; Sellefs Remedies

(a) Purchasks Default. Purchaser shall be in default hereunder if itlI$hé to meet, comply with, or perform any matdrcovenant,
agreement or obligation on its part required witthia time limits and in the manner required in thigeement and shall fail to cure same
within ten (10) Business Days after written noficem Seller.

(b) Sellers Remedy In the event Purchaser shall be in default haeteuafter the expiration of the applicable curéqukas provided
in this Agreement, Seller shall be entitled, asdke and exclusive remedy, to terminate this Agrera and receive payment of the
Earnest Money from the Title Company as full licateld damages, and
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thereafter Purchaser shall have no further obbgator liability hereunder. The parties hereto bgrcknowledge that it is impossible to
more precisely estimate the specific damage taffered by Seller, and the parties hereto expresstpowledge and intend that this
provision shall be a provision for the retentior&airnest Money and not as a penalty. Seller exigressves (i) any right to specific
performance of this Agreement, and (ii) the defesfdack of mutuality of remedies.

ARTICLE X.
Miscellaneous

10.1Survival . All of the representations, warranties, covenaseements and indemnities of Seller and Purcltasgained in this

Agreement shall be deemed independent of one anaigeshall survive the Closing for a period of ¢heyear and shall not be deemed to
merge upon the acceptance of the Deed by Purctiagag that time period.

10.2Right of Assignment. Without the prior consent of Seller, Purchasey mmssign all of its rights and obligations undes thgreement

to an entity affiliated with Purchaser, providedttthe original Purchaser shall continue to rertiabiie in such case for the obligations of the
“Purchaser” hereunder.
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10.3Notices. All notices, requests and other communicatiordeuihis Agreement shall be in writing and shaleftber (a) delivered in
person, (b) sent by certified mail, return receguuested, (c) delivered by a nationally recognmesrnight delivery service or (d) sent by
facsimile transmission and addressed as follows:

If intended for Purchase Healthcare Realty Trust Incorporal
3310 West End Avenue, Suite 7
Nashville, Tennessee 372
Attn: Stephen E. Cox, J
Phone: (615) 2€-8118

Fax: (615) 46-7739
With a copy to: Baker, Donelson, Bearman, Caldwell & Berkow
211 Commerce Street, Suite 1(
Nashville, TN 3720:
Attn: Kenneth P. Ezell, J
Phone: (615) 72-5721
Fax: (615) 74-5721

If intended for Seller Orthopaedics Indianapolis Surgical Associates, |
8450 Northwest Blvd
Indianapolis, IN 4627
Attn: George G. Kellun
Phone: (317) 8(-2064
Fax: (317) 80-2170

With a copy to: Cain Brothers RE LL(
c/o J. Michael Davi
One North Franklin, Suite 3C
Chicago, lllinois 60601
Phone: (312) 6(-0577
Fax: (312) 45-9327

With a copy to: Joseph W. Ek
9100 Keystone Crossing, Suite 4
Indianapolis, IN 46241
Phone: (317) 847400
Fax: (317) 57-9426

or at such other address or facsimile number, auldet attention of such other person, as the gastiall give notice as herein provided. A
notice, request and other communication shall be
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deemed to be duly received (1) if delivered in persr by a nationally recognized overnight deliveeyvice, when left at the address of the
recipient, and (2) if sent by facsimile, upon retdiy the sender of an acknowledgment or transomnssport generated by the machine from
which the facsimile was sent indicating that thesfiamile was sent in its entirety to the recipierfiissimile number; provided that if a notice,
request or other communication is received on avdadgh is not a Business Day, or after 5:00 P.Maog Business Day at the addressee’s
location, such notice or communication shall benaké to be duly received by the recipient at 9:@0. an the first Business Day thereafter.

10.4Entire Agreement; Modifications . This Agreement embodies and constitutes theesutiderstanding between the parties with
respect to the Transaction, and all prior or cop@mneous agreements, understandings, represestatid statements (oral or written) are of
no force or effect. Neither this Agreement nor anyvision hereof may be waived, modified, amendigtharged or terminated except by an
instrument in writing signed by the Party againebm the enforcement of such waiver, modificationeadment, discharge or termination is
sought, and then only to the extent set forth thdnstrument. This Agreement, although initiallaan by one of the Parties hereto, shall not
be construed for or against either party as atréseleof in any dispute pertaining to this Agreat@ the Transaction, but this Agreement
shall be interpreted in accordance with languagedien an effort to reach the result intended ¢bgr

10.5Applicable Law; Venue. THIS AGREEMENT AND THE TRANSACTION SHALL BE GOVERED BY AND CONSTRUED IN
ACCORDANCE WITH THE LAWS OF THE STATE OF INDIANA; AD THE VENUE FOR ANY ACTION BROUGHT UNDER THIS
AGREEMENT AND THE TRANSACTION CONTEMPLATED HEREBY I3ALL LIE EXCLUSIVELY IN THE FEDERAL COURTS IN
MARION COUNTY, INDIANA.

10.6Captions. The captions in this Agreement are inserted émvenience of reference only and in no way defiiescribe, or limit the
scope or intent of this Agreement or any of thevjgions hereof.

10.7Binding Effect . This Agreement shall be binding upon and shailtérto the benefit of the parties hereto and tresipective heirs,
executors, administrators, legal representatives;essors, and assigns; provided, however theedelof the Agreement by one party shall
not be binding upon either until both parties hfully executed same. This Agreement, however, magxtecuted in multiple counterparts,
each of which shall be deemed an original andfalltich, together upon full execution, shall congt one and the same instrument.

10.8Time is of the EssenceWith respect to all provisions of this Agreemdime is of the essence. However, if the firstastdate of
any period which is set out in any provision
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of this Agreement falls on a day which is not aiBass Day, then, in such event, the time of suciogehall start or end, as the case may be,
on the next day which is a Business Day.

10.9Waiver of Conditions . Any Party may at any time or times, at its elactiwaive any of the conditions to its obligatidreseunder,
but any such waiver shall be effective only if @ned in a writing signed by such Party. No waivgia Party of any breach of this
Agreement or of any warranty or representation uredter by the other Party shall be deemed to beiaewaf any other breach or warranty or
representation by such other Party (whether prageali succeeding and whether or not of the sansa@ralar nature), and no acceptance of
payment or performance by a Party after any brégahe other Party shall be deemed to be a waivanpbreach of this Agreement or of
any representation or warranty hereunder by suuér ®arty, whether or not the first Party knowswéh breach at the time it accepts such
payment or performance. No failure or delay by ayP@ exercise any right it may have by reasothefdefault of the other Party shall
operate as a waiver of default or modificationto$ tAgreement or shall prevent the exercise ofragiyt by the first Party while the other
Party continues to be so in default.

10.10Severability . In the event any term or provision of this Agresrnbe determined by appropriate judicial authdotpe illegal or
otherwise invalid, such provision shall be givenriearest legal meaning or be construed as delstsdch authority determines, and the
remainder of this Agreement shall be construedetmidull force and effect.

10.11No Recording. Neither party shall record this Agreement or ahgrt form, memorandum or notice thereof in anylipudy
governmental office.

10.12Attorneys’ Fees. In the event of any litigation between the Partiader this Agreement, the prevailing party, idigon to those
damages and other awards given such party thetedtl,be entitled to reasonable attorneys’ feescamult costs at all trial and appellate
levels.

10.13Independent Consideration. Seller hereby acknowledges the receipt of thepeddent Consideration, which amount the Parties
bargained for and agreed to as consideration fartRger’s exclusive right to inspect and purchhseéProperty and for Seller’s execution,
delivery and performance of this Agreement. Theepehdent Consideration is in addition to and inddpat of any other consideration or
payment provided for in this Agreement, is nonrelalle, and it is fully earned and shall be retaimg&eller notwithstanding any other
provisions of this Agreement.

10.14Escrow Agent. The Title Company shall promptly deposit the EstrMoney and hold the same and disburse the same i
accordance with this Agreement. The Earnest Mohajl be applied against the Purchase Price at @jpsir refunded to Purchaser or paid to
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Seller if this transaction is not closed, as theeaaay be, all in accordance with the terms ofAlgieement. In performing any of its duties
hereunder, the Title Company shall not be liabla fmrty or to any third person for any erroneaels/dry to Purchaser or Seller of monies
subject to the escrow, nor shall the Title Compiaayr any liability to anyone for any damages, &sser expenses, except for the Title
Company’s own willful default, gross neglect ordxch of trust. In the event Title Company has doabt# its duties or liabilities under this
Agreement, the Title Company may, in its discreticontinue to hold monies in escrow until the Rarthutually agree on disbursement
thereof, or until a court of competent jurisdictisimall determine the rights of the Parties themtiernatively, the Title Company may elect
deposit the funds held with a court having juriidit of the dispute, and upon notifying the Partésuch disposition, all liability of the Title
Company under this Agreement shall terminate. énethent of any action between Purchaser and $eNehich the Title Company is made a
party by virtue of serving as the escrow agent utitde Agreement, or in the event of any suit inahtthe Title Company interpleads the
monies in escrow, the Title Company shall be exttitb recover all costs including a reasonablearaids fee through all trials, appeals and
other proceedings from the losing party.

10.15Third -Party Beneficiaries. This Agreement is not intended to and shall note to the benefit of any third-party.

(Sgnatures on the following pages)
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[Signature page — Agreement of Sale and Purchageirehaser]
EXECUTED on the date set forth below to beetf/e as of the Effective Date.
PURCHASER:
HEALTHCARE REALTY TRUST
INCORPORATED ,

a Maryland corporatio

By: /s/ B. Douglas Whitman |

Printed B. Douglas Whitman I

Its: Senior Vice Presiden

Date: June 9, 200¢

Purchase¢' s Tax Identification Number: -150702&
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[Signature page — Agreement of Sale and PurchaszHer]
EXECUTED on the date set forth below to beete as of the Effective Date.
SELLER :
ORTHOPAEDICS
INDIANAPOLIS
SURGICAL ASSOCIATES, LLC ,
an Indiana limited liability compan

By: /sl George G. Kellum Il

Printed George G. Kellum 11l

Its: Secretary

Date: June 9, 200!

Seller's Tax Identification Numbe 35-1988341
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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 notadorny untrue statement of a material fact or dondttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading 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 maintaimisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogtias defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procsdorge designed under
our supervision, to ensure that material informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report it prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period couwyéhis report based on su
evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyesftf, the registrant’s internal control over finaieeporting; and




5. The registrant’s other certifying officer(s) alngave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing thevedent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cboirer financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

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

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

Date: August 8, 2006






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. | have reviewed this quarterly report on FormQ@0f Healthcare Realty Trust Incorporated,;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or dondttate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading 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 maintaimisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogtias defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procsdorge designed under
our supervision, to ensure that material informatielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paitidy during the period in which this report it prepared;

(b) Designed such internal control over financégarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coueyéhis report based on su
evaluation; and

(d) Disclosed in this report any change in thegggnt’s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyesff, the registrant’s internal control over finaeeporting; and




5. The registrant’s other certifying officer(s) alngave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrastboard of directors (or persons performing thevedent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cboirer financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

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

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

and Chief Financial Office

Date: August 8, 2006






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
June 30, 2006, as filed with the Securities anchBrge Commission on the date hereof (the “RepdrtDavid R. Emery, Chairman of the
Board and Chief Executive Officer of the Compamy & Scott W. Holmes, Senior Vice President antehRinancial Officer of the
Company, each certify, pursuant to 18 U.S.C. SecRb0, as adopted pursuant to Section 906 of dheaBes-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.

/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

Date: August 8, 2006



