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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2013

or

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission File Number 001-16817

FIVE STAR QUALITY CARE, INC.

(Exact Name of Registrant as Specified in Its Charter)

Maryland 04-3516029
(State or Other Jurisdiction of Incorporation or Organization) (IRS Employer Identification No.)
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400 Centre Street, Newton, Massachusetts 02458

(Address of Principal Executive Offices) (Zip Code)

(Registrant s Telephone Number, Including Area Code): 617-796-8387

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject

to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that

the registrant was required to submit and post such files). Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer o Accelerated filer x

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o No x

Number of registrant s shares of common stock, $.01 par value, outstanding as of July 30, 2013: 48,271,522.
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Part I. Financial Information

Item 1. Condensed Consolidated Financial Statements

FIVE STAR QUALITY CARE, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except per share data)

(unaudited)
June 30,
2013

ASSETS
Current assets:
Cash and cash equivalents $ 19,311
Accounts receivable, net of allowance of $4,396 and $3,240 at June 30, 2013 and December
31, 2012, respectively 56,763
Due from related persons 5,810
Investments in available for sale securities, of which $3,699 and $3,684 are restricted at June
30, 2013 and December 31, 2012, respectively 16,352
Restricted cash 11,202
Prepaid expenses and other current assets 19,382
Assets of discontinued operations 4,978
Total current assets 133,798
Property and equipment, net 331,172
Equity investment in Affiliates Insurance Company 5,703
Restricted cash 11,196
Restricted investments in available for sale securities 6,979
Goodwill and other intangible assets 27,122
Other long term assets 42,916

$ 558,886
LIABILITIES AND SHAREHOLDERS EQUITY
Current liabilities:
Revolving credit facility, secured, principally by real estate $
Revolving credit facility, secured, principally by accounts receivable
Convertible senior notes 24,872
Accounts payable 23,553
Accrued expenses 20,792
Accrued compensation and benefits 43,059
Due to related persons 18,840
Mortgage notes payable 1,125
Accrued real estate taxes 11,175
Security deposit liability 8,997

$

December 31,

2012

24,638

49,886
6,881

12,920
6,548
29,394
16,285
146,552

333,335
5,629
12,166
10,580
27,708
42,267
578,237

24,872
36,450
23,518
39,971
18,596

1,092
11,631

9,704
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Other current liabilities

Liabilities of discontinued operations, of which $0 and $7,547 relate to mortgage notes
payable at June 30, 2013 and December 31, 2012, respectively

Total current liabilities

Long term liabilities:

Mortgage notes payable
Continuing care contracts
Accrued self-insurance obligations
Other long term liabilities

Total long term liabilities

Commitments and contingencies

Shareholders equity:
Common stock, par value $.01; 75,000,000 shares authorized, 48,271,522 and 48,234,022

shares issued and outstanding at June 30, 2013 and December 31, 2012, respectively
Additional paid in capital

Accumulated deficit

Accumulated other comprehensive income

Total shareholders equity

See accompanying notes.

18,294

2,175
172,882

37,050
1,681
31,786
5,674
76,191

482
354,671
(46,877)
1,537
309,813
558,886 $

14,775

10,232
190,841

37,621
1,708
34,647
6,615
80,591

482
354,083
(49,637)
1,877
306,805
578,237
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FIVE STAR QUALITY CARE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

(unaudited)
Three months ended June 30, Six months ended June 30,
2013 2012 2013 2012
Revenues:
Senior living revenue $ 269,081 $ 269,040 $ 538,471 $ 535,776
Rehabilitation hospital revenue 28,343 26,386 55,824 53,173
Management fee revenue 2,281 1,302 4,583 2,390
Reimbursed costs incurred on behalf of
managed communities 52,153 26,098 104,211 49,503
Total revenues 351,858 322,826 703,089 640,842
Operating expenses:
Senior living wages and benefits 130,466 130,240 263,086 262,026
Other senior living operating expenses 65,751 63,797 132,090 128,058
Costs incurred on behalf of managed
communities 52,153 26,098 104,211 49,503
Rehabilitation hospital expenses 24,710 23,872 49,604 47,991
Rent expense 50,936 49,849 101,129 99,628
General and administrative 15,452 15,389 30,583 30,844
Depreciation and amortization 6,651 6,276 13,089 12,165
Total operating expenses 346,119 315,521 693,792 630,215
Operating income 5,739 7,305 9,297 10,627
Interest, dividend and other income 211 234 408 439
Interest and other expense (1,355) (1,605) 2,811) (3,031)
Acquisition related costs 41) 41)
Equity in earnings of Affiliates Insurance
Company 79 76 155 121
Gain on settlement 3,365 3,365
Gain on early extinguishment of debt 45 45
Loss on sale of available for sale securities
reclassified from other comprehensive income 117) 30) (D
Income from continuing operations before
income taxes 4,516 9,420 6,978 11,565
Provision for income taxes (1,854) (4,108) (850) (5,063)
Income from continuing operations 2,662 5,312 6,128 6,502
Loss from discontinued operations (1,837) (674) (3,368) (1,495)
Net income $ 825 $ 4,638 $ 2,760 $ 5,007
Weighted average shares outstanding - basic 48,253 47,914 48,244 47,906
Weighted average shares outstanding - diluted 48,253 49,953 48,244 50,360



Basic income per share from:
Continuing operations
Discontinued operations

Net income per share - basic

Diluted income per share from:
Continuing operations
Discontinued operations

Net income per share - diluted
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$ 0.06 $ 0.10 $ 0.13
(0.04) (0.01) (0.07)
$ 0.02 $ 0.09 $ 0.06
$ 0.06 $ 0.10 $ 0.13
(0.04) (0.01) (0.07)
$ 0.02 $ 0.09 $ 0.06

See accompanying notes.

0.14
(0.03)
0.11

0.14
(0.03)
0.11
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FIVE STAR QUALITY CARE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

(unaudited)

Three months ended June 30, Six months ended June 30,
2013 2012 2013

No adjustment to the Conversion Rate or the ability of
a holder of Convertible Preferred Stock to convert will
be made if the holder will otherwise participate in the
distribution without conversion solely as a holder of
Convertible Preferred Stock. Adjustments to the
applicable Conversion Rate will be calculated to the
nearest 1/10,000th of a share.

The applicable Conversion Rate will not be adjusted:

upon the issuance of any shares of our common
stock pursuant to any present or future plan providing
for the reinvestment of dividends or interest payable
on our securities and the investment of additional
optional amounts in shares of our common stock
under any plan;

upon the issuance of any shares of our common
stock or options or rights to purchase shares of our
common stock pursuant to any present or future
employee, director or consultant incentive or benefit
plan or program of or assumed by us or any of our
subsidiaries;

upon the issuance of any shares of our common
stock pursuant to any option, warrant, right or
exercisable, exchangeable or convertible security not
described in the preceding bullet and outstanding as
of the Issue Date;



Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

upon the repurchase by us of shares of common
stock from our employee protection and deferred
compensation trusts or members of our senior
management upon their resignation or termination of
employment;
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for a change in the par value of the common stock;
or

for accumulated and unpaid dividends.

Notwithstanding anything else to the contrary, in no
event shall the conversion price be less than $0.01.

Redemption

We may not redeem the Convertible Preferred Stock
prior to July 5, 2009. On and after July 5, 2009, we
may, at our option upon not less than 30 nor more
than 60 days written notice, redeem the Convertible
Preferred Stock, in whole or in part, at any time or
from time to time, for cash at the redemption prices
specified below, plus accumulated and unpaid
dividends to the date of redemption, for redemptions
on and after each of the dates specified below:

Redemption on and after Price
July 5, 2009 $103.75
July 1, 2010 $103.00
July 1, 2011 $102.25
July 1, 2012 $101.50
July 1, 2013 $100.75
July 1,2014 $100.00

The redemption price of the Convertible Preferred
Stock (other than accumulated and unpaid dividends)
is payable solely out of proceeds from the sale of our
other capital stock, which may include our common
stock, preferred stock, depositary shares, participation
or other ownership interests in us, however
designated, and any rights, warrants or options
(excluding debt securities convertible into or
exchangeable for our capital stock) for the purchase
of any of those securities. Holders of shares of
Convertible Preferred Stock to be redeemed will be
required to surrender their shares at the place
designated in the redemption notice and will be
entitled to the redemption price and any accumulated
and unpaid dividends payable upon redemption
following surrender of the shares. If fewer than all of
the outstanding shares of Convertible Preferred Stock

10
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are to be redeemed, the number of shares to be
redeemed will be determined by us, and those shares
may be redeemed pro rata from the holders of record
of those shares in proportion to the number of those
shares held by the holders (with adjustments to avoid
redemption of fractional shares) or by lot in a manner
determined by us.

Notice of redemption will be mailed at least 30 days
but not more than 60 days before the redemption date
to each holder of record of shares of Convertible
Preferred Stock at the address shown on our share
transfer books. Each notice will state

the redemption date,

the number of shares of Convertible Preferred Stock
to be redeemed,

the redemption price,

the place or places where certificates for shares of
Convertible Preferred Stock are to be surrendered for
payment of the redemption price, and

that dividends on the Convertible Preferred Stock will
cease to accrue on the redemption date.

If fewer than all shares of Convertible Preferred Stock
are to be redeemed, the notice mailed to each holder
of shares to be redeemed will also specify the number
of shares to be redeemed from each holder. If notice
of redemption of any shares of Convertible Preferred
Stock has been

S-35
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given and if the funds necessary for such redemption
have been set aside by us in trust for the benefit of
the holders of the shares of Convertible Preferred
Stock called for redemption, then from and after the
redemption date, dividends will cease to accumulate
on the Convertible Preferred Stock to be redeemed,
those shares will no longer be deemed to be
outstanding and all rights of the holders of those
shares will terminate, except the right to receive the
redemption price.

Holders of shares of Convertible Preferred Stock at
the close of business on a Record Date will be entitled
to receive the dividends payable with respect to those
shares on the corresponding Dividend Payment Date
notwithstanding the redemption of those shares
between the Record Date and the corresponding
Dividend Payment Date or our default in the payment
of the dividend due. Except as provided above, we will
make no payment or allowance for unpaid dividends,
whether or not in arrears, on shares of Convertible
Preferred Stock which have been called for
redemption.

The Convertible Preferred Stock will not be subject to
any sinking fund or mandatory redemption. However,
in order to preserve our status as a REIT as defined in
the Internal Revenue Code, the Convertible Preferred
Stock may be subject to purchase by us as described
under Description of common stock Redemption
and business combination provisions.

Repurchase of Convertible Preferred
Stock by us at the option of the holder
upon a Fundamental Change

If a Fundamental Change (as defined below in this
section) occurs at any time, you will have the right, at
your option, to require us to repurchase any or all of
your shares of Convertible Preferred Stock on the
Fundamental Change Repurchase Date (as defined
below in this section), at a Fundamental Change
Repurchase Price equal to 100% of the liquidation
preference of the shares of Convertible Preferred
Stock to be repurchased plus accumulated and
unpaid dividends to but excluding the Fundamental
Change Repurchase Date, plus the Make-Whole
Premiums, if applicable, as defined in this section

12



Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

below.

We may choose to pay the Fundamental Change
Repurchase Price in cash or shares of our common
stock or a combination of cash and shares of our
common stock (provided that in any event we will pay
any accumulated and unpaid dividends in cash). All
Convertible Preferred Stock repurchased on any day
will receive the same form of payment of the
Fundamental Change Repurchase Price, namely,
cash, shares of our common stock or a combination of
cash and shares of our common stock. Subject to the
next sentence, if we elect to pay all or any portion of
amounts owing on repurchase of the Convertible
Preferred Stock in shares of our common stock, the
number of shares of our common stock issuable in
connection with the repurchase may not exceed
33,000,000 shares or such other number of shares of
common stock as shall then be authorized and
available for issuance. If the number of shares of our
common stock issuable upon repurchase of the
Convertible Preferred Stock would exceed 33,000,000
shares or such other number of shares of common
stock as shall then be authorized and available for
issuance, we will have the option to pay the remainder
of the amounts owing on repurchase in cash or such
required additional number of shares of common
stock determined as of the Fundamental Change
Repurchase Date that are authorized for issuance in
the future. We will use our best efforts to have any
such additional number of shares of common stock
authorized for issuance within 180 days of the
Fundamental Change Repurchase Date.

If we elect to pay the Fundamental Change
Repurchase Price in whole or in part in shares of our
common stock, the number of shares of our common
stock to be delivered by us will be equal to

S-36
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the portion of the Fundamental Change Repurchase
Price (not including any accumulated and unpaid
dividends) and/or the Make-Whole premium to be
paid in shares of our common stock divided by 97% of
the Market Price of our common stock. The Market
Price of our common stock will be determined prior to
the applicable Fundamental Change Repurchase
Date as described below. If we elect to pay the
Fundamental Change Repurchase Price in whole or in
part in shares of our common stock, we will pay cash
in lieu of fractional shares in an amount based upon
the Market Price of our common stock.

Market Price  means, with respect to any
Fundamental Change Repurchase Date, the average
of the Closing Sale Prices of our common stock for
the 20 consecutive Trading Days ending on the third
Trading Day prior to the Fundamental Change
Repurchase Date, appropriately adjusted to take into
account the occurrence, during the period
commencing on the first Trading Day of such 20
Trading-Day period and ending on the Fundamental
Change Repurchase Date of any event requiring an
adjustment of the Conversion Rate as described
under  Conversion rate adjustment ; provided that
in no event shall the Market Price be less than $0.01.

Because the Market Price of our common stock is
determined prior to the Fundamental Change
Repurchase Date, you will bear the market risk with
respect to the value of the shares of our common
stock, if any, to be received from the date as of which
the Market Price is determined to the date on which
you receive such shares. In addition, the Market Price
of our common stock is an average price rather than
the price as of a single date.

A Fundamental Change will be deemed to have
occurred at the time after the Issue Date that any of
the following occurs:

(1) a person or group within the meaning of
Section 13(d) of the Securities Exchange Act of 1934
other than us, our subsidiaries or our or their
employee benefit plans, files a Schedule TO or any
schedule, form or report under the Exchange Act
disclosing that such person or group has become the
direct or indirect ultimate beneficial owner, as
defined in Rule 13d-3 under the Exchange Act, of our

14
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common equity representing more than 50% of the
voting power of our common equity entitled to vote
generally in the election of directors;

(2) consummation of any share exchange,
consolidation or merger of us or any sale, lease or
other transfer in one transaction or a series of
transactions of all or substantially all of the
consolidated assets of us and our subsidiaries, taken
as a whole, to any person other than us or one or
more of our subsidiaries, pursuant to which our
common stock will be converted into cash, securities
or other property; provided, however, that a
transaction where the holders of our common equity
immediately prior to such transaction have, directly or
indirectly, more than 50% of the aggregate voting
power of all classes of common equity of the
continuing or surviving corporation or transferee
entitled to vote generally in the election of directors
immediately after such event shall not be a
Fundamental Change;

(3) continuing directors (as defined below in this
section) cease to constitute at least a majority of our
board of directors;

(4) our stockholders approve any plan or proposal for
our liquidation or dissolution; or

(5) our common stock or other common stock into
which the Convertible Preferred Stock is convertible is
neither listed for trading on a U.S. national securities
exchange nor approved for trading on the Nasdaq
National Market or another established automated
over-the-counter trading market in the United States.

S-37
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A Fundamental Change will not be deemed to have
occurred in respect of any of the foregoing, however,
if all of the consideration, excluding cash payments for
fractional shares, in the transaction or transactions
constituting the Fundamental Change consists of
shares of capital stock traded on a national securities
exchange or quoted on the Nasdaq National Market
or which will be so traded or quoted when issued or
exchanged in connection with a Fundamental Change
(these securities being referred to as  publicly traded
securities ) and as a result of this transaction or
transactions the Convertible Preferred Stock becomes
convertible into such publicly traded securities,
excluding cash payments for fractional shares.

For purposes of the above paragraph the term capital
stock of any person means any and all shares
(including ordinary shares or American Depositary
Shares), interests, participations, or other equivalents
however designated of corporate stock or other equity
participations, including partnership interests, whether
general or limited, of such person and any rights
(other than debt securities convertible or
exchangeable into an equity interest), warrants or
options to acquire an equity interest in such person.

Continuing director means a director who either
was a member of our board of directors on the date of
this prospectus supplement or who becomes a
member of our board of directors subsequent to that
date and whose appointment or election or
nomination for election by our stockholders is duly
approved by a majority of the continuing directors on
our board of directors at the time of such approval,
either by a specific vote or by approval of the proxy
statement issued by us on behalf of our board of
directors in which such individual is named as
nominee for director.

If a Fundamental Change (except for any
Fundamental Change relating solely to paragraph (3)
of the definition thereof) occurs prior to June 30, 2014,
we will pay, in addition to the Fundamental Change
Repurchase Price described above, a Make-Whole
Premium to a holder of shares of Convertible
Preferred Stock who elects to require us to
repurchase such shares in connection with such a
Fundamental Change. If the holder is otherwise
entitled to, and does, surrender the shares of
Convertible Preferred Stock for conversion as
described under  Conversion rights Events

16



Table of Contents

Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

triggering conversion rights Conversion rights upon
occurrence of certain corporate transactions in
connection with such a Fundamental Change, in lieu
of requiring us to repurchase such shares of
Convertible Preferred Stock as described above, the
holder will receive (i) shares of common stock (as
described under  Conversion rights ) in respect of
the conversion obligation, plus (ii) the applicable
Make-Whole Premium as described below. The
Make-Whole Premium payable to a holder who elects
to require us to repurchase such Convertible
Preferred Stock as provided in this paragraph may be
paid in cash, shares of common stock, or a
combination thereof without regard to the election we
make as to the form in which we will pay the
Fundamental Change Repurchase Price. If we elect to
pay the Make-Whole Premium in whole or in part in
shares of our common stock, the number of shares of
our common stock to be delivered by us will be equal
to the portion of the Make-Whole Premium to be paid
in shares of our common stock divided by 97% of the
Market Price of our common stock. The Market Price
will be determined prior to the Fundamental Change
Repurchase Date as described above in respect of
the Fundamental Change Repurchase Price. If we
elect to pay the Make-Whole Premium in whole or in
part in shares of our common stock, we will pay cash
in lieu of fractional shares in an amount based upon
the Market Price of our common stock. Subject to the
next sentence, if we elect to pay all or any portion of
amounts owing on repurchase of the Convertible
Preferred Stock in shares of our common stock, the
number of shares of our common stock issuable in
connection with the repurchase may not exceed
33,000,000 shares or such other

S-38
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number of shares of common stock as shall then be
authorized and available for issuance. If the number
of shares of our common stock issuable upon
repurchase of the Convertible Preferred Stock would
exceed 33,000,000 shares or such other number of
shares of common stock as shall then be authorized
and available for issuance, we will have the option to
pay the remainder of the amounts owing on
repurchase in cash or such required additional
number of shares of common stock determined as of
the Fundamental Change Repurchase Date that are
authorized for issuance in the future. We will use our
best efforts to have any such additional number of
shares of common stock authorized for issuance
within 180 days of the Fundamental Change
Repurchase Date.

The Make-Whole Premium will be equal to an amount
that is derived by multiplying the liquidation
preference per share of Convertible Preferred Stock
of $100 by a specified percentage (the Additional
Premium ). The Additional Premium will be
determined by reference to the table below and is
based on the date on which the Fundamental Change
becomes effective (the Effective Date ) and the
price (the Stock Price ) paid per share of our
common stock in the transaction constituting the
Fundamental Change. If holders of our common stock
receive only cash in the Fundamental Change, the
Stock Price shall be the cash amount paid per share.
Otherwise, the Stock Price shall be the average of the
Closing Sale Prices of our common stock on the five
Trading Days up to but not including the Effective
Date of the Fundamental Change.

The Stock Prices set forth in the first row of the table
below (i.e., column headers) will be adjusted as of any
date on which the Conversion Rate is adjusted. The
adjusted Stock Prices will equal the Stock Prices
applicable immediately prior to such adjustment,
multiplied by a fraction, the numerator of which is the
Conversion Rate immediately prior to the adjustment
giving rise to the Stock Price adjustment and the
denominator of which is the Conversion Rate as so
adjusted.

The following table sets forth the Additional Premiums
(table in percentages):

18
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Effective

Date

2004
June 30,
2005
June 30,
2006
June 30,
2007
June 30,
2008
June 30,
2009
June 30,
2010
June 30,
2011
June 30,
2012
June 30,
2013

Table of Contents

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

Additional Premium upon Fundamental Change

(% of the liquidation preference of $100 per share of
Convertible Preferred Stock)

Stock Price

6.8% 11.1% 82% 56% 3.8% 24% 13% 0.6%

6.4% 10.7% 7.6% 54% 37% 23% 13% 0.6%

58% 99% 71% 47% 3.0% 1.8% 1.0% 0.5%

46% 89% 62% 39% 24% 13% 05% 0.1%

31% 73% 45% 24% 11% 03% 0.1% 0.0%

11% 32% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

11% 25% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

0.7% 1.7% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

04% 1.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

00% 02% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

The exact Stock Price and repurchase dates may not
be set forth in the table above, in which case:

If the Stock Price is between two Stock Price
amounts in the table or the repurchase date is
between two Effective Dates in the table, the
Additional Premium will be determined by a
straight-line interpolation between the Additional
Premium amounts set forth for the higher and lower
Stock Price amounts and the two dates, as applicable,
based on a 365-day year.

If the Stock Price is equal to or in excess of $
per share (subject to adjustment), no Make-Whole
Premium will be paid.

S-39
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If the Stock Price is less than or equal to $ per
share (subject to adjustment), no Make-Whole
Premium will be paid.

Not less than 25 Trading Days before the
Fundamental Change Repurchase Date, we will
provide to all holders of shares of Convertible
Preferred Stock a notice of the occurrence of the
Fundamental Change and of the resulting repurchase
right. Such notice shall state, among other things:

the events causing a Fundamental Change;

the date of the Fundamental Change;

the last date on which a holder may exercise the
repurchase right;

the Fundamental Change Repurchase Price;

the Make-Whole Premium, if any;

the Fundamental Change Repurchase Date;

whether we will pay the Fundamental Change
Repurchase Price in cash, shares of our common
stock or a combination thereof, specifying the
percentage or amount of each;

if a Make-Whole Premium will be payable, whether
we will pay the Make-Whole Premium in cash, shares
of our common stock or a combination thereof,
specifying the percentage or amount of each;
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if we elect to pay the Fundamental Change
Repurchase Price or the Make-Whole Premium, if
any, in whole or in part in shares of our common
stock, the method of calculating the Market Price of
our common stock;

the name and address of the conversion agent;

that the shares of Convertible Preferred Stock with
respect to which a Fundamental Change repurchase
election has been given by the holder may be
converted only if the holder withdraws the
Fundamental Change repurchase election in
accordance with the terms of the Convertible
Preferred Stock; and

the procedures that holders must follow to require us
to repurchase their shares of Convertible Preferred
Stock.

To exercise the repurchase right, if the shares of
Convertible Preferred Stock are in certificated form,
you must deliver prior to the close of business on the
business day immediately preceding the Fundamental
Change Repurchase Date, subject to extension to
comply with applicable law, the shares of Convertible
Preferred Stock to be repurchased, duly endorsed for
transfer, together with a written Fundamental Change
repurchase election and the form entitled Form of
Fundamental Change Repurchase Notice on the
reverse side of the shares of Convertible Preferred
Stock duly completed, to the transfer agent. Your
repurchase election must state:

the certificate numbers of your shares of Convertible
Preferred Stock to be delivered for repurchase;

the number of the shares of Convertible Preferred
Stock to be repurchased (provided that the
repurchase right may only be exercised in integral
multiples of whole shares);

that the shares of Convertible Preferred Stock are to
be repurchased by us pursuant to the applicable
provisions of the articles supplementary and the
Convertible Preferred Stock; and
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if we have elected to pay the Fundamental Change
Repurchase Price and/or the Make-Whole Premium, if
any, in shares of our common stock but the
Fundamental Change Repurchase Price and/or the
Make-Whole Premium, if any, is ultimately to be paid
to the holder entirely in cash because any of the
conditions to payment in shares of our common stock
is not satisfied prior to the close of business on the
business day immediately preceding the Fundamental
Change Repurchase Date, whether you elect:

to withdraw the Fundamental Change repurchase
election as to some or all of the shares of Convertible
Preferred Stock subject to the Fundamental Change
repurchase election; or

to receive cash in respect of the entire Fundamental
Change Repurchase Price for all of the shares of
Convertible Preferred Stock subject to the
Fundamental Change repurchase election.

If you fail to indicate your choice with respect to this
election, you will be deemed to have elected to
receive cash in respect of the entire Fundamental
Change Repurchase Price and/or Make-Whole
Premium for all of the Convertible Preferred Stock
subject to the Fundamental Change repurchase
election. For a discussion of the tax treatment of a
holder receiving cash, shares of our common stock or
a combination thereof, see Certain federal income
tax consequences.

At any time prior to the redemption or repurchase in
whole of the Convertible Preferred Stock, we may
irrevocably elect, in our sole discretion without the
consent of the holders of the Convertible Preferred
Stock, by notice to the holders of the Convertible
Preferred Stock, to satisfy in cash 100% of the
Fundamental Change Repurchase Price and/or
Make-Whole Premium of shares of Convertible
Preferred Stock that are the subject of a Fundamental
Change repurchase notice received by us after the
date of such election.

If the shares of Convertible Preferred Stock are in
book-entry form, your notice must comply with the
appropriate procedures of The Depository Trust
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Company and such procedures must be completed in
sufficient time for your repurchase election to be
provided to us in a timely manner.

You may withdraw any repurchase election (in whole
or in part) by a written notice of withdrawal delivered
to the transfer agent prior to the close of business on
the business day prior to the Fundamental Change
Repurchase Date. The notice of withdrawal shall
state:

the number of the withdrawn shares of Convertible
Preferred Stock;

if certificated shares of Convertible Preferred Stock
have been issued, the certificate numbers of the
withdrawn shares of Convertible Preferred Stock; and

the number of shares of Convertible Preferred Stock,
if any, which remains subject to the Fundamental
Change repurchase notice.

If the shares of Convertible Preferred Stock are in
book-entry form, your notice must comply with the
appropriate procedures of The Depository Trust
Company and such procedures must be completed in
sufficient time for your repurchase election to be
provided to us in a timely manner.

To receive payment of the Fundamental Change
Repurchase Price and the Make-Whole Premium, if
any, you must either effect book-entry transfer of your
shares of Convertible Preferred Stock or deliver your
shares of Convertible Preferred Stock, together with
necessary endorsements, to the office of the transfer
agent after delivery of your Fundamental Change
repurchase notice. Payment of the Fundamental
Change Repurchase Price for a share of Convertible
Preferred Stock will be made promptly following the
later of the Fundamental Change Repurchase Date
and the time of book-entry transfer or delivery of the
shares of Convertible Preferred Stock.
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We will be required to repurchase Convertible
Preferred Stock on a date (the Fundamental Change
Repurchase Date ) no later than 35 days after the
date of our notice of the occurrence of the relevant
Fundamental Change but in no event prior to the date
on which the Fundamental Change occurs.

If we have paid the Fundamental Change Repurchase
Price and the Make-Whole Premium, if applicable, of
the shares of Convertible Preferred Stock to be
repurchased on the Fundamental Change
Repurchase Date, then on and following such date:

the shares of Convertible Preferred Stock to be
repurchased will cease to be outstanding and
dividends thereon will cease to accumulate (whether
or not book-entry transfer of the shares of Convertible
Preferred Stock is made or whether or not the shares
of Convertible Preferred Stock is delivered to the
transfer agent); and

all other rights of the holder of the shares of the
Convertible Preferred Stock to be repurchased will
terminate (other than the right to receive the
Fundamental Change Repurchase Price and the
Make-Whole Premium, if applicable, upon delivery or
transfer of the shares of Convertible Preferred Stock).

Our right to pay the Fundamental Change
Repurchase Price and/or the Make-Whole Premium
for shares of Convertible Preferred Stock, in whole or
in part, in shares of our common stock is subject to
various conditions, including:

our providing timely written notice, as described
above, of our election to pay all or part of the
Fundamental Change Repurchase Price and/or
Make-Whole Premium in shares of our common
stock;

our common stock then being listed on a U.S.
national or regional securities exchange or quoted on
the Nasdaq National Market or other similar
automated quotation system; and
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information necessary to calculate the Market Price
of our common stock being published in a daily
newspaper of national circulation or being otherwise
readily publicly available.

If the required conditions are not satisfied with respect
to a holder prior to the close of business on the
business day immediately preceding the Fundamental
Change Repurchase Date, we will pay the
Fundamental Change Repurchase Price and/or
Make-Whole Premium, if any, for such holder s
shares of Convertible Preferred Stock entirely in cash.
We may not change our election with respect to the
form in which we will pay the Fundamental Change
Repurchase Price and/or Make-Whole Premium, if
any, once we have given the notice that we are
required to give, except as described in the preceding
sentence.

We will comply with the provisions of Rule 13e-4 and
any other tender offer rules under the Exchange Act
that may be applicable at the time of our repurchase
of shares of Convertible Preferred Stock upon a
Fundamental Change. If then required by the
applicable rules, we will file a Schedule TO or any
other schedule required in connection with any offer
by us to repurchase shares of Convertible Preferred
Stock.

The rights of the holders to require us to repurchase
their Convertible Preferred Stock upon a Fundamental
Change could discourage a potential acquisition or
takeover of us. The Fundamental Change repurchase
feature, however, is not the result of management s
knowledge of any specific effort to accumulate shares
of our common stock, to obtain control of us by any
means or part of a plan by management to adopt a
series of anti-takeover provisions. Instead, the
Fundamental Change purchase feature is a standard
term contained in other offerings of preferred or debt
securities similar to the Convertible Preferred Stock
that have been marketed
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by the underwriters. The terms of the Fundamental
Change repurchase feature resulted from negotiations
between the underwriters and us.

The term Fundamental Change is limited to
specified transactions and may not include other
events that might adversely affect our financial
condition. In addition, the requirement that we offer to
repurchase Convertible Preferred Stock upon a
Fundamental Change may not protect holders in the
event of a highly leveraged transaction,
reorganization, merger or similar transaction involving
us.

The definition of Fundamental Change includes a
phrase relating to the conveyance, transfer, sale,
lease or disposition of all or substantially all of our
consolidated assets. There is no precise, established
definition of the phrase substantially all under
applicable law. Accordingly, the ability of a holder of
Convertible Preferred Stock to require us to
repurchase its shares as a result of the conveyance,
transfer, sale, lease or other disposition of less than
all of our assets may be uncertain.

If a Fundamental Change were to occur, we may not
have enough funds to pay the Fundamental Change
Repurchase Price and the Make-Whole Premium, if
any. If we fail to repurchase Convertible Preferred
Stock when required following a Fundamental
Change, we will be in default of the terms of the
Convertible Preferred Stock. In addition, we have, and
may in the future incur, indebtedness with similar
change in control provisions permitting the holders
thereof to accelerate or to require us to purchase such
indebtedness upon the occurrence of similar events or
on some specific dates. Our obligation to make a
repurchase upon a Fundamental Change will be
satisfied if a third party makes the Fundamental
Change repurchase offer in the manner, at the times
and otherwise in compliance in all material respects
with the requirements applicable to a Fundamental
Change repurchase offer required to be made by us,
purchases all shares of Convertible Preferred Stock
properly tendered and not withdrawn under the
Fundamental Change repurchase offer and otherwise
complies with the obligations in connection therewith.

Consolidation, merger and sale of assets
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The articles supplementary provide that we may,
without the consent of the holders of any of the
outstanding Convertible Preferred Stock, consolidate
with or merge into any other person or convey,
transfer or lease all or substantially all of our assets to
any person or may permit any person to consolidate
with or merge into, or transfer or lease all or
substantially all its properties to, us; provided,
however, that (a) the successor, transferee or lessee
is organized under the laws of the United States or
any political subdivision thereof; (b) the shares of
Convertible Preferred Stock will become shares of
such successor, transferee or lessee, having in
respect of such successor, transferee or lessee the
same powers, preferences and relative participating,
optional or other special rights and the qualification,
limitations or restrictions thereon, the Convertible
Preferred Stock had immediately prior to such
transaction; and (c) certain procedural conditions are
met.

Under any consolidation by us with, or merger by us
into, any other person or any conveyance, transfer or
lease of all or substantially all our assets as described
in the preceding paragraph, the successor resulting
from such consolidation or into which we are merged
or the transferee or lessee to which such conveyance,
transfer or lease is made, will succeed to, and be
substituted for, and may exercise every right and
power of, ours under the shares of Convertible
Preferred Stock, and thereafter, except in the case of
a lease, the predecessor (if still in existence) will be
released from its obligations and covenants with
respect to the Convertible Preferred Stock.
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Description of common
stock

Common stock
All shares of common stock:

participate equally in dividends payable to
stockholders of common stock when and as declared
by our board of directors and in net assets available
for distribution to stockholders of common stock on
liquidation or dissolution;

have one vote per share on all matters submitted to
a vote of the stockholders; and

do not have cumulative voting rights in the election
of directors.

All issued and outstanding shares of common stock
are, and the common stock offered hereby will be
upon issuance, validly issued, fully paid and
nonassessable. Holders of the common stock do not
have preference, conversion, exchange or preemptive
rights. The common stock is listed on the New York
Stock Exchange (NYSE Symbol: NHP).

Redemption and business combination
provisions

If our board of directors is, at any time and in good
faith, of the opinion that direct or indirect ownership of
at least 9.9% or more of the voting shares of stock
has or may become concentrated in the hands of one
beneficial owner, our board of directors has the
power:
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by lot or other means deemed equitable by it to call
for the purchase from any stockholder a number of
voting shares sufficient, in the opinion of our board of
directors, to maintain or bring the direct or indirect
ownership of voting shares of stock of the beneficial
owner to a level of no more than 9.9% of the
outstanding voting shares of our stock; and

to refuse to transfer or issue voting shares of stock
to any person whose acquisition of those voting
shares would, in the opinion of our board of directors,
result in the direct or indirect ownership by that person
of more than 9.9% of the outstanding voting shares of
our stock.

Further, any transfer of shares, options, warrants or
other securities convertible into voting shares that
would create a beneficial owner of more than 9.9% of
the outstanding shares of our stock shall be deemed
void ab initio and the intended transferee shall be
deemed never to have had an interest therein. The
purchase price for any voting shares of stock so
redeemed shall be equal to the fair market value of
the shares reflected in the closing sales price for the
shares, if then listed on a national securities
exchange, or the average of the closing sales prices
for the shares if then listed on more than one national
securities exchange, or if the shares are not then
listed on a national securities exchange, the latest bid
quotation for the shares if then traded
over-the-counter, on the last business day
immediately preceding the day on which notices of the
acquisitions are sent, or, if none of these closing sales
prices or quotations are available, then the purchase
price will be equal to the net asset value of the stock
as determined by our board of directors in accordance
with the provisions of applicable law. From and after
the date fixed for purchase by our board of directors,
the holder of any shares so called for purchase shall
cease to be entitled to distributions, voting rights and
other benefits with respect to those shares, except the
right to payment of the purchase price for the shares.

Our amended and restated articles of incorporation
require that, except in certain circumstances,
business combinations between us and a beneficial
holder of 10% or more of our outstanding
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voting stock, a related person , be approved by the
affirmative vote of at least 90% of our outstanding
voting stock or, in advance and unanimously, by our
board of directors. A business combination is defined
in our amended and restated articles of incorporation
as:

any merger or consolidation with or into a related
person;

any sale, lease, exchange, transfer or other
disposition, including without limitation a mortgage or
any other security device, of all or any substantial
part of our assets, including without limitation any
voting securities of a subsidiary, to a related person;

any merger or consolidation of a related person with
or into us;

any sale, lease, exchange, transfer or other
disposition of all or any substantial part of the assets
of a related person to us;

the issuance of any of our securities to a related
person, other than by way of pro rata distribution to all
stockholders; and

any agreement, contract or other arrangement
providing for any of the above.

Pursuant to our amended and restated articles of
incorporation, our board of directors is classified into
three classes. Each class of directors serves for a
term of three years, with one class being elected each
year. As of the date of this prospectus, there are 8
directors, divided into three classes consisting of 3, 3
and 2 directors.

The foregoing provisions of our amended and
restated articles of incorporation and certain other
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matters may not be amended without the affirmative
vote of at least 90% of our outstanding voting stock.

The foregoing provisions may have the effect of
discouraging unilateral tender offers or other takeover
proposals which certain stockholders might deem in
their interests or in which they might receive a
substantial premium. Our board of directors authority
to issue and establish the terms of currently
authorized preferred stock, without stockholder
approval, may also have the effect of discouraging
takeover attempts. See Description of Convertible
Preferred Stock. The provisions could also have the
effect of insulating current management against the
possibility of removal and could, by possibly reducing
temporary fluctuations in market price caused by
accumulations of shares, deprive stockholders of
opportunities to sell at a temporarily higher market
price. However, our board of directors believes that
inclusion of the business combination provisions in
our amended and restated articles of incorporation
may help assure fair treatment of stockholders and
preserve our assets.

The foregoing summary of certain provisions of our
amended and restated articles of incorporation does
not purport to be complete or to give effect to
provisions of statutory or common law. The foregoing
summary is subject to, and qualified in its entirety by
reference to, the provisions of applicable law and our
amended and restated articles of incorporation, a
copy of which is incorporated by reference as an
exhibit to the registration statement of which this
prospectus is a part.

Business Combinations

Under the Maryland General Corporation Law

( MGCL ), certain business combinations
(including a merger, consolidation, share exchange
or, in certain circumstances, an asset transfer
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or issuance or reclassification of equity securities)
between a Maryland corporation and any person who
beneficially owns ten percent or more of the voting
power of the corporation s shares or an affiliate of the
corporation who, at any time within the two-year
period prior to the date in question, was the beneficial
owner of ten percent or more of the voting power of
the then-outstanding voting stock of the corporation
(an Interested Stockholder ) or an affiliate of such
an Interested Stockholder are prohibited for five years
after the most recent date on which the Interested
Stockholder becomes an Interested Stockholder.
Thereafter, any such business combination must be
recommended by the board of directors of such
corporation and approved by the affirmative vote of at
least (a) 80% of the votes entitled to be cast by
holders of outstanding shares of voting stock of the
corporation and (b) two-thirds of the votes entitled to
be cast by holders of voting stock of the corporation
other than shares held by the Interested Stockholder
with whom (or with whose affiliate) the business
combination is to be effected, unless, among other
conditions, the corporation s common stockholders
receive a minimum price (as defined in the MGCL) for
their shares and the consideration is received in cash
or in the same form as previously paid by the
Interested Stockholder for its shares. These
provisions of the MGCL do not apply, however, to
business combinations that are approved or
exempted by the board of directors of the corporation
prior to the time that the Interested Stockholder
becomes an Interested Stockholder. A person is not
an Interested Stockholder under the statute if the
board of directors approved in advance the
transaction by which he otherwise would have
become an Interested Stockholder. The board of
directors may provide that its approval is subject to
compliance with any terms and conditions determined
by the board. Cohen & Steers Capital Management,
Inc. beneficially owns more than ten percent of our
voting shares and would, therefore, be subject to the
business combination provision of the MGCL.
However, pursuant to the statute, we have exempted
any business combinations involving Cohen & Steers
Capital Management, Inc. and, consequently, the
five-year prohibition and the super-majority vote
requirements will not apply to business combinations
between Cohen & Steers Capital Management, Inc.
and us. As a result, Cohen & Steers Capital
Management, Inc. may be able to enter into business
combinations with us that may not be in the best
interest of our stockholders without compliance by us
with the super-majority vote requirements and the
other provisions of the statute.

Control Share Acquisitions
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The MGCL provides that control shares of a
Maryland corporation acquired in a control share
acquisition have no voting rights except to the extent
approved by a vote of two-thirds of the votes entitled
to be cast on the matter, excluding shares of stock
owned by the acquiror, by officers or by directors who
are employees of the corporation. As used in this
section, control shares are voting shares of stock
which, if aggregated with all other such shares of
stock previously acquired by the acquiror or in respect
of which the acquiror is able to exercise or direct the
exercise of voting power (except solely by virtue of a
revocable proxy), would entitle the acquiror to
exercise voting power in electing directors within one
of the following ranges of voting power: (i) one-tenth
or more but less than one-third, (ii) one-third or more
but less than a majority, or (iii) a majority or more of
all voting power. Control shares do not include shares
the acquiring person is then entitled to vote as a result
of having previously obtained stockholder approval. A

control share acquisition means the acquisition of
control shares, subject to certain exceptions.
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A person who has made or proposes to make a
control share acquisition, upon satisfaction of certain
conditions (including an undertaking to pay
expenses), may compel the board of directors of the
corporation to call a special meeting of stockholders
to be held within 50 days of demand to consider the
voting rights of the shares. If no request for a meeting
is made, the corporation may itself present the
question at any stockholders meeting.

If voting rights are not approved at the meeting or if
the acquiring person does not deliver an acquiring
person statement as required by the statute, then,
subject to certain conditions and limitations, the
corporation may redeem any or all of the control
shares (except those for which voting rights have
previously been approved) for fair value determined,
without regard to the absence of voting rights for the
control shares, as of the date of the last control share
acquisition by the acquiror or of any meeting of
stockholders at which the voting rights of such shares
are considered and not approved. If voting rights for
control shares are approved at a stockholders
meeting and the acquiror becomes entitled to vote a
majority of the shares entitled to vote, all other
stockholders may exercise appraisal rights. The fair
value of the shares as determined for purposes of
such appraisal rights may not be less than the highest
price per share paid by the acquiror in the control
share acquisition.

The control share acquisition statute does not apply
(a) to shares acquired in a merger, consolidation or
share exchange if the corporation is a party to the
transaction or (b) to acquisitions approved or
exempted by the charter or bylaws of the corporation.

Our bylaws contain a provision exempting from the
control share acquisition statute any and all
acquisitions by Cohen & Steers Capital Management,
Inc. of our shares of stock.
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Certain federal income tax
conseqguences

The following discussion summarizes the material
U.S. federal income tax consequences to U.S. holders
and non-U.S. holders (as defined below) of the
purchase, ownership and disposition of our
Convertible Preferred Stock and any of our common
stock received upon its conversion. This discussion is
based upon the provisions of the Internal Revenue
Code of 1986, as amended (the Code ), the final
and temporary Treasury Regulations promulgated
thereunder and administrative rulings and judicial
decisions now in effect, all of which are subject to
change (possibly with retroactive effect) or different
interpretations. This summary does not purport to deal
with all aspects of U.S. federal income taxation that
may be relevant to an investor s decision to purchase
shares of Convertible Preferred Stock, nor any tax
consequences arising under the laws of any state,
locality or foreign jurisdiction. This summary is not
intended to be applicable to all categories of
investors, such as dealers in securities, banks, thrifts,
or other financial institutions, insurance companies,
regulated investment companies, tax-exempt
organizations, U.S. expatriates, persons that hold the
Convertible Preferred Stock or common stock as part
of a straddle, conversion transaction, or hedge,
persons deemed to sell the Convertible Preferred
Stock or the common stock under the constructive
sale provisions of the Code, persons whose

functional currency is other than the U.S. dollar, or
persons who acquire or are deemed to have acquired
the Convertible Preferred Stock in an exchange or for
property other than cash, or holders subject to the
alternative minimum tax, each of which may be
subject to special rules. In addition, this discussion is
limited to persons who hold the Convertible Preferred
Stock and common stock as capital assets
(generally, property held for investment) within the
meaning of Section 1221 of the Code. As used in this
section, a U.S. holder is a beneficial owner of
Convertible Preferred Stock or common stock that is
for U.S. federal income tax purposes:

an individual U.S. citizen or resident alien;

a corporation, or entity taxable as a corporation for
U.S. federal income tax purposes, that was created or
organized in or under the laws of the United States,
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any state thereof or the District of Columbia;

an estate the income of which is subject to U.S.
federal income tax regardless of its source; or

a trust if a court within the United States is able to
exercise primary supervision over the administration
of the trust and one or more U.S. persons have the
authority to control all substantial decisions of the
trust, or that has a valid election in effect under
applicable U.S. Treasury Regulations to be treated as
a U.S. person.

A non-U.S. holder is a beneficial owner of
Convertible Preferred Stock or common stock that is
not a U.S. holder.

If a partnership, or entity treated as a partnership for
U.S. federal income tax purposes, holds Convertible
Preferred Stock or common stock, the tax treatment of
a partner will generally depend upon the status of the
partner and upon the activities of the partnership.

YOU SHOULD CONSULT YOUR OWN TAX
ADVISOR REGARDING THE U.S. FEDERAL,
STATE, LOCAL AND FOREIGN TAX
CONSEQUENCES OF THE PURCHASE,
OWNERSHIP, CONVERSION AND DISPOSITION
OF CONVERTIBLE PREFERRED STOCK AND
COMMON STOCK RECEIVED AS A RESULT OF A
CONVERSION OF CONVERTIBLE PREFERRED
STOCK.
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U.S. holders

Distributions. As long as we qualify as a REIT,
distributions made to you out of current or
accumulated earnings and profits and not properly
designated by us as capital gain dividends will be
taken into account by you as ordinary income and will
not be eligible for the dividends received deduction for
corporations. Since such dividends will be received
from a REIT, they generally will not be eligible to be
taxed at the preferential qualified dividend income
rates (currently a 15% maximum federal rate, expiring
for taxable years beginning after December 31, 2008)
applicable to individuals who receive dividends from
taxable C corporations under current law. An
exception to this rule applies, however, and individual
stockholders will be taxed at such preferential rates
on dividends designated by and received from us, to
the extent that such dividends are attributable to (i)
after-tax income that we previously retained in a prior
year, and on which we were subject to corporate level
tax, (ii) dividends we received from taxable REIT
subsidiaries or other taxable C corporations, or (iii)
after-tax income from certain sales of appreciated
property acquired from C corporations in carryover
basis transactions. Distributions that are designated
as capital gain dividends will be taxed as long-term
capital gains (to the extent they do not exceed our
actual net capital gain for the taxable year) without
regard to the period for which you have held our
common or Convertible Preferred Stock. However, if
you are a corporation, you may be required to treat up
to 20% of certain capital gain dividends as ordinary
income. Distributions in excess of current and
accumulated earnings and profits will not be taxable
to you to the extent that they do not exceed the
adjusted basis of your shares, but rather will reduce
the adjusted basis of the shares. To the extent that
distributions in excess of current and accumulated
earnings and profits exceed the adjusted basis of your
shares, you will include the distributions in income as
long-term capital gain (or short-term capital gain if you
have held the shares for one year or less). In addition,
any distribution declared by us in October, November
or December of any year payable to you as a
stockholder of record on a specified date in any of
these months shall be treated as both paid by us and
received by you on December 31 of that year,
provided that the distribution is actually paid by us
during January of the following calendar year. You
may not include in your individual income tax returns
any of our net operating losses or capital losses. If we
are not able to make distributions on the Convertible
Preferred Stock, the accreted liquidation preference of
the Convertible Preferred Stock will increase and such
increase may give rise to deemed dividend income to

38



Table of Contents

Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

holders of the Convertible Preferred Stock in the
amount of all, or a portion of, such increase.

Conversion of Convertible Preferred Stock, or
exchange of Convertible Preferred Stock, solely
for common stock. If you convert or exchange
Convertible Preferred Stock, or if, following a
Fundamental Change, you exercise the option
described in  Description of Convertible Preferred
Stock Repurchase of Convertible Preferred Stock by
us at the option of the holder upon a Fundamental
Change, and we deliver solely our common stock in
the conversion or exchange or in satisfaction of your
option, you will generally not recognize gain or loss,
except with respect to cash received in lieu of
fractional shares and as described below under

Constructive distributions. Your tax basis in the
common stock received upon conversion or exchange
should generally equal your tax basis in Convertible
Preferred Stock tendered in exchange therefor, less
the tax basis allocated to any fractional share for
which cash is received. Your holding period in the
common stock received upon conversion or exchange
of Convertible Preferred Stock will include the holding
period of the Convertible Preferred Stock so
converted or exchanged.

Repurchase of Convertible Preferred Stock for
common stock and cash following a Fundamental
Change. If, following a Fundamental Change, you
exercise the option described in  Description of
Convertible Preferred Stock Repurchase of
Convertible Preferred Stock by us at the option of the
holder upon a Fundamental Change, and we elect to
deliver a combination of cash and our common stock
to you, then, in general and except with respect to
cash received in lieu of fractional
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shares and as described below under  Constructive
distributions, you should recognize gain (but not
loss) to the extent that the cash and the value of the
shares exceed your adjusted tax basis in the
Convertible Preferred Stock. In no event should the
amount of recognized gain exceed the amount of
cash received. Any such gain will generally be treated
as discussed below under  Sale, exchange or other
disposition of the Convertible Preferred Stock or
common stock. Your basis in the shares received
should be the same as your basis in the Convertible
Preferred Stock (exclusive of any basis allocable to a
fractional share), decreased by the amount of cash
received (other than cash received in lieu of a
fractional share), and increased by the amount of
gain, if any, that you recognize (other than gain with
respect to a fractional share). The holding period of
the shares you receive should include the holding
period for the Convertible Preferred Stock.

Constructive distributions. The fair market value of
any shares of common stock received in connection
with a conversion or exchange of Convertible
Preferred Stock for our common stock that is
attributable to dividend arrearages will be treated as a
constructive distribution (to the extent not otherwise
previously taken into account as a deemed dividend)
as described above under Distributions. The tax
basis of any common stock treated as a constructive
distribution will be equal to its fair market value on the
date of the exchange, and the holding period of such
stock will commence on the day after such exchange.

Sale, exchange or other disposition of the
Convertible Preferred Stock or common stock.
Upon a sale or other disposition of Convertible
Preferred Stock or common stock other than an
exchange or conversion of Convertible Preferred
Stock partially or solely into our common stock
(including the receipt of cash in lieu of a fractional
share of common stock upon any such exchange or
conversion), you generally will recognize capital gain
or loss equal to the difference between the amount of
cash and the fair market value of property you receive
on the sale or other disposition and your adjusted tax
basis in the Convertible Preferred Stock or common
stock. Such capital gain or loss will be long-term
capital gain or loss if your holding period for the
Convertible Preferred Stock or common stock, as
applicable, is more than one year. Long-term capital
gains may qualify for reduced rates under U.S. federal
income tax laws, and capital losses may be subject to
limitations. In general, any loss upon a sale or
exchange of shares by you, if you have held the
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shares for six months or less (after applying certain
holding period rules), will be treated as a long-term
capital loss to the extent of distributions from us
required to be treated by you as long-term capital
gain.

Redemption of the Convertible Preferred Stock or
common stock. The U.S. federal income tax
treatment of a redemption by us of your Convertible
Preferred Stock or common stock will depend on the
particular facts relating to you at the time of the
redemption. The receipt of cash in connection with
such redemption will be treated as capital gain or loss
from the sale or other disposition of the Convertible
Preferred Stock or common stock (as discussed
above under  Sale, exchange or other disposition of
the Convertible Preferred Stock or common stock ),
if, taking into account stock that is actually or
constructively owned as determined under Section
318 of the Code:

your interest in our common and Convertible
Preferred Stock is completely terminated as a

result of such redemption;

your percentage ownership in our voting stock
immediately after such redemption is less than 80% of
your percentage ownership immediately before such
redemption; or

such redemption is not essentially equivalent to a
dividend (within the meaning of Section 302(b)(1) of
the Code).
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Because the determination as to whether any of the
alternative tests of Section 302(b) of the Code will be
satisfied with respect to you depends upon the facts
and circumstances at the time when the determination
must be made, you are advised to consult your own
tax advisors to determine such tax treatment.

If none of the above tests giving rise to sale treatment
are satisfied, then a payment made in redemption of
the Convertible Preferred Stock will be treated as a
distribution that is taxable in the same manner as
described above under  Distributions, and your
adjusted tax basis in the redeemed Convertible
Preferred Stock will be transferred to any remaining
shares you hold in us. If you do not retain any stock
ownership in us following such redemption, then you
may lose your basis completely.

Under Section 305(c) of the Code and the applicable
Treasury Regulations thereunder, if the cash
redemption price of the Convertible Preferred Stock
exceeds its issue price, the difference (the

redemption premium ) may be taxable as a
constructive dividend to holders over a certain period.
Because the terms of the Convertible Preferred Stock
provide for our optional right of redemption for cash at
a price in excess of its issue price, holders could be
required to recognize such redemption premium
under an economic accrual method if, based on all of
the facts and circumstances, the optional redemption
is more likely than not to occur. We believe that the
existence of this optional redemption right for cash
does not result in a constructive dividend to holders of
the Convertible Preferred Stock.

If, following a Fundamental Change, you exercise the
option described in  Description of Convertible
Preferred Stock Repurchase of Convertible Preferred
Stock by us at the option of the holder upon a
Fundamental Change and we elect to satisfy
payment solely in cash, the transaction will generally
be treated as a redemption for U.S. federal income
tax purposes as discussed above.

Adjustment of conversion price. Holders of
Convertible Preferred Stock may, in certain
circumstances, be deemed to have received
constructive distributions of stock if the conversion
rate for the Convertible Preferred Stock is adjusted.
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Adjustments to the conversion price made pursuant to
a bona fide, reasonable, adjustment formula which
has the effect of preventing the dilution of the interest
of the holders of the Convertible Preferred Stock,
however, generally will not be considered to result in a
constructive distribution of stock. Certain of the
possible adjustments provided in the anti-dilution
provisions of the Convertible Preferred Stock,
including, without limitation, adjustments in respect of
stock dividends or the distribution of rights to
subscribe for common stock should qualify as being
pursuant to a bona fide, reasonable, adjustment
formula and should not result in a constructive
distribution. In contrast, adjustments in respect of
distributions of our indebtedness, cash or assets to
our stockholders (including adjustments with respect
to distributions to common stockholders in excess of
the dividend threshold amount), for example, will not
qualify as being pursuant to a bona fide, reasonable,
adjustment formula. If such adjustments are made,
the holders generally will be deemed to have received
constructive distributions in amounts based upon the
value of such holders increased interests in our
equity resulting from such adjustments. The amount
of the distribution will be treated as a distribution to a
holder with the tax consequences specified above
under Distributions. Accordingly, you could be
considered to have received distributions taxable as
dividends to the extent of our earnings and profits
even though you did not receive any cash or property
as a result of such adjustments.
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Conversion of Convertible Preferred Stock after
Record Date. If a holder exercises its right to convert
the Convertible Preferred Stock into shares of
common stock after a Record Date but before
payment of the dividend, then upon conversion, the
holder generally will be required to pay to us in cash
an amount equal to the portion of such dividend
attributable to the current quarterly dividend period,
which amount would generally increase the tax basis
of the common stock received. When the dividend is
received, the holder would recognize the dividend
payment in accordance with the rules described under
Distributions above.

Backup withholding. Under the backup withholding
provisions of the Code and applicable Treasury
Regulations, you may be subject to backup
withholding with respect to dividends paid on, or the
proceeds of a sale, exchange or redemption of,
Convertible Preferred Stock or common stock unless:

you are a corporation or come within certain other
exempt categories and when required demonstrate
this fact, or

provide a taxpayer identification number, certify as to
no loss of exemption from backup withholding, and
otherwise comply with applicable requirements of the
backup withholding rules.

If you do not provide us with your correct taxpayer
identification number, you may also be subject to
penalties imposed by the Internal Revenue Service.
Any amount paid as backup withholding will be
creditable against your income tax liability, provided
that the required information is furnished to the
Internal Revenue Service. In addition, we may be
required to withhold a portion of capital gain
distributions to you, if you fail to certify your
nonforeign status to us. See Non-U.S. holders.

Non-U.S. holders

Table of Contents 44



Table of Contents

Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

The rules governing U.S. federal income taxation of
non-U.S. holders are complex and no attempt will be
made herein to provide more than a summary of
these rules. Prospective Non-U.S. holders should
consult with their own tax advisors to determine the
impact of federal, state and local income tax laws with
regard to an investment in shares, including any
reporting requirements.

Distributions. Distributions that are not attributable to
gain from our sales or exchanges of U.S. real property
interests and not properly designated by us as capital
gain dividends will be treated as dividends of ordinary
income to the extent that they are made out of our
current or accumulated earnings and profits. Such
distributions will ordinarily be subject to a withholding
tax equal to 30% of the gross amount of the
distribution unless an applicable tax treaty reduces or
eliminates that tax.

However, if income from the investment in the shares
is treated as effectively connected with your conduct
of a U.S. trade or business, you generally will be
subject to a tax at graduated rates, in the same
manner as U.S. holders are taxed with respect to the
distributions (and may also be subject to the 30%
branch profits tax if you are a foreign corporation). We
expect to withhold U.S. income tax at the rate of 30%
on the gross amount of any distributions made to you
unless:

a lower treaty rate applies, you file an Internal
Revenue Service Form W-8BEN with us and other
conditions are met; or

you file an Internal Revenue Service Form W-8ECI
with us claiming that the distribution is effectively
connected income, and other conditions are met.
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Distributions in excess of our current and
accumulated earnings and profits will not be taxable
to you to the extent that the distributions do not
exceed the adjusted basis of your shares, but rather
will reduce the adjusted basis of the shares. To the
extent that distributions in excess of current
accumulated earnings and profits exceed the adjusted
basis of your shares, these distributions will give rise
to tax liability if you would otherwise be subject to tax
on any gain from the sale or disposition of your shares
in us, as described below. If it cannot be determined
at the time a distribution is made whether or not the
distribution will be in excess of current and
accumulated earnings and profits, the distributions will
be subject to withholding at the same rate as
dividends. However, amounts thus withheld are
refundable if it is subsequently determined that a
distribution was, in fact, in excess of our current and
accumulated earnings and profits.

For any year in which we qualify as a REIT,
distributions that are attributable to gain from our
sales or exchanges of U.S. real property interests will
be taxed to you under the provisions of the Foreign
Investment in Real Property Tax Act of 1980

( FIRPTA ). Under FIRPTA, distributions attributable
to gain from sales of U.S. real property interests are
taxed to you as if the gain were effectively connected
with a U.S. business. You would thus be taxed at the
normal capital gain rates applicable to U.S. holders
(subject to applicable alternative minimum tax and a
special alternative minimum tax in the case of
nonresident alien individuals). Also, distributions
subject to FIRPTA may be subject to a 30% branch
profits tax in the hands of a foreign corporate
stockholder not entitled to a treaty exemption. We are
required by applicable Treasury Regulations to
withhold 35% of any distribution that could be
designated by us as a capital gain dividend. This
amount is creditable against your FIRPTA tax liability.

Sale or other disposition. Gain recognized by you
upon a sale of shares generally will not be taxed
under FIRPTA if we are a domestically controlled
REIT, defined generally as a REIT in which at all
times during a specified testing period less than 50%
in value of the stock was held directly or indirectly by
foreign persons. It is currently anticipated that we will
be a domestically controlled REIT, although there
can be no assurance that we will retain that status. If
we are not domestically controlled, so long as our
common stock continues to be regularly traded on an
established securities market, gain recognized by you
upon a sale of our common stock will continue to be
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exempt under FIRPTA if you did not own more than
5% of our common stock for specified periods.
However, gain recognized by you upon a sale of our
Convertible Preferred Stock will generally not be
exempt under FIRPTA unless the Convertible
Preferred Stock is regularly traded on an established
securities market and you did not own more than 5%
of the Convertible Preferred Stock for specified
periods.

If the gain on the sale of shares were to be subject to
taxation under FIRPTA, you would be subject to the
same treatment as U.S. holders with respect to the
gain, subject to applicable alternative minimum tax
and a special alternative minimum tax in the case of
nonresident alien individuals (and may also be subject
to the 30% branch profits tax if you are a foreign
corporation).

Gain not subject to FIRPTA will be taxable to you if:

investment in the shares is effectively connected
with your U.S. trade or business, in which case you
will be subject to the same treatment as U.S. holders
with respect to the gain, subject to applicable
alternative minimum tax and a special alternative
minimum tax in the case of nonresident alien
individuals (and may also be subject to the 30%
branch profits tax if you are a foreign corporation); or
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you are a nonresident alien individual who was
present in the United States for more than 182 days
during the taxable year and other applicable
requirements are met, in which case you will be
subject to a 30% tax on your capital gains.

Conversion or exchange of Convertible Preferred
Stock for common stock. You generally will not
recognize any gain or loss by reason of receiving
solely our common stock in exchange for our
Convertible Preferred Stock upon conversion or
exchange of the Convertible Preferred Stock, but you
may recognize gain if we deliver a combination of
cash and our common stock in the conversion or
exchange. In either case, gain or loss may be
recognized with respect to any cash received in lieu of
fractional shares, as described above under  Sale
or other disposition, and the fair market value of any
shares of common stock attributable to dividend
arrearages will be treated as a constructive
distribution, and will be taxable, as described above
under Distributions, to you to the extent of our
earnings and profits.

Information reporting and backup withholding. We
must report annually to the Internal Revenue Service
and to you the amount of dividends paid to you and
the tax withheld with respect to those dividends,
regardless of whether withholding was required.
Copies of the information returns reporting those
dividends and withholding may also be made
available to the tax authorities in the country in which
you reside under the provisions of an applicable
income tax treaty or other applicable agreements.

Backup withholding is generally imposed on certain
payments to persons that fail to furnish the necessary
identifying information to the payor. You generally will
be subject to backup withholding tax with respect to
dividends paid on your Convertible Preferred Stock or
common stock unless you certify your non-U.S. status
and other conditions are met.

The payment of proceeds of a sale of Convertible
Preferred Stock or common stock effected by or
through a U.S. office of a broker is subject to both
backup withholding and information reporting unless
you properly certify as to your non-U.S. status or you
otherwise establish an exemption. In general, backup
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withholding and information reporting will not apply to
the payment of the proceeds of a sale of Convertible
Preferred Stock or common stock by or through a
foreign office of a broker. If, however, such broker is,
for U.S. federal income tax purposes, a U.S. person, a
controlled foreign corporation, a foreign person that
derives 50% or more of its gross income for certain
periods from the conduct of a trade or business in the
United States or a foreign partnership with specified
connections to the United States, such payments will
be subject to information reporting, but not backup
withholding, unless such broker has documentary
evidence in its records that you are a non-U.S. holder
and certain other conditions are met or you otherwise
establish an exemption.

Any amounts withheld under the backup withholding
rules generally will be allowed as a refund or a credit
against your U.S. federal income tax liability provided
the required information is furnished in a timely
manner to the Internal Revenue Service.

Certain federal income tax
considerations to us of our REIT election

General. We have made an election to be taxed as a
REIT under Sections 856 through 860 of the Code,
commencing with our taxable year ending December
31, 1985. We believe that we are organized and have
operated in such a manner as to qualify for taxation
as a REIT under the Code and our proposed future
method of operation will enable us to continue to so
qualify. No assurances, however, can be given that
we have operated in a manner so as to qualify as a
REIT
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or that we will continue to operate in such a manner in
the future. Qualification and taxation as a REIT
depends on our ability to meet on a continuing basis,
through actual annual operating results, distribution
levels and diversity of stock ownership, the various
qualification tests imposed under the Code on REITs,
some of which are summarized below. While we
intend to operate so that we qualify as a REIT, given
the highly complex nature of the rules governing
REITs, the ongoing importance of factual
determinations, and the possibility of future changes
in our circumstances, no assurance can be given that
we satisfy the REIT tests or will continue to do so.
See Failure to qualify below.

The sections of the Code relating to qualification and
operation as a REIT, and the federal income tax
treatment of a REIT and its securityholders, are highly
technical and complex. The following discussion sets
forth only the material aspects of those sections. This
summary is qualified in its entirety by the applicable
Code provisions, rules and regulations promulgated
thereunder and administrative and judicial
interpretations thereof.

Taxation of our company. In any year in which we
qualify as a REIT, in general, we will not be subject to
federal income tax on that portion of our taxable
income or capital gain that is distributed to
stockholders. We will, however, be subject to tax at
normal corporate rates upon any taxable income or
capital gain not distributed.

Notwithstanding our qualification as a REIT, we may
also be subject to taxation in certain other
circumstances. If we should fail to satisfy the 75% or
the 95% gross income test (as discussed below), and
nonetheless maintain our qualification as a REIT
because certain other requirements are met, we will
be subject to a 100% tax on the greater of:

the amount by which we fail the 75% test; or

the excess of 90% of our gross income over the
amount of the income attributable to sources that
qualify under the 95% test, multiplied by a fraction
intended to reflect our profitability.
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We will also be subject to a tax of 100% on net
income from prohibited transactions (which are, in
general, certain sales or other dispositions of property
held primarily for sale to customers in the ordinary
course of business, other than foreclosure property),
and if we have (i) net income from the sale or other
disposition of foreclosure property (generally,
property acquired by reason of a default on
indebtedness or a lease) that is held primarily for sale
to customers in the ordinary course of business or (ii)
other non-qualifying income from foreclosure property,
we will be subject to tax on such income from
foreclosure property at the highest corporate rate. If
we should fail to distribute during each calendar year
at least the sum of (i) 85% of our REIT ordinary
income for such year, (ii) 95% of our REIT capital gain
net income for such year, and (iii) any undistributed
taxable income from prior years, we would be subject
to a 4% excise tax on the excess of such required
distribution over the amounts actually distributed. In
addition, if we acquire any asset froma C
corporation (that is, a corporation generally subject
to the full corporate level tax) in a transaction in which
the basis of the asset in our hands is determined by
reference to the basis of the asset in the hands of the
C corporation, and we recognized a gain on the
disposition of the asset during a 10 year period
beginning on the date we acquired the asset, then the
asset s builtin gain will be subject to tax at the
highest regular corporate rate. We may also be
subject to the corporate alternative minimum tax on
our items of tax preference, as well as tax in certain
situations not presently contemplated. If it is
determined that amounts of certain income and
expense were not allocated between us and a taxable
REIT subsidiary on the basis of arm s-length dealing,
or to the extent we charge a taxable REIT subsidiary
interest in excess of a commercially reasonable rate,
we will be subject to a tax equal
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to 100% of such amounts. We use the calendar year
for federal income tax purposes and for financial
reporting purposes.

Requirements for qualification. To qualify as a
REIT, we must elect to be so treated and must meet
the requirements, discussed below, relating to our
organization, sources of income, nature of assets and
distributions of income to stockholders.

Organizational requirements. The Code defines a
REIT as a corporation, trust or association:

which is managed by one or more trustees or
directors;

the beneficial ownership of which is evidenced by
transferable shares or by transferable certificates of
beneficial interest;

which would be taxable as a domestic corporation,
but for Sections 856 through 860 of the Code;

which is neither a financial institution nor an
insurance company subject to certain provisions of
the Code;

the beneficial ownership of which is held by 100 or
more persons;

during the last half of each taxable year not more
than 50% in value of the outstanding stock of which is
owned, directly or indirectly, by five or fewer
individuals (as defined in the Code); and

which meets certain other tests, described below,
regarding the nature of its income and assets.
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The Code provides that the first four conditions must
be met during the entire taxable year and that the fifth
condition must be met during at least 335 days of a
taxable year of 12 months, or during a proportionate
part of a taxable year of less than 12 months. For our
taxable years beginning on or after January 1, 1998,
we will be treated as having satisfied the sixth
condition if we comply with the regulatory
requirements to request information from our
stockholders regarding their actual ownership of our
stock, and do not know, or through exercising
reasonable diligence would not have known, that we
failed to satisfy the condition. If we fail to comply with
these regulatory requirements for any taxable year,
we will be subject to a penalty of $25,000, or $50,000
if the failure was intentional. However, if our failure to
comply was due to reasonable cause and not willful
neglect, no penalties will be imposed. Our Amended
and Restated Articles of Incorporation, as amended,
provide for restrictions regarding transfer of our capital
stock in order (among other purposes) to assist us in
continuing to satisfy the share ownership
requirements described in the fifth and sixth
conditions. Such transfer restrictions are described in

Description of common stock Redemption and
business combination provisions in the prospectus to
which this prospectus supplement relates.

Gross income tests. In order for us to maintain our
qualification as a REIT, there are two requirements
relating to our gross income that must be satisfied
annually:

at least 75% of our gross income (excluding gross
income from prohibited transactions) for each taxable
year must consist of defined types of income derived
directly or indirectly from investments relating to real
property or mortgages on real property (including

rents from real property and, in certain

circumstances, interest) or temporary investment
income; and

at least 95% of our gross income (excluding gross
income from prohibited transactions) for each taxable
year must be derived from real property and from
dividends, other types of interest and gain from the
sale or disposition of stock or securities or from any
combination of the foregoing.
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In the case of a REIT that is a partner in a
partnership, Treasury Regulations provide that the
REIT will be deemed to own its proportionate share of
the assets of the partnership and will be deemed to be
entitled to the income of the partnership attributable to
the share. In addition, the character of the assets and
gross income of the partnership will retain the same
character in the hands of the REIT for federal income
tax purposes. Thus, our proportionate share of the
assets, liabilities and items of income of the
partnerships in which we have an interest will be
treated as our assets, liabilities and items of income
for purposes of applying the REIT requirements
described herein.

Rents we receive will qualify as rents from real
property in satisfying the gross income requirements
for a REIT described above only if several conditions
are met:

the amount of rent generally must not be based in
whole or in part on the income or profits of any person
(an amount received or accrued generally will not be
excluded from the term rents from real property
solely by reason of being based on a fixed percentage
or percentages of receipts or sales);

the Code provides that rents received from a tenant
will not qualify as rents from real property in
satisfying the gross income tests if the REIT, or one or
more owners of 10% or more of the REIT, directly or
constructively, own in the aggregate 10% or more of
the tenant;

if rent attributable to personal property leased in
connection with a lease of real property is greater
than 15% of the total rent received under the lease,
then the portion of rent attributable to the personal
property will not qualify as rents from real property;
and

for rents received to qualify as rents from real
property, the REIT generally must not operate or
manage the property or furnish or render services to
the tenants of the property, other than through an
independent contractor from whom the REIT derives
no income, except that we may directly perform
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certain services other than services that are not

usually or customarily rendered in connection with
the rental space for occupancy only and are
considered rendered to the occupant of the
property.

For our taxable years beginning on or after January 1,
1998, a de minimis amount of up to 1% of the gross
income received by us from each property is
permitted to be from the provision of non-customary
services without disqualifying all other amounts
received from the property as rents from real
property. However, the de minimis amount itself will
not qualify as rents from real property for purposes
of the 75% and 95% gross income tests. In addition,
for our taxable years beginning on or after January 1,
2001, we may furnish certain services (including

non-customary services) through a taxable REIT
subsidiary. A taxable REIT subsidiary includes a
corporation other than a REIT in which a REIT directly
or indirectly holds stock and that has made a joint
election with the REIT to be treated as a taxable REIT
subsidiary. A taxable REIT subsidiary is subject to
federal income tax at regular corporate rates.

We typically do not provide services to any lessees
under our leases, and to the extent that we provide
services to any lessee, we believe that any and all
services were and will be of the type usually or
customarily rendered in connection with the rental of
space for occupancy only, and therefore, that the
provision of the services did not and will not cause the
rents received with respect to the properties or newly
acquired properties to fail to qualify as rents from real
property for purposes of the 75% and 95% gross
income tests. If we contemplate providing services in
the future that reasonably might be expected not to
meet the usual or customary standard, we will
arrange to have the services provided by an
independent contractor from which we derive no
income or by an affiliated entity that has elected
taxable REIT subsidiary
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status. It is anticipated that, for purposes of the gross
income tests, our investment in our leases will in
major part give rise to qualifying income in the form of
rents and gains on the sales of leased property.

Even if we fail to satisfy one or both of the 75% or
95% gross income tests for any taxable year, we may
nevertheless qualify as a REIT for that year if we are
entitled to relief under certain provisions of the Code.
These relief provisions will be generally available if
our failure to meet the tests is due to reasonable
cause and not due to willful neglect, we attach a
schedule of the sources of our income to our return
and any incorrect information on the schedule was not
due to fraud with intent to evade tax. It is not possible,
however, to state whether in all circumstances we
would be entitled to the benefit of these relief
provisions. As discussed above in  Taxation of our
company, even if these relief provisions apply, a tax
would be imposed with respect to some or all of our
excess gross income.

Asset tests. At the close of each quarter of our
taxable year, we must also satisfy the following four
tests relating to the nature of our assets:

at least 75% of the value of our total assets must be
represented by real estate assets (including (i) our
allocable share of real estate assets held by
partnerships in which we own an interest and (i) stock
or debt instruments held for not more than one year
purchased with the proceeds of our stock offering or
long-term (at least five years) debt offering), cash,
cash items and government securities;

not more than 25% of our total assets may be
represented by securities other than those in the 75%
asset class;

of the investments included in the 25% asset class,
the value of any one issuer s securities owned by us
may not exceed 5% of the value of our total assets
(unless the issuer is a taxable REIT subsidiary) and
we may not own more than 10% of the vote or value
of any one issuer s outstanding securities (unless the
issuer is a taxable REIT subsidiary or unless we can
avail ourself of a safe harbor for straight debt ); and
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not more than 20% of the value of our total assets
may be represented by securities of one or more
taxable REIT subsidiaries.

Our investment in our leases will constitute qualified
assets for purposes of the 75% asset test.

Annual distribution requirements. In order to
qualify as a REIT, we are required to distribute
dividends (other than capital gain dividends) to you in
an amount at least equal to (A) the sum of (i) 90% of
our REIT taxable income (computed without regard to
the dividends paid deduction and our net capital gain)
and (ii) 90% of the net income (after tax), if any, from
foreclosure property, minus (B) the sum of certain
items of noncash income. We must pay annual
distributions in the taxable year to which they relate,
or in the following taxable year if declared before we
timely file our tax return for that year and if paid on or
before the first regular dividend payment after the
declaration. To the extent that we do not distribute all
of our net capital gain or distribute at least 90%, but
less than 100%, of our REIT taxable income, as
adjusted, we will be subject to tax on the undistributed
amount at regular ordinary and capital gains corporate
tax rates, as applicable. For our taxable years
beginning on or after January 1, 1998, we may
designate all or a portion of our undistributed net
capital gains as being includable in your income as
gain from the sale or exchange of a capital asset, and
you would receive an increase in the basis of your
stock in our company in the amount of the income
recognized. You would also be treated as having paid
your proportionate share of the capital gains tax
imposed
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on us on the undistributed amounts and would receive
a corresponding decrease in the basis of your stock in
our company. Furthermore, we would be subject to a
4% excise tax on the excess of the required
distribution over the amounts actually distributed if we
should fail to distribute during each calendar year at
least the sum of:

85% of our REIT ordinary income for that year;

95% of our REIT capital gain net income for that
year; and

any undistributed taxable income from prior periods.

We believe we have made, and intend to make, timely
distributions sufficient to satisfy all annual distribution
requirements.

It is possible that, from time to time, we may
experience timing differences between:

the actual receipt of income and actual payment of
deductible expenses; and

the inclusion of that income and deduction of the
expenses in arriving at our taxable income.

Further, it is possible that, from time to time, we may
be allocated a share of net capital gain attributable to
the sale of depreciated property that exceeds our
allocable share of cash attributable to that sale.
Additionally, we may incur cash expenditures that are
not currently deductible for tax purposes. As such, we
may have less cash available for distribution than is
necessary to meet our annual 90% distribution
requirement or to avoid tax with respect to capital gain
or the excise tax imposed on certain undistributed
income. To meet the 90% distribution requirement
necessary to qualify as a REIT or to avoid tax with
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respect to capital gain or the excise tax imposed on
certain undistributed income, we may find it
appropriate to arrange for short-term (or possibly
long-term) borrowings or to pay distributions in the
form of taxable stock dividends.

Under certain circumstances relating to any Internal
Revenue Service audit adjustments that increase
income, we may be able to rectify a failure to meet the
distribution requirement for a year by paying

deficiency dividends to you in a later year, which
may be included in our deduction for dividends paid
for the earlier year. Thus, we may be able to avoid
being taxed on amounts distributed as deficiency
dividends; however, we will be required to pay interest
based upon the amount of any deduction taken for
deficiency dividends.

Pursuant to applicable Treasury Regulations, in order
to be able to elect to be taxed as a REIT, we must
maintain certain records and may be required to
request certain information from you designed to
disclose the actual ownership of our stock. We have
complied and intend to continue to comply with these
requirements.

Failure to qualify. If we fail to qualify for taxation as a
REIT in any taxable year, and the relief provisions do
not apply, we will be subject to tax (including any
applicable alternative minimum tax) on our taxable
income at regular corporate rates. Distributions to you
in any year in which we fail to qualify will not be
deductible by us nor will they be required to be made.
If we do fail to qualify, to the extent of current and
accumulated earnings and profits, all distributions to
you will be taxable as ordinary income, and, subject to
certain limitations of the Code, corporate distributees
may be eligible for the dividends received deduction.
Unless entitled to relief under specific statutory
provisions, we will also be disqualified from taxation
as a REIT for the four taxable years following the year
during which we ceased to qualify as a REIT. It is not
possible to state whether in all circumstances we
would be entitled to the statutory relief.
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Tax aspects of our investments in
partnerships

We hold direct or indirect interests in various
partnerships. In general, partnerships are

pass-through entities and are not subject to federal
income tax. Rather, partners are allocated their
proportionate shares of the items of income, gain,
loss, deduction and credit of a partnership, and are
potentially subject to tax thereon, without regard to
whether the partners receive a distribution from the
partnership. We will include our proportionate share of
the foregoing items of the partnerships for purposes of
the various REIT income tests and in the computation
of our REIT taxable income. See  Gross income
tests. Any resultant increase in our REIT taxable
income will increase our distribution requirements
(see  Annual distribution requirements ), but will not
be subject to federal income tax in our hands provided
that the income is distributed by us to our
stockholders. Moreover, for purposes of the REIT
asset tests (see  Asset tests ), we will include our
proportionate share of assets held by the
partnerships.

Other tax consequences

Possible legislative or other actions affecting tax
consequences. Prospective holders of our
Convertible Preferred Stock and our common stock
should recognize that the present federal income tax
treatment of investment in our company may be
modified by legislative, judicial or administrative action
at any time and that any of these actions may affect
investments and commitments previously made. The
rules dealing with federal income taxation are
constantly under review by persons involved in the
legislative process and by the Internal Revenue
Service and the Treasury Department, resulting in
revisions of regulations and revised interpretations of
established concepts as well as statutory changes.
Revisions in federal tax laws and interpretations
thereof could adversely affect the tax consequences
of investment in our company.

State and local taxes. We may be required to pay
tax in various state or local jurisdictions, including
those in which we transact business. Our state and
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local tax treatment may not conform to the U.S.
federal income tax consequences discussed above.
Consequently, you should consult your tax advisors
regarding the effect of state and local tax laws on an
investment in us.

THE FOREGOING SUMMARY DOES NOT DISCUSS
ALL ASPECTS OF U.S. FEDERAL INCOME
TAXATION THAT MAY BE RELEVANT TO YOU IN
LIGHT OF YOUR PARTICULAR CIRCUMSTANCES
AND INCOME TAX SITUATION. YOU SHOULD
CONSULT YOUR OWN TAX ADVISOR AS TO THE
SPECIFIC TAX CONSEQUENCES THAT WOULD
RESULT FROM YOUR PURCHASE, OWNERSHIP
AND DISPOSITION OF THE CONVERTIBLE
PREFERRED STOCK AND ANY COMMON STOCK
RECEIVED UPON ITS CONVERSION, INCLUDING
THE APPLICATION AND EFFECT OF STATE,
LOCAL, FOREIGN AND OTHER TAX LAWS AND
THE POSSIBLE EFFECTS OF CHANGES IN
FEDERAL OR OTHER TAX LAWS.
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Underwriting

J.P. Morgan Securities Inc. is acting as sole
book-running manager for this offering.

We and the underwriters named below have entered
into an underwriting agreement covering the
Convertible Preferred Stock to be sold in this offering.
Each underwriter has agreed to purchase the number
of shares of Convertible Preferred Stock set forth
opposite its name in the following table.

Name Number of Shares
J.P. Morgan Securities Inc.

Banc of America Securities

LLC

Citigroup Global Markets Inc.

Wachovia Capital Markets,

LLC

Total 1,000,000

The underwriting agreement provides that if the
underwriters take any of the shares presented in the
table above, then they must take all of these shares.
No underwriter is obligated to take any shares
allocated to a defaulting underwriter except under
limited circumstances. The underwriting agreement
provides that the obligations of the underwriters are
subject to certain conditions precedent, including the
absence of any material adverse changes in our
business and the receipt of certain certificates,
opinions and letters from us, our counsel and our
independent auditors.

The underwriters are offering the shares of
Convertible Preferred Stock, subject to the prior sale
of shares, and when, as and if such shares are
delivered to and accepted by them. The underwriters
will initially offer to sell shares to the public at the
initial public offering price shown on the front cover
page of this prospectus supplement. The underwriters
may sell shares to securities dealers at a discount of
upto $ per share from the initial public offering
price. Any such securities dealers may resell shares
to certain other brokers or dealers at a discount of up
to$ per share from the initial public offering
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price. After the initial public offering, the underwriters
may vary the public offering price and other selling
terms.

If the underwriters sell more shares than the total
number shown in the table above, the underwriters
have the option to buy up to an additional 150,000
shares of Convertible Preferred Stock from us to
cover such sales. They may exercise this option
during the 30-day period from the date of this
prospectus supplement. If any shares are purchased
with this option, the underwriters will purchase shares
in approximately the same proportion as shown in the
table above. If any additional shares of Convertible
Preferred Stock are purchased, the underwriters will
offer the additional shares on the same terms as
those on which the shares are being offered.

The following table shows the per share and total
underwriting discounts that we will pay to the
underwriters. These amounts are shown assuming
both no exercise and full exercise of the underwriters
option to purchase additional shares.
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Underwriting discounts and commissions

Without With

overallotment overallotment

exercise exercise
Per share $ $
Total $ $

The underwriters have advised us that they may make
short sales of our Convertible Preferred Stock in
connection with this offering, resulting in the sale by
the underwriters of a greater number of shares than
they are required to purchase pursuant to the
underwriting agreement. The short position resulting
from those short sales will be deemed a covered
short position to the extent that it does not exceed the
150,000 shares subject to the underwriters
overallotment option and will be deemed a naked
short position to the extent that it exceeds that
number. A naked short position is more likely to be
created if the underwriters are concerned that there
may be downward pressure on the trading price of the
Convertible Preferred Stock in the open market that
could adversely affect investors who purchase shares
in this offering. The underwriters may reduce or close
out their covered short position either by exercising
the overallotment option or by purchasing shares in
the open market. In determining which of these
alternatives to pursue, the underwriters will consider
the price at which shares are available for purchase in
the open market as compared to the price at which
they may purchase shares through the overallotment
option. Any naked short position will be closed out
by purchasing shares in the open market. Similar to
the other stabilizing transactions described below,
open market purchases made by the underwriters to
cover all or a portion of their short position may have
the effect of preventing or retarding a decline in the
market price of our Convertible Preferred Stock
following this offering. As a result, our Convertible
Preferred Stock may trade at a price that is higher
than the price that otherwise might prevail in the open
market.

The underwriters have advised us that, pursuant to
Regulation M under the Securities Act of 1933, they
may engage in transactions, including stabilizing bids
or the imposition of penalty bids, that may have the
effect of stabilizing or maintaining the market price of
the shares of Convertible Preferred Stock at a level
above that which might otherwise prevail in the open
market. A stabilizing bid is a bid for or the purchase
of shares of Convertible Preferred Stock on behalf of
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the underwriters for the purpose of fixing or
maintaining the price of the Convertible Preferred
Stock. A penalty bid is an arrangement permitting
the underwriters to claim the selling concession
otherwise accruing to an underwriter or syndicate
member in connection with the offering if the
Convertible Preferred Stock originally sold by that
underwriter or syndicate member is purchased by the
underwriters in the open market pursuant to a
stabilizing bid or to cover all or part of a syndicate
short position. The underwriters have advised us that
stabilizing bids and open market purchases may be
effected on the New York Stock Exchange, in the
over-the-counter market or otherwise and, if
commenced, may be discontinued at any time.

One or more of the underwriters may facilitate the
marketing of this offering online directly or through
one of its affiliates. In those cases, prospective
investors may view offering terms and a prospectus
supplement online and, depending upon the particular
underwriter, place orders online or through their
financial advisor.

We estimate that the total expenses of this offering,
excluding underwriting discounts and commissions,
will be approximately $
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We have agreed to indemnify the underwriters against
certain liabilities, including liabilities under the
Securities Act of 1933.

We, our executive officers and one of our directors
have agreed that, during the period beginning from
the date of this prospectus supplement and continuing
to and including the date 90 days after the date of this
prospectus supplement, none of us will, directly or
indirectly, offer, sell, offer to sell, contract to sell or
otherwise dispose of any shares of our preferred
stock or common stock or any of our securities which
are substantially similar to our preferred stock or
common stock, including but not limited to any
securities that are convertible into or exchangeable
for, or that represent the right to receive, preferred
stock, common stock or any such substantially similar
securities or enter into any swap, option, future,
forward or other agreement that transfers, in whole or
in part, the economic consequence of ownership of
our preferred stock or common stock or any securities
substantially similar to our preferred stock or common
stock, without the prior written consent of J.P. Morgan
Securities Inc. except in certain limited circumstances.

The Convertible Preferred Stock is a new issue of
securities with no established trading market. We
have applied for approval from the New York Stock
Exchange to list the Convertible Preferred Stock on
the New York Stock Exchange. If so approved, trading
of the Convertible Preferred Stock on the New York
Stock Exchange is expected to commence within a
7-day period after the initial delivery of the Convertible
Preferred Stock. The underwriters have advised us
that they intend to make a market in the Convertible
Preferred Stock prior to the commencement of trading
on the New York Stock Exchange. The underwriters
will have no obligation to make a market in the
Convertible Preferred Stock, however, and may cease
market making activities if commenced at any time.

In the ordinary course of business, the underwriters
and/or their affiliates have provided and may in the
future continue to provide investment banking,
commercial banking and other financial services to us
and our subsidiaries for which they have received and
may in the future receive compensation.
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As described under Use of proceeds, we intend to
use a portion of the net proceeds from this offering to
repay indebtedness. The underwriters or their
affiliates may hold some of the indebtedness that we
repay with the net proceeds of this offering and, as a
result, may receive a portion of those net proceeds
through the repayment of that indebtedness. Because
more than 10% of the net proceeds of this offering
may be paid to underwriters or affiliates of
underwriters participating in this offering, this offering
will be made in accordance with NASD Conduct Rule
2710(h).

S-63

67



Table of Contents

Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

Table of Conten

Legal matters

The validity of the Convertible Preferred Stock we are
offering by this prospectus supplement and the
accompanying prospectus will be passed upon for us
by Venable LLP. Certain legal matters will be passed
upon for us by O Melveny & Myers LLP. Sidley
Austin Brown & Wood LLP is counsel to the
underwriters in connection with the offering.

O Melveny & Myers LLP and Sidley Austin Brown &
Wood LLP will rely upon Venable LLP as to matters of
Maryland law. Paul C. Pringle, a partner of Sidley
Austin Brown & Wood LLP, owns 47,925 shares of
our common stock.

Experts

Ernst & Young LLP, independent auditors, have
audited our consolidated financial statements and
schedule included in our Annual report on Form 10-K
for the year ended December 31, 2003, as set forth in
their report, which is incorporated by reference in this
prospectus supplement and the accompanying
prospectus and elsewhere in the registration
statement. Our financial statements and schedule are
incorporated by reference in reliance on Ernst &
Young LLP s report, given on their authority as
experts in accounting and auditing.
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Incorporation by reference

The SEC allows us to incorporate by reference the
information we file with the SEC, which means that we
can disclose important information to you by referring
to the other information we have filed with the SEC.
The information that we incorporate by reference is
considered a part of this prospectus supplement. We
incorporate by reference the following documents
(File No. 1-9028) we filed with the SEC pursuant to
Section 13(a) of the Securities Exchange Act of 1934,
as amended, other than information in these
documents that is not deemed to be filed with the
SEC:

our Annual Report on Form 10-K for the year ended
December 31, 2003, filed on March 9, 2004;

our Quarterly Report on Form 10-Q for the first
quarter ended March 31, 2004, filed on May 3, 2004;
and

the description of our common stock contained in our
registration statement on Form 10 filed on November
18, 1985, including the amendments thereto filed on
December 4, 1985 and December 6, 1985, and any
other amendment or report filed for the purpose of
updating such description.

All documents we file later with the SEC pursuant to
Sections 13(a), 13(c), 14 or 15(d) of the Securities
Exchange Act of 1934, as amended, subsequent to
the date of this prospectus supplement and prior to
the termination of the offering of the securities will be
deemed to be incorporated by reference into this
prospectus supplement, other than information in the
documents that is not deemed to be filed with the
SEC. A statement contained in this prospectus
supplement or in a document incorporated or deemed
to be incorporated by reference into this prospectus
supplement will be deemed to be modified or
superseded to the extent that a statement contained
in any subsequently filed document which is
incorporated by reference into this prospectus
supplement, modifies or supersedes that statement.
Any statements so modified or superseded will not be
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deemed, except as so modified or superseded, to
constitute a part of this prospectus supplement.

We will provide without charge to each person to
whom this prospectus supplement is delivered, on the
request of any person, a copy of any or all the
documents incorporated herein by reference, other
than exhibits to the documents, unless the exhibits
are specifically incorporated by reference into the
documents that this prospectus supplement
incorporates. Requests for copies in writing or by
telephone should be directed to:

Nationwide Health Properties, Inc.
610 Newport Center Drive, Suite 1150
Newport Beach, California 92660
Attention: Mark L. Desmond

(949) 718-4400
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Where you can find more
information

We file annual, quarterly and current reports, proxy
statements and other information with the SEC. You
may read and copy any document we file with the
SEC at its public reference room at 450 Fifth Street,
N.W., Washington, D.C. 20549. You may also obtain
copies of this information by mail from the public
reference section of the SEC, 450 Fifth Street, N.W.,
Room 1024, Washington, D.C. 20549, at prescribed
rates. Please call the SEC at 1-800-SEC-0330 for
further information on the operation of the public
reference room. Our SEC filings are also available to
the public at the web site maintained by the SEC at
http://www.sec.gov, as well as on our website at
http://www.nhp-reit.com. You may inspect information
that we file with The New York Stock Exchange at the
offices of The New York Stock Exchange at 20 Broad
Street, New York, New York 10005. Information on
our website is not incorporated by reference herein
and our web address is included as an inactive textual
reference only.
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PROSPECTUS

$500,000,000

Debt Securities
Preferred Stock
Common Stock

Securities Warrants

We may offer, from time to time, in one or more series:

debt securities;

warrants to purchase debt securities;

shares of our preferred stock;

warrants to purchase shares of our preferred stock;
shares of our common stock; and

warrants to purchase shares of our common stock.

The common stock warrants, the debt securities warrants
and the preferred stock warrants are collectively referred to
herein as the securities warrants. The debt securities, the
preferred stock, the common stock and the securities
warrants are collectively referred to herein as the securities.
The securities will have an aggregate offering price of
$500,000,000 and will be offered on terms to be determined
at the time of offering. We will provide the specific terms
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of these securities in prospectus supplements to this
prospectus prepared in connection with each offering. The
prospectus supplement will also disclose whether the
securities will be listed on a national securities exchange
and if they are not to be listed, the possible effects thereof
on their marketability. You should read this prospectus and
the applicable prospectus supplement carefully before you
invest in the securities.

Securities may be sold directly, through agents from time to
time or through underwriters or dealers. If any agent or any
underwriter is involved in the sale of the securities, the
name of the agent or underwriter and any applicable
commission or discount will be set forth in the
accompanying prospectus supplement. See Plan of
Distribution. The net proceeds we receive from the sale
also will be set forth in the applicable prospectus
supplement.

Investing in the securities involves risks that are
described under Risk Factors beginning on page 3 of
this prospectus and, if applicable, under _Risk Factors
in the applicable prospectus supplement.

Our common stock is traded on the New York Stock
Exchange under the symbol NHP . On October 15, 2003,
the closing price of our common stock was $18.42.

Neither the Securities and Exchange Commission nor
any state securities commission has approved or
disapproved of these securities or passed upon the
accuracy or adequacy of this prospectus. Any
representation to the contrary is a criminal offense.

This prospectus may not be used to consummate sales of
securities unless accompanied by a prospectus supplement.

The date of this prospectus is October 16, 2003
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No dealer, salesperson or other person is authorized to give
any information or to represent anything not contained in
this prospectus. You must not rely on any unauthorized
information or representations. This prospectus is an offer
to sell only the notes offered hereby, but only under
circumstances and in jurisdictions where it is lawful to do
so. The information contained in prospectus is current only
as of the date of this prospectus.
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SUMMARY

The following summary may not contain all the information
that may be important to you. You should read the entire
prospectus, any accompanying prospectus supplement and
the documents incorporated by reference in the prospectus
before making a decision to invest in our securities.

Whenever we refer herein to NHP, us, we or
our, we are referring to Nationwide Health Properties,
Inc. and its subsidiaries.

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we
filed with the SEC utilizing a shelf registration process.
Under this shelf registration process, we may sell any
combination of the securities described in this prospectus in
one or more offerings up to a total dollar amount of
$500,000,000. This prospectus provides you with a general
description of the securities we may offer. Each time we
sell securities, we will provide a prospectus supplement that
will contain specific information about the terms of that
offering. The prospectus supplement may also add to or
update information contained in this prospectus. You
should read both this prospectus and any prospectus
supplement together with additional information described
under the heading Additional Information.

As permitted by the rules and regulations of the SEC, this
prospectus omits various information, exhibits, schedules
and undertakings included in the registration statement. For
further information pertaining to us and the securities
offered under this prospectus and any prospectus
supplement, we refer you to the registration statement and
the attached exhibits and schedules, which you can obtain
from the SEC as described below under Additional
Information, as well as on our website at
http://www.nhp-reit.com. Information on our website is not
incorporated by reference herein and our web address is
included as an inactive textual reference only. Although
required material information has been presented in this
prospectus, statements contained in this prospectus as to the
contents and provisions of any contract or other document
referred to in this prospectus may be summary in nature,
and in each instance reference is made to the copy of that
contract or other document filed as an exhibit to the
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registration statement, and each statement is qualified in all
respects by this reference.

NHP

Nationwide Health Properties, Inc., a Maryland corporation
organized in October 1985, is a real estate investment trust,
or REIT, that invests in senior housing and long-term care
properties primarily independent and assisted living
facilities, skilled nursing facilities and continuing care
retirement communities. As of June 30, 2003, our gross
investment in our properties, including mortgage loans
receivable and our investment in an unconsolidated joint
venture, was approximately $1.6 billion. As of June 30,
2003, we had investments in 382 facilities in 38 states,
consisting of:

185 skilled nursing facilities;

132 assisted and independent living facilities;

12 continuing care retirement communities;

one rehabilitation hospital;

one long-term acute care hospital;

two buildings held for sale; and

49 assisted living facilities operated by an
unconsolidated joint venture in which we have a 25%
interest.
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Other than the two buildings held for sale, substantially all
of our owned facilities are leased under triple-net leases,
which are accounted for as operating leases, to 69
healthcare providers.

Our principal executive offices are located at 610 Newport
Center Drive, Suite 1150, Newport Beach, California
92660 and our telephone number is (949) 718-4400.

RATIO OF EARNINGS TO FIXED CHARGES

In computing the ratios of earnings to fixed charges,
earnings have been based on consolidated income from
continuing operations before fixed charges, exclusive of
capitalized interest. No adjustments have been made for
income from our unconsolidated joint venture because we
have received in cash all equity method income reflected on
the income statement. Fixed charges consist of interest on
debt, including amounts capitalized. In computing the ratios
of earnings to combined fixed charges and preferred stock
dividends, preferred stock dividends consists of dividends
on our 7.677% Series A cumulative redeemable preferred
stock.

The ratio of earnings to fixed charges for each of the
periods indicated is as follows:

Six
Months
Ended

June 30, Year Ended December 31,

2003 2002 2001 2000 1999 1998

Ratio of

earnings

to fixed

charges 1.90 1.79 2.08 2.13 2.14 2.38
Ratio of 1.68 1.57 1.83 1.89 1.88 2.01
earnings

to

combined

fixed
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RISK FACTORS

Generally speaking, the risks facing our company fall into
two categories: risks associated with the operations of our
operators; and other risks unique to our operations. You
should carefully consider the risks and uncertainties
described below before making an investment decision in
our company. These risks and uncertainties are not the only
ones facing us and there may be additional matters that we
are unaware of or that we currently consider immaterial.
All of these could adversely affect our business, financial
condition, results of operations and cash flows and, thus,
the value of an investment in our company.

Operator Risks

Our financial position could be weakened and our ability to
make distributions could be limited if any of our major
operators were unable to meet their obligations to us or
failed to renew or extend their relationship with us as their
lease terms expire, or if we were unable to lease or re-lease
our facilities or make mortgage loans on economically
favorable terms. These adverse developments could arise
due to a number of factors, including those listed below.

The bankruptcy, insolvency or financial deterioration of
our operators could significantly delay our ability to
collect unpaid rents or require us to find new operators
for rejected facilities.

We are exposed to the risk that our operators may not be
able to meet their obligations, which may result in their
bankruptcy or insolvency. Although our leases and loans
provide us the right to terminate an investment, evict an
operator, demand immediate repayment and other
remedies, the bankruptcy laws afford certain rights to a
party that has filed for bankruptcy or reorganization. An
operator in bankruptcy may be able to restrict our ability to
collect unpaid rent and interest during the bankruptcy
proceeding.

Leases. If one of our lessees seeks bankruptcy
protection, the lessee can either assume or reject the
lease. Generally, the operator is required to make rent
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payments to us during their bankruptcy until they
reject the lease. If the lessee assumes the lease, the
court cannot change the rental amount or any other
lease provision that could financially impact us.
However, if the lessee rejects the lease, the facility
would be returned to us. In that event, if we were able
to re-lease the facility to a new operator only on
unfavorable terms or after a significant delay, we could
lose some or all of the associated revenue from that
facility for an extended period of time.

Mortgage Loans. 1If an operator defaults under one of
our mortgage loans, we may have to foreclose on the
mortgage or protect our interest by acquiring title to a
property and thereafter making substantial
improvements or repairs in order to maximize the
facility s investment potential. Operators may contest
enforcement of foreclosure or other remedies, seek
bankruptcy protection against an enforcement and/or
bring claims for lender liability in response to actions
to enforce mortgage obligations. If an operator seeks
bankruptcy protection, the automatic stay of the federal
bankruptcy law would preclude us from enforcing
foreclosure or other remedies against the operator
unless relief is obtained from the court. High loan to
value ratios or declines in the value of the facility may
prevent us from realizing an amount equal to our
mortgage loan upon foreclosure.

The receipt of liquidation proceeds or the replacement of an
operator that has defaulted on its lease or loan could be
delayed by the approval process of any federal, state or
local agency necessary for the replacement of the operator
licensed to manage the facility. In some instances, we may
take possession of a property that exposes us to successor
liabilities. These events, if they were to occur, could reduce
our revenue and operating cash flow.

In addition, some of our leases provided for free rent at the
beginning of the lease. These deferred amounts are repaid
over the remainder of the lease term. Although the payment
of cash rent is deferred, rental income is recorded on a
straight-line basis over the life of the lease, such that the
income recorded during the early years of
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the lease is higher than the actual cash rent received during
that period, creating an asset on our balance sheet called
deferred rent receivable. To the extent any of the operators
under these leases, for the reasons discussed above, become
unable to pay the deferred rents, we may be required to
write down the rents receivable from those operators, which
would reduce our net income.

Operators that fail to comply with governmental
reimbursement programs such as Medicare or Medicaid,
licensing and certification requirements, fraud and abuse
regulations or new legislative developments may be
unable to meet their obligations to us.

Our operators are subject to numerous federal, state and
local laws and regulations that are subject to frequent and
substantial changes (sometimes applied retroactively)
resulting from legislation, adoption of rules and regulations,
and administrative and judicial interpretations of existing
law. The ultimate timing or effect of these changes cannot
be predicted. These changes may have a dramatic effect on
our operators costs of doing business and the amount of
reimbursement by both government and other third-party
payors. The failure of any of our operators to comply with
these laws, requirements and regulations could adversely
affect their ability to meet their obligations to us. In
particular:

Medicare and Medicaid. A significant portion of our
skilled nursing facility operators revenue is derived
from governmentally-funded reimbursement programs,
such as Medicare and Medicaid, and failure to
maintain certification and accreditation in these
programs would result in a loss of funding from them.
Moreover, federal and state governments have adopted
and continue to consider various reform proposals to
control health care costs. In recent years, there have
been fundamental changes in the Medicare program
that have resulted in reduced levels of payment for a
substantial portion of health care services. In many
instances, revenues from Medicaid programs are
already insufficient to cover the actual costs incurred
in providing care to those patients. In addition,
reimbursement from private payors has in many cases
effectively been reduced to levels approaching those of
government payors. Governmental concern regarding
health care costs and their budgetary impact may result
in significant reductions in payment to health care
facilities, and future reimbursement rates for either
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governmental or private payors may not be sufficient
to cover cost increases in providing services to
patients. Loss of certification or accreditation or any
changes in reimbursement policies that reduce
reimbursement to levels that are insufficient to cover
the cost of providing patient care, could cause the
revenues of our operators to decline, potentially
jeopardizing their ability to meet their obligations to
us. In that event, our revenues from those facilities
could be reduced, which could in turn cause the value
of our affected properties to decline.

Licensing and Certification. Our operators and
facilities are subject to regulatory and licensing
requirements of federal, state and local authorities and
are periodically audited by them to confirm
compliance. Failure to obtain licensure or loss of
licensure would prevent a facility from operating. Our
skilled nursing facilities require governmental
approval, in the form of a certificate of need that
generally varies by state and is subject to change, prior
to the addition or construction of new beds, the
addition of services or certain capital expenditures.
Some of our facilities may not be able to satisfy
current and future certificate of need requirements and
may for this reason be unable to continue operating in
the future. In such event, our revenues from those
facilities could be reduced or eliminated for an
extended period of time.

Fraud and Abuse Regulations. There are various
extremely complex and largely uninterpreted federal
and state laws governing a wide array of referrals,
relationships and arrangements and prohibiting fraud
by healthcare providers, including criminal provisions
that prohibit filing false claims or making false
statements to receive payment or certification under
Medicare and Medicaid, or failing to refund
overpayments or improper payments. Governments are
devoting increasing attention and resources to
anti-fraud initiatives against health care providers. The
Health Insurance Portability and Accountability Act of
1996 and the Balanced Budget Act of 1997 expand the
penalties for health care fraud, including
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broader provisions for the exclusion of providers from
the Medicare and Medicaid programs. Further, under
Operation Restore Trust, a major anti-fraud
demonstration project, the Office of Inspector General
of the U.S. Department of Health and Human Services,
in cooperation with other federal and state agencies,
has focused on the activities of skilled nursing facilities
in certain states in which we have properties. The
violation of any of these regulations by an operator
may result in the imposition of fines or other penalties
that could jeopardize that operator s ability to make
lease or mortgage payments to us or to continue
operating its facility.

Legislative Developments. Each year, legislative
proposals are introduced or proposed in Congress and
in some state legislatures that would affect major
changes in the healthcare system, either nationally or
at the state level. Among the proposals under
consideration are cost controls on state Medicaid
reimbursements, a Patient Bill of Rights to increase the
liability of insurance companies as well as the ability
of patients to sue in the event of a wrongful denial of
claim, a Medicare prescription drug benefit, hospital
cost-containment initiatives by public and private
payors, uniform electronic data transmission standards
for healthcare claims and payment transactions, and
higher standards to protect the security and privacy of
health-related information. We cannot predict whether
any proposals will be adopted or, if adopted, what
effect, if any, these proposals would have on operators
and, thus, our business.

QOur operators are faced with increased litigation and
rising insurance costs that may affect their ability to pay
their lease or mortgage payments.

In some states, advocacy groups have been created to
monitor the quality of care at skilled nursing facilities, and
these groups have brought litigation against operators.
Also, in several instances, private litigation by skilled
nursing facility patients has succeeded in winning very
large damage awards for alleged abuses. To a lesser extent,
this litigation also has spilled over and affected assisted
living facilities. The effect of this litigation and potential
litigation has been to materially increase the costs of
monitoring and reporting quality of care compliance
incurred by our tenants. In addition, the cost of liability and
medical malpractice insurance has increased and may
continue to increase so long as the present litigation
environment continues. Continued cost increases could
cause our tenants to be unable to pay their lease or
mortgage payments potentially decreasing our revenues and
increasing our collection and litigation costs. Moreover, to
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the extent we are required to foreclose on the affected
facilities, our revenues from those facilities could be
reduced or eliminated for an extended period of time.

Overbuilding and increased competition has resulted in
lower revenues for some of our operators and may affect
the ability of our tenants to meet their payment
obligations to us.

The healthcare industry is highly competitive and we
expect that it may become more competitive in the future.
Our operators are competing with numerous other
companies providing similar health care services or
alternatives such as home health agencies, life care at
home, community-based service programs, retirement
communities and convalescent centers. In addition,
overbuilding in the assisted and independent living market
has caused a slow-down in the fill-rate of newly
constructed buildings and a reduction in the monthly rate
many newly built and previously existing facilities were
able to obtain for their services. This has resulted in lower
revenues for the operators of certain of our facilities. It may
also have contributed to the financial difficulties of some of
our operators. While we believe that overbuilt markets
should reach stabilization in the next couple of years due to
minimal new development, we cannot be certain the
operators of all of our facilities will be able to achieve
occupancy and rate levels that will enable them to meet all
of their obligations to us. Our operators may encounter
increased competition in the future that could limit their
ability to attract residents or expand their businesses and
therefore affect their ability to pay their lease or mortgage
payments.
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Risks Unique to Us and Our Operations

In addition to the operator related risks discussed above,
there are a number of risks directly associated with NHP
and its operations.

We rely on external sources of capital to fund future
capital needs, and if our access to such capital continues
to be difficult, we may not be able to meet maturing
commitments or make future investments necessary to
grow our business.

In order to qualify as a REIT under the Internal Revenue
Code, we are required, among other things, to distribute
each year to our stockholders at least 90% of our REIT
taxable income. Because of this distribution requirement,
we will not be able to fund, from cash retained from
operations, all future capital needs, including capital needs
to satisfy or refinance maturing commitments and to make
investments. As a result, we rely on external sources of
capital. If we are unable to obtain needed capital at all or
only on unfavorable terms from these sources, we might
not be able to make the investments needed to grow our
business, or to meet our obligations and commitments as
they mature, which could negatively affect the ratings of
our debt and even, in extreme circumstances, affect our
ability to continue operations. Our access to capital depends
upon a number of factors over which we have little or no
control, including general market conditions and the
market s perception of our growth potential and our current
and potential future earnings and cash distributions and the
market price of the shares of our capital stock. Generally
speaking, difficult capital market conditions in our industry
during the past several years have limited our access to
capital. As a result, while we have been able to meet our
maturing commitments, the level of our new investments
has decreased except in 2002. We currently expect difficult
market conditions to prevail during 2003, which could limit
our access to capital for the coming year. While we do not
expect this to affect our ability to meet our maturing
commitments, it could limit our ability to make future
investments. Our potential capital sources include:

Equity Financing. As with other publicly-traded
companies, the availability of equity capital will
depend, in part, on the market price of our common
stock which, in turn, will depend upon various market
conditions that may change from time to time. Among
the market conditions and other factors that may affect
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the market price of our common stock are:

the extent of investor interest;

the general reputation of REITSs and the
attractiveness of their equity securities in
comparison to other equity securities, including
securities issued by other real estate-based
companies;

our financial performance and that of our operators;

the contents of analyst reports about us and the
REIT industry;

general stock and bond market conditions, including
changes in interest rates on fixed income securities,
which may lead prospective purchasers of our common
stock to demand a higher annual yield from future
distributions;

our failure to maintain or increase our dividend, which
is dependent, to a large part, on growth of funds from
operations which in turn depends upon increased
revenues from additional investments and rental
increases; and

other factors such as governmental regulatory action
and changes in REIT tax laws.

The market value of the equity securities of a REIT is
generally based upon the market s perception of the REIT s
growth potential and its current and potential future

earnings and cash distributions. Our failure to meet the
market s expectation with regard to future earnings and cash
distributions likely would adversely affect the market price
of our common stock and reduce the value of your
investment.

Debt Financing/Leverage. Financing for our
maturing commitments and future investments may be
provided by borrowings under our bank line of credit,
private or public offerings of debt, the assumption of
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secured indebtedness, mortgage financing on a portion
of our owned portfolio or through joint ventures. We
are subject to risks normally associated with debt
financing, including the risks that our cash flow will be
insufficient to make distributions to our stockholders,
that we will be unable to refinance existing
indebtedness and that the terms of refinancing will not
be as favorable as the terms of existing indebtedness. If
we are unable to refinance or extend principal
payments due at maturity or pay them with proceeds
from other capital transactions, our cash flow may not
be sufficient in all years to pay distributions to our
stockholders and to repay all maturing debt.
Furthermore, if prevailing interest rates, changes in our
debt ratings or other factors at the time of refinancing
result in higher interest rates upon refinancing, the
interest expense relating to that refinanced
indebtedness would increase, which could reduce our
profitability and the amount of dividends we are able to
pay. Moreover, additional debt financing increases the
amount of our leverage. The degree of leverage could
have important consequences to stockholders,
including affecting our investment grade ratings, our
ability to obtain additional financing in the future for
working capital, capital expenditures, acquisitions,
development or other general corporate purposes and
making us more vulnerable to a downturn in business
or the economy generally.

Two of the operators of our facilities each account for
more than 10% of our revenues.

As of the end of 2002, as adjusted for facilities acquired
and disposed during 2002, Alterra Healthcare Corporation
accounted for 14% of our revenues and American
Retirement Corporation, or ARC, accounted for 12% of our
revenues. The failure or inability of either of these
operators to pay their obligations to us could materially
reduce our revenues and net income, which could in turn
reduce the amount of dividends we pay and cause our stock
price to decline.

If Alterra rejects our leases in bankruptcy, our revenues
and cash flow could be reduced.

In January 2003, Alterra, our largest operator, filed for
protection under the United States bankruptcy laws. Alterra
operates 54 of our facilities and its subsidiaries (which have
not filed for bankruptcy protection) operate all 49 of the
facilities owned by our joint venture, in which we are a
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25% equity partner. The joint venture leases are guaranteed
by Alterra. In July 2003, the bankruptcy court approved a
majority owned subsidiary of Emeritus Corporation, with
financing provided by an affiliate of Fortress Investment
Group LLC, as the winning bidder at an auction to acquire
Alterra. The proposed acquisition is expected to be
consummated in the fourth quarter of 2003 following the
confirmation of Alterra s Chapter 11 plan of reorganization,
and is contingent upon satisfaction of various conditions,
including consents from certain of Alterra s secured lenders
and lessors. Emeritus bid essentially provides that our
master lease would be assumed as is , while reserving the
right to reject the Alterra parent guarantees of the joint
venture master leases. No assurance can be given, however,
that the transaction will be consummated on those terms or
other terms acceptable to us. In the event the master lease
with Alterra is not assumed, Alterra has the ability to reject
the leases on some or all of its facilities, in which event we
would be required either to find new operators for these
facilities or to become the new operator of these facilities.
Given their deteriorating operating performance during
bankruptcy and current market conditions, it may be
difficult to find new operators for these facilities, without
material rent reductions, and we may face a considerable
period of time without lease revenues from some facilities,
potential costs and expenses on our part to renovate some
facilities as required to re-lease them, and the leasing of
some facilities on less favorable terms than we currently
have with Alterra. If, alternatively, we operate these
facilities rather than re-leasing them, we will be exposed to
many of the same risks our other operators face as
described above under the heading Operator Risks.

If Alterra were to reject the guarantee of the joint venture
leases, the subsidiaries would be in default under those
leases and the joint venture may have a claim against
Alterra. The subsidiaries could also file for bankruptcy
protection and reject the leases, in which event the joint
venture would face the same risks with respect to those
leases described with respect to our leases in the prior
paragraph.

Table of Contents 88



Table of Contents

Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

Table of Conten

If we fail to maintain our REIT status, we will be subject
to federal income tax on our taxable income at regular
corporate rates.

We intend to operate in a manner to qualify as a REIT
under the Internal Revenue Code. While we believe that we
have been organized and have operated in a manner which
would allow us to qualify as a REIT under the Internal
Revenue Code, it is possible that is not the case or that our
future operations could cause us to fail to qualify.
Qualification as a REIT requires us to satisfy numerous
requirements established under highly technical and
complex Internal Revenue Code provisions. For example,
in order to qualify as a REIT, at least 95% of our gross
income in any year must be derived from qualifying
sources, and we must pay dividends to stockholders
aggregating at least 90% of our annual REIT taxable
income. While we are not aware of anything significant that
is pending, legislation, new regulations, administrative
interpretations or court decisions could significantly change
the tax laws with respect to qualification as a REIT or the
federal income tax consequences of qualification as a
REIT. If we fail to qualify as a REIT in any taxable year,
we will be subject to federal income tax on our taxable
income at regular corporate rates. Unless we are entitled to
relief under statutory provisions, we would be disqualified
from treatment as a REIT for the four taxable years
following the year during which we lost qualification. If we
lose our REIT status, our net earnings available for
distribution to stockholders or investments would be
significantly reduced for each of the years involved. In
addition, we would no longer be required to make
distributions to stockholders.

Unforeseen costs associated with the acquisition of new
properties could reduce our profitability.

Our business strategy contemplates future acquisitions that
may not prove to be successful. For example, we might
encounter unanticipated difficulties and expenditures
relating to any acquired properties, including contingent
liabilities, or newly acquired properties might require
significant management attention that would otherwise be
devoted to our ongoing business. If we agree to provide
funding to enable healthcare operators to build, expand or
renovate facilities on our properties and the project is not
completed, we could be forced to become involved in the
development to ensure completion or we could lose the
property. These costs may negatively affect our results of
operations.
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We may not be able to sell certain facilities held for sale
for their book value.

From time to time we classify certain facilities, including
unoccupied buildings and land parcels, as assets held for
sale. To the extent we are unable to sell these properties for
book value, we may be required to take an impairment
charge or loss on the sale, either of which would reduce our
net income.

Our success depends in part on our ability to retain key
personnel

We depend on the efforts of our executive officers,
particularly Mr. R. Bruce Andrews, Mr. Mark L. Desmond
and Mr. Donald D. Bradley. The loss of the services of
these persons or the limitation of their availability could
have an adverse impact on our operations. Although we
have entered into employment and security agreements
with these executive officers, these agreements may not
assure their continued service.

As owners of real estate, we are subject to environmental
laws that expose us to the possibility of having to pay
damages to the government and costs of remediation if
there is contamination on our property.

Under various laws, owners of real estate may be required
to investigate and clean up hazardous substances present at
a property, and may be held liable for property damage or
personal injuries that result from environmental
contamination. These laws also expose us to the possibility
that we become liable to reimburse the government for
damages and costs it incurs in connection with the
contamination. We review environmental surveys of the
facilities we own prior to their purchase. Based upon those
surveys we do not believe that any of our properties are
subject to material environmental contamination. However,
environmental liabilities may be present in our properties
and we may incur costs to remediate contamination that
could have a material adverse effect on our business or
financial condition.
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Our charter and bylaws contain provisions that may
delay, defer or prevent a change in control or other
transactions that could provide stockholders with the
opportunity to realize a premium over the then-prevailing
market price for our common stock.

Ownership Limitations. In order to protect us against
the risk of losing our REIT status for federal income
tax purposes, our charter prohibits the ownership by
any single person of more than 9.9% of the issued and
outstanding shares of our voting stock. We can redeem
shares acquired or held in excess of the ownership
limit. In addition, any acquisition of our common stock
or preferred stock that would result in our
disqualification as a REIT is null and void. The
ownership limit may have the effect of delaying,
deferring or preventing a change in control and,
therefore, could adversely affect our stockholders
ability to realize a premium over the then-prevailing
market price for the shares of our common stock in
connection with a stock transaction. The Board of
Directors has increased the ownership limit applicable
to our voting stock to 20% with respect to Cohen &
Steers Capital Management, Inc. As of May 2, 2003,
Cohen & Steers Capital Management, Inc. owned
3,900,700 of our shares, which is approximately 6.63%
of our common stock.

Preferred Stock. Our charter authorizes us to issue
additional shares of common stock and one or more
series of preferred stock and to establish the
preferences, rights and other terms of any series of
preferred stock that we issue. Although our Board of
Directors has no intention to do so at the present time,
it could establish a series of preferred stock that could
delay, defer or prevent a transaction or a change in
control that might involve a premium price for our
common stock or otherwise be in the best interests of
our stockholders.

Other. Our charter also contains other provisions that
may impede various actions by stockholders without
approval of our Board of Directors or preferred
stockholders entitled to vote, which in turn may delay,
defer or prevent a transaction, including a change in
control, that might involve payment of a premium
price for our common stock or otherwise be in the best
interests of our stockholders. Those provisions include
the following:

in certain circumstances, a proposed consolidation,
merger, share exchange or transfer must be approved
by two-thirds of the votes of our preferred
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stockholders entitled to be cast on the matter;

the requirement that any business combination be
approved by 90% of the outstanding shares unless
the transaction receives a unanimous vote or a
consent of the Board of Directors or is a
combination solely with a wholly-owned subsidiary;
and

the Board of Directors is classified into three groups
whereby each group of Directors is elected for
successive terms ending at the annual meeting of
stockholders the third year after election.
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STATEMENT REGARDING FORWARD LOOKING
STATEMENTS

Certain information contained in this prospectus and any
accompanying prospectus supplement includes
forward-looking statements. Forward looking statements
include statements regarding our expectations, beliefs,
intentions, plans, objectives, goals, strategies, future events
or performance and underlying assumptions and other
statements which are other than statements of historical
facts. These statements may be identified, without
limitation, by the use of forward looking terminology such
as may , will , anticipates , expects , believes , intends ,
or comparable terms or the negative thereof. All
forward-looking statements included in this prospectus and
any prospectus supplement are based on information
available to us on the date of the applicable document.
These statements speak only as of the date of the applicable
document and we assume no obligation to update the
forward-looking statements for any reason, or to update the
reasons actual results could differ materially from those
anticipated in these forward-looking statements, even if
new information becomes available in the future. These
statements involve risks and uncertainties that could cause
actual results to differ materially from those described in
the statements. These risks and uncertainties include,
without limitation, the following:

continued deterioration of the operating results or
financial condition, including bankruptcies, of our
tenants;

occupancy levels at certain facilities;

changes in the ratings of our debt securities;

access to the capital markets and the cost of capital;

government regulations, including changes in the
reimbursement levels under the Medicare and
Medicaid programs;

the general distress of the healthcare industry;

the effect of economic and market conditions and
changes in interest rates;
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the amount and yield of any additional investments;

the ability of our operators to repay deferred rent or
loans in future periods;

our ability to attract new operators for certain facilities;

our ability to sell certain facilities for their book value;

changes in tax laws and regulations affecting REITsS;
and

the risk factors set forth under the caption Risk Factors
in Item 1 of our annual report on Form 10-K/A for the
year ended December 31, 2002.

Other risks, uncertainties and factors, including those
discussed under Risk Factors 1in this prospectus and, if
applicable, under Risk Factors in the applicable prospectus
supplement, could cause our actual results to differ
materially from those projected in any forward-looking
statement we make.

10
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SELECTED CONSOLIDATED FINANCIAL
INFORMATION

The following table presents our selected financial data.
Certain of this financial data has been derived from our
unaudited financial statements included in our quarterly
report on Form 10-Q for the second quarter ended June 30,
2003 and our audited financial statements included in our
2002, 2001, 2000, 1999 and 1998 annual reports on Form
10-K or 10-K/A and should be read in conjunction with the
financial statements and accompanying notes and with

Management s Discussion and Analysis of Financial
Condition and Results of Operations included in our
quarterly report on Form 10-Q and annual reports on Form
10-K or 10-K/A.

Six Months Ended

June 30, Years ended December 31,

2003 2002 2002 2001 2000 1999

Operating
Data:
Revenues $
Income from
continuing
operations
Discontinued
operations
Net income
Preferred
stock
dividends
Income
available to
common
stockholders
Dividends
paid on
common
stock

Per Share
Data:
Basic/diluted
income from
continuing
operations
available to
common
stockholders  $
Basic/diluted
income
available to
common
stockholders

(In thousands, except per share data)

80,840 $ 73262 $ 155274 $ 163,249 $ 167,637 $

26,866 16,120 44,357 71,875 69,750
136 (1,051) (7,803) (3,357) 1,142

27,002 15,069 36,554 68,338 71,162

(3,839) (3,839) (7,677) (7,677) (7,677)

23,163 11,230 28,877 60,661 63,485

44,804 45,087 90,585 87,093 85,889
044 $ 25 8 075 $ 137§ 134§
0.44 .23 0.59 1.30 1.37

157,845

67,380

3,433
70,813

(7,677)

63,136

83,480

1.29

95

$

$
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Dividends

paid on

common

stock 0.83
Balance

Sheet Data:

Investments

in real estate,

net $ 1,334,335
Total assets 1,400,391
Borrowings

under

unsecured

revolving

credit facility 48,000
Senior notes

due

2003-2038 579,750
Convertible

debentures

Notes and

bonds

payable 110,386
Stockholders

equity 620,340
Other Data:

Net cash

provided by

operating

activities $ 40,189
Net cash

provided by

(used in)

investing

activities $ (8,454)
Net cash

provided by

(used in)

financing

activities $  (30,936)
Diluted

weighted

average

shares

outstanding 52,362
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.92 1.84 1.84 1.84 1.80

$ 1,244,600 $1,345,195 $1,228987 $1,333,026 $1,372,064 $1
1,308,939 1,409,933 1,289,838 1,381,007 1,430,056 1

64,000 107,000 35,000 79,000 75,300

539,750 614,750 564,750 627,900 657,900

105,276 111,303 91,590 62,857 64,048

556,195 529,140 555,312 563,472 585,590

39,298 $§ 85604 $ 83,187 $§ 99940 $ 94,659 §

(29,954) $ (147,626) $ 75,721 $ 11,258 $ (89,753) $ (

(10,887) $ 61,287 $ (155995) $ (121,188) $  (4,949) $

48,583 48,869 46,836 46,228 46,216

11
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USE OF PROCEEDS

Unless otherwise specified in the prospectus supplement
which accompanies this prospectus, the net proceeds from
the sale of the securities offered from time to time hereby
will be used for general corporate purposes, including the
repayment of bank lines of credit and investments in health
care related properties. We use our existing revolving bank
credit facility for general corporate purposes, including the
acquisition or construction of health care related facilities
and the funding of mortgage loans secured by health care
related facilities.

DESCRIPTION OF DEBT SECURITIES

Debt securities may be issued from time to time in series
under an indenture we will enter into with J.P. Morgan
Trust Company, as trustee. The material terms of these debt
securities are described in this prospectus. When we offer
to sell a particular series of debt securities, we will describe
the specific terms of those securities in a prospectus
supplement.

General

The indenture provides for the issuance of debt securities in
series, and does not limit the principal amount of debt
securities which may be issued thereunder.

Reference is made to the prospectus supplement for the
following terms of the offered debt securities:

the specific title of the offered debt securities;

the aggregate principal amount of the offered debt
securities;

the percentage of their principal amount at which the
offered debt securities will be issued;
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the date on which the offered debt securities will
mature;

the rate or rates per annum or the method for
determining the rate or rates, if any, at which the
offered debt securities will bear interest;

the times at which any interest will be payable;

any provisions relating to optional or mandatory
redemption of the offered debt securities at our option
or pursuant to sinking fund or analogous provisions or
at the option of a holder;

the denominations in which the offered debt securities
are authorized to be issued, if other than
denominations of U.S. $100,000 and any integral
multiple of U.S. $1,000 above U.S. $100,000;

any provisions relating to the conversion or exchange
of the offered debt securities into common stock,
preferred stock or into debt securities of another series;

whether the offered debt securities are to be issued in
fully registered form without coupons or in bearer
form with interest coupons or both;

the place or places at which we will make payments of
principal and premium, if any, and interest, if any, and
the method of payment;

whether the offered debt securities will be issued in
whole or in part in global form;

the currency we will use to make payments of
principal and premium, if any, and interest, if any, if it
is not U.S. dollars;

the portion of the principal amount of the debt
securities that will be payable upon declaration of the
acceleration of the maturity of the debt securities, if it
is less than the principal amount;

any additional covenants or events of default and the
corresponding remedies not currently set forth in the
indenture;

12
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whether the offered debt securities will be
subordinated to our other indebtedness;

any applicable material United States federal income
tax consequences; and

any other specific terms of the offered debt securities.

One or more series of the debt securities may be issued as
discounted debt securities, bearing no interest or bearing
interest at a rate which at the time of issuance is below
market rates, to be sold at a substantial discount below their
stated principal amount. Tax and other special
considerations applicable to any discounted debt securities
will be described in the prospectus supplement relating to
the discounted debt securities.

We will pay any interest due on any debt security to the
person in whose name the debt security is registered at the
close of business on the regular record date for interest. If
we fail to pay interest on the relevant due date we will
make payment to anyone who holds the debt security at a
future date which the trustee will choose. The trustee will
send notice of the payment to all those who hold the debt
security on a date which the trustee will determine. The
date will be at least 10 days before the payment date.

Status of Debt Securities

The debt securities will be unsecured obligations and may
rank on a parity with all of our other unsecured and
unsubordinated indebtedness or may be subordinated to
certain other indebtedness.

Except as may be set forth in the prospectus supplement,
the debt securities may be presented for transfer or
exchange for other debt securities of the same series
(containing identical terms and provisions, in any
authorized denominations, and of a like aggregate principal
amount) at the office or agency maintained by us for that
purpose. If any of the debt securities are held in global
form, the procedures for transfer of interests in those
securities will depend upon the procedures of the
depositary for those global securities. A service charge will
not be required for registration of transfer or exchange of
debt securities, but we may require payment to cover any
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taxes or governmental charges in connection with any
registration of transfer or exchange.

As of June 30, 2003, the total indebtedness of NHP was
$738,136,000. NHP does not have any current plans or
arrangements to issue debt securities under this prospectus,
or to assume additional indebtedness in the future other
than as required for corporate growth in the ordinary course
of business.

Conversion Rights

The terms, if any, on which debt securities of a series may
be exchanged for or converted into shares of common
stock, preferred stock or debt securities of another series
will be set forth in the prospectus supplement relating to the
series and in accordance with the indenture. To protect our
status as a REIT, a holder may not convert any debt
security, and the debt security is not convertible by any
holder, if as a result of the conversion any person would
then be deemed to beneficially own, directly or indirectly,
9.9% or more of our common stock.

Covenants

In the indenture we undertake certain agreements or
commitments, including agreements to do the following:

punctually make payments on the debt securities;

maintain one or more offices at which debt securities
can be presented for payment and registration;

act as, or appoint a third party as, paying agent for one
or more series of the securities;

provide the paying agent with sufficient funds to make
required payments when due under the securities;

13
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furnish to the trustee annually a statement as to our
performance of certain of our obligations under the
indenture and as to any default in our performance;
and

file with the Trustee copies of the annual reports and
the information, documents and other reports required
pursuant to Section 13 or 15(d) of the Securities
Exchange Act of 1934 within 15 days of filing them
with the SEC.

Optional Redemption

The debt securities will be subject to redemption at our
option at any time, for reasons intended to protect our status
as a REIT. In connection therewith, we may redeem the
debt securities in whole or from time to time in part, in the
manner specified in the indenture, at a redemption price
equal to 100% of the principal amount, plus interest
accrued to the date of redemption. The indenture does not
contain any provision requiring us to repurchase the debt
securities at the option of the holders of the debt securities
in the event of a leveraged buyout, recapitalization or
similar restructuring, even though our creditworthiness and
the market value of the debt securities may decline
significantly as a result of the transaction. The indenture
does not protect holders of the debt securities against any
decline in credit quality, whether resulting from any
transaction or from any other cause.

If we elect to redeem a series, we will give the trustee at
least 60 days notice. If less than all securities with the same
issue date and the same maturity date are to be redeemed,
the trustee will select the securities to be redeemed by such
method as specified in the officer s certificate or the
supplemental indenture or, if not specified, in a manner the
trustee deems fair and appropriate. We or the trustee must
give holders of securities to be redeemed written notice of
certain items required under the indenture, by first class
mail not less than 30 and not more than 60 days before the
redemption date. After notice of redemption is given, the
securities selected for redemption become due and payable,
and cease to bear interest, on the redemption date, except
that if we fail to make the required payment to redeem
securities selected for redemption, those securities will
continue to bear interest until paid. If securities are
redeemed only in part, we will, upon surrender of the
security and at no charge to the holder, issue to the holder a
like security for the unredeemed portion of the security so
surrendered.
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Dividends, Distributions and Acquisitions of Capital
Stock

If an event of default, as defined in the indenture, has
occurred and is continuing or would exist immediately after
giving effect to any of the following actions, the indenture
provides that we will not do any of the following:

declare or pay any dividends or make any distributions
to holders of our capital stock, other than dividends or
distributions payable in our capital stock or other than

as we determine is necessary to maintain our status as

a REIT; or

purchase, redeem or otherwise acquire or retire for
value any of our capital stock, or any warrants, rights
or options to purchase or acquire any shares of our
capital stock, other than the debt securities, or permit
any subsidiary to do so.

Satisfaction and Discharge

Under the terms of the indenture, we may discharge certain
obligations to holders of debt securities that have not
already been delivered to the trustee for cancellation and
that have become due and payable or will become due and
payable within one year (or scheduled for redemption
within one year) by depositing with the trustee, in trust,
funds in an amount sufficient to make all the remaining
payments of principal, premium and interest on those when
those payments are due. We can only do this if we have
delivered to the trustee, among other things, an opinion of
counsel stating that we have complied with each condition
precedent relating to the satisfaction and discharge the
indenture.

14
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Events of Default

An event of default with respect to debt securities of any
series is defined in the indenture as:

failure to pay principal of or any premium on any debt
security of that series when due;

failure to pay any interest on any debt security of that
series when due, continued for 30 days;

failure to deposit any sinking fund payment when due,
in respect of any debt security of that series;

failure to perform any other covenant or warranty in
the indenture continued for 60 days after written notice
to us as provided in the indenture, other than a
covenant included in the indenture solely for the
benefit of one or more series of debt securities other
than that series;

certain events of bankruptcy, insolvency,
conservatorship, receivership or reorganization;

a default under any mortgage, indenture or instrument
evidencing any indebtedness for borrowed money,
including the indenture, resulting in an aggregate
principal amount exceeding $25,000,000 becoming or
being declared due and payable prior to its maturity
date or constituting a failure to pay at maturity an
aggregate principal amount exceeding $25,000,000,
unless the acceleration has been rescinded or annulled
or the indebtedness has been discharged within 10 days
after written notice to us by the trustee or holders of at
least 25% in aggregate principal amount of the
outstanding debt securities declaring a default or we
are contesting the validity of the default in good faith
by appropriate proceedings; and

any other event of default provided with respect to the
debt securities of that series.

If an event of default with respect to the outstanding debt
securities of any series occurs and is continuing, either the
trustee or the holders of at least 25% in aggregate principal
amount of the outstanding debt securities of that series may
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declare the principal amount or, if the debt securities of that
series are discounted debt securities, the portion of the
principal amount as may be specified in the terms of that
series, of all the outstanding debt securities of that series to
be due and payable immediately. At any time after the
declaration of acceleration with respect to the debt
securities of any series has been made, but before a
judgment or decree based on acceleration has been
obtained, the holders of a majority in aggregate principal
amount of the outstanding debt securities of that series
may, under certain circumstances, rescind and annul the
acceleration.

The indenture provides that, subject to the duty of the
trustee during default to act with the required standard of
care, the trustee will be under no obligation to exercise any
of its rights or powers under the indenture at the request or
direction of any of the holders, unless the holders have
offered to the trustee reasonable security or indemnity.
Subject to providing for the indemnification of the trustee
and subject to certain limitations, the holders of a majority
in aggregate principal amount of the outstanding debt
securities of any series will have the right to direct the time,
method and place of conducting any proceeding for any
remedy available to the trustee, or exercising any trust or
power conferred on the trustee, with respect to the debt
securities of that series.

We are required to furnish to the trustee annually a
statement as to our performance of certain of our
obligations under the indenture and as to any default in our
performance.

Modification, Amendment and Waiver

Modifications and amendments of the indenture may be
made by us and the trustee without the consent of any
holders to, among other things:

evidence the succession of another corporation to our
company;

add to our covenants or surrender any right or power
conferred upon us;

establish the form or terms of debt securities;
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cure any ambiguity, correct or supplement any
provision which may be defective or inconsistent or
make any other provisions with respect to matters or
questions arising under the indenture, provided that the
action does not adversely affect the interests of the
holders of debt securities of any series in any material
respect; or

evidence and provide for a successor trustee.

Any modification or amendment of the indenture described
in the second preceding bullet point above made solely to
conform the indenture to this prospectus and the prospectus
supplement provided to investors in connection with an
offering of debt securities by us will not be deemed to
adversely affect the interests of the holders of such debt
securities in any material respect.

Modifications and amendments of the indenture may be
made by us and the trustee with the consent of the holders
of a majority in aggregate principal amount of the
outstanding debt securities of each series affected by the
modification or amendment, provided that no the
modification or amendment may, without the consent of the
holder of each outstanding debt security affected thereby:

change the stated maturity date of the principal of, or
any installment of principal of or interest, if any, on
any debt security;

reduce the principal amount of, or premium or interest,
if any, on any debt security;

reduce the amount of principal of an original issue
discount debt security payable upon acceleration of the
maturity thereof;

change the currency of payment of the principal of, or
premium or interest, if any, on any debt security;

impair the right to institute suit for the enforcement of
any payment on or with respect to any debt security;

modify the conversion provisions, if any, of any debt
security in a manner adverse to the holder of that debt
security; or
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reduce the percentage in principal amount of the
outstanding debt securities of any series, the consent of
whose holders is required for any modification or
waiver.

The holders of a majority in aggregate principal amount of
the outstanding debt securities of each series may, on
behalf of all holders of the debt securities of that series,
waive, insofar as that series is concerned, compliance by us
with certain restrictive provisions of the indenture. The
holders of a majority in aggregate principal amount of the
outstanding debt securities of each series may, on behalf of
all holders of the debt securities of that series, waive any
past default under the indenture with respect to the debt
securities of that series, except a default in the payment of
principal or premium, if any, or interest, if any, or a default
in respect of a covenant or provision which under the terms
of the indenture cannot be modified or amended without the
consent of the holder of each outstanding debt security of
the series affected.

Consolidation, Merger, Sale of Assets and Other Events
and Transactions

The indenture provides that we may, without the consent of
the holders of any outstanding debt securities, (1)
consolidate with or merge into any other corporation,
company or business trust, or (2) convey, lease or transfer
our properties and assets substantially as an entirety to
another entity, provided that:

the entity formed by such consolidation or into which
we are merged or that obtains our property or assets is
a corporation organized under the laws of the United
States or any state;

that entity agrees by means of a supplemental
indenture to assume all of our duties and obligations
under the indenture;
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after giving effect to the transaction no event of
default, and no event which, after notice or lapse of
time, would become an event of default, shall have
occurred and be continuing; and

we have delivered to the trustee an officers certificate
and legal opinion covering the above conditions.

This covenant may not be waived or modified by us or the
trustee.

With respect to the sale of assets, the meaning of the phrase

assets substantially as an entirety as used in the indenture
varies according to the facts and circumstances of the
subject transaction, has no precise, established meaning
under New York law (which governs the indenture), and is
subject to judicial interpretation. Accordingly, in certain
circumstances there may be uncertainty in ascertaining
whether a particular transaction would involve a disposition
of NHP s assets substantially as an entirety, and therefore it
may be unclear as to whether a disposition of assets comes
within the terms of this provision.

Except as noted above under Dividends, Distributions and
Acquisitions of Capital Stock, we are not restricted by the
indenture from paying dividends or from incurring,
assuming or becoming liable for any type of debt or other
obligations or from creating liens on our property for any
purpose. The indenture does not require that we maintain
any financial ratios or specified levels of net worth or
liquidity. In addition, the indenture does not contain any
provisions that would afford holders of debt securities
protection in the event of a sudden and significant decline
in our credit quality or a takeover, recapitalization or highly
leveraged or similar transaction in which we are involved
or which may be initiated or supported by us, our
management, or our management s affiliates. Accordingly,
we could in the future enter into transactions that could
increase the amount of indebtedness outstanding or
otherwise affect our capital structure or credit rating.

Global Securities

The debt securities of a series may be issued in whole or in
part in global form. The global securities will be deposited
with a depositary, or with a nominee for a depositary,

identified in the prospectus supplement. In this case, one or
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more global securities will be issued in a denomination or
aggregate denominations equal to the portion of the
aggregate principal amount of outstanding debt securities of
the series to be represented by the global security or
securities. Unless and until it is exchanged in whole or in
part for debt securities in definitive form, a global security
may not be transferred except as a whole by the depositary
for the global security to a nominee of the depositary or by
a nominee of the depositary to the depositary or another
nominee of the depositary or by the depositary or any
nominee to a successor of the depositary or a nominee of
the successor.

The specific material terms of the depositary arrangement
with respect to any portion of a series of debt securities to
be represented by a global security will be described in the
prospectus supplement. We anticipate that the following
provisions will apply to all depositary arrangements.

Upon the issuance of a global security, the depositary for
the global security will credit, on its book-entry registration
and transfer system, the respective principal amounts of the
debt securities represented by the global security to the
accounts of persons, or participants, that have accounts
with the depositary. The accounts to be credited will be
designated by any underwriters or agents participating in
the distribution of the debt securities. Ownership of
beneficial interests in a global security will be limited to
participants or persons that may hold interests through
participants. Ownership of beneficial interests in the global
security will be shown on, and the transfer of that
ownership will be effected only through, records
maintained by the depositary for the global security, with
respect to interests of participants, or by participants or
persons that hold through participants, with respect to
interests of persons other than participants. So long as the
depositary for a global security, or its nominee, is the
registered owner of the global security, the depositary or
the nominee, as the case may be, will be considered the sole
owner or holder of the debt securities represented by the
global security for all purposes under the indenture;
provided, however, that for purposes of obtaining any
consents or directions required to be given by the holders of
the debt securities, we, the trustee and our agents will treat
a person as the holder of the principal amount of debt
securities as specified in a written statement of the
depositary. Except as set forth herein or otherwise provided
in the prospectus supplement, owners of beneficial interests
in a global security will not be
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entitled to have the debt securities represented by the global
security registered in their names, will not receive physical
delivery of the debt securities in definitive form and will
not be considered the owners or holders thereof under the
indenture.

Principal, premium, if any, and interest payments on debt
securities represented by a global security registered in the
name of a depositary or its nominee will be made to the
depositary or its nominee, as the case may be, as the
registered owner of the global security. Neither we, the
trustee nor any paying agent for the debt securities will
have any responsibility or liability for any aspect of the
records relating to or payments made on account of
beneficial ownership interests in the global security or for
maintaining, supervising or reviewing any records relating
to the beneficial ownership interests.

We expect that the depositary for any debt securities
represented by a global security, upon receipt of any
payment of principal, premium, if any, or interest will
immediately credit participants accounts with payments in
amounts proportionate to their respective beneficial
interests in the principal amount of the global security as
shown on the records of the depositary. We also expect that
payments by participants will be governed by standing
instructions and customary practices, as is now the case
with the securities held for the accounts of customers
registered in street names and will be the responsibility of
the participants.

If the depositary for any debt securities represented by a
global security is at any time unwilling or unable to
continue as depositary and a successor depositary is not
appointed by us within 90 days, we will issue the debt
securities in definitive form in exchange for the global
security. In addition, we may at any time and in our sole
discretion determine not to have any of the debt securities
of a series represented by one or more global securities and,
in that event, will issue debt securities of the series in
definitive form in exchange for all of the global security or
securities representing the debt securities.

The laws of some states require that certain purchasers of
securities take physical delivery of the securities in
definitive form. These laws may impair the ability to
transfer beneficial interests in debt securities represented by
global securities.
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Sinking Funds

We may establish a sinking fund for the redemption of a
particular series of debt securities. If a sinking fund is
established, we will be required to deposit mandatory
sinking fund payments with the trustee at certain specified
times sufficient to redeem a percentage of or the whole
series of debt securities. The terms of the debt securities
may also provide for optional sinking fund payments. If we
establish a sinking fund, a holder s debt securities may be
called for redemption prior to the stated maturity date. In
addition, the average life of the whole series of debt
securities will be shorter than the stated maturity date
because of the scheduled redemptions. The prospectus
supplement with respect to that series will state the price or
prices at which, and the terms and conditions upon which,
the offered debt securities will be redeemed.

If provided for by the terms of the debt securities, we may
satisfy sinking fund payment obligations by (1) delivering
securities of such series not previously redeemed, (2)
applying as a credit securities of such series that have been
redeemed but not previously credited toward sinking fund
payment obligations or (3) applying as a credit securities
converted into equity securities or debt securities of another
series but not previously credited toward sinking fund
payment obligations. We must give the trustee at least 60
days notice of the portion of a sinking fund payment that is
to be satisfied by payment in cash and the portion that is to
be satisfied by delivering and crediting securities. If sinking
fund payments for the securities of any series are satisfied
other than through the deposit of cash with the trustee, there
can be no assurance that any of the debt securities will ever
be called for redemption through the operation of the
sinking fund.
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Governing Law

The indenture and the debt securities will be governed by
and construed in accordance with the laws of the State of
New York.

Our Relationship with the Trustee

J.P. Morgan Trust Company, the trustee under the
indenture, is a subsidiary of the lender and the
administrative agent under our revolving credit facility
under which we may borrow up to $150,000,000 through
November 2005. We may in the future enter into other
banking relationships with the trustee or the lender or their
respective affiliates.
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DESCRIPTION OF PREFERRED STOCK

The following description of the terms of the preferred
stock sets forth certain general terms and provisions of the
preferred stock to which any prospectus supplement may
relate. Certain other terms of any series of the preferred
stock offered by any prospectus supplement will be
described in the applicable prospectus supplement. The
description of certain provisions of the preferred stock set
forth below and in any prospectus supplement do not
purport to be complete and are subject to and qualified in
their entirety by reference to our amended and restated
articles of incorporation, as amended, and our board of
directors resolution or articles supplementary relating to
each series of the preferred stock which will be filed with
the SEC and incorporated by reference as an exhibit to the
registration statement of which this prospectus is a part at
or prior to the time of the issuance of the series of the
preferred stock.

General

Our authorized capital stock consists of 100,000,000 shares
of common stock, $0.10 par value per share, and 5,000,000
shares of preferred stock, $1.00 par value per share, which
includes the preferred stock offered hereby.

Under our amended and restated articles of incorporation,
our board of directors is authorized without further
stockholder action to provide for the issuance of up to
5,000,000 shares of preferred stock, in one or more series,
with the voting, dividend, conversion or liquidation rights,
designations, preferences, powers and relative participating,
optional or other special rights and qualifications,
limitations or restrictions of shares of the series as are
stated in the resolutions providing for the issuance of a
series of preferred stock, adopted, at any time or from time
to time, by our board of directors. At June 30, 2003 there
were 1,000,000 shares of 7.677% Series A Cumulative
Preferred Stock outstanding. With respect to payment of
dividends, the Series A Preferred Stock will rank senior to
our common stock and equivalent to any other shares of our
preferred stock which are not by their terms, as disclosed in
the applicable prospectus supplement, subordinated to the
Series A Preferred Stock with respect to payment of
dividends and amounts due upon liquidation, dissolution or
winding up.
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The preferred stock shall have the dividend, liquidation,
redemption and voting rights set forth below unless
otherwise provided in a prospectus supplement relating to a
particular series of the preferred stock. Reference is made
to the prospectus supplement relating to the particular
series of the preferred stock offered thereby for specific
terms, including:

the designation and stated value per share of the
preferred stock and the number of shares offered;

the amount of liquidation preference per share;

the initial public offering price at which the preferred
stock will be issued;

the dividend rate, or method of calculation, the dates
on which dividends are payable and the dates from
which dividends will commence to cumulate, if any;

any redemption or sinking fund provisions;

any conversion rights; and

any additional voting, dividend, liquidation,
redemption, sinking fund and other rights, preferences,
privileges, limitations and restrictions.

The preferred stock will, when issued, be fully paid and
nonassessable and will have no preemptive rights. Unless
otherwise stated in a prospectus supplement relating to a
particular series of the preferred stock, each series of the
preferred stock will rank on a parity as to dividends and
distributions of assets with each other series of the
preferred stock. The rights of the holders of each series of
the preferred stock will be subordinate to those of our
general creditors.
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Certain Provisions of our Amended and Restated
Articles of Incorporation

See Description of Common Stock Redemption and
Business Combination Provisions for a description of
certain provisions of our amended and restated articles of
incorporation, including provisions relating to redemption
rights and provisions which may have certain anti-takeover
effects.

Dividend Rights

Holders of the preferred stock of each series will be entitled
to receive, when, as and if declared by our board of
directors, out of funds legally available therefor, cash
dividends on the dates and at the rates as are set forth in, or
as are determined by the method described in, the
prospectus supplement relating to the series of the preferred
stock. The rate may be fixed or variable or both. Each
dividend will be payable to the holders of record as they
appear on the our stock books on the record dates, fixed by
our board of directors, as specified in the prospectus
supplement relating to the series of preferred stock.

The dividends may be cumulative or noncumulative, as
provided in the prospectus supplement relating to the series
of preferred stock. If our board of directors fails to declare
a dividend payable on a dividend payment date on any
series of preferred stock for which dividends are
noncumulative, then the right to receive a dividend in
respect of the dividend period ending on the dividend
payment date will be lost, and we will have no obligation to
pay the dividend accrued for the period, whether or not
dividends on the series are declared payable on any future
dividend payment dates. Dividends on the shares of each
series of preferred stock for which dividends are
cumulative will accrue from the date on which we initially
issue shares of the series.

So long as the shares of any series of the preferred stock are
outstanding, we may not, other than as we determine is
necessary to maintain our status as a REIT, declare any
dividends on any shares of common stock or any other
stock ranking as to dividends or distributions of assets
junior to the series of preferred stock, or make any payment
on account of, or set apart money for, the purchase,
redemption or other retirement of, or for a sinking or other
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analogous fund for, any shares of junior stock or make any
distribution in respect thereof, whether in cash or property
or in obligations or stock, other than junior stock which is
neither convertible into, nor exchangeable or exercisable
for, any securities other than junior stock, unless:

full dividends, including if the preferred stock is
cumulative, dividends for prior dividend periods, have
been paid or declared and set apart for payment on all
outstanding shares of the preferred stock of the series
and all other classes and series of preferred stock, other
than junior stock; and

we are not in default or in arrears with respect to the
mandatory or optional redemption or mandatory
repurchase or other mandatory retirement of, or with
respect to any sinking or other analogous fund for, any
shares of preferred stock of the series or any shares of
any other preferred stock of any class or series, other
than junior stock.

Liquidation Preference

In the event of any liquidation, dissolution or winding up of
us, voluntary or involuntary, the holders of each series of
the preferred stock will be entitled to receive out of our
assets available for distribution to stockholders, before any
distribution of assets is made to the holders of common
stock or any other shares of stock ranking junior as to the
distribution to the series of preferred stock, the amount set
forth in the prospectus supplement relating to the series of
the preferred stock. If, upon any voluntary or involuntary
liquidation, dissolution or winding up of us, the amounts
payable with respect to the preferred stock of any series and
any other shares of preferred stock, including any other
series of the preferred stock, ranking as to the distribution
on a parity with the series of the preferred stock are not
paid in full, the holders of the preferred stock of the series
and of the other shares of our preferred stock will share
ratably in any distribution of our assets in proportion to the
full respective preferential amounts to which they are
entitled. After payment to the holders of the preferred stock
of each series of the full preferential amounts of the
liquidating distribution to which they are entitled, the
holders of each series of the preferred stock will be entitled
to no further participation in any distribution of our assets.
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Redemption

A series of the preferred stock may be redeemable, in
whole or from time to time in part, at our option, and may
be subject to mandatory redemption pursuant to a sinking
fund or otherwise, in each case upon terms, at the times and
at the redemption prices set forth in the prospectus
supplement relating to the series. Shares of the preferred
stock redeemed by us will be restored to the status of
authorized but unissued shares of preferred stock.

In the event that fewer than all of the outstanding shares of
a series of the preferred stock are to be redeemed, whether
by mandatory or optional redemption, the number of shares
to be redeemed will be determined by lot or pro rata,
subject to rounding to avoid fractional shares, as may be
determined by us or by any other method as may be
determined by us in our sole discretion to be equitable.
Unless default shall be made by us in providing for the
payment of the redemption price plus accumulated and
unpaid dividends, if any, from and after the redemption
date, dividends shall cease to accumulate on the shares of
the preferred stock called for redemption and all rights of
the holders thereof, except the right to receive the
redemption price plus accumulated and unpaid dividends, if
any, shall cease.

So long as any dividends on shares of any series of the
preferred stock or any other series of preferred stock
ranking on a parity as to dividends and distribution of
assets with the series of the preferred stock are in arrears,
no shares of any series of the preferred stock or other series
of preferred stock will be redeemed, whether by mandatory
or optional redemption, unless all of the shares of each
series of preferred stock are simultaneously redeemed, and
we will not purchase or otherwise acquire any shares;
provided, however, that the foregoing will not prevent the
purchase or acquisition of the shares pursuant to a purchase
or exchange offer made on the same terms to holders of all
shares outstanding of each series of preferred stock.

Conversion Rights

The terms, if any, on which shares of preferred stock of any
series may be exchanged for or converted, mandatorily or
otherwise, into shares of common stock or another series of
preferred stock will be set forth in the prospectus
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supplement relating thereto. See Description of Common
Stock.

Voting Rights

Except as indicated below or in a prospectus supplement
relating to a particular series of the preferred stock, or
except as required by applicable law, the holders of the
preferred stock will not be entitled to vote for any purpose.

Subject to the prior rights of any series of preferred stock
outstanding from time to time, so long as any shares of the
preferred stock of a series remain outstanding, the consent
or the affirmative vote of the holders of at least 66 %/3% of
the votes entitled to be cast with respect to the then
outstanding shares of the series of the preferred stock
together with any other series of preferred stock ranking on
a parity with the series of preferred stock then outstanding,
voting as one class, either expressed in writing or at a
meeting called for that purpose, will be necessary:

to permit, effect or validate the authorization, or any
increase in the authorized amount, of any class or
series of shares of preferred stock ranking prior to the
preferred stock of the series as to dividends, voting or
upon distribution of assets; and

to repeal, amend or otherwise change any of the
provisions applicable to the preferred stock of the
series in any manner which adversely affects the
powers, preferences, voting power or other rights or
privileges qualifications, limitations and other
characteristics of the series of the preferred stock.

In case any series of the preferred stock would be so
affected by any action referred to in the second clause
above in a different manner than one or more series of the
other series of preferred stock ranking on a parity with the
series of preferred stock then outstanding, the holders of
shares of the preferred stock of the series, together
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with any other series of preferred stock ranking on a parity
with the series of preferred stock then outstanding which
will be similarly affected, will be entitled to vote as a class,
and we will not take the action without the consent or
affirmative vote, as above provided, of at least 66 %/3% of
the total number of votes entitled to be cast with respect to
each series of the preferred stock and the other series of
preferred stock ranking on a parity with the series of
preferred stock then outstanding similarly affected, then
outstanding, in lieu of the consent or affirmative vote
described above otherwise required.

With respect to any matter as to which the preferred stock
of any series is entitled to vote, holders of the preferred
stock of the series and any other series of preferred stock
ranking on a parity with the series of the preferred stock as
to dividends and distributions of assets and which by its
terms provides for similar voting rights will be entitled to
cast the number of votes set forth in the prospectus
supplement with respect to that series of preferred stock. As
a result of the provisions described in the preceding
paragraph requiring the holders of shares of a series of the
preferred stock to vote together as a class with the holders
of shares of one or more other series of preferred stock
ranking on a parity with the series of preferred stock then
outstanding, it is possible that the holders of the shares of
other preferred stock could approve action that would
adversely affect the series of preferred stock, including the
creation of a class of capital stock ranking prior to the
series of preferred stock as to dividends, voting or
distributions of assets.

Transfer Agent and Registrar

Unless otherwise indicated in a prospectus supplement
relating thereto, The Bank of New York will be the transfer
agent, dividend and redemption price disbursement agent
and registrar for shares of each series of the preferred stock.
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DESCRIPTION OF COMMON STOCK

Common Stock

All shares of common stock:

participate equally in dividends payable to
stockholders of common stock when and as declared
by our board of directors and in net assets available for
distribution to stockholders of common stock on
liquidation or dissolution;

have one vote per share on all matters submitted to a
vote of the stockholders; and

do not have cumulative voting rights in the election of
directors.

All issued and outstanding shares of common stock are, and
the common stock offered hereby will be upon issuance,
validly issued, fully paid and nonassessable. Holders of the
common stock do not have preference, conversion,
exchange or preemptive rights. The common stock is listed
on the New York Stock Exchange (NYSE Symbol: NHP).

Redemption and Business Combination Provisions

If our board of directors is, at any time and in good faith, of
the opinion that direct or indirect ownership of at least
9.9% or more of the voting shares of stock has or may
become concentrated in the hands of one beneficial owner,
our board of directors has the power:

by lot or other means deemed equitable by it to call for
the purchase from any stockholder a number of voting
shares sufficient, in the opinion of our board of
directors, to maintain or bring the direct or indirect
ownership of voting shares of stock of the beneficial
owner to a level of no more than 9.9% of the
outstanding voting shares of our stock; and
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to refuse to transfer or issue voting shares of stock to
any person whose acquisition of those voting shares
would, in the opinion of our board of directors, result
in the direct or indirect ownership by that person of
more than 9.9% of the outstanding voting shares of our
stock.

Further, any transfer of shares, options, warrants or other
securities convertible into voting shares that would create a
beneficial owner of more than 9.9% of the outstanding
shares of our stock shall be deemed void ab initio and the
intended transferee shall be deemed never to have had an
interest therein. The purchase price for any voting shares of
stock so redeemed shall be equal to the fair market value of
the shares reflected in the closing sales price for the shares,
if then listed on a national securities exchange, or the
average of the closing sales prices for the shares if then
listed on more than one national securities exchange, or if
the shares are not then listed on a national securities
exchange, the latest bid quotation for the shares if then
traded over-the-counter, on the last business day
immediately preceding the day on which notices of the
acquisitions are sent, or, if none of these closing sales
prices or quotations are available, then the purchase price
will be equal to the net asset value of the stock as
determined by our board of directors in accordance with the
provisions of applicable law. From and after the date fixed
for purchase by our board of directors, the holder of any
shares so called for purchase shall cease to be entitled to
distributions, voting rights and other benefits with respect
to those shares, except the right to payment of the purchase
price for the shares.

Our amended and restated articles of incorporation require
that, except in certain circumstances, business

combinations between us and a beneficial holder of 10% or
more of our outstanding voting stock, a related person , be
approved by the affirmative vote of at least 90% of our
outstanding voting stock or, in advance and unanimously,
by our board of directors. A business combination is
defined in our amended and restated articles of
incorporation as:

any merger or consolidation with or into a related
person;
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any sale, lease, exchange, transfer or other disposition,
including without limitation a mortgage or any other
security device, of all or any substantial part of our
assets, including without limitation any voting
securities of a subsidiary, to a related person;

any merger or consolidation of a related person with or
into us;

any sale, lease, exchange, transfer or other disposition
of all or any substantial part of the assets of a related
person to us;

the issuance of any of our securities to a related
person, other than by way of pro rata distribution to all
stockholders; and

any agreement, contract or other arrangement
providing for any of the above.

Pursuant to our amended and restated articles of
incorporation, our board of directors is classified into three
classes. Each class of directors serves for a term of three
years, with one class being elected each year. As of the date
of this prospectus, there are 7 directors, divided into three
classes consisting of 3, 2 and 2 directors.

The foregoing provisions of our amended and restated
articles of incorporation and certain other matters may not
be amended without the affirmative vote of at least 90% of
our outstanding voting stock.

The foregoing provisions may have the effect of
discouraging unilateral tender offers or other takeover
proposals which certain stockholders might deem in their
interests or in which they might receive a substantial
premium. Our board of directors authority to issue and
establish the terms of currently authorized preferred stock,
without stockholder approval, may also have the effect of
discouraging takeover attempts. See Description of
Preferred Stock. The provisions could also have the effect
of insulating current management against the possibility of
removal and could, by possibly reducing temporary
fluctuations in market price caused by accumulations of
shares, deprive stockholders of opportunities to sell at a
temporarily higher market price. However, our board of
directors believes that inclusion of the business
combination provisions in our amended and restated
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articles of incorporation may help assure fair treatment of
stockholders and preserve our assets.

The foregoing summary of certain provisions of our
amended and restated articles of incorporation does not
purport to be complete or to give effect to provisions of
statutory or common law. The foregoing summary is
subject to, and qualified in its entirety by reference to, the
provisions of applicable law and our amended and restated
articles of incorporation, a copy of which is incorporated by
reference as an exhibit to the registration statement of
which this prospectus is a part.

Transfer Agent and Registrar

Unless otherwise indicated in a prospectus supplement
relating thereto, The Bank of New York is the transfer
agent and registrar of the common stock.

25

Table of Contents 123



Table of Contents

Edgar Filing: FIVE STAR QUALITY CARE INC - Form 10-Q

Table of Conten

DESCRIPTION OF SECURITIES WARRANTS

We may issue securities warrants for the purchase of debt
securities, preferred stock or common stock. Securities
warrants may be issued independently or together with debt
securities, preferred stock or common stock offered by any
prospectus supplement and may be attached to or separate
from the debt securities, preferred stock or common stock.
Each series of securities warrants will be issued under a
separate warrant agreement to be entered into between us
and a bank or trust company, as securities warrant agent, all
as set forth in the prospectus supplement relating to the
particular issue of offered securities warrants. The
securities warrant agent will act solely as our agent in
connection with the securities warrant certificates relating
to the securities warrants and will not assume any
obligation or relationship of agency or trust for or with any
holders of securities warrant certificates or beneficial
owners of securities warrants. The following summaries of
certain provisions of the securities warrant agreement and
securities warrants do not purport to be complete and are
subject to, and are qualified in their entirety by reference to,
all the provisions of the securities warrant agreement and
the securities warrant certificates relating to each series of
securities warrants which will be filed with the SEC and
incorporated by reference as an exhibit to the registration
statement of which this prospectus is a part at or prior to the
time of the issuance of the series of securities warrants.

If securities warrants are offered, the applicable prospectus
supplement will describe the terms of the securities
warrants, including, in the case of securities warrants for
the purchase of debt securities, the following where
applicable:

the offering price;

the denominations and terms of the series of debt
securities purchasable upon exercise of the securities
warrants;

the designation and terms of any series of debt
securities or preferred stock with which the securities
warrants are being offered and the number of the
securities warrants being offered with each debt
security or preferred stock;
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the date, if any, on and after which the securities
warrants and the related series of debt securities or
preferred stock will be transferable separately;

the principal amount of the series of debt securities
purchasable upon exercise of each securities warrant
and the price at which the principal amount of debt
securities of the series may be purchased upon
exercise;

the date on which the right to exercise the securities
warrants shall commence and the date on which the
right shall expire;

whether the securities warrants will be issued in
registered or bearer form;

any special United States Federal income tax
consequences;

the terms, if any, on which we may accelerate the date
by which the securities warrants must be exercised;
and

any other terms of the securities warrants.

In the case of securities warrants for the purchase of
preferred stock or common stock, the applicable prospectus
supplement will describe the terms of the securities
warrants, including the following where applicable:

the offering price;

the aggregate number of shares purchasable upon
exercise of the securities warrants, the exercise price,
and in the case of securities warrants for preferred
stock, the designation, aggregate number and terms of
the series of preferred stock purchasable upon exercise
of the securities warrants;
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the designation and terms of the series of debt
securities or preferred stock with which the securities
warrants are being offered and the number of the
securities warrants being offered with each debt
security or preferred stock;

the date, if any, on and after which the securities
warrants and the related series of debt securities,
preferred stock or common stock will be transferable
separately;

the date on which the right to exercise the securities
warrants shall commence and the expiration date;

any special United States Federal income tax
consequences; and

any other terms of the securities warrants.

Securities warrant certificates may be exchanged for new
securities warrant certificates of different denominations,
may, if in registered form, be presented for registration of
transfer, and may be exercised at the corporate trust office
of the securities warrant agent or any other office indicated
in the applicable prospectus supplement. Prior to the
exercise of any securities warrant to purchase debt
securities, holders of the securities warrants will not have
any of the rights of holders of the debt securities
purchasable upon the exercise, including the right to
receive payments of principal of, premium, if any, or
interest, if any, on the debt securities or to enforce
covenants in the applicable indenture. Prior to the exercise
of any securities warrants to purchase preferred stock or
common stock, holders of the securities warrants will not
have any rights of holders of preferred stock or common
stock, including the right to receive payments of dividends,
if any, on the preferred stock or common stock, or to
exercise any applicable right to vote.

Certain Risk Considerations

Any securities warrants we issue will involve a certain
degree of risk, including risks arising from fluctuations in
the price of the underlying securities and general risks
applicable to the stock market or markets on which the
underlying securities are traded.
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Prospective purchasers of the securities warrants should
recognize that the securities warrants may expire worthless
and, thus, purchasers should be prepared to sustain a total
loss of the purchase price of their securities warrants. This
risk reflects the nature of a securities warrant as an asset
which, other factors held constant, tends to decline in value
over time and which may, depending on the price of the
underlying securities, become worthless when it expires.
The trading price of a securities warrant at any time is
expected to increase if the price, or, if applicable, dividend
rate on the underlying securities, increases. Conversely, the
trading price of a securities warrant is expected to decrease
as the time remaining to expiration of the securities warrant
decreases and as the price or, if applicable, dividend rate on
the underlying securities, decreases. Assuming all other
factors are held constant, the more the exercise price
exceeds the price of the underlying securities and the
shorter its remaining term to expiration, the greater the risk
that a purchaser of the securities warrant will lose all or part
of his or her investment. If the price of the underlying
securities does not rise before the securities warrant expires
to an extent sufficient to cover a purchaser s cost of the
securities warrant, the purchaser will lose all or part of his
or her investment in the securities warrant upon expiration.

In addition, prospective purchasers of the securities
warrants should be experienced with respect to options and
option transactions and understand the risks associated with
options and should reach an investment decision only after
careful consideration, with their financial advisers, of the
suitability of the securities warrants in light of their
particular financial circumstances and the information
discussed herein and, if applicable, the prospectus
supplement. Before purchasing, exercising or selling any
securities warrants, prospective purchasers and holders of
securities warrants should carefully consider, among other
things:

the trading price of the securities warrants;

the price of the underlying securities at that time;

the time remaining to expiration; and

any related transaction costs.
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Some of the factors referred to above are in turn influenced
by various political, economic and other factors that can
affect the trading price of the underlying securities and
should be carefully considered prior to making any
investment decisions.

Purchasers of the securities warrants should further
consider that the initial offering price of the securities
warrants may be in excess of the price that a purchaser of
options might pay for a comparable option in a private, less
liquid transaction. In addition, it is not possible to predict
the price at which the securities warrants will trade in the
secondary market or whether any market will be liquid. We
may, but we are not obligated to, file an application to list
any securities warrants issued on a United States national
securities exchange. To the extent that any securities
warrants are exercised, the number of securities warrants
outstanding will decrease, which may result in a decrease in
the liquidity of the securities warrants. Finally, the
securities warrants will constitute direct, unconditional and
unsecured obligations and will be subject to any changes in
our perceived creditworthiness.

Exercise of Securities Warrants

Each securities warrant will entitle the holder thereof to
purchase the principal amount of debt securities or number
of shares of preferred stock or common stock, as the case
may be, at an exercise price as shall in each case be set
forth in, or calculable from, the prospectus supplement
relating to the offered securities warrants. After the close of
business on the expiration date, or on a later date to which
we may extend the expiration date, unexercised securities
warrants will become void.

Securities warrants may be exercised by delivering to the
securities warrant agent payment as provided in the
applicable prospectus supplement of the amount required to
purchase the debt securities, preferred stock or common
stock, as the case may be, purchasable upon the exercise
together with certain information set forth on the reverse
side of the securities warrant certificate. Securities warrants
will be deemed to have been exercised upon receipt of
payment of the exercise price, subject to the receipt within
five (5) business days, of the securities warrant certificate
evidencing the securities warrants. Upon receipt of
payment and the securities warrant certificate properly
completed and duly executed at the corporate trust office of
the securities warrant agent or any other office indicated in
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the applicable prospectus supplement, we will, as soon as
practicable, issue and deliver the debt securities, preferred
stock or common stock, as the case may be, purchasable
upon exercise. If fewer than all of the securities warrants
represented by the securities warrant certificate are
exercised, a new securities warrant certificate will be issued
for the remaining amount of securities warrants.

Amendments and Supplements to Securities Warrant
Agreement

The securities warrant agreements may be amended or
supplemented without the consent of the holders of the
securities warrants issued thereunder to effect changes that
are not inconsistent with the provisions of the securities
warrants and that do not adversely affect the interests of the
holders of the securities warrants.

Common Stock Warrant Adjustments

Unless otherwise indicated in the applicable prospectus
supplement, the exercise price of, and the number of shares
of common stock covered by, a common stock warrant are
subject to adjustment in certain events, including:

payment of a dividend on the common stock payable
in capital stock and stock splits, combinations or
reclassifications of the common stock;

issuance to all holders of common stock of rights or
warrants to subscribe for or purchase shares of
common stock at less than their current market price;
and

certain distributions of evidences of indebtedness or
assets, including securities but excluding cash
dividends or distributions paid out of consolidated
earnings or retained earnings or dividends payable in
common stock, or of subscription rights and warrants,
excluding those referred to above.
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No adjustment in the exercise price of, and the number of
shares of common stock covered by, a common stock
warrant will be made for regular quarterly or other periodic
or recurring cash dividends or distributions or for cash
dividends or distributions to the extent paid from
consolidated earnings or retained earnings. No adjustment
will be required unless the adjustment would require a
change of at least 1% in the exercise price then in effect.
Except as stated above, the exercise price of, and the
number of shares of common stock covered by, a common
stock warrant will not be adjusted for the issuance of
common stock or any securities convertible into or
exchangeable for common stock, or carrying the right or
option to purchase or otherwise acquire the foregoing, in
exchange for cash, other property or services.

Any holder of a common stock warrant will be entitled, on
or after the occurrence of any of the following events, to
receive on exercise of the common stock warrant the kind
and amount of shares of stock or other securities, cash or
other property, or any combination thereof, that the holder
would have received had the holder exercised the common
stock warrant immediately prior to the occurrence of any of
the following events:

consolidation or merger of our company with or into
any entity, other than a consolidation or a merger that
does not result in any reclassification, conversion,
exchange or cancellation of outstanding shares of our
common stock;

sale, transfer, lease or conveyance of all or
substantially all of our assets; or

reclassification, capital reorganization or change of our
common stock, other than solely a change in par value
or from par value to no par value.

If the consideration to be received upon exercise of the
common stock warrant following any of these events
consists of common stock of the surviving entity, then from
and after the occurrence of the event, the exercise price of
the common stock warrant will be subject to the same
anti-dilution and other adjustments described in the
preceding paragraphs, applied as if the shares of common
stock of the surviving entity were shares of our common
stock.
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PLAN OF DISTRIBUTION

We may sell the securities to one or more underwriters for
public offering and sale by them or may sell the securities
to investors directly or through agents. Any underwriter or
agent involved in the offer and sale of securities will be
named in the applicable prospectus supplement. We reserve
the right to sell securities directly to investors on our own
behalf in those jurisdictions where and in a manner as we
are authorized to do so.

Underwriters may offer and sell securities at a fixed price
or prices, which may be changed, at market prices
prevailing at the time of sale, at prices related to the
prevailing market prices or at negotiated prices. We also
may offer and sell securities in exchange for one or more of
our outstanding issues of the securities or other securities.
We also may, from time to time, authorize dealers, acting
as our agents, to offer and sell securities upon the terms and
conditions as are set forth in the applicable prospectus
supplement. In connection with the sale of securities,
underwriters may receive compensation from us in the form
of underwriting discounts or commissions and may also
receive commissions from purchasers of the securities for
whom they may act as agent. Underwriters may sell
securities to or through dealers, and the dealers may receive
compensation in the form of discounts, concessions or
commissions from the underwriters and/or commissions
from the purchasers for whom they may act as agent.

Any underwriting compensation we pay to underwriters or
agents in connection with the offering of securities, and any
discounts, concessions or commissions allowed by
underwriters to participating dealers, will be set forth in the
applicable prospectus supplement. Dealers and agents
participating in the distribution of securities may be
deemed to be underwriters, and any discounts and
commissions received by them and any profit realized by
them on resale of the securities may be deemed to be
underwriting discounts and commissions. Underwriters,
dealers and agents may be entitled, under agreements we
enter into, to indemnification against and contribution
toward certain civil liabilities.

The net proceeds we receive from the sale of the securities
will be the purchase price of the securities less any
discounts or commissions and the other attributable
expenses of issuance and distribution.
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LEGAL MATTERS

The validity of the securities offered hereby will be passed
upon for us by O Melveny & Myers LLP. In addition,

O Melveny & Myers LLP has passed upon certain federal
income tax matters. Unless otherwise specified in an
applicable prospectus supplement, Sidley Austin Brown &
Wood LLP will act as counsel for the underwriters or
agents, if any. Paul C. Pringle, a partner at Sidley Austin
Brown & Wood LLP, owns 42,454 shares of our common
stock.

EXPERTS

Ernst & Young LLP, independent auditors, have audited

our consolidated financial statements and schedule included
in our Annual report on Form 10-K/A for the year ended
December 31, 2002, as set forth in their report, which is
incorporated by reference in this prospectus and elsewhere

in the registration statement. Our financial statements and
schedule are incorporated by reference in reliance on Ernst
& Young LLP s report, given on their authority as experts in
accounting and auditing.
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ADDITIONAL INFORMATION

We file annual, quarterly and current reports, proxy
statements and other information with the SEC. You may
read and copy any document we file with the SEC at its
public reference room at 450 Fifth Street, N.W.,
Washington, D.C. 20549. You may also obtain copies of
this information by mail from the public reference section
of the SEC, 450 Fifth Street, N.W., Room 1024,
Washington, D.C. 20549, at prescribed rates. Please call the
SEC at 1-800-SEC-0330 for further information on the
operation of the public reference room. Our SEC filings are
also available to the public at the web site maintained by
the SEC at http://www.sec.gov, as well as on our website at
http://www.nhp-reit.com. You may inspect information that
we file with The New York Stock Exchange at the offices
of The New York Stock Exchange at 20 Broad Street, New
York, New York 10005. Information on our website is not
incorporated by reference herein and our web address is
included as an inactive textual reference only.

The SEC allows us to incorporate by reference the
information we file with the SEC, which means that we can
disclose important information to you by referring to the
other information we have filed with the SEC. The
information that we incorporate by reference is considered
a part of this prospectus. We incorporate by reference the
following documents (File No. 1-9028) we filed with the
SEC pursuant to Section 13(a) of the Securities Exchange
Act of 1934, as amended, other than information in these
documents that is not deemed to be filed with the SEC:

our Annual Report on Form 10-K for the year ended
December 31, 2002, filed on March 11, 2003, as
amended on Form 10-K/A, filed on October 14, 2003;

our Current Report on Form 8-K filed on April 30,
2003;

our Current Report on Form 8-K filed on May 1, 2003;

our Quarterly Report on Form 10-Q for the first
quarter ended March 31, 2003, filed on May 13, 2003,
as amended on Form 10-Q/A filed on October 14,
2003;
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our Current Report on Form 8-K filed on June 10,
2003;

our Quarterly Report on Form 10-Q for the second
quarter ended June 30, 2003, filed on August 4, 2003;
and

the description of our common stock contained in our
registration statement on Form 10 filed on November
18, 1985, including the amendments thereto filed on
December 4, 1985 and December 6, 1985, and any
other amendment or report filed for the purpose of
updating such description.

All documents we file later with the SEC pursuant to
Sections 13(a), 13(c), 14 or 15(d) of the Securities
Exchange Act of 1934, as amended, subsequent to the date
of this prospectus and prior to the termination of the
offering of the securities shall be deemed to be incorporated
by reference herein and to be a part hereof from the date of
filing the documents, other than information in the
documents that is not deemed to be filed with the SEC. A
statement contained herein, in a prospectus supplement or
in a document incorporated or deemed to be incorporated
by reference herein, shall be deemed to be modified or
superseded for purposes of this prospectus to the extent that
a statement contained in a prospectus supplement or in any
subsequently filed document which is incorporated by
reference herein, modifies or supersedes the statement. Any
statements so modified or superseded shall not be deemed,
except as so modified or superseded, to constitute a part of
this prospectus.

We will provide without charge to each person to whom
this prospectus is delivered, on the request of any person, a
copy of any or all the documents incorporated herein by
reference, other than exhibits to the documents, unless the
exhibits are specifically incorporated by reference into the
documents that this prospectus incorporates. Requests for
copies in writing or by telephone should be directed to:

Nationwide Health Properties, Inc.
610 Newport Center Drive, Suite 1150
Newport Beach, California 92660
Attention: Mark L. Desmond

(949) 718-4400
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