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Item 1 - Business
Overview; Recent Events

Omega Healthcare Investors, Inc. (“Omega” or the “Company”) was incorporated in the State of Maryland on March 31,
1992. We are a self-administered real estate investment trust (“REIT”), investing in income-producing healthcare
facilities, principally long-term care facilities located throughout the United States. We provide lease or mortgage
financing to qualified operators of skilled nursing facilities (“SNFs”) and, to a lesser extent, assisted living facilities
(“ALFs”), independent living facilities (“ILFs”) and rehabilitation and acute care facilities. We have historically financed
investments through borrowings under our revolving credit facilities, private placements or public offerings of debt or
equity securities, the assumption of secured indebtedness, or a combination of these methods.

On November 17, 2009, we entered into a purchase agreement with CapitalSource Inc. (“CapitalSource”), pursuant to
which we agreed to purchase certain CapitalSource subsidiaries owning 80 long-term care facilities and an option to
purchase certain other CapitalSource subsidiaries owning an additional 63 long-term care facilities. Our acquisition of
the CapitalSource subsidiaries pursuant to the terms of the purchase agreement was conducted in three separate
closings: (i) on December 22, 2009, we acquired CapitalSource subsidiaries owning 40 long-term care facilities and
an option to acquire an additional 63 facilities for an aggregate purchase price of approximately $296 million; (ii) on
June 9, 2010, we acquired CapitalSource subsidiaries owning 63 long-term care facilities for an aggregate purchase
price of approximately $293 million; and (iii) on June 29, 2010, we acquired CapitalSource subsidiaries owning 40
long-term care facilities for an aggregate purchase price of approximately $271 million.

As of December 31, 2010, our portfolio of investments consisted of 400 healthcare facilities located in 35 states and
operated by 50 third-party operators. We use the term “operator” to refer to our tenants and mortgagees and their
affiliates who manage and/or operate our properties. This portfolio was made up of:

. 371 SNFs, 10 ALFs and five specialty facilities;
. fixed rate mortgages on 13 long-term healthcare facilities; and
. one closed SNF held-for-sale.

As of December 31, 2010, our gross investments in these facilities, net of impairments and before reserve for
uncollectible loans, totaled approximately $2.5 billion. In addition, we held miscellaneous investments of
approximately $28.7 million at December 31, 2010, consisting primarily of secured loans to third-party operators of
our facilities.

Our filings with the Securities and Exchange Commission (“SEC”), including our annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to those reports are accessible free of charge on
our website at www.omegahealthcare.com.
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Summary of Financial Information

The following table summarizes our revenues by asset category for 2010, 2009 and 2008. (See Item 7 — Management’s
Discussion and Analysis of Financial Condition and Results of Operations, Note 3 — Properties and Note 5 — Mortgage
Notes Receivable).

Revenues by Asset Category
(in thousands)

Year Ended December 31,

2010 2009 2008
Core assets:
Lease rental income $232,772 $164,468 $155,765
Mortgage interest income 10,391 11,601 9,562
Total core asset revenues 243,163 176,069 165,327
Other asset revenue 3,936 2,502 2,031
Miscellaneous income 3,886 437 2,234
Total revenue before owned and operated assets 250,985 179,008 169,592
Owned and operated asset revenue 7,336 18,430 24,170
Total revenue $258,321 $197,438 $193,762

The following table summarizes our real estate assets by asset category as of December 31, 2010 and 2009.

Assets by Category
(in thousands)

As of December 31,

2010 2009
Core assets:
Leased assets $2,366,856 $1,669,843
Mortgaged assets 108,557 100,223
Total core assets 2,475,413 1,770,066
Other assets 28,735 32,800
Total real estate assets before held for sale assets 2,504,148 1,802,866
Held for sale assets 670 877
Total real estate assets $2,504,818 $1,803,743

Description of the Business

Investment Strategy. We maintain a portfolio of long-term healthcare facilities and mortgages on healthcare facilities
located throughout the United States. Our investments are generally geographically diverse and operated by a diverse
group of established, creditworthy, middle-market healthcare operators that meet our standards for quality and
experience of management. Our criteria for evaluating potential investments includes but is not limited to:

. the quality and experience of management and the creditworthiness of the operator of the facility;
the facility's historical and forecasted cash flow and its ability to meet operational needs, capital expenditure
requirements and lease or debt service obligations;

. the construction quality, condition and design of the facility;
. the location of the facility;
. the tax, growth, regulatory and reimbursement environment of the applicable jurisdiction;



Edgar Filing: OMEGA HEALTHCARE INVESTORS INC - Form 10-K

the occupancy rate for the facility and demand for similar healthcare facilities in the same or nearby communities;
and

. the payor mix of private, Medicare and Medicaid patients at the facility.

We seek to obtain (i) contractual rent escalations under long-term, non-cancelable, "triple-net" leases and (ii)
fixed-rate mortgage loans. We typically obtain substantial liquidity deposits, covenants regarding minimum working
capital and net worth, liens on accounts receivable and other operating assets, and various provisions for cross-default,
cross-collateralization and corporate/personal guarantees, when appropriate.

-




Edgar Filing: OMEGA HEALTHCARE INVESTORS INC - Form 10-K

Table of Contents

We prefer to invest in equity ownership of properties. Due to regulatory, tax or other considerations, we may pursue
alternative investment structures. The following summarizes our primary investment structures. The average
annualized yields described below reflect existing contractual arrangements. However, due to the nature of the
long-term care industry, we cannot assure you that the operators of our facilities will meet their payment obligations in
full or when due. Therefore, the annualized yields as of January 1, 2011, set forth below, are not necessarily
indicative of future yields, which may be lower.

Purchase/Leaseback. In a purchase/leaseback transaction, we purchase a property from an operator and lease it back
to the operator over a term typically ranging from 5 to 15 years, plus renewal options. Our leases generally provide
for minimum annual rentals that are subject to annual formula increases based on factors such as increases in the
Consumer Price Index (“CPI”). At January 1, 2011, our average annualized yield from leases was approximately
10.7%.

Fixed-Rate Mortgage. Our mortgages typically have a fixed interest rate for the mortgage term and are secured by
first mortgage liens on the underlying real estate and personal property of the mortgagor. At January 1, 2011, our
average annualized yield on these investments was approximately 11.9%.

The table set forth in “Item 2 — Properties” contains information regarding our properties and investments as of December
31, 2010.

Borrowing Policies. We have historically sought to maintain an annualized total debt-to-EBITDA ratio in the range of
4 to 5 times. We periodically review and modify this policy in light of prevailing market conditions. We generally
attempt to match the maturity of our indebtedness with the maturity of our investment assets and employ long-term,
fixed-rate debt to the extent practicable in view of market conditions in existence from time to time.

We may use the proceeds of new indebtedness to finance our investments in additional healthcare facilities. In
addition, we may invest in properties subject to existing loans, secured by mortgages, deeds of trust or similar liens on
properties.

Policies With Respect To Certain Activities. With respect to our capital requirements, we typically rely on equity
offerings, debt financing and retention of cash flow (subject to provisions in the Internal Revenue Code concerning
taxability of undistributed REIT taxable income), or a combination of these methods. Our financing alternatives

include bank borrowings, publicly or privately placed debt instruments, purchase money obligations to the sellers of
assets, or securitizations, any of which may be issued as secured or unsecured indebtedness.

We have the authority to issue our common stock or other equity or debt securities in exchange for property and to
repurchase or otherwise reacquire our securities.

Subject to the percentage of ownership limitations and gross income and asset tests necessary for REIT qualification,
we may invest in securities of other REITs, other entities engaged in real estate activities or securities of other issuers,
including for the purpose of exercising control over such entities.

We may engage in the purchase and sale of investments. We do not underwrite the securities of other issuers.

Our officers and directors may change any of these policies without a vote of our stockholders.

In the opinion of our management, our properties are adequately covered by insurance.

Competition. The healthcare industry is highly competitive and will likely become more competitive in the
future. We face competition from other REITs, investment companies, private equity and hedge fund investors,

8
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healthcare operators, lenders, developers and other institutional investors, some of whom have greater resources and
lower costs of capital than us. Our operators compete on a local and regional basis with operators of facilities that
provide comparable services. The basis of competition for our operators includes the quality of care provided,
reputation, the physical appearance of a facility, price, the range of services offered, family preference, alternatives for
healthcare delivery, the supply of competing properties, physicians, staff, referral sources, location and the size and
demographics of the population and surrounding areas.

Increased competition makes it more challenging for us to identify and successfully capitalize on opportunities that
meet our objectives. Our ability to compete is also impacted by national and local economic trends, availability of
investment alternatives, availability and cost of capital, construction and renovation costs, existing laws and
regulations, new legislation and population trends. For additional information on the risks associated with our
business, please see Item 1A — Risk Factors below.

3.
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Taxation

The following is a general summary of the material U.S. federal income tax considerations applicable to (i) us, (ii) the
holders of our securities and (iii) our election to be taxed as a REIT. It is not tax advice. This summary is not intended
to represent a detailed description of the U.S. federal income tax consequences applicable to a particular stockholder
in view of any person’s particular circumstances, nor is it intended to represent a detailed description of the U.S.
federal income tax consequences applicable to stockholders subject to special treatment under the federal income tax
laws such as insurance companies, tax-exempt organizations, financial institutions, securities broker-dealers, investors
in pass-through entities, expatriates and taxpayers subject to alternative minimum taxation.

The following discussion, to the extent it constitutes matters of law or legal conclusions (assuming the facts,
representations and assumptions upon which the discussion is based are accurate), accurately represents some of the
material U.S. federal income tax considerations relevant to ownership of our securities. The sections of the Internal
Revenue Code (the “Code”) relating to the qualification and operation as a REIT are highly technical and complex. The
following discussion sets forth certain material aspects of the Code sections that govern the U.S. federal income tax
treatment of a REIT and its stockholders. The following sets forth certain material aspects of those sections. The
information in this section is based on, and is qualified in its entirety by the Code; current, temporary and proposed
Treasury regulations promulgated under the Code; the legislative history of the Code; current administrative
interpretations and practices of the Internal Revenue Service (“IRS”); and court decisions, in each case, as of the date of
this report. In addition, the administrative interpretations and practices of the IRS include its practices and policies as
expressed in private letter rulings, which are not binding on the IRS, except with respect to the particular taxpayers
who requested and received those rulings.

General. We have elected to be taxed as a REIT, under Sections 856 through 860 of the Code, beginning with our
taxable year ended December 31, 1992. We believe that we were organized and have operated in such a manner as to
qualify for taxation as a REIT. We intend to continue to operate in a manner that will allow us to maintain our
qualification as a REIT, but no assurance can be given that we have operated or will be able to continue to operate in a
manner so as to qualify or remain qualified as a REIT.

If we qualify for taxation as a REIT, we generally will not be subject to federal corporate income taxes on our net
income that is currently distributed to stockholders. However, we will be subject to certain federal income taxes as
follows: First, we will be taxed at regular corporate rates on any undistributed REIT taxable income, including
undistributed net capital gains; provided, however, that if we have a net capital gain, we will be taxed at regular
corporate rates on our undistributed REIT taxable income, computed without regard to net capital gain and the
deduction for capital gains dividends, plus a 35% tax on undistributed net capital gain, if our tax as thus computed is
less than the tax computed in the regular manner. Second, under certain circumstances, we may be subject to the
“alternative minimum tax” on our items of tax preference that we do not distribute or allocate to our stockholders. Third,
if we have (i) net income from the sale or other disposition of “foreclosure property,” which is held primarily for sale to
customers in the ordinary course of business, or (ii) other nonqualifying income from foreclosure property, we will be
subject to tax at the highest regular corporate rate on such income. Fourth, if we have net income from prohibited
transactions (which are, in general, certain sales or other dispositions of property (other than foreclosure property)
held primarily for sale to customers in the ordinary course of business by us, i.e., when we are acting as a dealer), such
income will be subject to a 100% tax. Fifth, if we should fail to satisfy the 75% gross income test or the 95% gross
income test (as discussed below), but nonetheless have maintained our qualification as a REIT because certain other
requirements have been met, we will be subject to a 100% tax on an amount equal to (a) the gross income attributable

10
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to the greater of the amount by which we fail the 75% or 95% test, multiplied by (b) a fraction intended to reflect our
profitability. Sixth, if we should fail to distribute by the end of each 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 periods, we will be subject to a 4% excise tax on the excess of such required distribution
over the amounts actually distributed. Seventh, we will be subject to a 100% excise tax on transactions with a taxable
REIT subsidiary (“TRS”) that are not conducted on an arm’s-length basis. Eighth, if we acquire any asset that is defined
as a “built-in gain asset” from a C corporation that is not a REIT (i.e., generally a corporation subject to full corpor

11



