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PART I

Item 1 - Business

Overview

We were 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 in 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”), 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.

Our portfolio of investments, as of December 31, 2005, consisted of 227 healthcare facilities, located in 27 states and
operated by 35 third-party operators. This portfolio was made up of:

• 193 long-term healthcare facilities and two rehabilitation hospitals owned and leased to third parties; and
• fixed rate mortgages on 32 long-term healthcare facilities.

As of December 31, 2005, our gross investments in these facilities, net of impairments and before reserve for
uncollectible loans, totaled approximately $1,102 million. In addition, we also held miscellaneous investments of
approximately $23 million at December 31, 2005, 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.

Summary of Financial Information

The following tables summarize our revenues and real estate assets by asset category for 2005, 2004 and 2003. (See
Item 7 - Management’s Discussion and Analysis of Financial Condition and Results of Operations, Note 3 - Properties
and Note 4 - Mortgage Notes Receivable to our audited consolidated financial statements).

Revenues by Asset Category
(in thousands)

Year ended December 31,
2005 2004 2003

Core assets:
Lease rental income $ 92,387 $ 68,338 $ 57,654
Mortgage interest income 6,527 13,266 14,656
Total core asset revenues 98,914 81,604 72,310
Other asset revenue 2,439 2,319 2,922
Miscellaneous income 4,459 831 1,048
Total revenue before owned and operated
assets 105,812 84,754 76,280
Owned and operated assets revenue - - 4,395
Total revenue $ 105,812 $ 84,754 $ 80,675
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Real Estate Assets by Asset Category
                            (in thousands)

As of December 31,
2005 2004

Core assets:
Leased assets $ 996,127 $ 808,574
Mortgaged assets 104,522 118,058
Total core assets 1,100,649 926,632
Other assets 23,490 29,699
Total real estate assets before held for sale assets 1,124,139 956,331
Held for sale assets 1,243 -
Total real estate assets $ 1,125,382 $ 956,331

Description of the Business

Investment Strategy. We maintain a diversified portfolio of long-term healthcare facilities and mortgages on
healthcare facilities located throughout the United States. In making investments, we generally have focused on
established, creditworthy, middle-market healthcare operators that meet our standards for quality and experience of
management. We have sought to diversify our investments in terms of geographic locations and operators.

In evaluating potential investments, we consider such factors as:

• 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, providing a competitive return on our investment;

• the construction quality, condition and design of the facility;
• the geographic area of the facility;

• the tax, growth, regulatory and reimbursement environment of the jurisdiction in which the facility is located;
• the occupancy and demand for similar healthcare facilities in the same or nearby communities; and

• the payor mix of private, Medicare and Medicaid patients.

One of our fundamental investment strategies is to obtain contractual rent escalations under long-term,
non-cancelable, "triple-net" leases and fixed-rate mortgage loans, and to obtain substantial liquidity deposits.
Additional security is typically provided by 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.

We prefer to invest in equity ownership of properties. Due to regulatory, tax or other considerations, we sometimes
pursue alternative investment structures, including convertible participating and participating mortgages, which can
achieve returns comparable to equity investments. The following summarizes the primary investment structures we
typically use. Average annualized yields reflect existing contractual arrangements. However, in view of the ongoing
financial challenges in 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, 2006 set forth below
are not necessarily indicative of or a forecast of actual yields, which may be lower.

Purchase/Leaseback. In a Purchase/Leaseback transaction, we purchase the property from the operator and lease it
back to the operator over terms typically ranging from 5 to 15 years, plus renewal options. The leases originated by
us generally provide for minimum annual rentals which are subject to annual formula increases based upon such
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factors as increases in the Consumer Price Index (“CPI”). The average annualized yield from leases was approximately
10.8% at January 1, 2006.

Convertible Participating Mortgage. Convertible participating mortgages are secured by first mortgage liens on the
underlying real estate and personal property of the mortgagor. Interest rates are usually subject to annual increases
based upon increases in the CPI. Convertible participating mortgages afford us the option to convert our mortgage
into direct ownership of the property, generally at a point five to ten years from inception. If we exercise our
purchase option, we are obligated to lease the property back to the operator for the balance of the originally agreed
term and for the originally agreed participations in revenues or CPI adjustments. This allows us to capture a portion
of the potential appreciation in value of the real estate. The operator has the right to buy out our option at prices based
on specified formulas. At December 31, 2005, we did not have any convertible participating mortgages.

2
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Participating Mortgage. Participating mortgages are similar to convertible participating mortgages except that we do
not have a purchase option. Interest rates are usually subject to annual increases based upon increases in the CPI. At
December 31, 2005, we did not have any participating mortgages.

Fixed-Rate Mortgage. These mortgages 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. The average annualized yield on
these investments was approximately 10.4% at January 1, 2006.

The following table identifies the years of expiration of the 2006 payment obligations due to us under existing
contractual obligations. This information is provided solely to indicate the scheduled expiration of payment
obligations due to us and is not a forecast of expected revenues.

Rent
Mortgage

Interest Total  %
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