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CORPORATE HIGHLIGII TS

NOTICE OF ANNUAL MEETING.
The annual meeting of shareholders will be held on May 14, 1996, at 10:00 a.m. at the Cumberland Club, 511

Union Street, Nashville, Tennessee.

SELECTED FINANCIAL HIGHLIGHTS

Year Ended December 31,
1995 1994 1993*
Revenues:
Rental income $ 32,402,507 $ 23,231,345 $ 7,066,606
Management fees 465,766 _ _
Interest income 492,888 995,078 68,398
$ 33,361,161 $ 24,226,423 $ 7,135,004
Net income $ 18,257,616 $ 15,715,588 $ 3,950,034
Net income per share $ 141 $ 1.33 $ 0.64
Funds from operations $ 26,161,850 $ 21,135302 $ 6,268,879
Funds from operations per share $ 2.02 $ 1.79 $ 1.01
Dividends declared and paid $ 1.83 $ 1.75 $ 0.551
Weighted average shares outstanding 12,967,132 11,830,197 6,185,600 a
“Represents operations from June 3, 1993, when the Company cam‘;)leted its initial public offering, to December 31, 1993.
Quarterly Revenue Growth Quarterly Dividend Growth'
$10,000 0.48
$8,000 ot
£ $6,000
% 0.44
L
w  $4,000
$2,000
50 I 0.40
9/93 12/93 3/94 6/94 9/94 12/94 3/95 6/95 9/95 12/95 9/93 12/93 3/94 6/94 9/94 12/94 3/95 6/95 9/95 12/95

*Dividends related to a specific quarter are declared and paid in the subsequent quarter.

Information about the Company is available at its World Wide Web site: http://www.hr.gspnet.com
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The Companys current portfolio consists of 65 properties, comprised of seven facility types,
associated with 14 healthcare providers in 35 markets throughout the United States.
The Company’s wholly owned subsidiary, Healthcare Realty Management, is currently
managing or developing 41 properties nationwide.

Investments by Property Type

Ancillary Hospital Facilities 52%

Physicians’ Clinics 10%
A—Mu{icﬂ Office Buildings 5%
l \'_Lon{-Term Care Facilities 20%
Clinical Lak ies 3%

Comprehensive
Ambulatory Care Centers 5%
Ambularory Surgery Centers 5%
Healthcare Realty Trust’s investments are targeted fo the high-
growth segment of the healtheare indusiry — ancillary and our-
patient properties. To date, these facilities account for 75 percent
of the Company’s investments.

Investments by Healthcare Provider

Columbia/HCA 32%

———0OrNda 20%

el
@
e L

‘—W:lCarc 5%
Valley Presbyterian Hospital 6%
Vest AmeriCare 5%

Life Care Centers 7% *largest tenant

The Companys clientele accurately exemplifies its acquisition crite-
ria: (1) established providers in growth markets; (2) outpatient
emphasis in an integrated delivery system; (3) potential for
increased revenue; and (4) opportunity for additional investments.

——Candler 6%
————PhyCor 5%

Hucbner 6%

Tenet 2%




LeETTER TO SHAREINOLDTERS

I am pleased to report that fiscal 1995 represented our third outstanding year and tenth consecutive positive
quarter as a public company. Our portfolio of stable healthcare properties, plus the success of our management
subsidiary, Healthcare Realty Management, generated excellent revenue and eamings growth. The Company’s
strong performance continues to provide increasing dividend payments for our shareholders.

For 1995, revenues totaled $33.4 million compared with $24.2 million for the prior year. Net income was
$18.3 million, or $1.41 per share, compared with $15.7 million, or $1.33, for the year ended December 31, 1994.
Funds from operations, composed of net income, depreciation and amortization, totaled $26.2 million, or $2.02
per share, for the twelve-month period. This compares with $21.1 million, or $1.79 per share for the same period
in 1994.

For the fourth quarter of 1995, revenues totaled $9.1 million, representing a 17-percent increase over the prior
year’s $7.7 million. Net income for the period was $4.7 million, or $0.36 per share, compared with $4.7 million, or
$0.37 per share, for the fourth quarter of 1994. Funds from operations for the quarter totaled $6.7 million, or
$0.52 per share, compared with $6.3 million, or $0.50 per share, for the fourth quarter ended December 31, 1994.

Total dividend payments for calendar year 1995 were $1.83 per share compared with $1.75 per share for cal-
endar year 1994, an increase of 4.6 percent. Since our founding in June 1993, we have generated ten consecutive
quarterly dividend increases. We are proud of this achievement which we believe confirms our investment strategy
and the operating strength of our portfolio.

Seizing Opportunity

Irrespective of the intense media attention directed at changes in the healthcare industry, healthcare continues
to be one of the most solid segments in the U. S. economy, representing about 14 percent of the 1995 Gross
Domestic Product. Increasing demand from an aging population and improved technology continue to substan-
tially increase the need for healthcare services. Yet, ever-increasing demand must be balanced by the desire to
reduce the cost of those services. These opposing market forces are changing the way healthcare is delivered —
not diminishing the size or importance of this trillion dollar market.

As healthcare providers consolidate and restructure, the ability to manage real estate as a strategic asset is
becoming more critical. Under managed care’s capitated payment structure, healthcare providers no longer have
the ability to pass along facility costs as part of patient charges. Expertise in the control and management of real
estate can have a major impact on operating cash flow. In response, healthcare providers are outsourcing property

management and development services, enabling them to focus on their core business.




To effectively seize new opportunities, Healthcare Realty Trust acquired, at the beginning of the year, a
leading provider of real estate services to the healthcare industry. Now a wholly owned subsidiary, Healthcare
Realty Management provides responsive real estate solutions by furnishing property management, leasing and
build-to-suit development services.

The Company completed several important agreements during 1995.

* The Company signed a five-year national contract to provide property management services to OrNda
HealthCorp. The first phase of this transaction comprises 20 facilities involving approximately 670,000 square feet
in Southern California.

+ Late in the fourth quarter, the Company entered into an exclusive five-year agreement with VHA Inc. to
market its real estate capital, development and property management services. VHA is an alliance of 1,315 not-
for-profit healthcare organizations, representing 21 percent of the nation’s hospitals.

+ The Company entered into a contract to provide property management services to an affiliate of
Columbia/HCA Healthcare Corporation in Houston, Texas, involving five properties and over 400,000 square feet.
The engagement was recently increased to eight properties totaling 600,000 square feet.

These agreements affirm Healthcare Realty Trust’s unique strategy to combine capital resources with manage-
ment and development expertise, which not only provides other sources of income but differentiates the Company
from all other healthcare REITs.

Differentiating Strategy

Unlike traditional healthcare REITs that focus on the acquisition of inpatient properties to produce operating
income, our intent is to create value through two explicit strategies. First, the Company targets its acquisition
activities on the ancillary/outpatient segment of the industry — the fastest growing healthcare sector. Outpatient
visits grew 33.2 percent from 1982 to 1992, and in 1994 alone, experienced seven-percent growth. Secondly,
Healthcare Realty Trust uses its development and property management capabilities as value-added services, sup-
porting its financial transactions. Our integrated approach to real estate creates accretive sources of revenue not
available to other healthcare REITs. Using these distinct strategies, Healthcare Realty Trust is recognized as a
leader in the industry.

Refining Our Financial Strength

There were several events that took place during 1995 that enhanced the Company’s strong financial condition.

* The Company reached a milestone and gained further validation of its financial strength when it received a
BBB- (investment grade) credit rating by Duff 8 Phelps Credit Rating Company.




* An offering of $60 million, 7.41 percent notes was
increased to $90 million after the Company received investor
commitments exceeding the offer by more than 100 percent.

* The Company negotiated enhanced terms on its current
$75 million bank credit facility. The interest rate and the
unused fee were both reduced, while certain financial
covenants were relaxed. We are pleased with the responsive-
ness of our bank lending group and the mutual benefits of the
relationship.

With a conservative capital structure in place, the
Company maintains the flexibility to take advantage of attrac-

tive investment opportunities and to access the capital markets

as necessary.
Investing in Technology

During the year we made meaningful technological investments to provide effective communication among
our employees, clients and shareholders. We created wide area networks, a common operating system, and 2 World
Wide Web site to provide timely disclosure of corporate information. We invite you to visit our Web address at
http://www.hr.gspnet.com to view press releases, reference investor information, and read quarterly updates. You

may also request specific information about the Company or forward your comments to management.

As we continue to build relationships with the most successful healthcare companies in the United States, we
are grateful to the Board of Directors and our employees for their diligent efforts and continuing commitment.
W are also appreciative of our shareholders, whose support and involvement provide the basis for the continued

growth of our Company. I look forward to reporting our progress during 1996.

Sincerely yours,

Do
David R.imf 5‘“‘7

Chairman of the Board and President




MANAGING RBeAL
AS STRATLEGIC

Healthcare Realty Trust is a New York Stock Exchange Market Potential

) . . . Healthcare properties in the United States repre-
listed real estate investment trust (REIT) with a unique

sent about $900 billion in assets, with REITs cur-

distinction. Unlike a traditional healthcare REIT that acts ren tly fun ding less than

much like a mutual fund for real estate, capitalizing on the one percent of this While traditional healthcare REITs

market. It s projected typically fund nursing homes, acute

difference between its cost of capital and yield on assets,

that real estate assets ) . )
care hospitals, or other inpatient

Healthcare Realty Trust’s strategy is to furnish fully inte- related to healthcare
Jacilities, Healthcare Realty Trust
ill by at least
grated real estate solutions to healthcare providers. W grow by at leas acquires strong, geographically
$10 billion annually

Healthcare Realty Trust develops, acquires and manages diverse properties that support out-

through the end of

; patient services in growth markets.
e real estate as strategic assets. The Company provides prop- the decade, with neaﬂy

85 percent of new con-~
erty management, leasing and build-to-suit development,
struction dedicated to ancillary/outpatient facilities.

and capital for the construction of new facilities as well as Healthcare Realty Trust is focusing on these alternate

Jor the acquisition of existing properties. We believe that by care properties, benefiting from opportunities created

by an accelerating demand for outpatient services.

offering comprehensive real estate services, we can differ- . .
ofering comp ’ i From 1982 to 1992, outpatient visits grew over

entiate the Company’s market position, heighten invest- 33 percent, representing the most rapidly growing

segment of the healthcare industry. While traditional

ment returns and maximize long-term client relationships.

healthcare REITs typically fund nursing homes,

Healthcare Realty Trust follows a proven business plan acute care hospitals, or other inpatient facilities,

developed by traditional REITS, but enbanced by an inno- Healthcare Rﬁa‘h—y Trust acquures strong, geograp hi-

ca]ly diverse properties that support outpatient ser-

vative strategy which benefits from the dynamics of todays L o
vices in growth markets. By entering into transac-

bealthcare environment. tions with strong, diverse healthcare providers and




Gulf Coast Medical Centre (Columbia),
Fart Myers, Florida, a three=story fucifiry, with
37,000 square. feet, located on thice acres adfu-
cont to Gulf Coast Haspital

Huebner Medical Center ([Tuebner),
focated 2uithin froo miles of Sonth 1oxas
Medical Conder i San Antoijo, [oxas, coni-
prised of tiwo facilitics comnected by an atrivn,
totaling 163,000 square foct

Candler Regional Ieart Center (Candler
Health Systems), Suvaniab, Georgia, a five-
story, 94,000~quare-foot building opencd in
September 1995, adjucent fo the Candler
Professional Office Building, & 90,000-squarc-
oot faciliry




Coral Gables Medical Plaza (OrNda HealthCoarp), Coral Gubles,
Plorida, a 74.500-squarc-foot, nine=story faetiny focated aeross the strect
Siom Coral Gables Hospital

Oregon ledical Building (Columbia), 217,000-sqinire=foot, ten=story
ancitlary bospital jacifity connected fo Sun Toceers Hospital in 1 Pase, Toxas

Sonthwest Medical Center Plaza (Columbia), Fors Myoers, [ lorida,
o 04, 7()(}—.\'////11»‘.'—‘//Jo/‘./b//r—.vmij' ancttlary bospital fircilicy Jocatod wit 3.2 aeres
on the campis of Sonthaoest Floridia Rogional Medical Center

Valley Presbyterian Ancillary Facilities (Valley Presbyterian
Hospitad), 1in Nuvs, California, consists of (o prapertics located contiguaons
1o Lialley Proshvterion Heospital, comprising 78,000 square féct




cross-selling its services, Healthcare Realty Trust can
effectively manage risk, while increasing cash flow

and dividends.

Growth Through Integrated
Real Estate Services

Integrated real estate services provide sources of
cash flow not limited to the ability to make positive
spread investments. Traditional REITs have trans-
formed into full-service corporations, with develop-
ment, leasing and management capabilities.
Healthcare Realty Trust is employing this strategy in
the healthcare sector with measurable success. To
generate additional sources of accretive cash flow and
to further its strategy of integrating real estate ser-
vices, during the first quarter of 1995, Healthcare
Realty Trust acquired a leading healthcare real estate
management company. The Company also made
significant technological investments to promote
effective communication among its various locations
and sites. By creating wide area networks, developing
a2 World Wide Web site, and implementing a
common operating system which allows rapid
expansion of computing power and information
resources, the Company has positioned itself to
manage strategic real estate assets for healthcare

providers nationwide.

For example, during the third quarter,
Healthcare Realty entered into a contract with

OrNda HealthCorp to

manage 20 facilities in
Southern California,
representing approxi-

mately 670,000 square

Healthcare Realty Trust partners

feet. The Company

with clients to provide state-of-

also signed a five-year

. . the-art healthcare facilities.
exclusive marketing

agreement with VHA

Inc., a coalition of 1,315 not-for-profit healthcare
providers, to market property management services,
development expertise, and capital resources to
its members.

Using extensive market research, feasibility anal-
ysis, financial modeling and increased technology,
Healthcare Realty Trust partners with clients to
provide state-of-the-art healthcare facilities which
attract and retain quality tenants to the client’s

healthcare networl

A Long-Term View with Clients
Healthcare Realty Trust remains mindful of its
client base. A vital element of the Company’s success

is the development of valued, long-term relationships

with leading healthcare providers. Our goal is to

Using extensive market research,
Jfeasibility analysis, financial

modeling and increased technology,




provide the capital and services that clients require
and to foster additional investments with those
clients over time.

Many of the Company’s clients are prominent,
publicly-traded or investment-grade healthcare cor-

porations. Others,

such as Life Care

For ten consecutive quarters,

Centers of America,

the Company has paid dividends

Inc., represent the

to shareholders — exceeding

largest private organi-

$50 million in less than _
zations in their indus-
three years. ]
Y try segment. With
R — e

cash flow dependent
on the provider’s delivery strategy as well as the
underlying value of the real estate, investing in rela-
tionships with reliable, creditworthy operators is inte-
gral to success. With these prominent and diverse
clients, Healthcare Realty Trust is assured consistent
and secure cash flow. As an independent REIT, with
a diversity of lessee relationships, Healthcare Realty
Trust is not restricted competitively as are other
REITs which have predominant provider reliance.

Healthcare Realty Trust can work with the leading

healthcare companies in any given market.

Planned Growth

Healthcare Realty Trust is committed to a stable,
conservative plan of growth. For ten consecutive
quarters, the Company has paid dividends to share-
holders — exceeding $50 million in less than three
years. Since its formation in June 1993, Healthcare
Realty Trust has invested over $333 million in
income-producing healthcare real estate. Given the
industry size, the Company is well poised to consider
ongoing investment opportunities in additional high-
caliber properties. While average debt to total capital-
ization among REITs is 43 percent, Healthcare
Realty Trust had, at year end, a prudent debt to total
capitalization of 28.5 percent. The Company’s debt is
rated BBB- (investment grade) by Duff & Phelps
Credit Rating Company, and the Company has a $75
million credit facility available with a bank
consortium lead by NationsBank.

The Company’s long-term objective is planned,
continuous growth from a sound financial base,
including value-added enhancement of its properties

and strong working relationships with its clients.
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The Atrium (Columbia), Richmond, Virginia, a five-story,
130,000-square-foot facility located adjacent fo Jobnston=1Villis Hospital

Spring Branch Professional Building (Columbia), Houston,
Texas, 108,000 square foct on cight levels, adjoining Spring Branch
1‘ [L't/llx'd/ CL'IIfL’I‘

Valley View Surgery Center (National Surgery Centers),
Ly Tequs, Nevada, i 0/h'—.\'///‘lj"/z‘h‘l-/lll‘_)‘ wwith 16,800 square oot bocated
adjacent to the Rebabilitution Hospital of Nevada — Las Tigus ‘

Life Care Center of Aurora (Life Care Centers of America),
Aurora, Colorada, a 52,000-squarc—foot, long-term care facility Jocated i

on 12 acres 11




12

Valley Diagnostic Medical and Surgical Center
(PhyCor), Harlingen, 'lexas, a two=story, 4 1,500~

squeare~foot facility on 3.6 acres

St. odndrews Medical Park, 1 0nice, Florida, con-
sisting of the Center fir Sight, a 17, O000-square-foot

clinic oeeupicd by a physicien practice, aind St. Andrews
Surgery Center (Columbia), o 12,000-square-foul

‘/4'/(‘1'/1'/1' funder commiitment)

Chippenham Hioaks Medical Office Building
(Columbia), Richiond, Virginia, a twwo=story,
53,000-squarc=foot office building on the cnpies
of Columbia Chippenban 1 loipital

Fountain Valley Ancillary Facilities (OrNda
HealthCorp), I'ountain Valley, Califoriia, consisting
of flwe buildings representing over 300,000 square, foot
on the Fountain Villoy Haspisal conipiis




Because the demand for healthcare
services is being driven by an aging

population and demographic growth

limited real estate or business

cycle exposure as compared to

traditional REITs.

"TO R I N

P
THE

RIFORDMING
INDUSTRY

Representing only twelve of the more than 200
public REITs in the market, healthcare REITs have
offered the highest quality returns and the most con-

sistent performance in

the industry. REITs in

all segments have
recently experienced a

remarkable period of

patterns, bealthcare REITs should

growth, skyrocketing

be viewed differently — having

from $9 billion in
market value in 1990

to a market value

of more than $50

billion today. Still,
according to the National Association of Real Estate
Investment Trusts, REITs currently represent less
than five percent of the $2-3 trillion real estate
market in the United States.

Healthcare REITs have gained wide market
acceptance among institutional investors who are
interested in investing capital in the healthcare indus-
try. Healthcare REIT portfolios typically include a
diversity of property types, including acute care hos-
pitals, nursing homes, assisted living centers, rehabili-

tation hospitals, ancillary/outpatient facilities, medical

office buildings and congregate care facilities. Because
the demand for healthcare services is being driven by
an aging population and demographic growth pat-
terns, healthcare REITs should be viewed differently
— having limited real estate or business cycle expo-
sure as compared to traditional REITs.

During 1995, healthcare REITs registered
double-digit performance returns of 21 percent, with
Realty Stock Review citing healthcare REITs as
the best-performing sector in the industry histori-
cally. Equally impressive, healthcare REITs have
achieved a positive total return for nine of the last
ten years, with stock market capitalization at the end
of 1995 exceeding $7.4 billion. Eight of the twelve
existing healthcare REITs now have investment-

grade debt ratings.

Total Return

(1986-1995)

350%

300%

311.2%

250%

245.5%

200%

150%
Healthcare S&P 500

REITs
Since 1986, healthcare REITS have had a total return of 311 percent.

Traditional
REITs




. - . existing healthcare REITs

are in a unique position to make

Continuing Opportunity
The potential for growth within the healthcare
REIT industry is extraordinary. Currently, there are
only a dozen healthcare

REITs, financing less
than one percent of the

estimated $900 billion

positive investments in an environ-

in healthcare assets.

ment of limited competition.

Barriers to entry for

the formation of new
REITs are significant, requiring access to large
amounts of front-end capital; developed relationships
with healthcare providers; and extensive knowledge
and experience in the real estate and healthcare
sectors. With the formation of new healthcare REITs

appearing remote, and given the enormous capital
PP g ) g p

requirements of the healthcare industry, existing

healthcare REITs are in a unique position to make
positive investments in an environment of limited
competition. Market-driven healthcare reform is also
adding to this opportunity, as healthcare providers
shift resources to develop integrated delivery net-
works — offering services in ways not imagined a few
years ago.

Healthcare Realty Trust
Quarterly Stock Price + Dividends

Total Return (as a % of 6/93)

150%
140%
130%
120%
110%
100%

90%
6/93 9/93 12/93 3/94 6/94 9/94 12/94 3/95 6/95 9/95 12/95

Stnce ifs formation in June 1993, Healthcare Realty Trusts
total return has outperformed the average total return of all
healthcare REIT:.
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TRILLION
MARKET

Healthcare is experiencing market-driven reengi-
neering as hospitals, physicians, and health mainte-
nance organizations align to form managed care net-
works within integrated delivery systems. These
systems endeavor to slow rising healthcare costs,
promote prevention and provide accountability for
the delivery of health-related services. Encouraged by
payer desires to control escalating costs, patient
acceptance of lower cost alternatives, government’s
declining reimbursement dollars and development of
new technology, the managed care movement is
rapidly changing the delivery of healthcare — not the

demand for the care itself.

National Health Expenditure
($ in billions)
Est.
$2,500 179%
of
GDP
$2,000 Est.
15.9%
of
$1,500 GDP
13.9% 14.2%
of of
51,000 Gpp  GDP
ss0  93%
of
GDP
»
1980 1994 1995 2000 2005

The U.S. healtheare industry continues to expand to more than one

trillion dollars in annual expenditures, driven by an aging population

and the development of improving technology.

Healthcare remains one of the largest service
sectors in the United States, representing over 14

percent of the Gross

Domestic Product in

Healthcare Realty Trust is the

1995. Medical care led

only healthcare REIT providing

all personal consump-

comprehensive real estate services

tion categories in 1995,

. to the healthcare industry.
accounting for a greater

percentage of spending

than dollars required for basics such as food or
housing. With an aging population and improving
technology, expenditures for healthcare services are

predicted to grow approximately seven percent annu-

ally through the next decade, to $2.2 trillion in 2005.

Managing Resources

The movement toward managed care and inte-
grated delivery networks has changed the facility
requirements of the healthcare industry. In each of
the last several years, healthcare providers required
billions of dollars in capital improvements to respond
to the demands of outpatient services prescribed by
managed care. Hospital mergers and consolidations,

occurring in response to excess capacity and

duplication of services, were valued in excess of




$125 billion in 1994 and 1995. New integrated deliv-
ery networks are pressuring providers to reduce oper-
ating costs and improve efficiencies by concentrating
on their core business. Analysts predict that approxi-
mately 850 regional integrated delivery networks will
be formed by the year 2000, each requiring capital
to finance multimillion dollar investments in physi-
cian practices, outpatient/alternate-site facilities,
medical office buildings and information systems.
Healthcare will continue to be a dominant

industry in the United States, while its reengineering

"

provides unprecedented opportunities for innovative
companies. Healthcare Realty Trust will continue to
focus its management resources and financial capabil-
ity on real estate in healthcare sectors which hold the
greatest promise for continued growth. With the
Company’s integrated real estate services and its focus
on the fastest-growing segment of the healthcare
industry, Healthcare Realty Trust is ideally positioned

to prosper and deliver increasing income and value to

its shareholders.
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SELECTED FINANCIAL INFORMATION

The following table sets forth financial information for the Company which is derived from the Financial Statements included elsewhere in this Report.

June 3, 1993
(commencement of
Year Ended December 31, gemtiom) through
1995 1994 ecember 31, 1993
STATEMENT OF INCOME DATA:
Total revenues $ 33,361,161 $ 24226423 $ 7,135,004
Interest expense $ 5,083,172 $ 1,116,436 $ 314,167
Net income $ 18,257,616 $ 15,715,588 $ 3,950,034
Net income per share % 1.41 $ 1.33 $ 0.64
Weighted average shares outstanding 12,967,132 11,830,197 6,185,600
BALANCE SHEET DATA: (as of the end of the period)
Real estate properties, net $ 318,480,336 $ 280,767,098 $ 133,392,751
Total assets $ 336,777,677 $ 283,189,771 $ 134,069,694
Senior unsecured revolving line of credit - $ 37,300,000 $ 21,000,000
Senior notes $ 90,000,000 ~ -
Total stockholders’ equity $ 234,447,793 ‘ $ 236,340,287 $ 108,190,254
OTHER DATA:
Funds from operations @ $ 26,161,850 $ 21,135,302 $ 6,268,879
Funds from operations per share $ 2.02 $ 1.79 $ 1.01
Dividends declared and paid per share $ 1.83 $ 1.75 $ 551

(1) See Note 12 to Consolidated Financial Statements.

—




MANAGEMENT’'S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Overview

The Company was incorporated in Maryland in May 1992 and oper-
ates under the Internal Revenue Code of 1986 as an indefinite life real
estate investment trust. Substantially all of the Company’s revenues are
derived from base and additional rentals on its healthcare real estate
property facilities and interest earned from the temporary investment of
funds in short-term instruments and from management and develop-
ment services. Leases and other financial support arrangements with
respect to its healthcare real estate facilities generally ensure that the costs
and expenses incurred with respect to the operation of the facilities will
be borne by tenants and healthcare providers related to the facilities. The
Company incurs operating and administrative expenses, principally
compensation expense for its officers and other employees, office rental
and related occupancy costs and various expenses incurred in the process
of acquiring additional properties. As of December 31, 1995, the
Company had purchased, developed or had under development, 63
properties for $332,972,982, located in 34 markets in 14 states, which are
supported by 14 healthcare-related entities pursuant to long-term leases.
The properties include 34 ancillary hospital facilities, 3 medical office
buildings, 7 physician clinics, 11 long-term care facilities, 3 comprehen-
sive ambulatory care centers, 2 clinical laboratories and 3 ambulatory
surgery centers. |

Effective January 1, 1995, the Company, through its wholly owned
subsidiary, Healthcare Realty Management (HHRM), acquired the assets
of Starr Sanders Johnson, Inc., a leading provider of management and
build-to-suit development real estate services to healthcare providers.
The purchase price consists of $650,000 cash and 156,239 shares of the
Company’s common stock (valued at approximately $3,150,000). The
assets purchased include existing management contracts and develop-
ment agreements, as well as operational assets, relating to the day-to-day
management and leasing of multi-tenanted healthcare properties and to
the supervision of the development of new healthcare facilities. The
Company intends to employ HRM in the management and develop-
ment of its assets and derive additional revenues from its activities.

The Company is self-administered and self-managed by its execu-
tives and staff and does not engage a separate advisor or pay an advisory
fee for administrative or investment services, although the Company

engages legal, accounting, tax and financial advisors from time to time.

The Company leverages its portfolio of real estate equity investments

and will continue to incur long and short-term indebtedness, and relat-
ed interest expense, from time to time. The Company intends to contin-
ue to declare and pay dividends to its stockholders in amounts not less
than the amounts required to maintain its status as a REIT under the
Internal Revenue Code and, in general, in amounts exceeding taxable
income. The Company’s ability to pay dividends will depend upon its

funds from operations.

Results of Operations

For the year ended December 31, 1995, net income was $18,257,616,
or $1.41 per share of common stock, on revenues of $33,361,161 com-
pared to net income of $15,715,588, or $1.33 per share of common stock,
on revenues of $24,226,423, for the year ended December 31, 1994.
Cash available for distribution was $2.02 per share for the year ended
December 31, 1995 compared to $1.79 in 1994.

1995 1994

Revenues
Rental income $ 32,402,507 $ 23,231,345
Management fees 465,766 0
Interest 8 other income 492 888 995,078

33,361,161 24,226,423
Expenses
General 8¢ administrative 2,143,505 2,095,669
Interest 5,083,172 1,116,436
Depreciation 7,567,060 5,233,474
Amortization 309,808 65,256

15,103,545 8,510,835
Net income $ 18,257,616 $ 15,715,588
1995 Compared to 1994

Total revenues for the year ended December 31, 1995 were
$33,361,161 compared to $24,226,423 for the year ended December 31,
1994, an increase of $9,134,738 or 38%. The increase is primarily due to
a full year of rental income derived from the acquisition of 20 properties
during the year ended December 31, 1994 and base rent derived from
eight completed properties which were transferred from construction in
progress subsequent to September 30, 1994. In addition, rental income
for the year ended December 31, 1995 includes a partial year of base rent
derived from the three acquisitions during 1995. Revenues during 1995
also reflect $465,766 of property management fees derived from the

Starr Sanders Johnson, Inc. acquisition, previously discussed. Interest




and other income decreased from $995,078 for the year ended
December 31, 1994 to $492,888 for the year ended December 31, 1995
primarily due to the Company maintaining lower cash balances. in addi-
tion, the 1995 amount reflects $220,140 of gain from a property dispo-
sition. On October 31, 1995, the Company sold a 24,189-square-foot
andllary hospital fadlity in Van Nuys, California for $4,800,000. The
property was sold to the lessee, pursuant to provisions in the Company’s
lease agreement, which required the lessee to purchase the property due
to hidden structural damages suffered in the January 1994 Northridge
earthquake that rendered the facility unusable for its intended purpose.
Total expenses for the year ended December 31, 1995 were
$15,103,545 compared to $8,510,835 for the year ended December 31,
1994, an increase of $6,592,710 or 77%. This increase is primarily attrib-
utable to increases in depreciation, amortization, and interest expense.
Depreciation expense increased $2,333,586 due to the acquisition of
additional properties and the completion of properties under construc-
ton which were discussed in the preceding paragraph. Amortization
increased from $65,256 for the year ended December 31, 1994 to
$309,808 for the year ended December 31, 1995 die to amortization of
office leasehold improvements and revenue producing management con-
tracts acquired in the Starr Sanders Johnson, Inc. acquisition. Interest
expense increased from $1,116,436 for the year ended December 31,
1994 to $5,083,172 for the year ended December 31, 1995. The
Company completed a secondary offering on February 16, 1994 and
immediately repaid all $23,100,000 of outstanding indebtedness under
the Senior Credit Facility. The Company did not borrow against the
Senior Credit Facility again until August 9, 1994 since proceeds were
available from secondary offering to fund additional property acquisi-
tons. During the year ended December 31, 1995, the Company had an
average outstanding debt balance of $68,100,000. On September 18,
1995, the Company privately placed $90,000,000 of unsecured Senior
Notes (the “Senior Notes”) with 16 credit institutions which also had the

effect of increasing 1995 interest expense.

1994 Compared to 1993

The Company was organized to qualify as an indefinite life real estate
investment trust (“REIT”) and commenced operations on June 3, 1993
with the receipt of proceeds from the sale of 6,000,000 shares of com-
mon stock. Accordingly, the Company has a limited history, and com-

parative operating results for the year ended December 31, 1994, and the

interim period ended December 31, 1993, are not meaningful.

Future Operations

The Company’s future results of operations will be influenced by the
terms of any subsequent investments the Company may make, as well as
its ability to generate revenues from the management and development
services performed by Healthcare Realty Management. There can be no
assurance that the Company will be able to purchase or develop addi-
tional properties or to lease to others on suitable terms or to successfully
market the services offered by Healthcare Realty Management.

Management believes that inflation should not have a materially
adverse effect on the Company. The majority of the leases contain
some provision for additional rent payments based on increases in
various economic measures. These addifonal rent payments have not

been significant.

Liquidity and Capital Resources

The Company has a $75,000,000 Senior Unsecured Revolving
Credit Facility (the “Senior Credit Facility”) from four commercial banks
that may be used to finance the acquisition or development of addition-
al properties and for general corporate purposes. Borrowings under the
Senior Credit Facility bear interest, at the option of the Company, at the
base rate of NationsBank, National Association or at LIBOR plus
1.25%. The Comparny pays a commitment fee of .25 of one percent per
annum on the unused portion of funds available for borrowing under the
Senior Credit Facility which will be available until August 2, 1997. The
Senior Credit Facility is unsecured and contains certain representations,
warranties and finandal and other covenants customary in such loan
agreements. At December 31, 1995, there were no borrowings outstand-
ing under the Senior Credit Fadlity, which results in a borrowing capac-
ity of $75,000,000. As of December 31, 1995, the Company had stock-
holders' equity of $234,447,793. The debt to total capitalization ratio
was approximately 0.28 to 1.00 at December 31, 1995.

On September 18, 1995, the Company privately placed $90,000,000
of its unsecured Senior Notes (the “Senior Notes™) with sixteen credit
institutions. The Senior Notes bear interest at 7.41%, payable semi-

annually, and mature on September 1, 2002. Beginning on September 1,

1998 and on each September 1 through 2002, the Company must repay




$18,000,000 of principal. The note agreements pursuant to which the
Senior Notes wete purchased contain certain representations, warranties
and financial and other covenants customary in such loan agreements.

On October 31, 1995, the Company sold a 24,189-square-foot ancil-
lary hospital facility in Van Nuys, California for $4,800,000. The prop-
erty was sold to the lessee pursuant to provisions in the Company’s lease
agreement for an amount equal to the Company’s original investment in
the property. The property suffered significant hidden structural dam-
ages in the Northridge earthquake in January 1994 that rendered the
ancillary hospital facility unusable for its intended purpose. No additon-
al property sales are anticipated in the near future. Proceeds from the sale
will be available for general corporate purposes.

As of December 31, 1995, the Company, in the normal course of
business, had received fully executed non-binding letters of intent to
fund development of two properties for approximately $14,754,000. In
addition, as of December 31, 1995, the Company had 2 net investment
of approximately $15,300,000 for five lessee developments in progress
with a total funding commitment of approximately $33,600,000. The
Company intends to fund these commitments with the funds available
from the proceeds of the Senior Credit Facility and the Senior Notes.

During 1995, the Company filed a shelf registration statement per-
taining to $250,000,000 of equity securities, debt securities, and war-
rants. Such registration statement has been declared effective by the
Securities and Exchange Commission. The Company intends to offer
securities under such registration statement from time to time to finance
future acquisitions and build-to-suit developments as they occur. The
Company may, under certain circumstances, borrow additional amounts
in connection with the renovation or expansion of its properties, the
acquisition or development of additional properties or, as necessary, to
meet distribution requirements for REITs under the Code. The
Company may raise additional capital or make investments by issuing, in
public or private transactions, its equity and debt securities, but the avail-
ability and terms of any such issuance will depend upon market and
other conditions. Although management believes that the Company will
be able to obtain additional financing or capital on terms acceptable to
the Company in sufficient amounts to meet its liquidity needs, there can
be no assurance that such additional financing or capital will be available

on terms acceptable to the Company.

Under the terms of the leases and other financial support agreements
relating to the properties, tenants or healthcare providers are generally
responsible for operating expenses and taxes relating to the properties.
As a result of these arrangements, the Company does not believe that it
will be responsible for any major expenses in connection with the prop-
erties during the respective terms of the agreements. The Company
anticipates entering into similar arrangements with respect to any addi-
tonal properties it acquires. After the term of the lease or financial sup-
port agreement, or in the event the financial obligations required by the
agreement are not met, the Company anticipates that any expenditures
it might become responsible for in maintaining the properties will be
funded by cash from operations and, in the case of major expenditures,
possibly by borrowings. To the extent that unanticipated expenditures or
significant borrowings are required, the Company'’s cash available for
distribution and liquidity may be adversely affected.

On January 23, 1996, the Company declared an increase in its quar-
terly dividend from $.465 per Share ($1.86 annualized) to $.47 per Share
($1.88 annualized) payable to stockholders of record on February 2,
1996. This dividend was paid on February 15, 1996. The Company
presently plans to continue to pay its quarterly dividends, with increases
consistent with its current practice. In the event that the Company can-
not make additional investments in 1996 because of an inability to obtain
new capital by issuing equity and debt securities, the Cor.npany will con-
tinue to be able to pay its dividends in 2 manner consistent with its cur-
rent practice. No assurance can be made as to the effect upon the
Company’s ability to increase its quarterly dividends during periods sub-
sequent to 1996, should access to new capital not be available to the
Company.

The Company generated net cash from operations in 1995 of
$26,736,918, an increase of $5,453,158 over 1994 and $20,386,012 over
1993. The funds were used in 1995, along with the proceeds of the Senior
Notes of $90,000,000 and borrowings of $31,700,000 under the Senior

Credit Facility;, to make additional investments in income producing

assets and real estate properties totaling $50,037,235. Funds were
also used to retire debt of $69,105,000 and to pay dividends to stock-
holders of $23,726,926.




REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
Healthcare Realty Trust Incorporated

We have audited the accompanying consolidated balance sheets of Healthcare Realty Trust Incorporated as of December 31, 1995 and 1994, and the
related consolidated statements of income, stockholders’ equity, and cash flows for the years ended December 31, 1995 and 1994, and the period from
June 3, 1993 (commencement of operations) through December 31, 1993. These financial statements are the responsibility of the Company’s manage-
ment. Our responsibility is to express an opinion on these finandial statements based on our audits,

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of Healthcare Realty
Trust Incorporated at December 31, 1995 and 1994, and the consolidated results of operations and cash flows for the years ended December 31, 1995
and 1994, and the period from June 3, 1993 (commencement of operations) through December 31,1993, in conformity with generally accepted account-

ing principles.

ézvmt ¥ MLLP
Nashville, Tennessee @

January 25, 1996




CONSOLIDATED BALANCE SHEETS

December 31,
1995 1994
ASSETS
Real estate properties:
Land $ 41,435,193 $ 39,606,239
Buildings and improvements 273,522,934 243,450,248
Personal property 2,761,458 1,437,217
Constructon in progress 15,253,397 3,399,402
332,972,982 287,893,106
Less accumulated depreciation (14,492,646) (7,126,008)
Total real estate properties, net 318,480,336 280,767,098
Cash and cash equivalents 9,142,775 496,852
Receivables 1,378,261 637,100
Deferred costs, net 1,497,045 504,969
Other assets . 6,279,260 783,752
Total assets $ 336,777,677 $ 283,189,771
LIABILITIES AND STOCKHOLDERS’ EQUITY
@ Liabilities:
Notes and bonds payable $ 92,970,000 $ 40,375,000
Security deposits payable 4,562,490 4,819,772
Accounts payable and accrued liabilities 4,214,599 1,385,754
Deferred income 582,795 268,958
Total liabilities 102,329,884 46,849,484
Commitments and contingencies - -
Stockholders’ equity:
Preferred stock, $.01 par value; 50,000,000 shares authorized; none outstanding - -
Common stock, $.01 par value; 150,000,000 shares authorized; 12,976,796 issued
and outstanding at December 31, 1995 and 12,803,397 at December 31, 1994 129,768 128,034
Additional paid-in capital 243,418,805 239,960,743
Deferred compensation ' (478,288) (595,308)
Cumulative net income 37,923,238 19,665,622
Cumulative dividends (46,545,730) (22,818,804)
Total stockholders’ equity 234,447,793 236,340,287
Total liabilities and stockholders’ equity $ 336,777,677 $ 283,189,771

See accompanying notes.




CONSOLIDATED STATEMENTS OF INCOME

Period from
June 3, 1993
(commencement of

Year Ended Decernber 31, operations) through
1995 1994 ecember 31, 1993
REVENUES:
Rental income 32,402,507 $ 23,231,345 $ 7,066,606
Management fees 465,766 - -
Interest and other income 492,888 995,078 68,398
33,361,161 24,226,423 7,135,004
EXPENSES:
General and administrative 2,143,505 2,095,669 578,939
Depreciation 7,567,060 5,233,474 1,832,682
Amortization 309,808 65,256 459,182
Interest 5,083,172 1,116,436 314,167
15,103,545 8,510,835 3,184,970
Net income 18,257,616 $ 15,715,588 $ 3,950,034
Net income per share 1.41 $ 1.33 $ 0.64
Weighted average shares outstanding 12,967,132 11,830,197 6,185,600

See accompanying notes.




CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Additional Cumulative Total
Common Stock Paid-In Deferred Net Cumulative  Stockbolders’
Shares Amount Capital  Compensation _ Income Dividends Equity
Balance at June 3, 1993 185,600 $ 1,856 $ - % - % - § - § 1,856
Issuance of stock 6,000,000 60,000 107,586,630 - - - 107,646,630
Net income - - - - 3,950,034 - 3,950,034
Dividends ($.55 per share) - - - - - (3,408,266)  (3,408,266)
Balance at December 31, 1993 6,185,600 61,856 107,586,630 - 3,950,034 (3,408,266) 108,190,254
Issuance of stock 6,582,797 65,828 131,687,588 - - - 131,753,416
Shares awarded as deferred
stock compensation 35,000 350 686,525  (686,875) - - -
Deferred stock compensation
amortization - - - 91,567 - - 91,567
Net income - - - - 15,715,588 - 15,715,588
Dividends ($1.75 per share) - - - - — (19,410,538) (19,410,538)
Balance at December 31, 1994 12,803,397 128,034 239,960,743  (595,308) 19,665,622 (22,818,804) 236,340,287
Issuance of stock 172,349 1,724 3,436,547 - - - 3,438,271
Shares awarded as deferred
m stock compensation 1,050 10 21,515 (21,525) - - -
Deferred stock compensation
amortizaion - - - 138,545 - - 138,545
Net income - - - - 18,257,616 - 18,257,616
Dividends ($1.83 per share) - - - - —  (23,726,926) (23,726,926)
Balance at December 31, 1995 - 12,976,796 $129,768 $243,418,805 $(478,288) $37,923,238 $(46,545,730) $ 234,447,793

See accompanying notes.




CONSOLIDATED STATEMENTS OF CAsH FLows

Period from
June 3, 1993
(commencement of
Year ended December 31, operations) through
1995 1994 ecember 31, 1993
OPERATING ACTIVITIES
Net income $ 18,257,616 $ 15,715,588 $ 3,950,034
Adjustments to reconcile net income to cash
provided by operating activities:
Depreciation and amortization 8,124,374 5,419,702 2,291,865
Gain on sale of property (220,140) - -
Increase in deferred income 313,837 232,734 36,224
Increase in receivables (741,161) (579,894) (49,487)
(Increase) decrease in other assets (178,886) 309,469 (34,727)
Increase in accounts payable and
accrued liabilities 1,181,278 186,161 156,997
Net cash provided by operating activities 26,736,918 21,283,760 6,350,906
INVESTING ACTIVITIES
Acquisition of real estate properties (50,037,235) (130,795,615) (135,116,136) @
Acquisition of subsidiary (380,000) - -
Proceeds from sale of real estate 4,800,000 ) - -
Receipt (disbursement) of security deposits (257,282) 412,114 4,407,658
Net cash used in investing activities (45,874,517) (130,383,501) (130,708,478)
FINANCING ACTIVITIES
Borrowings on short-term notes payable - - 2,350,000
Borrowings on long-term notes payable 121,700,000 40,300,000 24,000,000
Repayments on short-term notes payable - - (2,350,000)
Repayments on long-term notes payable (69,105,000) (37,018,633) (3,000,000)
Deferred financing and organization costs paid (1,244,980) (463,884) (784,192)
Dividends paid (23,726,926) (19,410,538) (3,408,266)
Proceeds from issuance of common stock 160,428 126,091,192 107,646,630
Net cash provided by financing activities 27,783,522 109,498,137 124,454172
Increase in cash and cash equivalents 8,645,923 398,396 96,600
Cash and cash equivalents, beginning
of period 496,852 98,456 1,856
Cash and cash equivalents, end of period $ 9,142,775 $ 496,852 $ 98,456
Acquisition of companies:
Fair value of assets acquired $ 5,023,032 $ - $ ~
Cash paid (380,000) - ~
Cash payable (270,000) - ~
Common stock issued (3,152,824) - -
Liabilities assumed $ (1,220,208) $ - $ -~

See accompanying notes.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies
Organization

Healthcare Realty Trust Incorporated (the “Companf ") was incorporated on May 13, 1992 in the state of Maryland. The Company completed an
initial public offering of 6,000,000 shares of common stock (the “Offering”) and commenced operations on June 3, 1993 with the receipt of proceeds
from the Offering.

The Company was organized to invest in healthcare-related properties located throughout the United States, including ancillary hospital facilities,
medical office buildings, physician clinics, long-term care facilities, comprehensive ambulatory care centers, clinical laboratories and ambulatory surgery
centers. To generate additional sources of accretive cash flow and to further its strategy of integrating real estate services, during the first quarter of 1995,
the Company acquired a leading healthcare real estate management company. As a result of this acquisition, the Company now provides management,
leasing and build-to-suit development, and capital for the construction of new facilities as well as for the acquisition of existing properties. As of
December 31, 1995, the Company had purchased, developed or had under development 63 properties (the “Properties”) for $332,972,982 located in 34
markets in 14 states, which are supported by 14 healthcare-related entities pursuant to long-term leases. The Properties include 34 ancillary hospital facil-
ities, 3 medical office buildings, 7 physician clinics, 11 long-term care facilities, 3 comprehensive ambulatory care centers, 2 clinical laboratories, and

3 ambulatory surgery centers (see Note 3).

Basis of Presentation

The audited financial statements include the accounts of the Company, its wholly owned subsidiaries and certain other affiliated corporations with

respect to which the Company controls the operating activities and receives substantially all economic benefits. Significant intercompany accounts and

transactions have been eliminated.

Use of Estirnates in Financial Statements
The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and

assumptions that affect amounts reported in the financial statements and accompanying notes. Actual results may differ from those estimates.

Real Estate Properties

Real estate properties are recorded at cost. Transaction fees and acquisition costs are netted with the purchase price as appropriate. No allowance
for investment losses is considered necessary. The cost of real properties acquired is allocated between land, buildings and fixtures, and personal
property based upon estimated market values at the time of acquisition. Depreciation is provided for on a straight-line basis over the following

estimated useful lives:

Buildings and improvements 31.5 or 39.0 years
Personal property 3.0,5.0 or 7.0 years

Cash and Cash Equivalents

Short-term investments with maturities of three months or less at date of purchase are classified as cash equivalents.

Federal Income Taxes
No provision has been made for federal income taxes. The Company intends at all times to qualify as a real estate investment trust under Sections
856 through 860 of the Internal Revenue Code of 1986, as amended. The Company must distribute at least 95% of its real estate investment trust tax-

able income to its stockholders and meet other requirements to continue to qualify as a real estate investment trust.




Deferred Costs and Other Assets

Included in deferred costs are charges incurred in obtaining financing and organizational costs. Deferred financing costs are amortized over the term
of the related credit facilities. Organizational costs are amortized straight-line over five years. Accumulated amortization of deferred costs was $339,927
and $148,065 at December 31, 1995 and 1994, respectively.

Included in other assets are approximately $4.8 million of property management and development contracts acquired in the purchase of Starr Sanders
Johnson, Inc. (See Note 6). Property management and development contracts are amortized straight-line over the contract term. Accumulated amorti-

zation of property management and development contracts was $178,420.

Revenue Recognition

Rental income is recognized as earned over the life of the lease agreements. Any additional rent, as defined in each lease agreement, is recognized

as earned.

Stock Issued to Employees

The Company has elected to follow APB Opinion No. 25, “Accounting for Stock Issued to Employees” and related interpretations in accounting for

its stock issued to employees.

Net Income Per Share
Net income per share is computed using the weighted average number of shares outstanding during the period, exclusive of common stock equiva-

lents, which resulted in dilution of less than 3% for the years ended December 31, 1995 and 1994, and for the period from June 3, 1993, through December
31, 1993, respectively.

Supplementary Income Per Common Share

As required by APB Opinion No. 15, “Earnings per Share,” supplementary income per common share data is presented for fiscal 1994 to reflect the
payment during February 1994 of $23.1 million of outstanding indebtedness using a portion of the proceeds of an offering (see Note 11). For the com-
putation of supplementary income per common share, 1,080,700 common shares issued in the offering whose proceeds were used to retire the debt were
assumed to have been issued at the beginning of fiscal 1994, and net income was assumed to have not been reduced by interest expense incurred on the

debt. Supplementary income per common share totaled $1.33 for fiscal 1994.

Adgption of New Accounting Rules

In March 1995, the FASB issued Statement No. 121, dccounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of;
which requires impairment losses to be recorded on long-lived assets used in operations when indicators of impairment are present and the undiscount-
ed cash flows estimated to be generated by those assets are less than the assets’ carrying amounts. Statement No. 121 also addresses the accounting for
long-lived assets that are expected to be disposed of. The Company adopted Statement No. 121 in the first quarter of fiscal 1995; the effect of adoption

was not material.

Reclassifications
Certain reclassifications have been made in the financial statements for the year ended 1994 and for the period from June 3, 1993 to December 31,

1993 to conform to the 1995 presentation. These reclassifications had no effect on the results of operations as previously reported.




@

2. Real Estate Property Leases

The Company’s properties are generally leased pursuant to noncancelable, fixed-term operating leases with expiration dates from 2003 to 2013. Some
leases provide for fixed rent renewal terms of five years, or multiples thereof, in addition to market rent renewal terms. The leases generally provide the
lessee, during the term of the lease and for a short period thereafter, with the right of first refusal to purchase the leased property on the same terms and
conditions as an acceptable third party offer.

Each lease generally requires the lessee to pay minimum rent, additional rent based upon increases in the Consumer Price Index or increases in
net patient revenues (as defined in the lease agreements), and all taxes (including property tax), insurance, maintenance and other operating costs
associated with the leased property. Additional rents earned for the years ended December 31, 1995 and 1994, and for the period from June 3, 1993
through December 31, 1993, were not material. _

Amounts of base rental income received from lessees who accounted for more than 10% of the Company’s rental income for the year ended
December 31, 1995 were: Columbia/HCA Healthcare Corporation — $10,713,960 and OrNda HealthCorp — $7,257,939. Amounts of base rental
income received from lessees who accounted for more than 10% of the Company’s base rental income for the year ended December 31, 1994 were:
Columbia/HCA Healthcare Corporation — $5,667,948 and OrNda HealthCorp — $4,086,002. Amounts of base rental income received from lessees
who accounted for more than 10% of the Company’s base rental income for the period from June 3, 1993 through December 31, 1993 were: Columbia
Healthcare Corporation — $1,083,771; HCA-Hospital Corporation of America — $750,646; PhyCor, Inc. — $844,282; Valley Presbyterian Hospital
— $1,028,037; Transitional Health Services, Inc. — $984,339; and Huebner Medical Center — $713,000.

Future minimum lease payments under the noncancelable operating leases as of December 31, 1995 are as follows:

1996 $ 33,892,043
1997 33,929,003
1998 33,989,223
1999 34,050,928
2000 ’ 34,114,135
2001 and thereafter 241,184,556

$ 411,159,888




3. Real Estate Properties

The following table summarizes the Company’s real estate properties by type of facility and by state as of December 31, 1995.

Buildings and
Number of Improvements Personal Accumulated
Facilities Land and CIP Property Total Depreciation
Ancillary hospital facilities:
Arizona 1 $ 308,070 $ 4,965,923 ) - $ 5,273,993 $ 400,750
California 7 15,169,012 30,501,731 38,504 45,709,247 1,484,889
Florida 7 577,328 39,300,623 - 39,877,951 1,376,241
Georgia 5 1,965,210 32,409,525 38,409 34,413,144 980,588
Kansas 1 - 2,434,317 - 2,434,317 -
Tennessee 1 395,056 2,743,834 - 3,138,890 111,121
Texas 8 6,444,802 45,245,283 259,535 51,949,620 3,039,870
Virginia 4 2,787,142 20,207,281 - 22,994,423 743,676
34 27,646,620 177,808,517 336,448 205,791,585 8,137,135
Ambulatory surgery centers:
California 1 209,246 828,613 8,370 1,046,229 69,859
Nevada 1 940,000 2,860,571 - 3,800,571 106,966
Texas 1 509,891 1,514,376 15,296 2,039,563 127,674
3 1,659,137 5,203,560 23,666 6,886,363 304,499
Comprehensive ambulatory care:
Florida 1 - 3,817,706 - 3,817,706 -
Texas 2 1,642,773 18,496,411 60,148 20,199,332 999,282
3 1,642,773 22,314,117 60,148 24,017,038 999,282
Chinical laboratories:
Alabama 1 180,633 8,601,151 8,028 8,789,812 696,981
Mississippi 1 537,660 3,718,165 29,660 4,285,485 219,922
2 718,293 12,319,316 37,688 13,075,297 916,903
Long-term care facilities:
California 1 1,361,952 11,325,746 - 12,687,698 399,305
Colorado 1 1,651,477 4,579,039 - 6,230,516 © 161,440
Florida 1 - 4,438,409 - 4,438,409 -
Indiana 1 96,059 3,511,750 32,331 3,640,140 294,947
Michigan 5 193,096 10,494,003 182,986 10,870,085 912,185
Texas 2 — 4,562,429 - 4,562,429 -
11 3,302,584 38,911,376 215,317 42,429,277 1,767,877
Medical office buildings: »
Texas 1 166,123 1,691,334 - 1,857,457 63,823
Virginia 2 107,473 1,706,875 126,790 1,941,138 183,034
3 273,596 3,398,209 126,790 3,798,595 246,857
Physician clinics: ‘
Florida 3 3,558,945 15,471,386 50,781 19,081,112 948,927
California 1 392,785 331,685 - 724,470 5315
Georgia 1 586,435 2,087,444 - 2,673,879 95,883
Texas 2 1,654,025 10,930,721 385,104 12,969,850 761,090
7 6,192,190 28,821,236 435,885 35,449,311 1,811,215
Corporate property - - - 1,525,516 1,525,516 308,878
Total property 63 $ 41435193 § 288,776,331 2,761,458 $ 332972982 $ 14,492,646




4. Notes and Bonds Payable
Notes and bonds payable at December 31, 1995 and 1994 consisted of the following:

December 31,
1995 1994
Senior Notes ¢ 90,000,000 $ -
Senior credit facility - 37,300,000
Serial and term bonds payable : 2,970,000 3,075,000
$ 92,970,000 $ 40,375,000

Senior Notes
On September 18, 1995, the Company privately placed $90,000,000 of unsecured Senior Notes (the “Senior Notes”) with 16 credit institutions. The

Senior Notes bear interest at 7.41%, payable semiannually, and mature on September 1, 2002. Beginning on September 1, 1998 and on each September
1 through 2002, the Company must repay $18,000,000 of principal. The note agreements pursuant to which the Senior Notes were purchased contain

certain representations, warranties and financial and other covenants customary in such loan agreements.

Senior Credit Facility

The Company has a $75,000,000 Senior Unsecured Revolving Credit Facility (the “Senior Credit Facility”) with four commercial banks.

The Senior Credit Facility matures August 2, 1997. At the optdon of the Company, borrowings bear interest at one of the banks’ base rate or LIBOR
plus 1.25%. In addition, the Company pays 2 commitment fee of .25 of 1% per annum on the unused portion of funds available for borrowings under
the Senior Credit Facility. Under covenants of the Senior Credit Fadlity, the Company is generally required to maintain minimum stockholders’ equity
of $200,000,000 2nd meet certain other financial covenants.

At December 31, 1995, the Company had available borrowing capacity of the total $75,000,000 under the Senior Credit Facility.

Serial and Term Bonds Payable

In conjunction with the acquisition of certain faciliies (see Note 3), the Company assumed an obligation for $1,095,000 of Serial Bonds and
$1,980,000 of Term Bonds (collectively, the “Bonds”). The obligation is secured by a deed of trust and security agreement granting the issuer a first mort-
gage lien and security interest in these properties and by assignment of and a security interest in the tenant leases of these prope‘rties. The Bonds

pay interest semiannually at interest rates ranging from 6.9% to 8.1% and mature at annual intervals through 2010 in amounts ranging from $115,000

to $320,000.

Other Long-Term Debt Information

Future maturities of long-term debt are as follows:

1996 $ 115,000
1997 120,000
1998 18,130,000
1999 18,140,000
2000 18,150,000
2001 and thereafter 38,315,000

$ 92,970,000

During the years ended December 31, 1995 and 1994 and the period from June 3, 1993, through December 31, 1993, interest paid totaled $2,984,695,
$1,268,680 and $216,533, and capitalized interest totaled $888,238, $424,675 and $0, respectively.




5. Security Deposits
The Company is currently obligated to certain lessees, under executed sale and purchase agreements, for security and related deposits in an aggregate
amount of $4,562,490 and $4,819,772 at December 31, 1995 and 1994, respectively. These security deposits are repayable at various times, typically upon
expiration of the lease, and generally bear interest at the First National Bank of Boston or NationsBank prime rate, payable annually.
The security deposits were negotiated with lessees as part of the terms of the sale and purchase agreements as collateral for lessee performance for
future rental payments and property maintenance in accordance with the lease agreements. These funds are unrestricted according to the terms of the

lease contracts and may be used at the Company’s discretion.

6. Acquisitions and Disposition

During June 1994, the Company acquired two ancillary hospital facility complexes in exchange for an aggregate of 328,322 shares of the Company’s
common stock (valued at $6,898,944) and the assumption of $13,018,633 of notes payable, $3,075,000 of bonds payable and $623,465 of accounts
payable and accrued liabilities. In addition to the facilities, representing an aggregate investment of $21,774,433, the Company acquired cash of
$1,258,910, accounts receivable of $7,719, restricted cash of $455,910, and other assets of $119,071. During the first week of July 1994, the Company
repaid the $13,018,633 of notes payable assumed in the acquisiions.

Effective January 1, 1995, the Company through its wholly owned subsidiary, Healthcare Realty Management Incorporated, purchased substantially
all of the assets of and assumed certain liabilities of Starr Sanders Johnson, Inc., a provider of property management and development services to héall:h—
care companies, for approximately $3,800,000. The purchase price consisted of $650,000 cash and 156,239 shares of the Company’s common stock
(valued at approximately $3,150,000). The acquisition was accounted for using the purchase method of accounting.

Pro forma information has not been presented due to the immaterial impact of the acquisition on revenues, net income, and net income per share.

On October 31, 1995, the Company sold a 24,189-square-foot ancillary hospital facility in Van Nuys, California for $4,800,000. The property was
sold to the lessee, pursuant to provisions in the Company’s lease agreement, due to hidden structural damages suffered in the January 1994 Northridge
earthquake that rendered the facility unusable for its intended purpose.

7. Benefit Plans
Executive Retirement Plan

The Company has an Executive Retirement Plan, under which an executive designated by the Compensation Committee of the Board of Directors
may receive upon normal retirement (defined to be when the executive reaches age 65 and has completed five years of service with the Company) 60%
of that executive’s final average earnings (defined as the average of the executive’s highest three years’ earnings) plus 6% of final average earnings times
years of service after age 60 (but not more than five years), less 100% of benefits paid to the executive from any basic retirement plan of the Company

that covers all employees and from social security.

Retirement Plan for Outside Directors

The Company has a retitement plan for outside directors which upon retirement will pay annually, for a period not to exceed 15 years, an amount

equal to the director’s pay immediately preceding retirement from the Board.

Retirement Plan Information
Net expense for both the Executive Retirement Plan and the Retirement Plan for Outside Directors (the “Plans”) for the years ended December 31,
1995 and 1994 and for the period from June 3, 1993 through December 31, 1993 was $189,289, $170,446, and $27,000, respectively. The net retirement

expense for the periods is comprised of the following:




1995 1994 1993

Service cost $ 367,864 $ 294,528 $ 65,300
Interest cost 40,431 13,099 -
Other cost 3,870 3,389 -
Amount allocated to property acquisition costs (222,876) (140,570) (38,300)

s 189,289 $ 170,446 $ 27,000

The Plans are unfunded and benefits will be paid from eamings of the Company. The following table sets forth the benefit obligations at
December 31, 1995 and 1994,

1995 1994
Actuarial present value of benefit obligations:

Vested $ - $ -
Accumulated $ 345,855 $ 205,827
Actual present value of projected benefit

obligations for services rendered to date $ 913,682 $ 469,929
Unrecognized net loss (112,901) (81,313)
Net pension liability in accrued liabilities $ 800,781 $ 388,616

Assumptions used in accounting for the retirement plans for the years ended December 31, 1995 and 1994, and the period from June 3, 1993 to

December 31, 1993, were as follows:

Retirement Plan
Executive for Outside
Retirement Plan Directors
Discount rates 8% 8%
Compensation increase rate . 5% Not Applicable

Deferred Compensation Plan

The Company has a Deferred Compensation Plan, under which eligible participants may elect to defer and invest a portion of their compensation.
One-half of the deferred amount will be matched by the Comparny up to 4% of a participant’s gross ‘compensation for the plan year. All amounts in an
account of a participant are fully vested at all times and may be withdrawn by a participant 30 days following such participant’s termination of employ-
ment. No expense was incurred with respect to this plan for the years ended December 31, 1995 or 1994, or for the period from June 3, 1993 to
December 31, 1993.

401() Profit Sharing Plan

Effective January 1, 1995, the Company adopted a 401(k) Profit Sharing Plan (the “401(k) Plan”) pursuant to which eligible participants may elect
to defer and invest up to 20% of their compensation, and the Company may choose to match all or a portion of such deferred amounts. The 401(k) Plan
is available to all full-time employees of the Company who have completed at least one year of service as of a quarterly plan entry date. All amounts in
a participant’s account allocable to contributions by the participant are fully vested at all times while amounts in a participant’s account allocable to con-
tributions by the Company vest according to a graduated schedule with full vesting after six years of service. During 1995, the Company matched 25%

of participant elective deferral contributions, resulting in expense of $2,062.

8. Stock Incentive Plans
1993 Employees Stock Incentive Plan

The Company may issue stock representing up to 7.5% (increased from 5% at December 31, 1994) of its outstanding shares of common stock
(973,260 and 640,170 shares at December 31, 1995 and 1994, respectively), under the 1993 Employees Stock Incentive Plan (the “Employee Plan”).
Under the Employee Plan, the Employee Stock Option Committee appointed by the Board of Directors may grant to employees performance-based




restricted stock awards or options to purchase shares of the Company’s common stock for terms not longer than 10 years, at prices to be determined by
the Board of Directors or the Employee Stock Option Committee, which may not be less than 95% of the fair market value of the common stock on
the dare of grant. Incentive stock awards or options granted under the Employee Plan may be subject to any conditions set by the Employee Stock Option
Committee, may be exercised by payment of cash, shares valued at fair market value, or, at the option of the Employee Stock Option Committee, by a
note secured by shares. Unless terminated earlier, the Employee Plan will terminate on January 1, 2003.

In May 1994, the Company awarded 15,000 shares of restricted common stock to an officer of the Company as an inducement to enter the Company’s
employment, and 20,000 shares of restricted common stock as an advance award of long-term incentive compensation, each pursuant to the Employee
Plan. The restricted shares were awarded with a fixed restriction period of five years. The officer has the right to receive cash dividends and the right to
vote the restricted shares. If the officer voluntarily terminates his employment with the Company before the end of the five-year restriction period, the
shares will be forfeited to the Company at no cost.

Pursuant to an implementation of the Employee Plan, the Company may award up to 445,000 shares of restricted common stock to three key offi-
cers. The award of these shares to the recipients is contingent upon the achievement of certain Company-based performance criteria, and the shares,
once awarded, vest in the recipients over a five-year period. In January 1996, the first of the three performance benchmarls was attained, and 141,666
shares of restricted common stock were awarded.

As of December 31, 1995 and 1994, options to purchase 222,000 and 225,000 shares, respectively, (at $19.50 per share) were outstanding under the
Employee Plan, all of which were exercisable as of December 31, 1995. Options available for future issuance under the plan covered 716,260 and 380,170
shares at December 31, 1995 and 1994, respectively. On January 23, 1996 all 222,000 unexercised options were cancelled, and employees were issued an
aggregate 53,477 shares of restricted stock.

1993 Outside Directors Stock Incentive Plan

The Company may issue stock options for up to 2% of its outstanding shares of common stock (259,536 and 256,068 shares at December 31, 1995
and 1994, respectively) under the 1993 Outside Directors Stock Incentive Plan (the “Director Plan”). The Director Plan became effective as of June 3,
1993. Under the Director Plan, each member of the Board of Directors of the Company who is not an employee of the Company, its subsidiaries or affil-
iates received an option to purchase 3,000 shares of common stock at an exercise price equal to the Offering price. Each director also received an option
to purchase an additional 3,000 shares on January 1, 1994 at an exercise price equal to the market price of the common stock on the date of grant. The
options, which may not be exercised for one year from the date of grant, terminate ten years from the date of grant.

As of December 31, 1995 and 1994, options to purchase 19,530 shares at $19.50 per share and 21,000 shares at $22.38 per share were outstanding
under the Director Plan, all of which were exercisable as of December 31, 1995. Options available for future issuance under the plan covered 217,536 and
214,068 shares at December 31, 1995 and 1994, respectively. On January 23, 1996 all 40,530 unexercised options were cancelled, and directors were issued
an aggregate 7,804 shares of restricted stock During 1994, the Company issued 1,470 shares (at $19.50 per share) for options exercised pursuant to the
Director Plan. '

1995 Restricted Stock Plan for Non-Employee Directors

Effective May 16, 1995, the Company enacted the 1995 Restricted Stock Plan for Non-Employee Directors (the “Directors’ Restricted Plan”) pur-
suant to which the Company may issue up to 100,000 shares of common stock. Under the Directors’ Restricted Plan, each member of the Board of
Directors of the Company as of the conclusion of the Company’s annual meeting of shareholders who is not an employee of the Company; its subsidiaries
or affiliates receives a grant of 150 shares of common stock Shares of common stock granted under the Directors’ Restricted Plan vest in each Director
upon the date three years from the date of grant and are subject to forfeiture prior to such date upon termination of the Director’s service. During 1995,
the Company granted 1,050 shares of common stock under the Directors’ Restricted Plan. For 1995, compensation expense resulting from the amorti-
zation of shares granted under the Directors’ Restricted Plan was $1,196.

As of December 31, 1995, the Company had reserved 98,950 shares for future issuance under the Directors’ Restricted Plan.




1995 Employee Stock Purchase Plan

Effective May 16, 1995, the Company adopted an Employee Stock Purchase Plan (the “Employee Purchase Plan”) pursuant to which the Company
may issue up to 1,000,000 shares of common stock. Under the Employee Purchase Plan, each eligible employee as of May 16, 1995 and each subsequent
January 1 (the “Grant Dates”) has been or shall be granted an option to purchase up to $25,000 of common stock, the number of shares becoming fixed
upon the Grant Date, at the lesser of 85% of the market price on the Grant Date or 85% of the market price on the date of exerdse of such option (the
“Exercise Date”), but at not less than book value per share as of the immediately preceding December 31. Eligible employees include those employees
who were employed by the Company or a subsidiary on a full-time basis as of May 16, 1995 and those employees with six months of service who are
employed by the Company or a subsidiary as of each subsequent Grant Date. Options granted under the Employee Purchase Plan expire if not exer-
cised 27 months after each such options Grant Date.

As of December 31, 1995 the Company had issued options to purchase 47,268 shares of common stock under the Employee Purchase Plan, and no

options had been exercised.

9. Commitments
At December 31, 1995, the Company, in the normal course of business, had received fully executed letters of intent to fund development of two prop-
erties for approximately $14,754,000. In addition, as of December 31, 1995, the Company had a net investment of approximately $15,300,000 for five

lessee developments in progress with a total funding commitment of approximately $33,600,000.

10. Related Party Transaction
In June 1993, the Company reimbursed approximately $1,825,000 of actual costs incurred by The Emery Partnership (a partnership controlled by

the President of the Company) and its affiliates on behalf of the Company in connection with the Company’s initial public offering, including salaries
of $227,000 accrued from January 1, 1993 through May 31, 1993 for David R. Emery, Timothy G. Wallace, Kenneth D. Stach, and Fredrick M.
Langreck Such reimbursement also included a consultant’s fee that Mr. Langreck was paid for services performed in 1992 on behalf of the Company,
reimbursement to The Emery Parmership for a portion of its rent and office expenses, and $1,464,000 for payments to unaffiliated third parties for ser-
vices rendered on behalf of the Company.

Two of the Company’s properties were purchased in June 1993, for an aggregate of $14,421,250 from, and are leased by the Company to, PhyCor,
Inc. The amount of rental income received from Phycor was $1,653,415 and $1,623,091 for the years ended December 31, 1995 and 1994, respectively,
and $844,282 for the period from June 3, 1993, through December 31, 1993. A director of the Company is a founder and Executive Vice President of
PhyCor, Inc. The director received no personal benefit as a result of this transaction.

11. Stockholders’ Equity, Options and Warrants

On February 16, 1994, the Company completed a secondary offering of 6,250,000 shares of common stock. Proceeds from the secondary offering,
net of underwriting discounts and commissions and securities issuance expenses, were approximately $125,200,000.

At December 31, 1995, the Company had reserved 2,295,276 shares for issuance under the Employee Plan, the Director Plan, the Directors’
Restricted Plan and the Employee Purchase Plan. At December 31, 1994, the Company had reserved 859,768 shares for issuance under the Employee
Plan and the Director Plan.

During 1995 and 1994, the Company issued 16,110 shares for proceeds of $313,911 and 3,005 shares for proceeds of $56,959, respectively, pursuant
to the Company’s Dividend Reinvestment Plan. At December 31, 1995 and 1994, the Company had 980,885 and 996,995 shares, respectively, reserved

for future issuance under the Dividend Reinvestment Plan.




In connection with the acquisition of certain properties, the Company issued warrants to purchase up to 188,712 additional reserved shares of com-
mon stock (the “Warrants”). The Warrants are exercisable for a period of four years commencing July 1, 1994 at a price of $19.50 per share, subject to
adjustment under applicable antidilution provisions. The holders of the Warrants and underlying common stock have the right to require the Company

to include the common stock underlying such Warrants in any registration statement filed by the Company at the Company’s expense.

12. Other Data
Funds From Operations

Funds from operations, as defined by the National Association of Real Estate Investment Trusts, Inc. (“NAREIT”), means net income (computed in
accordance with generally accepted accounting principles), excluding gains (or losses) from debt restructuring and sales of property, plus depreciation and
amortization.

The Company considers funds from operations to be an informative measure of the performance of an equity REIT and consistent with measures
used by analysts to evaluate equity REITs. Funds from operations does not represent cash generated from operating activities in accordance with gener-
ally accepted accounting principles, is not necessarily indicative of cash available to fund cash needs, and should not be considered as an alternative to net
income as an indicator of the Company’s operating performance or as an alternative to cash flow as a measure of iquidity. Funds from operations for the
years ended December 31, 1995 and 1994, and for the period from June 3, 1993, through December 31, 1993 were $26,161,850 ($2.02 per share),
$21,135,302 ($1.79 per share) and $6,268,879 ($1.01 per share), respectively.

NAREIT encourages REITs to make reporting changes consistent with the 1995 NAREIT White Paper on Funds from Operations no later than
fiscal year 1996. The Company's policy is to announce funds from operations for 1995 calculated according to the historical definition of funds from oper-
ations published by NAREIT in 1991 and to provide supplemental information flustrating the calculation of funds from operations under the 1995

NAREIT White Paper. Year ended
December 31, 1995
Historical 1995
Basis NAREIT

as Announced White Paper
Net income $ 18,257,616 $ 18,257,616
Depreciation of real estate 7,452,925 7,452,925
Depreciation of company office fumniture and equipment 114,135 -
Total adjustment for depreciation 7,567,060 7,452,925
Amortization of property management contracts 178,420 -
Amortization of company office leasehold improvements 125,988 -
Amortization of organization costs 5,400 -
Total adjustment for amortizaton ® 309,808 -
Amortization of deferred financing costs 247,506 -
Extraordinary/nonrecurring items - -
Gains or losses on asset dispositions (220,140) (220,140)
Straight-line rents - -
Total adjustments for other items . 27,366 (220,140)
Total adjustments 7,904,234 7,232,785
Funds from operations $ 26,161,850 $ 25,490,401
Weighted average shares outstanding 12,967,132 12,967,132
Funds from operations per share $ 2.02 $ 1.97

(1) Amortization of acquired revenue producing property management contracts.
(2) Excluding amortization of deferred financing costs reported as inferest expense.
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Return of Capital

Distributions in excess of net income generally constitute a return of capital. For the years ended December 31, 1995 and 1994, dividends paid per
share were $1.83 and $1.75, respectively, which consisted of ordinary income per share of $1.42 and $1.59 and return of capital per share of §.41 and
$.16, respectively. Due to the timing of actual distributions, all of the dividends paid during the peﬁod from June 3, 1993, through December 31, 1993

were taxable as ordinary income.

13. Financial Instruments
Off Balance Sheet Risk
At December 31, 1995, the Company held letters of credit, which serve to guarantee certain healthcare providers obligations outstanding,

totaling $1,309,219.

Fair Value of Financial Instruments
The carrying amounts of cash and receivables are a reasonable estimate of their fair value due to their short-term nature. The fair value of notes and
bonds payable is estimated using discounted cash flow analyses, based on the Company’s current incremental borrowing rates for similar types of bor-

rowing arrangements.
The carrying amounts and fair values of the Company’s financial instruments are as follows:

December 31, 1995

December 31, 1994

Carrying Fair

Carrying Fair

Amount Value Amount Value

496,852 $
637,100 $
40,375,000 $

496,852
637,100
40,375,000

9,142,775 %
1,378,261  $
92,970,000 $

9,142,775 $
1,378,261 $
94,561,530 $

Cash and cash equivalents $
Receivables 5
Notes and bonds payable $

14. Subsequent Events
On January 23, 1996, the Company declared an increase in its quarterly dividend from $.465 per share ($1.86 annualized) to $.47 per share ($1.88
annualized) payable on February 15, 1996 to shareholders of record on February 2, 1996.

15. Selected Quarterly Financial Data (Unaudited)
Quarterly financial information for the years ended December 31, 1995 and 1994 is summarized below:

Quarter ended

March 31 June 30 September 30 December 31

1995

Total revenue

Net income

Funds from operations

8,376,569
4,526,268
6,557,404
0.35
0.51

9,112,344
4,706,776
6,702,974
0.36
0.52

7,894,137
4,505,272
6,419,911
0.35
0.50

7,978,111
4,519,300
6,481,561
0.35
0.50

Net income per share
Funds from operations per share

1994

Total revenue 7,713,043

4,702,664
6,308,231
0.37
0.50

4,200,827
2,577,469
3,562,045
0.28
0.39-

5,729,594
4,273,101
5,438,045
0.34
0.4

6,582,959
4,162,354
5,826,981
0.33
0.46

Net income

Funds from operations

Net income per share
Funds from operations per share
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CORPORATE DATA

Corporate Address
Healthcare Realty Trust Incorporated
3310 West End Avenue, Suite 400
Nashville, TN 37203
Phone: (615) 269-8175
Fax: (615) 269-8122

Healthcare Realty Management, Inc.
1400 Urban Center Drive, Suite 400
Birmingham, AT, 35242

Phone: (205) 970-7770

Fax: (205) 970-7777

Independent Public Auditors
Emmnst & Young LLP
NationsBank Plaza
414 Union St.

Nashville, TN 37219-1779

Transfer Agent
Transfer of Shares:
Boston EquiServe
Stock Transfer Department
P.O. Box 1865
Mail Stop 45-02-62
Boston, MA 02105-1865
Phone: (617) 575-3400
CUSIP #: 421946104

Street Address for Courier Service:
Boston EquiServe

Blue Hills Office Park

Mail Stop 45-02-62

150 Royall Street

Canton, MA 02021-1031

General Questions:
Boston EquiServe

P.O. Box 1865

Mail Stop 45-02-62
Boston, MA 02105-1865
Phone: (617) 575-3400

Annual Shareholders Meeting
The annual meeting of shareholders will be held on May 14, 1996, at
10:00 a.m. at the Cumberland Club, 511 Union Street, Nashville, TN,

World Wide Web Address
http://www.hr.gspnet.com

Dividend Reinvestment Plan

A Dividend Reinvestment Plan is offered as a convenience to stock-
holders who wish to increase their holdings in the Company. Additional
shares may be purchased, without a service or sales charge, through auto-
matic reinvestment of quarterly cash dividends. For information write
Investor Relations, Boston EquiServe, 150 Royall Street, Canton MA
02021 or call (617) 575-3400.

Form 10K

The Company has filed an Annual Report on Form 10K for the year
ended December 31, 1995, with the Securities and Exchange
Commission, Shareholders may obtain a copy of this report, without
charge, by writing: Investor Relations, Healthcare Realty Trust, Inc,,
3310 West End Avenue, Suite 400, Nashville, TN 37203. Or, via
e-mail: hrinfo@hrt.healthcare msmail sprint.com

Member:
National Association of Real Estate Investment Trusts, Inc. (NAREIT)

Common Stock

Healthcare Realty Trust Incorporated common stock is traded on The
New York Stock Exchange under the symbol HR. The following tables
show, for the fiscal periods indicated since the Common Stock began
trading, the quarterly range of high and low closing sales prices of the

common stock.

1995 1994 1993
High Low High Low High Low
First Quarter $21 $19 $ 2250 $19.375 % 3
Second Quarter 20.50 1850 21375 19.50 19.88 17.75
Third Quarter ~ 20.75 19.375 22.125 19.875 2350 19.25
Fourth Quarter 23 20 21,125 18375 2350 19.50

As of March 15, 1996, the company has approximately 12,400 share-
holders, including persons or entities holding Common Stock in nom-
inee name, and 871 shareholders of record.










