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LTC PROPERTIES, INC.
CONSOLIDATED BALANCE SHEETS

(Amounts in thousands, except per share amounts)

  March 31, 2007  December 31, 2006  

  (unaudited)    

ASSETS
     

Real Estate Investments:
     

Buildings and improvements, net of accumulated depreciation and amortization:  2007 - $105,548;  2006 -
$102,091

 

$ 349,346
 

$ 351,148
 

Land
 

34,942
 

35,048
 

Mortgage loans receivable, net of allowance for loan losses:  2007 - $980  2006 - $1,280
 

115,043
 

116,992
 

Real estate investments, net
 

499,331
 

503,188
 

Other Assets:
     

Cash and cash equivalents
 

30,973
 

29,887
 

Debt issue costs, net
 

487
 

548
 

Interest receivable
 

2,916
 

3,170
 

Prepaid expenses and other assets
 

17,452
 

16,771
 

Notes receivable
 

3,666
 

4,264
 

Marketable securities
 

9,940
 

9,939
 

Total Assets
 

$ 564,765
 

$ 567,767
 

      
LIABILITIES AND STOCKHOLDERS’ EQUITY

     

Bank borrowings
 

$ —
 

$ —
 

Mortgage loans payable
 

47,991
 

48,266
 

Bonds payable
 

5,130
 

5,545
 

Accrued interest
 

351
 

358
 

Accrued expenses and other liabilities
 

4,281
 

6,223
 

Distributions payable
 

3,421
 

3,423
 

Total Liabilities
 

61,174
 

63,815
 

      
Minority interest

 

3,518
 

3,518
 

Stockholders’ equity:
     

Preferred stock $0.01 par value: 15,000 shares authorized; shares issued and outstanding: 2007 – 8,830;  2006 –
8,834

 

209,256
 

209,341
 

Common stock: $0.01 par value; 45,000 shares authorized; shares issued and outstanding: 2007 – 23,646;  2006 –
23,569

 

237
 

236
 

Capital in excess of par value
 

332,738
 

332,149
 

Cumulative net income
 

455,218
 

442,833
 

Other
 

1,533
 

1,693
 

Cumulative distributions
 

(498,909) (485,818)
Total Stockholders’ Equity

 

500,073
 

500,434
 

Total Liabilities and Stockholders’ Equity
 

$ 564,765
 

$ 567,767
  

See accompanying notes.
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LTC PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

(Amounts in thousands, except per share amounts)
(Unaudited)



  Three Months Ended  

  March 31,  

  2007  2006  

Revenues:
     

Rental income
 

$ 14,385
 

$ 12,630
 

Interest income from mortgage loans and notes receivable
 

3,469
 

4,321
 

Interest and other income
 

875
 

1,083
 

Total revenues
 

18,729
 

18,034
 

Expenses:
     

Interest expense
 

1,248
 

1,871
 

Depreciation and amortization
 

3,541
 

3,463
 

Legal expenses
 

29
 

50
 

Operating and other expenses
 

1,589
 

1,327
 

Total expenses
 

6,407
 

6,711
 

Income before non-operating income and minority interest
 

12,322
 

11,323
 

Minority interest
 

(86) (86)
Income from continuing operations

 

12,236
 

11,237
 

      
Discontinued operations:

     

Income from discontinued operations
 

—
 

566
 

Gain (loss) on sale of assets, net
 

149
 

31,938
 

Net income from discontinued operations
 

149
 

32,504
 

      
Net income

 

12,385
 

43,741
 

Preferred stock dividends
 

(4,239) (4,309)
Net income available to common stockholders

 

$ 8,146
 

$ 39,432
 

Net Income per Common Share from Continuing Operations net of Preferred Stock Dividends:
     

Basic
 

$ 0.34
 

$ 0.30
 

Diluted
 

$ 0.34
 

$ 0.30
 

      
Net Income per Common Share from Discontinued Operations:

     

Basic
 

$ 0.01
 

$ 1.39
 

Diluted
 

$ 0.01
 

$ 1.28
 

Net Income per Common Share Available to Common Stockholders:
     

Basic
 

$ 0.35
 

$ 1.69
 

Diluted
 

$ 0.35
 

$ 1.55
 

      
Basic weighted average shares outstanding

 

23,480
 

23,290
 

      
Comprehensive income

     

Net income
 

$ 12,385
 

$ 43,741
 

Reclassification adjustment
 

(160) (189)
Total comprehensive income

 

$ 12,225
 

$ 43,552
 

NOTE:  Computations of per share amounts from continuing operations, discontinued operations and net income are made independently.  Therefore, the sum of per share
amounts from continuing operations and discontinued operations may not agree with the per share amounts from net income available to common stockholders.

See accompanying notes.
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LTC PROPERTIES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in thousands)
(Unaudited)



  Three Months Ended March 31,  

  2007  2006  

OPERATING ACTIVITIES:
     

Net income
 

$ 12,385
 

$ 43,741
 

Adjustments to reconcile net income to net cash provided by operating activities:
     

Depreciation and amortization – continuing operations
 

3,541
 

3,463
 

Depreciation and amortization – discontinued operations
 

—
 

22
 

Minority interest
 

86
 

86
 

Stock-based compensation expense
 

344
 

252
 

Straight-line rental income
 

(1,202) (601)
Other non-cash items, net

 

(345) 33
 

Gain on sale of real estate investments, net
 

(149) (31,938)
Decrease in accrued interest payable

 

(7) (40)
Decrease (increase) in interest receivable

 

238
 

(233)
Net change in other assets and liabilities

 

(1,613) (1,139)
Net cash provided by operating activities

 

13,278
 

13,646
 

      
INVESTING ACTIVITIES:

     

Investment in real estate properties and capital improvements, net
 

(1,560) (476)
Proceeds from sale of real estate investments

 

158
 

54,042
 

Principal payments received on mortgage loans receivable
 

2,291
 

16,029
 

Advances under notes receivable
 

(2) (1,150)
Principal payments received on notes receivable

 

629
 

171
 

Net cash provided by investing activities
 

1,516
 

68,616
 

      
FINANCING ACTIVITIES:

     

Borrowings under the line of credit
 

—
 

2,000
 

Repayments of borrowings under the line of credit
 

—
 

(18,000)
Mortgage principal payments on the senior mortgage participation

 

—
 

(1,539)
Principal payments on mortgage loans payable and bonds payable

 

(690) (720)
Distributions paid to minority interests

 

(86) (92)
Distributions paid to stockholders

 

(13,092) (12,710)
Other

 

160
 

54
 

Net cash used in financing activities
 

(13,708) (31,007)
      

Increase in cash and cash equivalents
 

1,086
 

51,255
 

Cash and cash equivalents, beginning of period
 

29,887
 

3,569
 

Cash and cash equivalents, end of period
 

$ 30,973
 

$ 54,824
 

      
SUPPLEMENTAL CASH FLOW INFORMATION:

     

Interest paid
 

$ 1,194
 

$ 1,736
 

Non-cash investing and financing transactions:
     

Conversion of preferred stock to common stock
 

85
 

1,524
 

Reclassification of previously issued restricted stock
 

—
 

3,123
  

See accompanying notes.
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LTC PROPERTIES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1.              General

LTC Properties, Inc., a Maryland corporation, is a real estate investment trust (or REIT) that invests primarily in long term care properties through mortgage loans,
property lease transactions and other investments.

In accordance with “plain English” guidelines provided by the Securities and Exchange Commission, whenever we refer to “our company” or to “us,” or use the terms
“we” or “our,” we are referring to LTC Properties, Inc. and/or its subsidiaries.

We have prepared consolidated financial statements included herein without audit (except for the balance sheet at December 31, 2006 which is audited) and in the
opinion of management have included all adjustments necessary for a fair presentation of the results of operations for the three months ended March 31, 2007 and 2006
pursuant to the rules and regulations of the Securities and Exchange Commission.  The accompanying consolidated financial statements include the accounts of our company,
its wholly-owned subsidiaries and controlled partnership.  All significant intercompany accounts and transactions have been eliminated in consolidation.  Control over the
partnership is based on the provisions of the partnership agreement that provide us with a controlling financial interest in the partnership.  Under the terms of the partnership
agreement, our company, as general partner, is responsible for the management of the partnership’s assets, business and affairs.  Certain of our rights and duties in management
of the partnership include making all operating decisions, setting the capital budget, executing all contracts, making all employment decisions, and handling the purchase and
disposition of assets.  The general partner is responsible for the ongoing, major, and central operations of the partnership and makes all management decisions.  In addition, the
general partner assumes the risk for all operating losses, capital losses, and is entitled to substantially all capital gains (i.e. appreciation).

The limited partners have virtually no rights and are precluded from taking part in the operation, management or control of the partnership.  The limited partners are
also precluded from transferring their partnership interests without the express permission of the general partner.  However, we can transfer our interest without consultation or
permission of the limited partners.



Certain information and note disclosures normally included in financial statements prepared in accordance with accounting principles generally accepted in the United
States have been condensed or omitted pursuant to rules and regulations governing the presentation of interim financial statements; however, we believe that the disclosures in
the accompanying financial statements are adequate to make the information presented not misleading.

Certain reclassifications have been made to the prior period financial statements to conform to the current period presentation and as required by Statement of
Financial Accounting Standards (or SFAS) No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets.”  The results of operations for the three months ended
March 31, 2007 are not necessarily indicative of the results for a full year.

No provision has been made for federal or state income taxes.  Our company qualifies as a REIT under Sections 856 through 860 of the Internal Revenue Code of
1986, as amended.  As such, we are not taxed on income that is distributed to our stockholders.

In July 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (or FIN 48), which clarifies the accounting for income taxes by
prescribing the minimum recognition threshold a tax position is required to meet before being recognized in the financial
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statements.  FIN 48 utilizes a two-step approach for evaluating tax positions.  Recognition (step one) occurs when a company concludes that a tax position, based solely on its
technical merits, is more likely than not to be sustained upon examination.  Measurement (step two) is only addressed if step one has been satisfied (i.e., the position is more
likely than not to be sustained).  Under step two, the tax benefit is measured as the largest amount of benefit (determined on a cumulative probability basis) that is more likely
than not to be realized upon ultimate settlement.  FIN 48 is effective for fiscal years beginning after December 15, 2006.  Adoption of FIN 48 on January 1, 2007 did not have
any effect on our consolidated financial statements.

2.              Real Estate Investments

Owned Properties.  At March 31, 2007, our investment in owned properties consisted of 62 skilled nursing properties with a total of 7,214 beds, 84 assisted living
properties with a total of 3,744 units and one school in 23 states.

During the three months ended March 31, 2007, we invested $1,200,000 under agreements to expand and renovate 12 properties operated by seven different operators. 
The total commitment under these agreements is $8,700,000, of which $6,300,000 had been invested as of March 31, 2007.  These investments are at a weighted average yield
of 9.8%.  Also during the first quarter of 2007 we sold a closed, previously impaired skilled nursing property to a third party for a purchase price of $166,000.  As a result of the
sale, we recognized a net gain of $149,000 during the quarter ended March 31, 2007.

In accordance with SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets” properties held for sale at any reporting period include only
those properties available for immediate sale in their present condition and for which management believes that it is probable that a sale of the property will be completed
within one year.  Properties held for sale are carried at the lower of cost or fair value less estimated selling costs.  No depreciation expense is recognized on properties held for
sale.  In addition, the operating results of real estate assets designated as held for sale and all gains and losses from real estate sold are included in discontinued operations in the
consolidated statement of income.

Set forth in the table below are the components of the net income from discontinued operations (in thousands):

 

Three Months Ended
March 31,  

  2007  2006  

Rental income
 

$ —
 

$ 510
 

Interest and other income
 

—
 

97
 

Interest expense
 

—
 

(17)
Depreciation and amortization

 

—
 

(22)
Operating and other expenses

 

—
 

(2)
Income from discontinued operations

 

$ —
 

$ 566
  

Mortgage Loans.  At March 31, 2007, we had investments in 68 mortgage loans secured by first mortgages on 57 skilled nursing properties with a total of 6,586 beds,
10 assisted living properties with 705 units and one school located in 19 states.  At March 31, 2007, the mortgage loans had interest rates ranging from 6.6% to 13.1% and
maturities ranging from 2007 to 2019.  In addition, some loans contain certain guarantees, provide for certain facility fees and generally have 25-year amortization schedules. 
The majority of the mortgage loans provide for annual increases in the interest rate based upon a specified increase of 10 to 25 basis points.
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During the three months ended March 31, 2007, we received $1,067,000 plus accrued interest related to the payoff of a mortgage loan secured by a skilled nursing
property located in Georgia.  We also received $1,224,000 in regularly scheduled principal payments.

3.              Notes Receivable

During the three months ended March 31, 2007, we received $629,000 in principal payments under various loans and line of credit agreements with certain operators.

4.              Marketable Securities

At March 31, 2007, we had an investment in $10,000,000 face value of Skilled Healthcare Group, Inc. (or SHG) Senior Subordinated Notes with a face rate of 11.0%
and an effective yield of 11.1%.  Interest on the notes is payable semi-annually in arrears and the notes mature on January 15, 2014.  One of our board members is the chief
executive officer of SHG.  We account for this investment in marketable debt securities as held-to-maturity in accordance with SFAS No. 115 “Accounting for Certain
Investments in Debt and Equity Securities” at amortized cost, adjusted for any related premiums (discounts) over the estimated remaining period until maturity.



5.              Debt Obligations

At March 31, 2007, we had no outstanding borrowings under our $90,000,000 Unsecured Revolving Credit Agreement and the full amount was available for
borrowing.  During the three months ended March 31, 2007, pricing under the Unsecured Revolving Credit Agreement based on our borrowing election was Prime Rate plus
0.50% or LIBOR plus 1.50%.

6.              Stockholders’ Equity

Preferred Stock.  During the three months ended March 31, 2007, holders of 3,387 shares of our 8.5% Series E Cumulative Convertible Preferred Stock (Series E preferred
stock) elected to convert such shares into 6,774 shares of our common stock at the Series E preferred stock conversion rate of $12.50 per share.  Total shares reserved for issuance of
common stock related to the conversion of Series E preferred stock were 380,514 at March 31, 2007.  Subsequent to March 31, 2007, holders of 6,499 shares of our Series E preferred
stock elected to convert such shares into 12,998 shares of our common stock.  After these conversions, total shares reserved for issuance of common stock related to the conversion of
Series E preferred stock were 367,516.

Common Stock.  During the three months ended March 31, 2007, a total of 30,000 stock options were exercised at a total option value of $161,000 and a total market value
as of the dates of exercise of $800,000.
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Distributions.  We declared and paid the following cash dividends (in thousands):

  Three months ended March 31, 2007  Three months ended March 31, 2006  

  Declared  Paid  Declared  Paid  

Preferred Stock
         

Series C
 

$ 818
 

$ 818
 

$ 818
 

$ 818
 

Series E
 

101
 

103
 

171
 

187
 

Series F
 

3,320
 

3,320
 

3,320
 

3,320
 

 

 

4,239
 

4,241
 

4,309
 

4,325
 

          
Common Stock

 

8,851(1) 8,851
 

8,408(2) 8,385
 

          
Total

 

$ 13,090(3) $ 13,092(3) $ 12,717(3) $ 12,710(3)
 

(1)          Represents $0.125 per share per month for the first quarter of 2007.

(2)          Represents $0.12 per share per month for the first quarter of 2006.

(3)          The difference between declared and paid is the change in distributions payable on the balance sheet at March 31 and December 31.

In April 2007, we declared a monthly cash dividend of $0.125 per share on our common stock for the months of April, May and June 2007, payable on April 30, May 31 and
June 29, 2007, respectively, to stockholders of record on April 20, May 23 and June 21, 2007, respectively.

Other Equity.  Other equity consists of accumulated comprehensive income of $1,533,000 and $1,693,000 at March 31, 2007 and December 31, 2006, respectively.  This
balance represents the net unrealized holding gains on available-for-sale REMIC Certificates recorded in 2005 when we repurchased the loans in the underlying loan pool.  This
amount is being amortized to increase interest income over the remaining life of the loans that we repurchased from the REMIC Pool.  See Note 6. Real Estate Investments to our
consolidated financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2006 for further discussion of the repurchase of the loans underlying
our investment in REMIC Certificates.

Stock-Based Compensation.  Effective January 1, 2006, we adopted SFAS No. 123(R) which requires all share-based payments to employees, including grants of
employee stock options, to be recognized in the income statement based on their fair values.  Thus, for all options that vested during 2006, regardless of when they were
granted, compensation expense was recognized during 2006 according to SFAS No. 123(R).  We use the Black-Scholes-Merton formula to estimate the value of stock options
granted to employees.  This model requires management to make certain estimates including stock volatility, discount rate and the termination discount factor.  If management
incorrectly estimates these variables, the results of operations could be affected.

During the quarters ended March 31, 2007 and 2006, $17,000 and $15,000 of compensation expense was recognized related to the vesting of stock options.  No stock options
were issued during the quarters ended March 31, 2007 and 2006.  At March 31, 2007, the total number of stock options that are scheduled to vest through December 31, 2007 and
2008 is 14,000 and 5,000, respectively.  We have no stock options outstanding that are scheduled to vest beyond 2008.  The remaining compensation expense to be recognized related
to the future service period of unvested outstanding stock options is approximately $15,000.

During the first quarter of 2007 we granted 40,000 shares of restricted common stock at $25.98 per share.  These shares vest ratably over a three-year period.  Also
during the first quarter of 2007 we extended the vesting of 27,120 shares of unvested restricted stock to align the vesting dates with the
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40,000 share grant previously discussed.  The impact on future compensation expense we will recognize related to this vesting modification is immaterial.  Additionally, during
the first quarter of 2007 we modified the vesting of 54,960 shares of unvested restricted stock.  The award modification accelerated the vesting so that the 54,960 shares vest
ratably from March through December 2007.  Prior to the modification the shares were vesting in two traunches ratably over two and three years, respectively.  The impact on
future compensation expense we will recognize related to this vesting acceleration is $551,000 in 2007.  During the quarters ended March 31, 2007 and 2006, $327,000 and
$237,000 of compensation expense was recognized related to the vesting of restricted stock.

Total shares available for future grant under the 2004 Stock Option Plan, the 2004 Restricted Stock Plan and the 1998 Equity Participation Plan as of March 31, 2007 were
470,000, 8,234 and 59,616, respectively.



7.              Commitments and Contingencies

At March 31, 2007, we had the following commitments outstanding:

We committed to provide Alterra Healthcare Corporation (or Alterra) $2,500,000 over three years ending December 4, 2009, to invest in leasehold improvements to
properties they lease from us.  This investment would be made at a 10% annual return to us.  To date Alterra has not requested any funds under this agreement.

We committed to provide Extendicare Healthcare Services, Inc. (or EHSI), under certain conditions, up to $5,000,000 per year, throughout the term of the lease, for
expansion of the 37 properties they lease from us.  Should we invest such funds, EHSI’s minimum rent would increase by an amount equal to (a) 9.5% plus the positive difference, if
any, between the average yield on the U.S. Treasury 10-year note for the five days prior to funding, minus 420 basis points (expressed as a percentage), multiplied by (b) the amounts
funded.  To date EHSI has not requested any funds under this agreement.

We committed to provide Preferred Care, Inc. (or Preferred Care) $3,000,000 for capital improvements on 25 of the skilled nursing properties they lease from us under
a master lease.  To date we have funded $358,000 under this agreement.  We also committed to invest up to $7,100,000 on specific projects on five skilled nursing properties
they lease from us.  The minimum rent will increase for each specific project by an amount equal to 11% of either (a) our final funding including capitalized interest during
construction for three specific projects or (b) our periodic funding plus the related capitalized interest on each advance from the date funded through the end of the month for two
specific projects.  To date we have funded $101,000 under this agreement.  These commitments expire on March 31, 2010.  We also committed to provide Preferred Care with a
$500,000 capital allowance for a skilled nursing property they lease from us under a separate lease.  This commitment expires on June 30, 2007.  The minimum rent increases by the
previous month’s capital funding multiplied by 10%.  To date no funds have been requested under this agreement.

We committed to provide a lessee an accounts receivable financing on a skilled nursing property.  The loan has a credit limit not to exceed $150,000, an interest rate of
10.0%, and matures on July 31, 2007.  To date $125,000 has been funded under this agreement.  Additionally, we have committed to invest $1,150,000 in capital improvements for
this property.  The minimum rent will increase by an amount equal to 10.5% of our final funding including capitalized interest during construction.  This commitment expires June 30,
2007.  To date we have funded $933,000 under this agreement.
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We committed to provide a lessee of a skilled nursing property accounts receivable financing.  The loan has a credit limit not to exceed $75,000 and an interest rate of
10.0%.  The commitment matures on June 30, 2007.  As of March 31, 2007, we had funded $25,000 under this agreement.  Subsequent to March 31, 2007, we funded $38,000 under
this agreement. We committed to make certain capital improvements to be mutually agreed upon by us and the lessee on a skilled nursing property.  The lessee’s minimum rent will
increase by an amount equal to 11.0% of our investment in these capital improvements.  To date we have funded $95,000 under this agreement.

We committed to provide a lessee of three skilled nursing properties with the following:  (i) up to $260,000 to invest in capital improvements to a property they lease from
us; (ii) up to $735,000 to invest in capital improvements on two properties they lease from us, however, under this commitment, the monthly minimum rent will increase by the
amount of the capital funding multiplied by 11%; and (iii) up to $3,000,000 to purchase land, construct and equip a new property in the general vicinity of an existing property they
lease from us with a corresponding increase in the minimum rent of 11% multiplied by the amount funded plus capitalized interest costs associated with the construction of the new
property.  These commitments expire on November 1, 2008.  To date no funds have been requested under these agreements.

We committed to provide a lessee accounts receivable financing on three skilled nursing properties.  The loan has a credit limit not to exceed $300,000, an interest rate of
10.0%, and matures on July 1, 2007.  To date $250,000 has been funded under this agreement.  Additionally, we have committed to invest $250,000 in capital improvements for these
properties. This commitment will expire on June 30, 2007.  The minimum rent will increase by an amount equal to 10.25% of our final funding including capitalized interest during
construction.  To date we have funded $209,000 under this agreement.

We committed to provide a lessee with $1,000,000 to invest in capital improvements on an assisted living property.  The minimum rent increases by the previous month’s
capital funding multiplied by 8.0%.  The commitment will mature in February 2008.  To date $795,000 has been funded under this agreement.

We committed to provide a lessee of a skilled nursing property with $500,000 to invest in capital improvements to the property they lease from us.  The commitment includes
interest capitalized at 10% on each advance made from the disbursement date until the final distribution of the commitment.  The capital improvements must be completed by
December 31, 2007.  Upon final distribution of the capital allowance, minimum rent shall increase by the total commitment multiplied by 10%.  To date no funds have been requested
under this agreement.

8.              Major Operators

We have three operators, based on properties subject to lease agreements and secured by mortgage loans that represent between 10% and 20% of our total assets and
three operators from each of which we derive over 10% of our rental revenue and interest income.

Beginning in the fourth quarter of 2006, Extendicare Services, Inc. (or EHSI), one of our major operators, effected a reorganization whereby it completed a spin-off of
Assisted Living Concepts, Inc (or ALC).  ALC is now a NYSE traded public company operating assisted living centers. The remaining EHSI assets and operations were
converted into a Canadian REIT (Extendicare REIT) listed on the Toronto Stock Exchange (or TSX).  Both Extendicare REIT and ALC continue to be parties to the leases with
us.

Alterra Healthcare Corporation (or Alterra) is a wholly owned subsidiary of a publicly traded company, Brookdale Senior Living, Inc. (or Brookdale).
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Our other operator is privately owned and thus no public financial information is available.   The following table summarizes Extendicare REIT and ALC’s (combined)
and Brookdale’s financial information as of and for the twelve months ended December 31, 2006 per the operators’ public filings (audited, in thousands):



 Extendicare REIT &    

  ALC  Brookdale  

  (in thousands)  (in thousands)  

      
Current assets

 

$ 40,498
 

$ 270,232
 

Non-current assets
 

406,842
 

4,472,223
 

Current liabilities
 

27,746
 

508,905
 

Non-current liabilities
 

102,756
 

2,464,937
 

Stockholders’ equity
 

316,838
 

1,764,012
 

      
Gross revenue

 

$ 231,148
 

$ 1,309,913
 

Operating expenses
 

202,689
 

1,354,606
 

Income(loss) from continuing operations
 

10,535
 

(108,087)
Net income (loss)

 

9,009
 

(108,087)
      
Cash provided by operations

 

$ 19,055
 

$ 85,912
 

Cash used in investing activities
 

(20,710) (2,002,686)
Cash provided by financing activities

 

15,167
 

1,907,126
  

Extendicare REIT and ALC, collectively lease 37 assisted living properties with a total of 1,427 units owned by us representing approximately 11.6%, or $65,501,000
of our total assets at March 31, 2007 and 15.4% of rental income and of interest income recognized in 2007 excluding the effects of straight-line rent.

Alterra, a wholly owned subsidiary of Brookdale, leases 35 assisted living properties with a total of 1,416 units owned by us representing approximately 11.5%, or
$64,750,000, of our total assets at March 31, 2007 and 14.6% of rental revenue and of interest income recognized in 2007 excluding the effects of straight-line rent.

Preferred Care, Inc. (or Preferred Care), through various wholly owned subsidiaries, operates 32 skilled nursing properties with a total of 3,871 beds that we own or on
which we hold mortgages secured by first trust deeds.  This represents approximately 11.0% or $61,930,000 of our total assets as March 31, 2007 and 14.0% of rental revenue
and interest income recognized to date in 2007 excluding the effects of straight-line rent.

Our financial position and ability to make distributions may be adversely affected by financial difficulties experienced by Alterra, Extendicare REIT & ALC, Preferred
Care, or any of our lessees and borrowers, including any bankruptcies, inability to emerge from bankruptcy, insolvency or general downturn in business of any such operator, or
in the event any such operator does not renew and/or extend its relationship with us or our borrowers when it expires.
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9.              Earnings per Share

The following table sets forth the computation of basic and diluted net income per share
(in thousands, except per share amounts):

 Three Months Ended  

  March 31,  

  2007  2006  

Net income
 

$ 12,385
 

$ 43,741
 

Preferred stock dividends
 

(4,239) (4,309)
Net income for basic net income per share

 

8,146
 

39,432
 

Effect of dilutive securities:
     

Convertible preferred stock
 

101
 

989
 

Convertible limited partnership units
 

—
 

86
 

Net income for diluted net income per share
 

$ 8,247
 

$ 40,507
 

      
Shares for basic net income per share

 

23,480
 

23,290
 

Effect of dilutive securities:
     

Stock options and restricted stock
 

54
 

62
 

Convertible preferred stock
 

381
 

2,644
 

Convertible limited partnership units
 

—
 

202
 

Shares for diluted net income per share
 

23,915
 

26,198
 

      
Basic net income per share

 

$ 0.35
 

$ 1.69
 

Diluted net income per share
 

$ 0.35
 

$ 1.55
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Item 2.                                                          MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Executive Overview

Business

LTC Properties, Inc. a self-administered health care real estate investment trust (or REIT) commenced operations in 1992.  We invest primarily in long-term care and
other health care related properties through mortgage loans, property lease transactions and other investments.  The following table summarizes our portfolio as of March 31,
2007:



      For the three          Number    

    Percentage  months ended  Percentage  Number  Number  Investment  of  Number  

Type of  Gross  of  03/31/07  of  of  of  per  Operators  of  

Property  Investments  Investments  Revenues (2)  Revenues  Properties  Beds/Units  Bed/Unit  (1)  States (1)  

  (in thousands)    (in thousands)        (in thousands)      

Assisted Living Facilities
 

$ 274,398
 

45.3% $ 7,949
 

44.5% 94
 

4,449
 

$ 61.68
 

9
 

22
 

Skilled Nursing Facilities
 

318,441
 

52.6% 9,542
 

53.5% 119
 

13,800
 

23.07
 

47
 

24
 

Schools
 

13,020
 

2.1% 363
 

2.0% 2
 

N/A
 

N/A
 

2
 

2
 

Totals
 

$ 605,859
 

100.0% $ 17,854
 

100.0% 215
 

18,249
        

(1)  We have leased or mortgage investments in 32 states to 53 different operators.

(2)  Revenues exclude interest and other income from non-mortgage loan sources.

Our primary objectives are to sustain and enhance stockholder equity value and provide current income for distribution to stockholders through real estate investments
in long-term care properties and other health care related properties managed by experienced operators.  To meet these objectives, we attempt to invest in properties that
provide opportunity for additional value and current returns to our stockholders and diversify our investment portfolio by geographic location, operator and form of investment.

Substantially all of our revenues and sources of cash flows from operations are derived from operating lease rentals and interest earned on outstanding loans
receivable.  Our investments in mortgage loans and owned properties represent our primary source of liquidity to fund distributions and are dependent upon the performance of
the operators on their lease and loan obligations and the rates earned thereon.  To the extent that the operators experience operating difficulties and are unable to generate
sufficient cash to make payments to us, there could be a material adverse impact on our consolidated results of operations, liquidity and/or financial condition.  To mitigate this
risk, we monitor our investments through a variety of methods determined by the type of health care facility and operator.  Our monitoring process includes periodic review of
financial statements for each facility, periodic review of operator credit, scheduled property inspections and review of covenant compliance relating to real estate taxes and
insurance.

In addition to our monitoring and research efforts, we also structure our investments to help mitigate payment risk.  We typically invest in or finance up to 90 percent
of the stabilized appraised value of a property.  Some operating leases and loans are credit enhanced by guaranties and/or letters of credit.  In addition, operating leases are
typically structured as master leases and loans are generally cross-defaulted and cross-collateralized with other loans, operating leases or agreements between us and the
operator and its affiliates.

For the three months ended March 31, 2007, rental income and interest income from mortgage loans and notes receivable represented 77% and 19%, respectively, of
total gross revenues.   Our lease structure contains fixed annual rental escalations, which are generally recognized on a straight-line basis over the
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minimum lease period.  Certain leases have annual rental escalations that are contingent upon changes in the Consumer Price Index and/or changes in the gross operating
revenues of the property.  This revenue is not recognized until the appropriate contingencies have been resolved.  This lease structure initially generates lower revenues and net
income but enables us to generate additional growth and minimize non-cash straight-line rent over time.

Depending upon the availability and cost of external capital, we anticipate making additional investments in health care related properties.  New investments are
generally funded from cash on hand and temporary borrowings under our unsecured line of credit and internally generated cash flows.  Our investments generate internal cash
from rent and interest receipts and principal payments on mortgage loans receivable.  Permanent financing for future investments, which replaces funds drawn under our
unsecured line of credit, is expected to be provided through a combination of public and private offerings of debt and equity securities and the incurrence of secured debt.  We
believe our liquidity and various sources of available capital are sufficient to fund operations, meet debt service obligations (both principal and interest), make dividend
distributions and finance future investments.

Key Transactions

During the first three months of 2007, we invested $1.2 million under agreements to expand and renovate 12 properties operated by seven different operators.  The
total commitment under these agreements is $8.7 million, of which $6.3 million had been invested as of March 31, 2007.  These investments are at an average yield of 9.8%.

Key Performance Indicators, Trends and Uncertainties

We utilize several key performance indicators to evaluate the various aspects of our business.  These indicators are discussed below and relate to concentration risk and
credit strength.  Management uses these key performance indicators to facilitate internal and external comparisons to our historical operating results, in making operating
decisions and for budget planning purposes.

Concentration Risk.  We evaluate our concentration risk in terms of asset mix, investment mix, operator mix and geographic mix.  Concentration risk is valuable to
understand what portion of our investments could be at risk if certain sectors were to experience downturns. Asset mix measures the portion of our investments that are real
property.  In order to qualify as an equity REIT, at least 75 percent of our total assets must be represented by real estate assets, cash, cash items and government securities. 
Investment mix measures the portion of our investments that relate to our various property types.  Operator mix measures the portion of our investments that relate to our top
three operators.  Geographic mix measures the portion of our investment that relate to our top five states.  The following table reflects our recent historical trends of
concentration risk:
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 Period Ended  

  03/31/07  12/31/06  9/30/06  6/30/06  3/31/06  

  (gross investment, in thousands)  

Asset mix:
           

Real property
 

$ 489,836
 

$ 488,287
 

$ 485,460
 

$ 476,541
 

$ 468,435
 

Loans receivable
 

116,023
 

118,272
 

119,523
 

127,192
 

133,264
 

            
Investment mix:

           

Assisted living properties
 

$ 274,398
 

$ 274,052
 

$ 273,711
 

$ 276,720
 

$ 280,748
 

Skilled nursing properties
 

318,441
 

319,487
 

318,252
 

313,993
 

307,931
 

School
 

13,020
 

13,020
 

13,020
 

13,020
 

13,020
 

            
Operator mix:

           

Alterra
 

$ 84,210
 

$ 84,210
 

$ 84,194
 

$ 84,194
 

$ 84,194
 

Preferred Care, Inc. (1)
 

80,910
 

80,506
 

72,422
 

71,969
 

71,550
 

Extendicare REIT & ALC (combined)
 

88,034
 

88,034
 

88,034
 

88,034
 

88,034
 

Remaining operators
 

352,705
 

353,809
 

360,333
 

359,536
 

357,921
 

            
Geographic mix:

           

California
 

$ 44,170
 

$ 44,439
 

$ 44,697
 

$ 44,950
 

$ 45,198
 

Florida
 

46,181
 

45,693
 

45,204
 

48,032
 

47,536
 

Ohio
 

53,480
 

53,210
 

52,838
 

52,488
 

45,939
 

Texas
 

96,516
 

96,947
 

97,339
 

97,636
 

96,952
 

Washington
 

27,846
 

27,925
 

28,002
 

20,952
 

21,024
 

Remaining states
 

337,666
 

338,345
 

336,903
 

339,675
 

345,050
  

(1)                      In October 2006 we entered into a lease termination agreement with Center Healthcare, Inc. relating to 25 skilled nursing properties.  As of November 1, 2006 these
25 properties are under a master lease with Preferred Care, Inc.  Also, Preferred Care, Inc. leases a skilled nursing property under a separate lease agreement and
operates six skilled nursing properties securing six mortgage loans receivable we have with unrelated third parties.

Credit Strength.  We measure our credit strength both in terms of leverage ratios and coverage ratios.  Our leverage ratios include debt to book capitalization and debt
to market capitalization.  The leverage ratios indicate how much of our balance sheet capitalization relates to long-term debt.  Our coverage ratios include interest coverage
ratio and fixed charge coverage ratio.  The coverage ratios indicate our ability to service interest and fixed charges (interest plus preferred dividends).  The coverage ratios are
based on earnings before interest, taxes, depreciation and amortization.  Leverage ratios and coverage ratios are widely used by investors, analysts and rating agencies in the
valuation, comparison, rating and investment recommendations of companies.  The following table reflects the recent historical trends for our credit strength measures:

  Three Months Ended  

  03/31/07  12/31/06  9/30/06  6/30/06  3/31/06  

Debt to book capitalization ratio
 

9.6% 9.7% 11.6% 12.8% 13.0%
Debt to market capitalization ratio

 

6.0% 5.9% 7.7% 9.1% 8.8%
            
Interest coverage ratio

 

13.7x 10.4x 8.9x(1) 9.7x 9.1x
Fixed charge coverage ratio

 

3.1x 2.8x 2.6x(1) 2.8x 2.8x
 

(1)                      As a result of including a one time $1.0 million IRS settlement in the annualized calculation of coverage ratios, our ratios were lower than as of six months ended
June 30, 2006.  Excluding this charge, our Interest Coverage ratio would have been 9.4x and our Fixed Charge ratio would have been 2.8x.
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We evaluate our key performance indicators in conjunction with current expectations to determine if historical trends are indicative of future results. Our expected
results may not be achieved and actual results may differ materially from our expectations.  This may be a result of various factors, including, but not limited to

·                  The status of the economy;
·                  The status of capital markets, including prevailing interest rates;
·                  Compliance with and changes to regulations and payment policies within the health care industry;
·                  Changes in financing terms;
·                  Competition within the health care and senior housing industries; and
·                  Changes in federal, state and local legislation.

Management regularly monitors the economic and other factors listed above.  We develop strategic and tactical plans designed to improve performance and maximize
our competitive position. Our ability to achieve our financial objectives is dependent upon our ability to effectively execute these plans and to appropriately respond to
emerging economic and company-specific trends.

Operating Results

Three months ended March 31, 2007 compared to three months ended March 31, 2006

Revenues for the three months ended March 31, 2007, increased to $18.7 million from $18.0 million for the same period in 2006.  Rental income for the three months
ended March 31, 2007, increased $1.8 million from the same period in 2006 primarily as a result of rental income from new properties ($0.5 million), straight-line rental
income net of amortization of lease costs ($0.5 million), a new master lease entered into during the fourth quarter of 2006 ($0.4 million) and rental increases provided for in
existing lease agreements ($0.4 million).  Same store rental income, properties owned for the three months ended March 31, 2007, and the three months ended March 31, 2006,
and excluding straight-line rental income, increased $0.8 million due to rental increases provided for in existing lease agreements ($0.4 million) and a new master lease entered
into during the fourth quarter of 2006 ($0.4 million).

Interest income from mortgage loans and notes receivable for the three months ended March 31, 2007, decreased $0.9 million from the same period in 2006 primarily
due to payoffs.



Interest and other income for the three months ended March 31, 2007, decreased $0.2 million from the same period in 2006 primarily due to payoffs offset by interest
income from our investment in marketable securities.

Interest expense for the three months ended March 31, 2007 was $0.6 million lower than the same period in 2006 due to a decrease in average debt outstanding during
the period resulting from the payoff of mortgage loans and the senior participation payable.

Depreciation and amortization expense for the three months ended March 31, 2007 increased $0.1 million from the same period in 2006 due to acquisitions in the
second half of 2006 and capital improvements to existing properties.

Legal expenses were comparable for each of the three month periods ended March 31, 2007 and 2006.

Operating and other expenses were $0.3 million higher in the three months ended March 31, 2007 as compared to the same period in 2006 primarily as a result of a
$0.1 million increase due to the vesting of restricted stock, a $0.1 million increase in franchise taxes from various states and $0.1 million in non-recurring accounting fees
related to the IRS settlement agreement. See Note 1. Summary of Significant Accounting Policies-Federal Income Taxes to our consolidated financial statements included in our
Annual Report on Form 10-K for the year ended December 31, 2006 for further discussion of the IRS settlement.

17

Minority interest expense was comparable of each of the three month periods ended March 31, 2007 and 2006.

During the three months ended March 31, 2007, we recognized $0.1 million gain related to the sale of one closed and previously impaired skilled nursing property. 
During the same period in 2006 we recognized a gain of $31.9 million from the sale of four assisted living properties and discontinued operations related to properties sold of
$0.6 million.

Liquidity and Capital Resources

At March 31, 2007, our real estate investment portfolio (before accumulated depreciation and amortization) consisted of $489.8 million invested primarily in owned
long-term care properties and mortgage loans of approximately $116.0 million (prior to deducting a $1.0 million reserve).  Our portfolio consists of direct investments
(properties that we either own or on which we hold promissory notes secured by first mortgages) in 119 skilled nursing properties, 94 assisted living properties and two schools
in 32 states.  For the three months ended March 31, 2007, we had net cash provided by operating activities of $13.3 million.

For the three months ended March 31, 2007, we had net cash provided by investing activities of $1.5 million.  We invested $1.2 million at an average yield of 9.8%
under agreements to expand and renovate 12 properties operated by seven different operators.   We also sold a closed, previously impaired skilled nursing property to a third
party for $0.2 million.  As a result of the sale, we recognized a net gain of $0.1 million.  Additionally, we invested $0.3 million in capital improvements to existing properties
under various lease agreements whose rental rates already reflected this investment.

During the three months ended March 31, 2007, we also received $2.3 million in principal payments on mortgage loans including $1.1 million related to the payoff of
a mortgage loan secured by a skilled nursing property in Georgia.  Additionally, during the three months ended March 31, 2007, we received $0.6 million in principal payments
on notes receivable.

For the three months ended March 31, 2007, we used $13.7 million of cash in financing activities.  We paid $0.7 million in principal payments on mortgage loans
payable.  We also paid cash dividends on our Series C, Series E, and Series F preferred stocks totaling $0.8 million, $0.1 million and $3.3 million, respectively.  Additionally,
we declared and paid cash dividends on our common stock totaling $8.9 million.  In April 2007, we declared a monthly cash dividend of $0.125 per share on our common stock
for the months of April, May and June 2007, payable on April 30, May 31 and June 29, 2007, respectively, to stockholders of record on April 20, May 23 and June 21, 2007,
respectively.

During the three months ended March 31, 2007, we received $0.2 million in conjunction with the exercise of 30,000 stock options.  The total market value as of the
dates of exercise was approximately $0.8 million.

During the three months ended March 31, 2007, holders of 3,387 shares of our 8.5% Series E Cumulative Convertible Preferred Stock (or Series E preferred stock)
notified us of their election to convert such shares into 6,774 shares of our common stock at the Series E preferred stock conversion rate of $12.50 per share.  Subsequent to
three months ended March 31, 2007, holders of 6,499 shares of our Series E preferred stock notified us of their election to convert such shares into 12,998 shares of common
stock.  Subsequent to this most recent conversion, there are 183,758 shares of our Series E preferred stock outstanding.

We expect our future income and ability to make distributions from cash flows from operations to depend on the collectibility of our rents and mortgage loans
receivable.  The collection of these loans and rents will be dependent, in large part, upon the successful operation by the operators of the skilled nursing properties and assisted
living properties we own or are pledged to us and the school we own.  The operating results of the facilities will be impacted by various factors over which the operators/owners
may have no
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control.  Those factors include, without limitation, the status of the economy, changes in supply of or demand for competing long-term care facilities, ability to control rising
operating costs, and the potential for significant reforms in the long-term care industry.  In addition, our future growth in net income and cash flow may be adversely impacted
by various proposals for changes in the governmental regulations and financing of the long-term care industry.  We cannot presently predict what impact these proposals
may have, if any.  We believe that an adequate provision has been made for the possibility of loans proving uncollectible but we will continually evaluate the financial status of
the operations of the skilled nursing facilities, assisted living facilities and the school.  In addition, we will monitor our borrowers and the underlying collateral for mortgage
loans and will make future revisions to the provision, if considered necessary.

Our investments, principally our investments in mortgage loans and owned properties, are subject to the possibility of loss of their carrying values as a result of
changes in market prices, interest rates and inflationary expectations.  The effects on interest rates may affect our costs of financing our operations and the fair market value of
our financial assets.  Generally our loans have predetermined increases in interest rates and our leases have agreed upon annual increases.  Inasmuch as we may initially fund
some of our investments with variable interest rate debt, we would be at risk of net interest margin deterioration if medium and long-term rates were to increase.  As of March
31, 2007, only $5.1 million of our debt was at a variable interest rate.



We believe that our current cash balance, cash flow from operations available for distribution or reinvestment, our current borrowing capacity and (based on market
conditions) our ability to issue debt and equity securities are sufficient to provide for payment of our current operating costs, meet debt obligations, provide funds for
distribution to the holders of our preferred stock and pay common dividends at least sufficient to maintain our REIT status and repay borrowings at, or prior to, their maturity.

Critical Accounting Policies

Revenue Recognition.  Rental revenue is recorded in accordance with SFAS No. 13. “Accounting for Leases” and SEC Staff Bulletin No. 104 “Revenue Recognition”
(or SAB 104).  Base rents under operating leases are accrued as earned over the terms of the leases.  Substantially all of our leases contain provisions for specified annual
increases over the rents of the prior year.  Rental revenues relating to leases that contain specified rental increases over the life of the lease are recognized on the straight-line
basis when we believe that all of the rent related to a particular lease will be collected according to the terms of the lease.  We will discontinue booking rent on a straight-line
basis if the lessee becomes delinquent in rent owed under the terms of the lease and has been put on “non-accrual” status (i.e. we have stopped booking rent on an accrual basis
for a particular lease because the collection of rent is uncertain).  Once a lease is on “non-accrual” status, we will evaluate the collectibility of the related straight-line rent asset.

Interest on mortgage loans is recognized using the effective interest method.  We consider a loan to be non-performing after 60 days of non-payment of amounts due
and do not recognize unpaid mortgage interest income from that loan until the amounts have been received.  If our evaluation of the collectibility of our mortgage loans
receivable indicates we may not recover the full value of the receivable, we provide a reserve against the portion of the receivable that we estimate may not be recovered.  This
analysis requires us to determine whether there are factors indicating a receivable may not be fully collectible and to estimate the amount of the receivable that may not be
collected.

If the collectibility of revenue is determined incorrectly, the amount and timing of our reported revenue could be significantly affected.  If our evaluation indicates that
collectibility is not reasonably assured we may place an investment on non-accrual status or reserve against all or a portion of current income as an offset to revenue.  If our
assumptions or estimates regarding the collectibility of future rent payments related to a lease change, we may have to record a reserve or write-off the existing related straight-
line rent asset.  The ultimate amount of straight-line rent we realize could be less than amounts
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recorded.  If our assumptions or estimates regarding the collectibility of a mortgage loan receivable change in the future, we may have to record a reserve to reduce the carrying
value of the mortgage loan receivable (see “Allowance for Loan Losses” below).  During the three months ended March 31, 2007, we recorded $1.2 million in straight-line
rent.  At March 31, 2007, the straight-line rent receivable balance recorded under the caption “Prepaid Expenses and Other Assets” on the balance sheet was $7.0 million.

Allowance for Loan Losses.  Mortgage loans receivable are recorded on an amortized cost basis.  We maintain a valuation allowance based upon the expected
collectibility of our mortgage loans receivable.  The allowance for loan losses is maintained at a level believed adequate to absorb potential losses in our loans receivable. 
Changes in the valuation allowance are included in current period earnings.

The determination of the allowance is based on a quarterly evaluation of all outstanding loans.  If this evaluation indicates that there is a greater risk of loan charge-
offs, additional allowances or placement on non-accrual status may be required.  We evaluate the collectibility of our mortgage loans receivable based on a combination of
factors, including, but not limited to, delinquency status, historical loan charge-offs, financial strength of the borrower and guarantors and the value of the underlying property. 
During the three months ended March 31, 2007, we recorded a $0.3 million decrease in our allowance for loan losses.  At March 31, 2007, the allowance for loan losses balance
was $1.0 million.

Impairment of Long-Lived Assets.   We review our long-lived assets for potential impairment in accordance with SFAS No. 144 “Accounting for the Impairment or
Disposal of Long-Lived Assets”.   Impairment losses are recorded when events or changes in circumstances indicate the asset is impaired and the estimated undiscounted cash
flows to be generated by the asset are less than its carrying amount. Management assesses the impairment of properties individually and impairment losses are calculated as the
excess of the carrying amount over the fair value of assets to be held and used, and the carrying amount over the fair value less cost to sell in instances where management has
determined that we will dispose of the property.  In determining fair value, we use current appraisals or other third party opinions of value and other estimates of fair value such
as estimated discounted future cash flows.

In accordance with SFAS No. 114 “Accounting by Creditors for Impairment of a Loan” we evaluate the carrying values of mortgage loans receivable on an individual
basis.  Management periodically evaluates the realizability of future cash flows from the mortgages when events or circumstances, such as the non-receipt of principal and
interest payments and/or significant deterioration of the financial condition of the borrower, indicate that the carrying amount of the mortgage loan receivable may not be
recoverable.  An impairment charge is recognized in current period earnings and is calculated as the difference between the carrying amount of the mortgage loan receivable
and the discounted cash flows expected to be received, or if foreclosure is probable, the fair value of the collateral securing the mortgage.

This analysis requires us to determine if indicators of impairment exist and to estimate the most likely stream of cash flows to be generated by the asset (if the asset is
going to be held) or the fair value less estimated cost to sell (if the asset is going to be sold).  If our assumptions, projections or estimates regarding an asset change in the
future, we may have to record an impairment charge to reduce or further reduce the net book value of such asset.  During the three months ended March 31, 2007 we did not
recognize any impairment charges.

Depreciation and Useful Lives.  Land, buildings and improvements are recorded at the lower of depreciated cost or fair value.  The allocation of the cost between land
and building, and the determination of the useful life of a property are based on management’s estimates.  We calculate depreciation on our buildings and improvements using
the straight-line method based on estimated useful lives generally ranging from 35 to 40 years for buildings, three to 15 years for improvements and three to seven years for
equipment.  We review and adjust useful lives periodically.  If we do not allocate appropriately between land and building or we incorrectly estimate the useful lives of our
assets, our computation of depreciation and amortization will not appropriately reflect the usage of the assets over future periods.  If we overestimate the useful life of an asset,
the depreciation expense related to the asset will be understated, which could result in an impairment charge in the future.  For the three months ended March 31, 2007, we
recorded depreciation and amortization expense of $3.5 million.

20

For further discussion of our critical accounting policies, see our Annual Report filed on Form 10-K for the year ended December 31, 2006.



Item 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Readers are cautioned that statements contained in this section “Quantitative and Qualitative Disclosures About Market Risk” are forward looking and should be read
in conjunction with the disclosure under the heading “Risk Factors” set forth above.

We are exposed to market risks associated with changes in interest rates as they relate to our mortgage loans receivable and debt.  Interest rate risk is sensitive to many
factors, including governmental monetary and tax policies, domestic and international economic and political considerations and other factors that are beyond our control.

We do not utilize interest rate swaps, forward or option contracts or foreign currencies or commodities, or other types of derivative financial instruments.  The purpose
of the following disclosure is to provide a framework to understand our sensitivity to hypothetical changes in interest rates as of March 31, 2007.

Our future earnings, cash flows and estimated fair values relating to financial instruments are dependent upon prevalent market rates of interest, such as LIBOR or
term rates of U.S. Treasury Notes.  Changes in interest rates generally impact the fair value, but not future earnings or cash flows, of mortgage loans receivable and fixed rate
debt.  For variable rate debt, such as our Unsecured Revolving Credit, changes in interest rates generally do not impact the fair value, but do affect future earnings and cash
flows.

At March 31, 2007, based on the prevailing interest rates for comparable loans and estimates made by management, the fair value of our mortgage loans receivable
using an 8.5% discount rate was approximately $126.7 million.  A 1% increase in such rates would decrease the estimated fair value of our mortgage loans by approximately
$3.9 million while a 1% decrease in such rates would increase their estimated fair value by approximately $4.1 million.  A 1% increase or decrease in applicable interest rates
would not have a material impact on the fair value of our fixed rate debt.

The estimated impact of changes in interest rates discussed above are determined by considering the impact of the hypothetical interest rates on our borrowing costs,
lending rates and current U.S. Treasury rates from which our financial instruments may be priced.  We currently do not believe that future market rate risks related to our
financial instruments will be material to our financial position or results of operations.  These analyses do not consider the effects of industry specific events, changes in the real
estate markets, or other overall economic activities that could increase or decrease the fair value of our financial instruments.  If such events or changes were to occur, we
would consider taking actions to mitigate and/or reduce any negative exposure to such changes.  However, due to the uncertainty of the specific actions that would be taken and
their possible effects, the sensitivity analysis assumes no changes in our capital structure.

Item 4.  CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures.

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness of our disclosure controls and
procedures (as such term is defined in Rules
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13a-15(e) and 15d-15(e) under the Securities and Exchange Act of 1934, as amended (or “Exchange Act”)). As of the end of the period covered by this report based on such
evaluation our Chief Executive Officer and Chief Financial Officer have concluded that, as of the end of such period, our disclosure controls and procedures are effective to
ensure that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in Securities and Exchange Commission rules and forms and that it is accumulated and communicated to management, including the Chief Executive
Officer, Chief Financial Officer and Audit Committee, as appropriate to allow timely decisions regarding required disclosure.

There has been no change in our internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) during the period covered by this
report that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II

OTHER INFORMATION

Item 1.  Legal Proceedings

None.

Item 1A.  Risk Factors

Certain information contained in this report includes forward looking statements, which can be identified by the use of forward looking terminology such as “may,”
“will,” “expect,” “should” or comparable terms or negatives thereof.  These statements involve risks and uncertainties that could cause actual results to differ materially from
those described in the statements.  These risks and uncertainties include (without limitation) the following: the effect of economic and market conditions and changes in interest
rates, government policy changes relating to the health care industry including changes in reimbursement levels under the Medicare and Medicaid programs, changes in
reimbursement by other third party payors, the financial strength of the operators of our properties as it affects the continuing ability of such operators to meet their obligations
to us under the terms of our agreements with our borrowers and operators, the amount and the timing of additional investments, access to capital markets and changes in tax
laws and regulations.  Other important factors are identified in our Annual Report on Form 10-K for the year ended December 31, 2006, including factors identified under the
headings “Business,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Risk Factors.”  Finally, we assume no obligation to
update or revise any forward-looking statements or to update the reasons why actual results could differ from those projected in any forward-looking statements.

Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds

On October 30, 2000, our Board of Directors authorized a share repurchase program enabling us to repurchase up to 5,000,000 shares of our common stock on the open
market.  This authorization does not expire until 5,000,000 have been repurchased or the board terminates its authorization.  We did not repurchase any shares of our common



stock during the three months ended March 31, 2007.  An aggregate of 2,604,393 shares of common stock have been purchased under this authorization. Therefore, at March
31, 2007, we continue to have an open Board authorization to purchase an additional 2,395,607 shares.

Item 3.  Defaults Upon Senior Securities

None.

Item 4.  Submission of Matters to a Vote of Security Holders

None.
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Item 5.  Other Information

None.

Item 6.  Exhibits

The following exhibits are filed as exhibits to this report:

3.1
 

Amended and Restated Articles of Incorporation of LTC Properties, Inc. (incorporated by
reference to Exhibit 3.1 to LTC Properties, Inc.’s Current Report on Form 8-K dated June 19,
1997)

   
3.2

 

Articles of Amendment of LTC Properties, Inc. (incorporated by reference to Exhibit 3.3 to LTC
Properties, Inc.’s Current Report on Form 8-K dated June 19, 1997)

   
3.3

 

Articles Supplementary Classifying 2,000,000 Shares of 8.5% Series C Cumulative Convertible
Preferred Stock of LTC Properties, Inc. (incorporated by reference to Exhibit 3.2 to LTC
Properties, Inc.’s Quarterly Report on Form 10-Q for the quarter ended September 30, 1998)

   
3.4

 

Articles Supplementary, reclassifying 5,000,000 shares of common stock into preferred stock
(incorporated by reference to Exhibit 3.1 to LTC Properties, Inc.’s Registration Statement on
Form S-3 filed on June 27, 2003)

   
3.5

 

Articles Supplementary Classifying 2,200,000 shares of 8.5% Series E Cumulative Convertible
Preferred Stock of LTC Properties, Inc. (incorporated by reference to Exhibit 3.2 to LTC
Properties, Inc.’s Current Report on Form 8-K filed on September 17, 2003)

   
3.6

 

Articles Supplementary Classifying 4,000,000 shares of 8.0% Series F Cumulative Preferred
Stock of LTC Properties, Inc. (incorporated by reference to Exhibit 4.1 to LTC Properties, Inc.’s
Current Report on Form 8-K filed on February 19, 2004)

   
3.7

 

Articles Supplementary, reclassifying and designating 40,000 shares of Series D Junior
Participating Preferred Stock of LTC Properties, Inc. to authorized but unissued preferred stock
(incorporated by reference to Exhibit 4.2 to LTC Properties, Inc.’s Current Report on Form 8-K
filed on March 19, 2004)

   
3.8

 

Articles Supplementary Reclassifying 3,080,000 Shares of 9.5% Series A Cumulative Preferred
Stock and 2,000,000 Shares of 9% Series B Cumulative Preferred Stock filed April 1, 2004
(incorporated by reference to Exhibit 3.1 to LTC Properties, Inc.’s Quarterly Report on Form 10-
Q for the quarter ended March 31, 2004)

   
3.9

 

Articles of Amendment replacing Section 7.1 regarding shares of stock authorized for issue is
60,000,000; made up of 45,000,000 common and 15,000,000 preferred shares filed June 24,
2004 (incorporated by reference to Exhibit 3.12 to LTC Properties, Inc.’s Quarterly Report on
Form 10-Q for the quarter ended September 30, 2004).
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3.10
 

Articles Supplementary Classifying an additional 2,640,000 Shares of 8.0% Series F Cumulative
Preferred Stock filed July 16, 2004 (incorporated by reference to Exhibit 3.13 to LTC Properties,
Inc.’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2004).

   
3.11

 

Certificate of Correction to Articles of Amendment filed on June 24, 2004. Changes par value of
authorized shares of stock from $650,000 to $600,000 (incorporated by reference to Exhibit 3.14
to LTC Properties, Inc.’s Form 10-Q for the quarter ended September 30, 2004)

   
3.12

 

Amended and Restated By-Laws of LTC Properties, Inc. (incorporated by reference to Exhibit
3.1 to LTC Properties, Inc.’s Form 10-Q for the quarter ended June 30, 1996)

   



31.1
 

Certification by Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

   
31.2

 

Certification by Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002
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Certifications by Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002*

 

In accordance with Item 601(b)(4)(iii) of Regulation S-K, certain instruments pertaining to Registrant’s long-term debt have not been filed; copies thereof will
be furnished to the Securities and Exchange Commission upon request.

* Certification will not be deemed “filed” for purposes of Section 18 of the Securities and Exchange Act of 1934
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

LTC PROPERTIES, INC.
 

Registrant
  
  
   
Dated: May 9, 2007 By: /s/ PAMELA SHELLEY-KESSLER

 

  

Pamela Shelley-Kessler
  

Senior Vice President, Chief Financial Officer
  

  and Corporate Secretary
  

(Principal Financial and Accounting Officer)
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Exhibit 31.1

CERTIFICATIONS

I, Wendy L. Simpson, certify that:

1.               I have reviewed this quarterly report on Form 10-Q of LTC Properties, Inc.;

2.               Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.               Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.               The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)              Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

b)             Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

c)              Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and

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

5.               The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a)              All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)             Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

/s/ WENDY L. SIMPSON
 

Wendy L. Simpson
Chief Executive Officer and President
(Principal Executive Officer)
May 9, 2007
 



Exhibit 31.2

CERTIFICATIONS

I, Pamela Shelley-Kessler, certify that:

1.               I have reviewed this quarterly report on Form 10-Q of LTC Properties, Inc.;

2.               Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.               Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.               The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)              Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during
the period in which this report is being prepared;

b)             Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

c)              Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and

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

5.               The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

a)              All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b)             Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

/s/ PAMELA SHELLEY-KESSLER
 

Pamela Shelley-Kessler
Senior Vice President, Chief Financial Officer
  and Corporate Secretary
(Principal Financial Officer)
May 9, 2007
 



Exhibit 32

CERTIFICATIONS PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of Title 18, United States Code), each of the
undersigned officers of LTC Properties, Inc. (the “Company”) hereby certifies with respect to the Quarterly Report on Form 10-Q of the Company for the quarter ended March
31, 2007 as filed with the Securities and Exchange Commission (the ”Report”) that to his or her knowledge:

( 1 )                            The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities and Exchange Act of 1934; and

( 2 )                            The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.

/s/ WENDY L. SIMPSON
 

Wendy L. Simpson
Chief Executive Officer and President
May 9, 2007
 
 
/s/ PAMELA SHELLEY-KESSLER

 

Pamela Shelley-Kessler
Senior Vice President, Chief Financial Officer
  and Corporate Secretary
May 9, 2007
 

NOTE: The foregoing certification is being furnished (but not filed) solely pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002. A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the
signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to LTC Properties, Inc. and
will be retained by LTC Properties, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.

 


