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STATEMENT REGARDING FORWARD LOOKING DISCLOSURE

Certain information contained in this annual report includes statements that are not purely historical and are forward looking statements within
the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended,
including statements regarding our expectations, beliefs, intentions or strategies regarding the future. All statements other than historical facts
contained in this annual report are forward looking statements. These forward looking statements involve a number of risks and uncertainties.

All forward looking statements included in this annual report are based on information available to us on the date hereof, and we assume no
obligation to update such forward looking statements. Although we believe that the assumptions and expectations reflected in such forward
looking statements are reasonable, no assurance can be given that such expectations will prove to have been correct. The actual results

achieved by us may differ materially from any forward looking statements due to the risks and uncertainties of such statements.

We undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new information, future events
or otherwise. Stockholders and investors are cautioned not to unduly rely on such forward-looking statements when evaluating the information
presented in our filings and reports.

Item 1. BUSINESS
General

LTC Properties, Inc., a health care real estate investment trust (or REIT), was incorporated on May 12, 1992 in the State of Maryland and
commenced operations on August 25, 1992. We invest primarily in long-term care and other health care related properties through mortgage
loans, property lease transactions and other investments. 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.

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

We were organized to qualify, and intend to continue to qualify, as a REIT. So long as we qualify, with limited exceptions, we may deduct
distributions, both preferred dividends and common dividends, to our stockholders from our taxable income. We have made distributions, and
intend to continue to make distributions to our stockholders, in order to eliminate any federal tax liability.

Owned Properties. As of December 31, 2006, our investment in owned properties consisted of 63 skilled nursing
properties with a total of 7,304 beds, 84 assisted living properties with a total of 3,744 units and one school in 23
states, representing a gross investment of approximately $488.3 million. Here and throughout this Form 10-K
wherever we provide details of our properties bed/unit count the number of beds/units applies to skilled nursing
properties and assisted living residences only. This number is based upon unit/bed counts shown on operating licenses
provided to us by lessees/borrowers or units/beds as stipulated by lease/mortgage documents. We have found during
the years that these numbers often differ, usually not materially, from units/beds in operation at any point in time. The
differences are caused by such things as operators converting a patient/resident room for alternative uses, such as
offices or storage, or converting a multi-patient room/unit into a single patient room/unit. We monitor our properties
on a routine basis through site visits and reviews of current licenses. In an instance where such change would cause a
de-licensing of beds or in our opinion impact the value of the property, we would take action
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against the lessee/borrower to preserve the value of the property/collateral. See Item 8. FINANCIAL STATEMENTS Note 6. Real Estate
Investments for further description.

The following operators accounted for more than 10% of our 2006 rental revenue:

Percent of
Lessee Rental Revenue
Extendicare REIT and ALC 19.6 %
Alterra Healthcare Corporation 19.0 %
Preferred Care, Inc. 13.4 %

Mortgage Loans. As part of our strategy of making long-term investments in properties used in the provision of
long-term health care services, we provide mortgage financing on such properties based on our established investment
underwriting criteria. See [nvestment and Other Policies in this section for further discussion. We have also provided
construction loans that by their terms converted into purchase/lease transactions or permanent financing mortgage

loans upon completion of construction. See Iltem 8. FINANCIAL STATEMENTS Note 6. Real Estate Investments for
further description.

See Item 8. FINANCIAL STATEMENTS Note 10. Debt Obligations for a description of our Senior Mortgage Participation Payable, which was
secured by certain of our mortgage loans receivable.

REMIC Certificates. In the past, we have completed securitizations by transferring mortgage loans to newly created Real
Estate Mortgage Investment Conduits (or REMIC) that, in turn, issued mortgage pass-through certificates aggregating
approximately the same amount. A portion of the REMIC Certificates were then sold to third parties and a portion of
the REMIC Certificates were retained by us. The REMIC Certificates we retained were subordinated in right of
payment to the REMIC Certificates sold to third parties and a portion of the REMIC Certificates we retained were
interest-only certificates which had no principal amount and entitled us to receive cash flows designated as interest.
Between 1993 and 1998 we completed four REMIC pools. The 1993, 1994, 1996 and 1998 REMIC pools have all

been fully retired. During 2005, a loan was paid off in the 1998 REMIC pool which caused the last third party REMIC
Certificate holders entitled to any principal payments to be paid off in full. Under Emerging Issues Task Force

No. 02-9 ( EITF 02-9 ) Accounting for Changes That Result in a Transferor Regaining Control of Financial Assets
Sold , a Special Purpose Entity ( SPE ) may become non-qualified or tainted which generally results in the repurchase
by the transferor of all the assets sold to and still held by the SPE. Since we are now the sole REMIC Certificate

holder entitled to principal from the underlying loan pool, we bear all the risks and are entitled to all the rewards from
the underlying loan pool. As required by EITF 02-9, the repurchase for the transferred assets was accounted for at fair
value. At December 31, 2006, we did not have any investment in REMIC Certificates on our balance sheet. See lfem

8. FINANCIAL STATEMENTS Note 6. Real Estate Investments and Note 7. Asset Securitizations for further description
of our historical investments in REMIC Certificates.

We maintain a long-term investment interest in mortgages we originate either through the direct retention of the mortgages or historically
through the retention of REMIC Certificates originated in our securitizations. We are a REIT and, as such, make our investments with the intent
to hold them for long-term purposes. However, in the past we have securitized a portion of our mortgage loan portfolio when a securitization
provided us with the best available form of capital to fund additional long-term investments. In addition, we believe that the REMIC Certificates
we retained in the past from our securitizations provided our stockholders with a more diverse real estate investment while maintaining the
returns that provided value to our stockholders.
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Investment and Other Policies

Objectives and Policies. Our investment policy is to invest primarily in income-producing long-term care properties. Also
see Government Regulation below. Primarily, as a result of obligations we had under our Secured Revolving Credit,
we made few investments in years 2000 through 2003. Over the past three years (2004 through 2006), we invested
approximately $57.6 million in mortgage loans and we acquired skilled nursing and assisted living properties for
approximately $49.7 million. At this time, we anticipate completing some level of new investments in 2007; however,
given the highly competitive environment for health care real estate acquisitions and mortgages, we can give no
assurances that we will complete a significant level of new investments in 2007.

We believe that this competitive market has created an environment of very highly priced properties and low yielding mortgages. Because our
historical strategy has been to invest in low cost per bed properties, we believe there is an opportunity for us to invest additional funds in our
owned properties where the lessees have high occupancies and expansion ability. This market is captive to us since we own the properties. We
are actively reviewing all of our owned properties and discussing additional investments with such likely lessees. We would make these
investments at rates that would approximate our historical lease rates.

Historically our investments have consisted of:
e mortgage loans secured by long-term care properties;
e fee ownership of long-term care properties which are leased to providers; or

e  participation in such investments indirectly through investments in real estate partnerships or other entities that
themselves make direct investments in such loans or properties.

In evaluating potential investments, we consider factors such as:

e type of property;

e the location;

e construction quality, condition and design of the property;

e the property s current and anticipated cash flow and its adequacy to meet operational needs and lease obligations
or debt service obligations;

e the experience, reputation and solvency of the licensee providing services;

e the payor mix of private, Medicare and Medicaid patients;

e the growth, tax and regulatory environments of the communities in which the properties are located;
e the occupancy and demand for similar properties in the area surrounding the property; and

e the Medicaid reimbursement policies and plans of the state in which the property is located.

For investments in long-term care properties we favor low cost per bed opportunities, whether in fee simple properties or in mortgages. In
addition, with respect to skilled nursing properties, we attempt to invest in properties that do not have to rely on a high percentage of private-pay
patients. We seek to invest in properties that are located in suburban and rural areas of states. Prior to every investment, we conduct a property
site review to assess the general physical condition of the property and the potential of additional sub-acute services. In addition, we review the
environmental reports, state survey and financial statements of the property before the investment is made. We prefer to invest in a property that
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market presence in its community and where state certificate of need and/or licensing procedures limit the entry of competing properties.

We believe that assisted living facilities are an important sector in the long-term care market and our investments include direct ownership of
assisted living properties. For assisted living investments we have attempted to diversify our portfolio both geographically and across product
levels. Thus, we believe that although the majority of our investments are in affordably priced units, our portfolio also includes upscale units in
appropriate markets with certain operators.

Borrowing Policies. 'We may incur additional indebtedness when, in the opinion of our Board of Directors, it is
advisable. We may incur such indebtedness to make investments in additional long-term care properties or to meet the
distribution requirements imposed upon REITs under the Internal Revenue Code of 1986, as amended. For other
short-term purposes, we may, from time to time, negotiate lines of credit, or arrange for other short-term borrowings
from banks or otherwise. We may also arrange for long-term borrowings through public offerings or from institutional
investors.

In addition, we may incur mortgage indebtedness on real estate which we have acquired through purchase, foreclosure or otherwise. We may
also obtain mortgage financing for unleveraged or underleveraged properties in which we have invested or may refinance properties acquired on
a leveraged basis. There is no limitation on the number or amount of mortgages that may be placed on any one property, and we have no policy
with respect to limitations on borrowing, whether secured or unsecured.

Prohibited Investments and Activities. Our policies, which are subject to change by our Board of Directors without
stockholder approval, impose certain prohibitions and restrictions on our investment practices or activities including
prohibitions against:

e investing in any junior mortgage loan unless by appraisal or other method, the Directors determine that

() the capital invested in any such loan is adequately secured on the basis of the equity of the borrower in the
property underlying such investment and the ability of the borrower to repay the mortgage loan; or

(b) such loan is a financing device we enter into to establish the priority of our capital investment over the capital
invested by others investing with us in a real estate project;

e investing in commodities or commodity futures contracts (other than interest rate futures, when used solely for
hedging purposes);

e investing more than 1% of our total assets in contracts for sale of real estate unless such contracts are recordable
in the chain of title;

¢ holding equity investments in unimproved, non-income producing real property, except such properties as are
currently undergoing development or are presently intended to be developed within one year, together with mortgage
loans on such property (other than first mortgage development loans), aggregating to more than 10% of our assets.

Competition

In the health care industry, we compete for real property investments with health care providers, other health care related REITS, real estate
partnerships, banks, private equity funds, venture capital funds and other investors. Many of our competitors are significantly larger and have
greater financial resources and lower cost of capital than we have available to us. Our ability to compete successfully for real property
investments will be determined by numerous factors, including our ability to identify suitable acquisition
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targets, our ability to negotiate acceptable terms for any such acquisition and the availability and our cost of capital.

The lessees and borrowers of our properties compete on a local, regional and, in some instances, national basis with other health care providers.
The ability of the lessee or borrower to compete successfully for patients or residents at our properties depends upon several factors, including
the levels of care and services provided by the lessees or borrowers, the reputation of the providers, physician referral patterns, physical
appearances of the properties, family preferences, financial condition of the operator and other competitive systems of health care delivery
within the community, population and demographics.

Government Regulation

The health care industry is heavily regulated by the government. Our borrowers and lessees who operate health care facilities are subject to
extensive regulation by federal, state and local governments. These laws and regulations are subject to frequent and substantial changes resulting
from legislation, adoption of rules and regulations, and administrative and judicial interpretations of existing law. These changes may have a
dramatic effect on the definition of permissible or impermissible activities, the relative costs associated with doing business and the amount of
reimbursement by both government and other third-party payors. These changes may be applied retroactively. The ultimate timing or effect of
these changes cannot be predicted. The failure of any borrower of funds from us or lessee of any of our properties to comply with such laws,
requirements and regulations could result in sanctions or remedies such as denials of payment for new Medicare and Medicaid admissions, civil
monetary penalties, state oversight and loss of Medicare and Medicaid participation or licensure. Such action could affect our borrower s or
lessee s ability to operate its facility or facilities and could adversely affect such borrower s or lessee s ability to make debt or lease payments to
us.

The properties owned by us and the manner in which they are operated are affected by changes in the reimbursement, licensing and certification
policies of federal, state and local governments. Properties may also be affected by changes in accreditation standards or procedures of
accrediting agencies that are recognized by governments in the certification process. In addition, expansion (including the addition of new beds
or services or acquisition of medical equipment) and occasionally the discontinuation of services of health care facilities are, in some states,
subjected to state and regulatory approval through certificate of need laws and regulations.

The ability of our borrowers and lessees to generate revenue and profit determines the underlying value of that property to us. Revenues of our
borrowers and lessees are generally derived from payments for patient care. Sources of such payments for skilled nursing facilities include the
federal Medicare program, state Medicaid programs, private insurance carriers, health care service plans, health maintenance organizations,
preferred provider arrangements, and self-insured employers, as well as the patients themselves.

A significant portion of the revenue of our skilled nursing facility borrowers and lessees is derived from governmentally-funded reimbursement
programs, such as Medicare and Medicaid. Because of significant health care costs paid by such government programs, both federal and state
governments have adopted and continue to consider various health care reform proposals to control health care costs. There have been
fundamental changes in the Medicare program that resulted in reduced levels of payment for a substantial portion of health care services. In
many instances, revenues from Medicaid programs are already insufficient to cover the actual costs incurred in providing care to those patients.
According to a report issued by the Kaiser Commission on Medicaid and the Uninsured in October 2006, while many states continued to freeze
provider rates in fiscal year 2006, more states implemented provider rate increases in fiscal year 2006 or plan to do so in fiscal year 2007. In
fiscal year 2006, 46 states froze or cut rates for at least one provider type, but the same number of states also increased rates for at least one
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group of providers. Similarly in fiscal year 2007, 47 states intend to increase rates for at least one group of providers and 43 states plan rate
freezes or cuts, but no state currently plans to cut Medicaid payments for skilled nursing facilities for fiscal year 2007. Skilled nursing facilities
also were the major provider group most likely to see payment increases for fiscal year 2006 and fiscal year 2007, although some skilled nursing
facility rate increases are tied to increased provider taxes. Nevertheless, future reduction in state Medicaid payments for skilled nursing facility
services could have an adverse effect on the financial condition of our borrowers and lessees which could, in turn, adversely impact the timing or
level of their payments to us. Moreover, health care facilities continue to experience pressures from private payors attempting to control health
care costs, and reimbursement from private payors has in many cases effectively been reduced to levels approaching those of government
payors.

Governmental and public concern regarding health care costs may result in significant reductions in payment to health care facilities, and there
can be no assurance that future payment rates for either governmental or private payors will be sufficient to cover cost increases in providing
services to patients. Any changes in reimbursement policies which reduce reimbursement to levels that are insufficient to cover the cost of
providing patient care could adversely affect revenues of our skilled nursing property borrowers and lessees and to a much lesser extent our
assisted living property borrowers and lessees and thereby adversely affect those borrowers and lessees abilities to make their debt or lease
payments to us. Failure of the borrowers or lessees to make their debt or lease payments would have a direct and material adverse impact on us.

On August 4, 2005, the Centers for Medicare & Medicaid Services, commonly known as CMS, published a final rule updating skilled nursing
facility prospective payment rates for fiscal year 2006, which began October 1, 2005. This update implemented refinements to the patient
classification system and triggered the expiration of a temporary payment add-on for certain high-acuity patients, effective January 1, 2006. The
final rule also adopted a 3.1 percent market basket increase for fiscal year 2006. On July 31, 2006, CMS published a notice updating Medicare
skilled nursing facility prospective payment system rates for fiscal year 2007, which began October 1, 2006. Under the notice, skilled nursing
facilities receive the full 3.1 percent market basket increase to rates, increasing Medicare payments to skilled nursing facilities by approximately
$560.0 million for fiscal year 2007.

On February 5, 2007, the Bush Administration released its fiscal year 2008 budget proposal, which includes legislative and administrative
proposals that would reduce Medicare spending by approximately $5.3 billion in fiscal 2008 and $75.8 billion over 5 years. Among other things,
the budget would provide no update for skilled nursing facilities in 2008 and a -0.65% adjustment to the update annually thereafter. The budget
also would move toward site-neutral post-hospital payments to limit inappropriate incentives for five conditions commonly treated in both
skilled nursing properties and inpatient rehabilitation facilities. The budget proposal also would eliminate all bad debt reimbursements for
unpaid beneficiary cost-sharing over four years. In addition, the budget proposal includes a series of proposals impacting Medicaid, including
legislative and administrative changes that would reduce Medicaid payments by almost $26.0 billion over five years. Many of the proposed
policy changes would require Congressional approval to implement. Thus, while the fiscal year 2007 skilled nursing facility rates will not
decrease payments to skilled nursing facilities, the loss of revenues associated with potential future changes in skilled nursing facility payment
rates could, in the future, have an adverse effect on the financial condition of our borrowers and lessees which could, in turn, adversely impact
the timing or level of their payments to us.

The federal physician self-referral law, commonly known as Stark II (or Stark Law), prohibits physicians and certain other types of practitioners
from making referrals for certain designated health services paid in whole or in part by Medicare and Medicaid to entities with which the
practitioner or a member of the practitioner s immediate family has a financial relationship, unless the financial relationship fits within an
applicable exception to the Stark Law. The Stark Law also prohibits the entity receiving the referral from seeking payment under the Medicare
and Medicaid programs for services rendered pursuant
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to a prohibited referral. If an entity is paid for services rendered pursuant to a prohibited referral, it may incur civil penalties of up to $15,000 per
prohibited claim and may be excluded from participating in the Medicare and Medicaid programs.

Legislative Developments

Each year, legislative proposals are proposed in Congress and in some state legislatures that would affect major changes in the health care

system, either nationally or at the state level. Among the proposals under consideration are additional cost controls on the Medicare and

Medicaid programs, health care provider cost-containment initiatives, health care coverage expansion for the uninsured, measures to prevent
medical errors, limits on damages that could be claimed in physician malpractice lawsuits, and a Patient Bill of Rights to increase the liability of
insurance companies as well as the ability of patients to sue in the event of a wrongful denial of claim. We cannot predict whether any proposals
will be adopted or, if adopted, what effect, if any, such proposals would have on our business.

Environmental Matters

Under various federal, state and local environmental laws, ordinances and regulations, an owner of real property or a secured lender (such as us)
may be liable for the costs of removal or remediation of hazardous or toxic substances at, under or disposed of in connection with such property,

as well as other potential costs relating to hazardous or toxic substances (including government fines and damages for injuries to persons and
adjacent property). Such laws often impose such liability without regard to whether the owner or secured lender knew of, or was responsible for,
the presence or disposal of such substances and may be imposed on the owner or secured lender in connection with the activities of an operator

of the property. The cost of any required remediation, removal, fines or personal or property damages and the owner s or secured lender s liability
therefore could exceed the value of the property, and/or the assets of the owner or secured lender. In addition, the presence of such substances, or
the failure to properly dispose of or remediate such substances, may adversely affect the owner s ability to sell or rent such property or to borrow
using such property as collateral which, in turn, would reduce our revenues.

Although the mortgage loans that we provide and leases covering our properties require the borrower and the lessee to indemnify us for certain
environmental liabilities, the scope of such obligations may be limited and we cannot assure that any such borrower or lessee would be able to
fulfill its indemnification obligations.

Insurance

It is our current policy and we intend to continue this policy that all borrowers of funds from us and lessees of any of our properties secure
adequate comprehensive property and general and professional liability insurance that covers us as well as the borrower and/or lessee. Even
though that is our policy, certain borrowers and lessees have been unable to obtain general and professional liability insurance in the specific
amounts required by our leases or mortgages because the cost of such insurance has increased substantially and some insurers have stopped
offering such insurance for long-term care facilities. Additionally, in the past, insurance companies have filed for bankruptcy protection leaving
certain of our borrowers and/or lessees without coverage for periods that were believed to be covered prior to such bankruptcies. The
unavailability and associated exposure as well as increased cost of such insurance could have a material adverse effect on the lessees and
borrowers, including their ability to make lease or mortgage payments. Although we contend that as a non-possessory landlord we are not
generally responsible for what takes place on real estate we do not possess, claims including general and professional liability claims, may still
be asserted against us which may result in costs and exposure for which insurance is not available. Certain risks may be uninsurable, not
economically insurable or insurance may not be available and there can be no assurance that we, a borrower or lessee will have adequate funds
to cover all
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contingencies. If an uninsured loss or a loss in excess of insured limits occurs with respect to one or more of our properties, we could be subject
to an adverse claim including claims for general or professional liability, could lose the capital that we have invested in the properties, as well as
the anticipated future revenue for the properties and, in the case of debt which is with recourse to us, we would remain obligated for any
mortgage debt or other financial obligations related to the properties. Certain losses such as losses due to floods or seismic activity if insurance is
available may be insured subject to certain limitations including large deductibles or co-payments and policy limits.

Employees

We currently employ 12 people. The employees are not members of any labor union, and we consider our relations with our employees to be
excellent.

Taxation of Our Company

General. We believe that we have been organized and have operated in such a manner as to qualify for taxation as a
REIT under Sections 856 to 860 of the Internal Revenue Code of 1986, as amended, commencing with our taxable
year ended December 31, 1992. We intend to continue to operate in such a manner, but no assurance can be given that
we have operated or will be able to continue to operate in a manner so as to qualify or to remain qualified. This
summary is qualified in its entirety by the applicable Internal Revenue Code provisions, rules and regulations, and
administrative and judicial interpretations.

If we continue to qualify for taxation as a REIT, we will generally not be subject to federal corporate income taxes as long as we distribute all of
our taxable income as dividends. This treatment substantially eliminates the double taxation (i.e., at the corporate and stockholder levels) that
generally results from investment in a corporation. However, we will continue to be subject to federal income tax as follows:

First, we will be taxed at regular corporate rates on any undistributed taxable income, including undistributed net
capital gains.

Second, under certain circumstances, we may be subject to the alternative minimum tax, if our dividend distributions
are less than our alternative minimum taxable income.

Third, if we have (i) net income from the sale or other disposition of foreclosure property which is held primarily for
sale to customers in the ordinary course of business or (ii) other non-qualifying income from foreclosure property, we
may elect to be subject to tax at the highest corporate rate on such income, if necessary to maintain our REIT status.

Fourth, if we have net income from prohibited transactions (which are, in general, certain sales or other dispositions of
property (other than foreclosure property) held primarily for sale to customers in the ordinary course of business),
such income will be subject to a 100% tax.

Fifth, if we fail to satisfy the 75% gross income test or the 95% gross income test, but nonetheless maintain our
qualification as a REIT because certain other requirements have been met, we will be subject to a 100% tax on an
amount equal to (a) the gross income attributable to the greater of the amount by which we fail the 75% or 95% test
multiplied by (b) a fraction intended to reflect our profitability.

Sixth, if we fail to distribute during each calendar year at least the sum of (i) 85% of our ordinary income for such year,
(i1) 95% of our REIT capital gain net income for such year, and (iii) any undistributed taxable income from prior
periods, we will be subject to a 4% excise tax on the excess of such required distribution over the amounts actually
distributed.

Seventh, if we acquire an asset which meets the definition of a built-in gain asset from a corporation which is or has
been a C corporation (i.e., generally a corporation subject to full corporate-level tax) in
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certain transactions in which the basis of the built-in gain asset in our hands is determined by reference to the basis of the asset in the hands of
the C corporation, and if we subsequently recognize gain on the disposition of such asset during the ten-year period, called the recognition
period, beginning on the date on which we acquired the asset, then, to the extent of the built-in gain (i.e., the excess of (a) the fair market value
of such asset over (b) our adjusted basis in such asset, both determined as of the beginning of the recognition period), such gain will be subject to
tax at the highest regular corporate tax rate, pursuant to IRS regulations.

Eighth, if we have taxable REIT subsidiaries, we will also be subject to a tax of 100% on the amount of any rents from
real property, deductions or excess interest pai