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DOING WHAT WE SAY

Dear Fellow Shareholders,

2005 _marked our first full calendar year of operations_after our initial equity
offering in April 2004. For the second straight year, we have successfully continued
to do what we said we would do. This is true not only for our investors, but also for
our customers. Although sometimes events beyond our control may require us to
change our plans, we work hard to anticipate such challenges and keep them to a
minimum. Through the first quarter of 2006, we have been able to deliver consistently

positive results for both our investors and our customers.

Medical Properties Trust, Inc. continues to experience tremendous growth. On
December 31, 2003, we had almost zero assets and, on December 31, 2004, we had
$306.5 millionin assets. By December 31,2005, our assets had grown to $501.2 million,

representing a remarkable 63.5 percent increase over the previous year end.

We have declared a dividend every quarter since the first full quarter following our
initial equity funding. For the fourth quarter of 2005, we declared a dividend of $0.18
per share. For the first quarter of 2006, we declared a dividend of $0.21 per share,
a 17 percent increase over the previous quarter. Based on our current schedule for

development projects and our projected pipeline of existing projects, we expect to

continue to raise our dividends in 2006.

One of our goals from the start has been to maintain a diversified portfolio of
properties by geography, by type (within the hospital sector) and by operator.
Since our inception, we have established good diversity by geography and type.
However, our original six properties were all operated by a single well-qualified
operator, Vibra Healthcare. Since making those initial investments in Vibra mmm:m:m.m\
we have been very successful in diversifying our properties among other operators.
Even if we were not to acquire any new properties in 2006, but merely were to have
the three development properties come on line in the fourth quarter, together with
the acquisitions we made in 2004 and 2005, Vibra would represent approximately 41

percent of our total revenue by December 31, 2006.

On the customer side, we go to great lengths to remind MPT personnel that our
acquisitions are different from the typical real estate acquisition. Our transactions
are long-term triple net leased, primarily sale / leasebacks to experienced operators.
When we make an acquisition, we in effect are entering into a long-term partnership.
It is important that our customers realize from our words and our
actions on the front end, that we do what we say we are going to do. In order for our

transactions to be successful, they truly have to be win/win scenarios for us, the

landlord, -and-for the-seller; our-tenant: To date, we have been-very successful-in -

entering into great long-term partnerships with our sellers. This allows us to have
smooth working relationships and provides us with sources of referrals and

repeat business. This mindset is a tremendous asset for our investors as well.
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Patients from as far away as Australia are making their way 350
imiles southwast of Dallas to a town that’s small by Texas standaigls
population just over 100,000), yet looming large in its vision of
hat 21st Century healthcare should be. Since opgning in Jung
2003, Alliance|Hospital of Odessa has performed cuitting-¢dg
iminimally invasive surgeries that are resulting in better paftien

butcomes and shorter hospital stays.

"he npt-quiterthree-year-old acute care he

cceived natipnal accolades from HealthG

calthcaye ratings company, ose 200D s
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For a hyndred years, Bloomington, Indiana was a one-hospital tow

and it showed. According to market studiesjand a newspaper

survey, the residents of Monroe County were teady for some healthg
competition — to improve medical services and climinate long waity

7

in the arca’s only gmergendgy room.

A group of physidians including myself thought it was time to s

another hospital and raise the bar,”said Dan Grossman, MiD., a1

pthalmologist and eye surgeon. [His partner in surgery, Dr. Kan

lwari, lan anesthesiologist, became his ¢hief partnjer in thenew

hospitgl initiative because hie was convinced Pr. Grossman| was

righ to legad such an enterprise.

“Dr] man hias been g pioneer,”said Dr. Tj

he qonfleived ideas of medical seryi eing

outpati ttings. And wihile ot ere jy

botlt i uiltjam outpafient su

st-classg pnanner
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"My pleasur
‘Certainly, si
‘At your scrvice.”

o't be surprised if these phra routine arpund N
“ypress Medical Center in northwest Houston when it opens
this year. And don’t be supprised to feel more like an honore
at a five-star hotel than a patient in a hogpital, albeit a very n

rospital. Because you're likely to feel hoporad as both.

At North Cypress, all fhe nooms will bg private, all equipp
screen televisions andt jnterngt data potts. And old
‘hospital food” will melk away when a kitchep staft dedicafed

ating meals that melt|in yourl mouth dclivers 24- om

Board| of a grpu

that has|invesgtda
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[taking care of our investmen
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Think of Medical Propertics Trust’s Asset Management Team as pa
f the company’s special forces, which deploy to every MPTifundeg

acility at lcast once a year. They come equipped with significant

»xperience in both |healthcare rgal estate and hospital|gperatio
o help MPT faciljties succeed|in every market. Perhap

, they come withjan open mind and a readiness to |

Ne learn fron situation|our clients|face,” said Tq

PT’s director set managgment, who was part o

valing recen Californial|tg imeet with managem

e¢ acute cq itals em| Reddy, M{D. angl

x Reddy. > facilifi ert Valley [Madica

ucjent’s|lisq off A
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Medical Properties lrust’s current

portfolio and developments include 18
c HN W ,m Z .H, HU O HN _,H, m_ O HL H O facilities in nine states representing a total

investment of more than $500 million.

growing segment of the U.S. economy...

Healthcare is the largest and fastest

Medical Properties Trust gives stockholders an opportunity
to earn attractive returns from profitable hospital facilities
across the country and participate in the continuing growth
of the healthcare industry. The company expects to add $200
to $300 million of new facilities to its portfolio during 2006.

Current Portfolio

California

Chino Valley Medical Center and Medical Office Building
Desert Valley Hospital and Integrated MOB (Victorville)
Kentfield Rehabilitation Hospital (Kentfield)

Northern California Rehabilitation Hospital (Redding)
San Joaquin Valley Rehabilitation Hospital (Fresno)
Sherman Oaks Hospital and Medical Office Building

Colorado
North Valley Rehabilitation Hospital (Thornton)

Kentucky

Southern Kentucky Rehabilitation Hospital (Bowling Green)

Louisiana

Gulf States LTAC Hospital of Covington Indiana

Gulf States LTAC Hospital of Denham Springs Monroe Hospital (Bloomington)

Massachusetts , Pennsylvania

New Bedford Rehabilitation Hospital (New Bedford) 1l . Bucks County Oncoplastic Institute and Medical Office Building (Bensalem)
Facilities Under

New Jersey Construction Texas

Marlton Rehabilitation Hospital (Marlton) North Cypress Medical Center (Houston)

Texas

Alliance Hospital (Odessa)

Houston Town & Country Hospital * Corporate Headquarters

Houston Town & Country Medical Office Building V' MPT Facilities
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Our revenues are derived from rents we earn pursuant to the lease agreements with our
tenants and from interest income from loans to our tenants and other facility owners.
Our tenants operate in the healthcare industry, generally providing medical, surgical
and rehabilitative care to patients. The capacity of our tenants to pay our rents and
interest is dependent upon their ability to conduct their operations at profitable levels.

We believe that the business environment of the industry segments in which our tenants

_____operate is generally positive for efficient operators. However, our tenants’ operations are
subject to economic, regulatory and market conditions that may affect their profitability.
Accordingly, we monitor certain key factors, changes to which we believe may provide
early indications of conditions that may affect the level of risk in our lease and loan

portfolio.

Key factors that we consider in underwriting prospective tenants and in monitoring the

performance of existing tenants include the following:

« the historical and prospectlive operating margins (measured by a tenant’s carnings
before interest, taxes, depreciation, amortization and facility rent) of each tenant and
at each facility;

» the ratio of our tenants’ operating earnings both to facility rent and to facility rent
plus other fixed costs, including debt costs;

« trends in the source of our tenants’ revenue, including the relative mix of Medicare,
Medicaid/MediCal, managed care, commercial insurance, and private pay patients;
and

» the effect of evolving healthcare regulations on our tenants’ profitability.

Certain business factors, in addition to those described above that directly affect our
tenants, will likely materially influence our future results of operations. These factors

include:

« trends in the cost and availability of capital, including market interest rates, that our

prospective tenants may use for their real cstate assets instead of financing their real

commercial insurance providers that may reduce our tenants’ profitability and our
lease rates, and;

* competition from other financing sources.

At March 15, 2006, we had 20 employees. Over the next 12 months, we expect to add

four to six additional employees.

CRITICAL ACCOUNTING POLICIES

In order to prepare financial statements in conformity with accounting principles
generally accepted in the United States, we must make estimates about certain types
of transactions and account balances. We believe that our estimates of the amount and
timing of lease revenues, credit losses, fair values and periodic depreciation of our real
estate assets, stock compensation expense, and the effects of any derivative and hedging
activities will have significant effects on our financial statements. Each of these items
involves estimates that require us to make subjective judgments. We intend to rely on our
experience, collect historical and current market data, and develop relevant assumptions
to arrive at what we believe 1o be reasonable estimates. Under different conditions or
assumptions, materially different amounts could be reported related to the accounting
policies described below. In addition, application of these accounting policies involves the
exercise of judgment on the use of assumptions as to future uncertainties and, as a result,
actual results could materially differ from these estimates. Our accounting estimates will

include the following:

Revenue Recognition. Our revenues, which are comprised largely of rental income, include
rents that each tenant pays in accordance with the terms of its respective lease reported
on a straight-line basis over the initial term of the lease. Since some of our leases provide
for rental increases at specified intervals, straight-line basis accounting requires us to
record as an asset, and include in revenues, straight-line rent that we will only receive if

the tenant makes all rent payments required through the expiration of the term of the

estate assets through lease structures;

» unforeseen changes in healthcare regulations that may limit the opportunities for
physicians to participate in the ownership of healthcare providers and healthcare real
estate;

» reductions in reimbursements from Medicare, state healthcare programs, and

lease.

Accordingly, our management must determine, in its judgment, to what extent the
straight-line rent receivable applicable to each specific tenant is collectible. We review
each tenant’s straight-line rent receivable on a quarterly basis and take into consideration

the tenant’s payment history, the financial condition of the tenant, business conditions
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I .

large degree involves the origination of long term lease arrangements at market rates, we
do not expect the above-market and below-market in-place lease values to be significant

for many of our anticipated transactions.

We measure the aggregate value of other intangible assets to be acquired based on the

difference between (i) the property valued with existing leases adjusted to market rental

- ——rates.and (ii)-the property valued.as if vacant. Management’s estimates of value are made

using methods similar to those used by independent appraisers (e.g., discounted cash
flow analysis). Factors considered by management in its analysis include an estimate of
carrying costs during hypothetical expected lease-up periods considering current market
conditions, and costs to execute similar leases. We also consider information obtained
about each targeted facility as a result of our pre-acquisition due diligence, marketing,
and leasing activities in estimating the [air value of the tangible and intangible assets
acquired. In estimating carrying costs, management also includes real estate taxes,
insurance and other operating expenses and estimates of lost rentals at market rates
during the expected lease-up periods, which we expect to range primarily from three to
18 months, depending on specific local market conditions. Management also estimates
costs to execute similar leases including leasing commissions, legal costs, and other related
expenses to the extent that such costs are not already incurred in connection with a new

lease origination as part of the transaction.

The total amount of other intangible assets to be acquired, if any, is further allocated to
in-place lease values and customer relationship intangible values based on management’s
cvaluation of the specific characteristics of each prospective tenant’s lease and our
overall relationship with that tenant. Characteristics to be considered by management in
allocating these values include the nature and extent of our existing business relationships
with the tenant, growth prospects for developing new business with the tenant, the
tenant’s credit quality, and expectations of lease renewals, including those existing under

the terms of the leasc agreement, among other factors.

We amortize the value of in-place leases to expense over the initial term of the respective

leases, which range primarily from 10 to 15 years. The value of customer relationship
intangibles is amortized to expense over the initial term and any renewal periods in the
respective leases, but in no event will the amortization period for intangible assets cxceed
the remaining depreciable life of the building. Should a tenant terminate its lease, the
unamortized portion of the in-place lease value and customer relationship intangibles

would be charged to expense.

Accounting for Derwative Financial Investments and Hedging Activities. We expect to account for
our derivative and hedging activities, if any, using SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended by SFAS No. 137 and SFAS No. 149, which

requires all derivative instruments to be carried at fair value on the balance sheet.

Derivative instruments designatedin a hedge relationship to mitigate exposure to variability

. ____1n expected future cash flows, or other types of forecasted transactions, are considered

cash flow hedges. We expect to formally document all relationships between hedging
instruments and hedged items, as well as our risk-management objective and strategy for
undertaking each hedge transaction. We plan to review periodically the effectiveness of
each hedging transaction, which involves estimating future cash flows. Cash flow hedges,
if any, will be accounted for by recording the fair value of the derivative instrument on
the balance sheet as either an asset or liability, with a corresponding amount recorded
in other comprehensive income within stockholders’ equity. Amounts will be reclassified
from other comprehensive income to the income statement in the period or periods
the hedged forecasted transaction affects earnings. Derivative instruments designated
in a hedge relationship to mitigate exposure to changes in the fair value of an asset,
liability, or firm commitment attributable to a particular risk, which we expect to affect
the Company primarily in the form of interest rate risk or variability of intcrest rates, are
considered fair value hedges under SFAS No. 133. We are not currently a party to any

derivatives contracts.

Vanable Interest Entities. In January 2003, the FASB issued Interpretation No. 46 (FIN 46),
Consolidation of Variable Interest Entities. In December 2003, the FASB issued a revision to
FIN 46, which is termed FIN 46(R). FIN 46(R) clarifies the application of Accounting
Research Bulletin No. 51, Consolidated Financial Statements, and provides guidance on the
identification of entities for which control is achieved through means other than voting
rights, guidance on how to determine which business enterprise should consolidate such
an entity, and guidance on when it should do so. This model for consolidation applies to
an entity in which either (1) the equity investors (if any) do not have a controlling financial

interest or (2) the cquity investment at risk is insufficient to finance that entity’s activities

without receiving additional subordinated financial support from other _uzma:o@ An entity
meeting either of these two criteria is a variable interest entity, or VIE. A VIE must be
consolidated by any entity which 1s the primary beneficiary of the VIE. If an entity is
not the primary beneficiary of the VIE, the VIE is not consolidated. We periodically
evaluate the terms of our relationships with our tenants and borrowers to determine

whether we are the primary beneficiary and would therefore be required to consolidate
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discounts and offering expenscs, our net proceeds from the offering totaled approximately
$124.4 million. In 2004, we completed the sale of 25,560,954 shares of common stockin a
private placement at an offering price of $10.00 per share. After deducting underwriters’
discounts and offering expenses, our net proceeds from the private placement totaled

approximately $233.5 million.

In October 2005, we entered into a four-year $100.0 million secured revolving credit

facility (the “revolver”), using proceeds to replace our existing $75.0 million term loan,
which had a balance of approximately $65.0 million at December 31, 2005. As of
March 24, 2006, the revolver had an outstanding balance of approximately $36.0 million.
The loan is secured by a collateral pool comprised of several of our properties. The
six properties currently in the collateral pool provide available borrowing capacity of
approximately $74.2 million. We believe we have sufficient value in our other properties
to increase the availability under the credit facility to its present maximum of $100.0
million. Under the terms of the credit agreement, we may increase the maximum
commitment to $175.0 million subject to adequate collateral valuation and payment of

customary commitment fees.

In addition to availability under the revolving credit facility, we have two construction/
term facilities totaling approximately $43.0 million from a bank to finance our Houston
Town and Country Hospital and Medical Office Building. ~ As of March 24, 2006,
the loans had an aggregate balance totaling approximately $35.8 million. We have the

option, until June 2006 to convert these loans to 30 month term loans.

At December 31, 2005, we had remaining commitments to complete the funding of

three development projects as described below (in millions):

arrangements and cash from operations will be sufficient for us to complete the
developments described above, acquire between $200 and $300 million in additional
assets, provide for working capital, and make distributions to our stockholders through
2006. We expect that such additional financing arrangements will include various types
of new debt, including long-term, fixed-rate mortgage loans, variable-rate term loans,
and construction financing facilities. Generally, we believe we will be able to finance up
to approximately 50-60% of the cost of our healthcare facilities; however, there s no |
assurance that we will be able to obtain or maintain those levels of debt on our portfolio

of real estate assets on favorable terms in the future. i
Long-term Liquidity Requirements: We believe that cash flow from operating activities
subsequent to 2006 will be sufficient to provide adequate working capital and make
distributions to our stockholders in compliance with our requirements as a REI'L
However, in order to continue acquisition and development of healthcare facilities after
2006, we will require access to more permanent external capital, such as equity capital. A
If equity capital is not available at a price that we consider appropriate, we may increase !

our debt, utilize other forms of capital, if available, or reduce our acquisition activity.

Financing Activities A

During the year ended December 31, 2005, we raised $124.7 million, net of offering
costs and expenses, from the sale of common stock, primarily from our IPO. We also
borrowed an additional $19.0 million on our term loan, for a total of $75.0 million
of loan proceeds on the term loan. After reducing the principal balance of the term
loan through principal repayments, we converted the remaining $40.0 million balance
into borrowings on our $100.0 million secured revolving credit facility. We borrowed
an additional net $25.0 million on the revolver during the last quarter of 2005. We
also borrowed $35.5 million on our two Houston construction loans. The revolver, the
construction loans and our expectations concerning [uture financing activities are further

described above under “Liquidity and Capital Resources.” We also sold $1.1 million in

Original Cost Remaining
Commitment Incurred Commitment
North Cypress Community Hospital $ 64.0 $ 22.1 $41.9
~ Bucks County Women’s Hospital and -
Medical Office Building S Ji. 1WWO 100 o wmﬁot
Monroe County Community Hospital 35.5 13.2 22.3
Total $ 1375 $453 $92.2

Short-term  Liquidity Requirements:  'We believe that our existing cash and temporary

investments, funds available under our existing loan agreements, additional financing

limited mmmsgm?v units in our West Houston medical office building partnership (a
subsidiary of our Operating Partnership). Our sale of such interests in certain of our |
healthcare facilities is based on a strategy of encouraging physicians and other parties to *
locate their practices in or near our healthcare facilities. We do not consider this strategy

integral to our capital raising process.
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28.5%. The increase is due primarily to approximately $1.2 million of share based
compensation expense (52% of the increase in general and administrative expenses) as
a result of restricted shares granted to employees, officers and directors during 2005. In
addition, we incurred incremental legal and professional expenses in 2005 related to our
reporting and other compliance requirements as a public company. During 2005 we also
incurred additional compensation expense related to the increased number of employees

in 2005.

Interest income (other than from loans) for the years ended December 31, 2005, and
2004, totaled $2,091,132 and $930,260, respectively. Interest income increased due
to the timing and amount of offering proceeds temporarily invested in short-term cash

equivalent instruments and to higher interest rates in 2005,

Interest expense for the years ended December 31, 2005, and 2004, totaled $1,542,266
and $32,769, respectively. Interest expense in 2005 excludes interest of approximately
$3.1 million which has been capitalized as part of the cost of development projects under

construction during 2005.

Year Ended December 31, 2004

Net income for the year ended December 31, 2004 was $4,576,349. Revenue, which
was $10,893,459, was comprised primarily of rents (79%) and interest from loans
(21%). Interest and dividends, primarily from the temporary investment of the net
proceeds of our April 2004 private placement, was $930,260. We completed our private
placement of common stock in April 2004 and received proceeds, net of offering costs
and fees, of approximatcly $233.5 million. Expenses during the year, which totaled
$7,214,601, were comprised primarily of compensation of $3,700,442, depreciation and
amortization of $1,517,530, other general and administrative expenses of $1,336,897
and approximately $585,345 of costs associated with unsuccessful acquisitions. These

costs for the unsuccessful acquisition, which consisted primarily of legal fees, costs of

third party reports and travel, related to a portfolio of five facilities that were subject to
a letter of intent with a prospective operator. During the second quarter of 2004, we

declined to pursue the acquisition.

Reconciliation of Non-GAAP Financial Measures

Investors and analysts following the real estate industry utilize funds from operations, or
FFO, as a supplemental performance measure. While we believe net income available to
common stockholders, as defined by generally accepted accounting principles (GAAP),
is the most appropriate measure, our management considers FFO an appropriate

supplemental measure given its wide use by and relevance to investors and analysts. FFO,

reflecting the assumption that real estate asset values rise or fall with market noza_:o:m
principally adjusts for the effects of GAAP depreciation and amortization of real estate

assets, which assume that the value of real estate diminishes predictably over time.

As defined by the National Association of Real Estate Invesument Trusts, or NAREIT]
FFO represents net income (loss) (computed in accordance with GAAP), excluding gains
(losses) on sales of real cstate, plus real estate related depreciation and amortization and
after adjustments for unconsolidated partnerships and joint ventures. We compute FFO
in accordance with the NAREIT definition. FFO should not be viewed as a substitute
measure of the Company’s operating performance since it does not reflect either
depreciation and amortization costs or the level of capital expenditures and leasing costs
necessary to maintain the operating performance of our properties, which are significant

cconomic costs that could materially impact our results of operations.

The following table presents a reconciliation of FFO to net income for the years ended

December 31, 2005 and 2004
Tor the Years Ended December 31,

2005 2004
Net income $ 19,640,347 $ 4,576,349
Depreciation and amortization 4,404,361 1,478,470
Funds from operations - FFO $ 24,044,708 $ 6,054,819

Per diluted share amounts:
For the Years Ended December 31,

Net income $ 61 $ 24
Depreciation and amortization A3 07

Funds from operations - FFO $ 74 $ .31

!
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Medical Properties Trust, Inc.:

We have audited the accompanying consolidated balance sheets of Medical Properties

———-Trust, Inc—and-subsidiaries _as_of _December_31,_2005._and 2004, and._the_related

consolidated statements of operations, stockholders’ equity (deficit), and cash flows for
the years then ended and for the period from inception (August 27, 2003) to December
31,2003. These consolidated financial statements are the responsibility of the Company’s
management. Qur responsibility i3 to express an opinion on these consolidated financial

statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the financial statements
are free of material misstaternent. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our

audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Medical Properties Trust, Inc. and substdiaries
as of December 31, 2005 and 2004, and the results of their operations and their cash
flows for the years then ended and for the period from inception (August 27, 2003) to
December 31, 2003 in conformity with U.S. generally accepted accounting principles.

KPMG LeP

Birmingham, Alabama

February 24, 2006

Do e e e .
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Medical Properties Trust, Inc. and Subsidiaries
Consolidated Statements of Operations

For the Years For the Period from
Ended December 31, Inception (August 27, 2003) to
2005 2004 December 31, 2003
~ Revenues T )
Rent billed $ 21,238,810 $ 6,162,278 $ -
Straight-line rent 5,460,148 2,449,066 -
Interest income from loans 4,850,241 2,282,115 -
Total revenues 31,549,199 10,893,459 -
Expenses
Real cstate depreciation and amortization 4,404,361 1,478,470 -
General and administrative 8,016,992 5,150,786 992,418
Costs of terminated acquisitions - 585,345 30,858
Total operatling expenses 12,421,353 7,214,601 1,023,276
Opcrating income (loss) 19,127,846 3,678,858 (1,023,276)
Other income (expense)
Interest income 2,091,132 930,260 -
Interest expense (1,542,266) (32,769) -
Net other income 548,866 897,491 -
Income (loss) before minority interests 19,676,712 4,576,349 (1,023,276)
Minority interests in consolidated partnerships (36,365) - -
Net income {loss) $ 19,640,347 $ 4,576,349 $  (1,023,276)
Net income (loss) per share, basic . $ 0.61 B 0.24 $ (0.63)
Weighted average shares outstanding - basic 32,343,019 19,310,833 1,630,435
Nect income (loss) per share, diluted $ 0.61 $ 0.24 $ (0.63)
Weighted average shares outstanding - diluted 32,370,089 19,312,634 1,630,435

See accompanying notes to consolidated financial statements.
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Operating activities

Net income (loss)

Medical Properties Trust, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

For the Years Ended December 31,

For the Period from Inception _

e

(August 27, 2003)
to December 31, 2003 ‘

Adjustments to reconcile net income (loss) to net cash provided by {used for) operating activities

Depreciation and amortization
Amortization of deferred financing costs
Straight-line rent revenue
Share based payments
Deferred revenue and fee income
Other adjustments
Increase in:
Interest and rent receivable
Other asscts
Increase in:
Accounts payable and accrued expenses
Deferred revenue
Lease deposits and other obligations (o tenants
Net cash provided by operating activitics
Investing activitics
Real estate acquired
Principal received on loans receivable
Investment in loans receivable

OO:w::n\.:O: in progress

Equipment acquired

Net cash used for investing activities

2005 2004

$ 19,640,347 $ 4,576,349 $(1,023,276) M

!

4,567,675 1,517,530 - .

932,249 - . _

(5,460,148) (2,449,066) - i

1,346,755 125,000 . A

(270,727) - - |

49,900 94,500 -

!

(486,521) (419,776) - L

(2,312,681 (309,769) ; A

|

4,700,558 6,644,130 1,391,409 M

1,420,030 910,000 -
174,527 . -

924,301,264 9,918,898 368,133 A

|

(97,667,724) (127,372,195) - !
7,890,058 3 ;

(45,999,178) (44,317,263) ; |

(78,778,843) (23,151,797) (166,301) |

- T (asgrny @sessy T T
(214,700,664) (195,600,642) (166,301)
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Notes to Consolidated Financial Statements ,

1

|

7

1. Organization On April 6, 2004, the Company completed the sale of 25.6 million shares of common
I R S ___ stock in a private placement to qualified institutional buyers and accredited investors. |
Medical Properties Trust, Inc., a Maryland corporation (thc Company), was formed The Company received $233.5 million after deducting offering costs. The proceeds have ‘
on August 27, 2003 under the General Corporation Law of Maryland for the purpose been used to purchase properties, to pay debt and accrued expenses and for working
of engaging in the business of investing in and owning commercial real estate. The capital and general corporate purposes. |
Company’s operating partnership subsidiary, MPT Operating Partnership, L.P. (the |
Operating Partnership) through which it conducts all of its operations, was formed in On July 7, 2005, the Company completed the sale of 11,365,000 shares of common stock W
September 2003. Through another wholly owned subsidiary, Medical Properties Trust, in an initial public offering (IPO) at a price of $10.50 per share, less an underwriting A
LLC, the Company is the sole general partner of the Operating Partnership. The commission of seven percent and expenses. On August 5, 2005, the underwriters “
Company presently owns directly all of the limited partnership interests in the Operating purchased an additional 1,810,023 shares at the same offering price, less an underwriting !

Partnership. : commission of scven percent and expenses, pursuant to their over-allotment option. A

The Company succeeded to the business of Medical Properties Trust, LLC, a Delawarc
limited liability company, which was formed in December 2002. On the day of formation, 2. Summary of Significant Accounting Policies |

the Company issued 1,630,435 shares of common stock, and the membership interests 4

of Medical Properties Trust, LLC were transferred to the Company. Medical Propertics Use of Estimates: The preparation of financial statements in conformity with accounting

Trust, LLC had no assets, but had incurred liabilities for costs and expenscs related to principles generally accepted in the United States of America requires management o _

acquisition due diligence, a planned offering of common stock, consulting fees and ofhce make estimates and assumptions that affect the reported amounts of assets and liabilities

overhead in an aggregate amount of approximately $423,000, which was assumed by and disclosurc of contingent assets and liabilities at the date of the financial statements

the Operating Partnership and has been included in the accompanying consolidated and the reported amounts of revenues and cxpcenses during the reporting period. Actual

statements of operations. results could differ from those estimates. |

The Company’s primary business strategy is to acquire and develop real estate and Principles of Consolidation: Property holding entities and other subsidiaries of which the A

improvements, primarily for long term lease to providers of healthcare services such as Company owns 100% of the equity or has a controlling financial interest evidenced by

operators of general acute care hospitals, inpatient physical rehabilitation hospitals, long ownership of a majority voting interest are consolidated. Al inter-company balances _

- term acute care hospitals, surgery centers, centers for treatment of specific conditions and transactions are eliminated. For entities in which the Company owns less than 100% !

such as” mmiﬂg_m.mv WM_WMO‘SWMQN 10Mw~nmmm and mﬂm‘p\mﬁ\u#m@m&_ - Tmﬂmﬂ:mimv‘ and other healthcare- -of—-the -equity-interest; -the- Awoudmvm:d\ -consolidates .»T@\ﬂ roperty- if--1t-has-the-direct-or——-

oriented facilities. The Company also makes mortgage and other loans to operators indirect ability to make decisions about the entities’ activities based upon the terms of

2 al . . - . 2 1 oo 111 2 1 4, 111
of similar facilities. The Company manages its business as a single business segment as the respective entities” ownership agreements. For these entities, the Company records a

defined in Statement of Financial Accounting Standards (SFAS) No. 131, Disclosures minority interest representing equity held by minority interests. For entities in which the |

Company owns less than 100% and does not have the direct or indirect ability to make

about Segments of an Enterprise and Related Information.
decisions but does exert significant influence over the entities’ activities, the Company

records its ownership in the entity using the equity method of” accounting.

N




A

ot

Jurpuo| woay s334 “(POYIAUT ISIIIA UL} ISBI[ ) UO P[SIA 2ANIIJ2 JUelsuod & sonpord
01 9se9| Sunerado ue Jo W) [BNIUI L) IDAD JWOIUL SB PIZILF0IL PUE JNUIAT PALIIIP

S Popa02al AJ[BDIUL 21T $99SSI] 10) SIDIALAS Sulsea] put JudwdO[PAdD WOL) PIAIIIDL SID]

“9SBI[ 9Y) JO Wi} SUTUEWAL 3} 19A0 POYIAW UL-31YSrens oy uo jual pouad
UONONNSUIOD Panidde 9y Suziu§osar surdaq Auedwory ayp “ijoey oy jo uorssassod
1eotsAyd soqe) 2assaf 2y uaypy "pouiad uonoNIISUOD 3y SULINP INUIAL PALIIJIP Pue
s[qeATadal e se jual pouad uononnsuod sanuooe Auedwion) ay 1, “(1uai porrad uononnsuoo)
poriad uononnsuod oy SuLmp pred 31509 211 U0 PISEC TU INIIDE 0] papnuo A[[eIauad si

Auedwory ayt ‘s1oaloxd justudopaasp st jo uoponnsuod Sunmp ‘os[y  “ased] Yl Jo Aep

11B1S PATE)S A1) WO JudIdIP 3q Aew yorym Kijoe] o1 Jo uoissassod [easAyd soye) sassa

a1 uaym sp3(oad Juswdopaaap sit woy awosur Jual Iseq Suiprodal suldaq Aurdwon) ay T,

‘Paa1ddal porad ay) UT INUIAL JUIL PI[[I S POPIOIAI dIe
SIUDL JUAFUNUO) "ISBI[ DY Ul 9skaIdul 93IUa01ad wnuwumu [enuue 9y} spasixs Xopur
2oud 1ownsuod soqey jo yuauntedo( ‘Q) SY) UdYM SISEI| JUOS PUn (JUaI-JUIFURUOD)
1UI [RUODIPPR 2419031 ose Avwr Auedwion) oy [, "9dURADE UI PIAIIDAL JUAL SB POIJISSE]D
are JUWIOdUT SB UONTUS02al J1aY) 0) doud pasradar syuowiAed [BIUdY 19U B SP[OYSAIY)
ANUIAJI YOTYM Ul por1ad oY1 ur paziu§odal aIe $Iul 95eIUIDIDJ "SI(BAIIIDI JUAL PI[|IquN
01 9se2109p 10 aseamut ue se ‘Qiqeordde se ‘sjuswizaide oseal asndadsar ayy tod onp
SHUNOWE PUE PIUIED SINUIAII JUAI ISE(Q UIIMIOQ DDUINJIP Y3 SP102a1 Auedwony ay |,
"NUIAIL JUIL ISEq PI[JI(] SB PIPI0IL JUNOWE I} PUE POYISW UI-IYSIea)s oy} uo paseq
PAULIES 9NUIAJL TUDJ ISE( UIIM]IC IDUIIIYJIP Y] SI ONUIASL JUDI PI[[IqU[] “ISEI] Y} Aq
paainbai se pouad yoes 10Ww0ISND 9y 01 PI[Iq A[JENIDE JUDI ISE( JO JUNOWE 3] S1 INUDIAI
JUIT PI[JIg "SIUNOWE OM) SB UMOUS ST suone1ado Jo JUaLIIRIS PAILPIOSU0D AY) Ul PoLpaLl
SUI-1YSIeS 91 U0 PIPIOdL sk aNUAd Judy Ked 01 parnbai st jueus) e uey) pop.rodal
ONIUADI JUAT $SO] 1M SOSIOADT 1D9JJ3 SIY) ‘LLLID] ISBI B JO J[BY 15[ Y) SULIn( "WLIa) 9sea]
a jo Jrey say ayn Sununp Aed 01 parmbar styweus) € uey) 98e9] € WO 9NUIAIL JUDL 2I0W
3uIpaooal JO 1093 Y] SBY POYIAW JUI-IYSFIeNS Y J, "W.ID) ISEI] I} IIA0 SISEAIDUL 1UdL
[ENIOBIUOD JUNODDE Ojul Fuije) 9sed| B JO ULID) 2} JIA0 Pauted JUdl Ise( JO Junowue
aSeoae opotiad oy spi10da1 poow aur-ysrens oy ], ‘sonsodoid parinboe 1oj soseay
3unsixa Jo SULIY) SUTUTRLIAI 9L} PUE SISEI] MOU 10} SIUILIDITE 9SBI| PAIL[al 9 JO SULII)
oY1 I9A0 POl JUT-1YSIEIs oY) uo Paplodal St SIUAL ISB( WOIJ aNUIAI Uy (sjuds
a8ejusouad) ploysaly) fenuue ur PIPIIDXD SEY INUIA SIUBUD) I} 9OUOC SINUIAI JURU)
Jo 93ejuanzad e uo paseq 1ual [eUOCHIPPE WOL) Pue (S1Ual Jseq) sjual padinbar wnwiuiw

‘paxiy ay) uo paseq saseo| Sunesado woj swodul saareda1 Auedwon) oy |, uoyudosay anuzesyy

‘PoYIawW 15940 UL 9y} A UBO[ Y} JO I Y] JIAO WOdUT
1S0I0IUL UT UONDNPAI © S8 PIZIuS0dal 0Iv $32SSI[ O} IPLUl SUBO] M I[(RYDLIPT $ISO0)
"SIUILUIDITE ISEI] PAIR[AI D) JO SULID] D) IOA0 POYIOW QUI[-1YS RIS 3Y) UO PIZNIOWE pUe
$1500 Buisea] pasidjap se pazipeided are sasea] JurUD) 01 2[qEINGLIIE A[1D20P S1S00 FuIsed|
1910 PUE SUOISSIUWOD Juisea| ‘ojqeqord 195uol ou st uonismboe a1 Jey) sHUILIINBP
uawRdeuew uaym pasuadxa are 53500 uonsmboe pasrdye( Auedwony sy Aq Asadod
a1 Jo aseyouand 9y JOJ JUIWNDOP JEJIUIS 10 12119] JUIWWWOD (J()]) WUl JO 12N3] B
PRINd2X3 ARy J9[[9s oY) pue Auedwon) ay) usym s1s00 JurLjop sutsaq Auedwon) ay T,
Buso)o uodn pazirendes ‘wonisinboe ye spaadoad sI9[[9s AU WO} PIFII[OD 10U JUXI I
0] ‘pue paxiajep ale suonisinboe d[qeqoad Jo uonaduros a1y 03 Jourd parndur pue ‘Yim
ajqeynuapt Ajpeoyoads axe yeyl s3S00) 3G9I 2Y) JO ULId) IY) I9AC POYIIW IUI-IYSTEDS 21
U0 POZILIOWE AR S1SOJ PALIJIP ) ‘SIUSLLIALIE JIPID FUIA[OAII SE ons ‘Sur1d) Juowdedar
redouud paugap moyam 1qep 104 (Poyiow 1saaajut) ueo] 91} UO PIIA JANIYJI TURISUOD
e gonpoud 0] paznIowe e $IS0I PaLap 2 ‘sur1d) Juswled-ar redouud paugap ym
1q9p 10 -9suadxa 15a12)UE 0] UONIPPE UL SE SULO[ PRIR[I L] JO SAAI[ I} 1IA0 PIZNIOWE
pUE SI9SSE 1910 Ul SIS0 SupuRUl pariajep se poziended are )qap Jo Junueuyal pue
s3umuen) poyeddnue M UONDIUUOD UL PALINDUT §)S07) “SULIDJO 9Y} WOIj PIATII
sposooad 1sureSe palsu pue parLjep are SULIREJO ) 01 AT A[OAUIP JBY) SIUDWNLSUL

rended 1oy310 10 Y2018 Jo sSuuayo jo uonadwod ayy 01 xoud parmour SISO 51507) paLiafacT

“$)985% IIYIO UI PIPLODAI Ik JIPRID JO
$19119] 0] A1noas se padpard usaq oavy YoTyMm siusreamnba yseo pue yser) syudeamnbo
{SBD PAIdPISUOD 3TE SPUny [ENJNU 19YIBW-A9UOUI PUE SSI] 10 SLJUOW 21} JO SONLINEW

[2ULSLIO M SIUSLLISIAUL ULID)-MIOYS pue Jisodap Jo saveoynaan) suusgpambsy ysvry puv ysvr)

*$)S919)U1 J[ELIBA SII UL
aBueyD [euvrew B sey A1nud 1sa1alu ajqeLrea fenuatod 10 L1nuo 1saud1Ul I[QRLIEA B UM
Areiyaudq Arewid se snyeis s sorenead-o1 Auedwiony oy T, Aremijouaq Arewud oy aq o
POIaPISLOD ST AINUD BU) Ul SJUILUNSIAUL 10 YIm suonoesues) sit jo amuia 4q Kuedwon) oy
UoTgMm Ul AINUD 1S2191UL J[BLIBA OB Sa1ep1josuod Auedwon) oy, A1nus 1SaIdjut o[qeLea
ap jo Areysuaq Arewrd 2y st 1 sourwaddp Auedwony 9y KInus 1S2191UT J[CELIBA
® Ul 1S2I9IUL D[ELIEA © Sey 31 el sourualap Auedwon) o) J| 'SIULWINLIS [eroueur]
PRIEPIOSUON) “[ ¢ "ON] UND[[Ng YIBasay Sununcddy jo uoneiasdioiur ue ‘sannurg 1sa1au|
J[qerrep jo uoneprjosuor) ‘(Y-9% NII) (€007 12quoda(] pasiaai) gf ‘oN uonejaadiaug
qSvd Aq peuyop se L1nud 1SU9IUl I[RLIBA B UL $)52190Ul o[qeLrea judsardar Lo g

QUIULIINIP O STUIWISIAUL pue suondesued) sit jo [[e sa1en[eAs %:ﬁuzuomhvﬁ \AESQEOO YT,




O T T T NTTTTYYN D PPN .

- -—--making estimates-of faic valuesfor purposes.of allocating purchase prices, the Company.

services are recorded as deferred revenue and recognized as income over the life of the

loan using the interest method.

Acquired Real Estate Purchase Price Allocation: 'The Company allocates the purchase price of
acquired properties to net tangible and identified intangible assets acquired based on their

fair values in accordance with the provisions of SFAS No. 141, Business Combinations. In

utilizes a number of sources, including independent appraisals that may be obtained in
connection with the acquisition or financing of the respective property and other market
data. The Company also considers information obtained about each property as a result
of its pre-acquisition due diligence, marketing and leasing activities in estimating the fair

value of the tangible and intangible assets acquired.

The Company records above-market and below-market in-place lease values, if any, for
its facilitics which are based on the present value (using an interest rate which reflects
the risks associated with the leases acquired) of the difference between (i) the contractual
amounts to be paid pursuant to the in-place lcases and (1) management’s estimate of fair
market lease rates for the corresponding in-place leases, measured over a period equal to
the remaining non-cancelable term of the lease. The Company amortizes any resulting
capitalized above-market lease values as a reduction of rental income over the remaining
non-cancclable terms ol the respective leases. The Company amortizes any resulting
capitahized below-market lcase values as an increase to rental income over the initial
term and any fixed-rate renewal periods in the respective leases. Because the Company’s
strategy largely involves the origination of long-term lease arrangements at market rates,
management does not expect the above-market and below-market in-place lease values

to be significant for many anticipated transactions.

The Company mecasures the aggregate value of other intangible assets acquired based
on the difference between (i) the property valued with existing in-place leases adjusted

to market rental rates and (ii) the property valued as if vacant. Management’s estimates

of value are expected to be made using methods similar to_those used by independent

appraisers (e.g., discounted cash flow analysis). Factors considered by management in
its analysis include an estimate of carrying costs during hypothetical expected lease-
up periods considering current market conditions, and costs to execute similar leases.
Management also considers information obtained about each targeted facility as a
result of pre-acquisition due diligence, marketing and leasing activities in estimating the

fair value of the tangible and intangible assets acquired. In estimating carrying costs,

Real estate 1s carried at depreciated cost.  Expenditures for ordinary maintenance and

management also includes real estate taxes, insurance and other operating expenses and
estimates of lost rentals at market rates during the expected lease-up periods, which are
expected to range primarily from three to eighteen months, depending on specific local
market conditions. Management also estimates costs to execute similar leases including
leasing commissions, legal and other related expenses to the extent that such costs are not

already incurred in connection with a new lease origination as part of the transaction.

The total amount of other intangible assets acquired, if any, is further allocated (o in-
place lease values and customer relationship intangible values based on management’s
evaluation of the specific characteristics of each prospective tenant’s lease and our
overall relationship with that tenant. Characteristics to be considered by management in
allocating these values include the nature and extent of our existing business relationships
with the tenant, growth prospects for developing new business with the tenant, the
tenant’s credit quality and expectations of lease renewals, including those existing under

the terms of the lease agreement, among other factors.

The Company amortizes the value of in-place leases, if’ any, 1o expense over the initial
term of the respective leases, which range primarily from ten to 15 years. The value of
customer relationship intangibles is amortized to expense over the initial term and any
renewal periods in the respective leases, but in no event will the amortization period for
intangible assets exceed the remaining depreciable life of the building. Should a tenant
terminate its lease, the unamortized portion of the in-place lease value and customer

relationship intangibles would be charged to expense.

Real Estate and Depreciation: Depreciation is calculated on the straight-line method over the

estimated useful lives of the related assets, as follows:

Buildings and improvements 40 ycars

Tenant origination costs Remaining terms of the related leascs
Tenant improvements Term of related leascs

Furniture and equipment 3-7 ycars

repairs are expensed to operations as incurred. Significant renovations and improvements
which improve and/or extend the uscful life of the asset are capitalized and depreciated
over their estimated uscful lives. In accordance with SFAS No. 144, Accounting for the
Impairment of Long-Lived Assets and for Long- Lived Assets to Be Disposed Of the

Company records impairment losses on long-lived assets used in operations when events

SNANRNARARA AN
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Fair Value of Financial Instruments: The Company has various assets and liabilities that govern consolidation of variable interest entities and voting interest entities when such

are considered financial instruments. The Company estimates that the carrying value an entity has a sole general partner and limited partners with certain rights. EITF Issue
of cash and cash equivalents, interest receivable and accounts payable and accrued 04-5 is effective immediately for all limited partnerships formed or modified subsequent
expenses approximates their fair values. The Company estimates the fair value of to June 29, 2005, and is effective for all other limited partnerships for the first fiscal ycar “
unbilled rent receivable based on expected payment dates, discounted at a rate which beginning after December 15, 2005. The Company does not expect EITF Tssue 04-5 to “
the Company considers appropriate for such assets considering their credit quality and have a material effect on its financial position or results of its operations.
maturity. The Gompany estimates the fair value of loans based on the present value of S |
future payments, discounted at a rate which the Company considers appropriate for such In October moow the FASB issued FASB Staff Position Aﬂmwv No. FAS 13-1 ﬂﬁooo::::m‘ o “
assets considering their credit quality and maturity. The Company estimates that the for Rental Costs Incurred during a Construction Period”. This FSP addresses the
carrying value of the Company’s debt should approximate fair value because the debt is accounting for rental costs associated with operating leases that are incurred during a
variable ratc and adjusts daily with changes in the underlying interest rate index. construction period. The FSP states that rental costs associated with ground or building |
operaling leases that are incurred during a construction period should be recognized i
Reclassifications: Certain reclassifications have been made to the 2004 consolidated financial as rental expense. This FSP is eflective for the first reporting period beginning afier |
staterments to conform to the 2005 consolidated financial statement presentation. These December 15, 2005. The Company does not expect FSP No. FAS 13-1 to have a material !
reclassifications have no impact on stockholders’ equity or net income. effect on its financial position or results of its operations.

New Accounting Pronouncements: ‘The following is a summary of recently issued accounting ] ,
. . 3. Real Estate and Loans Receivable

pronouncements which have been issued but not adopted by the Company at December

31, 2005, and which could have a material effect on the Company’s financial position —_
) Acquisitions

and results of operations. A

. . ) Following is a summary of the acquisitions made by the Company in 2005 and 2004,

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. . . . ) .

o o . including development properties that were completed and placed in service: A
123(R), Share-Based Payment, which is a revision of SFAS No. 123, “Accounting for |
Stock Based Compensation”. SFAS No. 123(R) establishes standards for the accounting
for transactions in which an entity exchanges its equity instruments for goods or services.
This Statement focuses primarily on accounting for transactions in which an entity
obtains employee services in share-based payment transactions. SFAS No. 123(R) _
requires that the fair value of such equity instruments be recognized as expense in the ,
historical financial statements as services are performed. Prior to SFAS No. 123(R), only A
certain pro-forma disclosures of fair value were required. SFAS No. 123(R) is effective
for the OOBGN:% on January 1, 2006. The Gompany does not expect SFAS Zo _mwA v

to have a material effect on its financial tom_:o: or the results of its ovnam:ozm

In June 2005, the Emerging Issues Task Force (“EITF”) reached a consensus on EITF
Issue 04-5, “Investor’s Accounting for an Investment in a Limited Partnership When the
Investor is the Sole General Partner and the Limited Partners Have Certain Rights”.

EITF Issue 04-5 will change the application of existing accounting pronouncements that |
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Leasing Operations

the Company’s financial statements. Substantially all other facilities are subject to leases

that have fair value repurchase options at the end of the lease terms.

Minimum rental payments due in future periods under operating leases which have non-

cancelable terms extending beyond one year at December 31, 2005, arc as follows:

2006 . . e $ 32,409,547
D007 ... 33,146,411
= 2008 T e R T T e e I 33924979 .
D009+ e 34,729,119
Q0T0. .o 35,552,484
Thereafter ... 362,327,325
Jotal. e e $532,089,865
Loans

In conjunction with the Company’s purchase of six healthcare facilities in_July and August
2004, the Company also made loans aggregating $49.1 million to Vibra Healthcare,
LLC (Vibra). In February, 2005, Vibra repaid $7.8 million of principal and interest, and
as of December 31, 2005 the balance of the loan was $41.4 million. The Company has
determined that Vibra is a variable interest entity. The Company has also determined
that it is not the primary beneficiary of Vibra and, therefore, has not consolidated Vibra
in the Company’s consolidated financial statements. For the years ended December 31,
2005 and 2004, Vibra accounted for approximately 83% and 100%, respectively, of the

Company’s total revenues.

In December, 2005, the Company made a $40.0 million mortgage loan to Alliance
Hospital, Ltd. (Alliance), an unrelated third party. The Alliance loan is secured by a
community hospital facility located in Odessa, Texas. The loan has a term of 15 years,
and provides for monthly payments of interest only during the term of the loan, with the
full principal amount due at the end of the term.

The lessce of Bucks County is a newly formed entity. The Company has recorded notes
receivable of $4.3 million for certain fees and deposits owed by the operator. Due to
the limited equity currently invested in the operator by its owners, the Company has
determined that the operator is a variable interest entity. However, the Company is not
the primary beneficiary of the operator/VIE and has not consolidated the operator in

4, Debt

In December 2004, the Company closed two bank loans totaling $43.0 million to finance

the construction of the Company’s medical office ‘building and community hospital
development projects in Houston, Texas. The loans carry a construction period term
of eighteen months, with the option to convert the loans into thirty month term loans
with a twenty-five year amortization. The loans require interest payments only during
the initial eighteen month term, and principal and interest payments during the optional
thirty month term. The loans are secured by mortgages on the two properties which
have a book value of $56.2 million at December 31, 2005. The loans bears interest
at a rate of onc month LIBOR plus 225 basis points (6.64% at December 31, 2005)
during the construction period and one month LIBOR plus 250 basis points (6.89%
at December 31, 2005) during the thirty month optional period. The loans have an
aggregate balance of $35.5 million at December 31, 2005 and no balance outstanding

at December 31, 2004.

In October, 2005, the Company signed a Credit Agreement for a secured revolving
credit facility to replace an existing term loan. The agreement has a four year term and
has an interest rate of the 30-day LIBOR plus a spread ranging from 235 to 275 basis
points (7.14% at December 31, 2005) depending upon the Company’s overall leverage
ratio. 'The agreement also requires the payment of certain fees and meeting financial
covenants which are typical of this type of credit agreement. The Company was in
compliance with all such covenants at December 31, 2005, Outstanding balances are
secured by propertics which have a book value of $122.8 million at December 31, 2005.
The Company may borrow up to $100.0 million depending on the value of collateral
properties. The Company currently may borrow up to approximately $74.2 million,
which may be increased to the maximum by substituting or by adding other properties as

B D —

the Company may elect. The Company may also request to increasc the available line of =~

credit to a maximum of $175.0 million, with the payment ol additional fees. The facility

|

had a balance of $65.0 million at December 31, 2005. ;
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for awards under those plans consistent with the methods prescribed in SFAS No. 123, grants. For the restricted shares granted in 2005, the Company expects to record
for the years ended December 31, 2005 and 2004, the Company’s net income would compensation expense of approximately $2.3 million in 2006.

have been decreased by $82,000 and $67,000, respectively, and diluted earnings per

share would have been reduced by $0.01 and by no cents, respectively. 8. Commitments and Contingencies

The Company has provided approximately $2.2 million of bank letters of credit to two

The Company uses the Black-Scholes pricing model to calculate the fair values of the T ] . S :
municipalities as security for its obligations in two development projects. The Company

options awarded, which are included in the pro forma amounts above. For 2004, the R

e T T T T T T has deposited an equal amount of Tashin séparate accounts with the bank as security for

following assumptions were used to derive the fair values: an option term of four to six ) o . )
these letters of credit. The cash deposited is recorded as other assets in the consolidated

years; no cstimated volatility; a weighted average risk-free rate of return of 3.63%; and a
balance sheet at December 31, 2005.

dividend yield of 1.00%. For the 2005, the following assumptions were used to derive the

fair values: an option term of four to six years; estimated volatility of 27.75%; a weighted . . . .
Fixed minimum payments due under operating leases with non-cancelable terms of

-y %%: 2 divi . < 4.80%.
average risk-free rate of return of 4.30%; a dividend yield of 4.80% more than one year at December 31, 2005 are as follows:

. . . D006 ..o $ 424,790
In addition to these options to purchase common stock, each independent director was 9007 432,948
awarded 2,500 deferred stock units in October 2004, valued by the Company at $10.00 D . %w@,ﬁ:
per unit, which represent the right to receive 2,500 shares of common stock in October w000, iu,wuo
2007. Tn 2005, each independent director received 2,000 deferred stock units, valued S wwo“u»o
by the Comp any at $9.68 per unit, which represent the right {0 receive 2,000 shares of TRETCANCT. .. . oot 99 639,194
common stock in October 2007. The Company has recognized expensc of $171,750 Total 3

olal L ,173,

and $125,000 for the deferred stock units awarded to its independent directors in 2005 e —
and 2004, respectively. The total amount to be received from non-cancellable subleases at December 31, 2005,

1s approximately $13.8 million.
In 2005, the Company awarded shares of restricted stock to employees and directors

under the mb:._Q Incentive Plan. “The following is a summary of shares of restricted The Company is defendant in a lawsuit wherein a plaintiff has asserted breach of a
stock awarded in 2005: consulting contract. The Company believes the allegations in the lawsuit are without merit
Weighted Average . . g . S
and intends to vigorously defend itself. The Company has previously made provision in
Shares Value at Award Date its financial statements for the amount that it believes is due under the contract and does
Outstanding at January 1, 2005 ) i not expect the resolution of this matter to result in additional material costs.

Awarded 678,680 $10.10
Vested (52,220) $10.10
Forfeited (5,000) $10.00
Outstanding at December 31, 2005 621,460 $10.10

The value of outstanding restricted shares is being charged to compensation expense
over the vesting periods which range from three to five years. In 2005, the Company
recorded compensation expense of approximately $1.2 million for these restricted share

.
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Market for Registrant’'s Common Equity and Related Stockholder Matters

Our common stock is traded on the New York Stock Exchange under the symbol
“MPW.” The following sets forth the high and low sales prices for the common stock for
each quarter from the initial public offering to the period ending December 31, 2005, as
reported by the New York Stock Exchange Composite Tape and the dividends paid by us

..with respect to each suchperiod. . — . .

B

Calendar Period High Low Distribution

2005

Third Quarter 11.20 9.62 0.17 ;
Fourth Quarter 10.09 7.60 0.18 :

On March 24, 2006, the last reported sale price of the common shares on the New York
Stock Exchange was $ 10.40. On March 24, we had approximately 31 shareholders of

record.

The table below is a summary of our distributions:

Distribution

Declaration Date Record Date Date of Distribution per Share ,
February 16, 2006 March 15, 2006 April 12, 2006 $.21
November 18, 2005 December 15, 2005 January 19, 2006 $.18
August 18, 2005 September 15, 2005 September 29, 2005 . $.17
May 19, 2005 June 20, 2005 July 14,2005 $.16
March 4, 2005 March 16, 2005 April 15, 2005 $.11 ,
November 11, 2004 December 16, 2004 January 11, 2005 $.11 A

September 2, 2004 September 16, 2004 October 11, 2004 $.10

|
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