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PART I.

Forward Looking Statements

References throughout this document to NHI or the Company include National Health Investors, Inc., and its
consolidated subsidiaries. In accordance with the Securities and Exchange Commission’s “Plain English” guidelines, this
Annual Report on Form 10-K has been written in the first person. In this document, the words “we”, “our”, “ours” and “us”
refer only to National Health Investors, Inc. and its consolidated subsidiaries and not any other person. Unless the
context indicates otherwise, references herein to “the Company” include all of our consolidated subsidiaries.

This Annual Report on Form 10-K and other materials we have filed or may file with the Securities and Exchange
Commission, as well as information included in oral statements made, or to be made, by our senior management
contain certain “forward-looking” statements as that term is defined by the Private Securities Litigation Reform Act of
1995. All statements regarding our expected future financial position, results of operations, cash flows, funds from
operations, continued performance improvements, ability to service and refinance our debt obligations, ability to
finance growth opportunities, and similar statements including, without limitation, those containing words such as
“may”, “will”, “believes”, “anticipates”, “expects”, “intends”, “estimates”, “plans”, and other similar expressions are forward-looking
statements.

Forward-looking statements involve known and unknown risks and uncertainties that may cause our actual results in
future periods to differ materially from those projected or contemplated in the forward-looking statements. Such risks
and uncertainties include, among other things, the following risks described in more detail under the heading “Risk
Factors” under Item 1A:

*We depend on the operating success of our customers (facility operators) for collection of our revenues during this
time of uncertain economic conditions in the U.S.;

*We are exposed to the risk that our tenants and borrowers may become subject to bankruptcy or insolvency
proceedings;

*We are exposed to risks related to governmental regulations and payors, principally Medicare and Medicaid, and the
effect that lower reimbursement rates will have on our tenants’ and borrowers’ business;

*We are exposed to the risk that the cash flows of our tenants and borrowers will be adversely affected by increased
liability claims and general and professional liability insurance costs;

*We are exposed to risks related to environmental laws and the costs associated with the liability related to hazardous
substances;

*We are exposed to the risk that we may not be indemnified by our lessees and borrowers against future litigation;

*We depend on the success of future acquisitions and investments;

*We depend on the ability to reinvest cash in real estate investments in a timely manner and on acceptable terms;

*We may need to incur more debt in the future, which may not be available on terms acceptable to the Company;

*We are exposed to the risk that the illiquidity of real estate investments could impede our ability to respond to
adverse changes in the performance of our properties;
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*We are exposed to risks associated with our investments in unconsolidated entities, including our lack of sole
decision-making authority and our reliance on the financial condition of other interests;

*
We depend on revenues derived mainly from fixed rate investments in real estate assets, while our debt capital used
to finance those investments is primarily at variable rates. This circumstance creates interest rate risk to the
Company;

*We have covenants related to our indebtedness which impose certain operational limitations and a breach of those
covenants could materially adversely affect our financial condition and results of operations;

*We are exposed to the risk that our assets may be subject to impairment charges;

*We depend on the ability to continue to qualify as a real estate investment trust;

3
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*
We have ownership limits in our charter with respect to our common stock and other classes of capital stock which
may delay, defer or prevent a transaction or a change of control that might involve a premium price for our common
stock or might otherwise be in the best interests of our stockholders;

*
We are subject to certain provisions of Maryland law and our charter and bylaws that could hinder, delay or prevent
a change in control transaction, even if the transaction involves a premium price for our common stock or our
stockholders believe such transaction to be otherwise in their best interests.

See the notes to the annual audited consolidated financial statements, and “Business” and “Risk Factors” under Item 1 and
Item 1A therein for a further discussion of these and of various governmental regulations and other operating factors
relating to the healthcare industry and the risk factors inherent in them. You should carefully consider these risks
before making any investment decisions in the Company. These risks and uncertainties are not the only ones we face.
There may be additional risks that we do not presently know of or that we currently deem immaterial. If any of the
risks actually occur, our business, financial condition, results of operations, or cash flows could be materially
adversely affected. In that case, the trading price of our shares of stock could decline and you may lose part or all of
your investment. Given these risks and uncertainties, we can give no assurance that these forward-looking statements
will, in fact, occur and, therefore, caution investors not to place undue reliance on them.

ITEM 1. BUSINESS

General

National Health Investors, Inc., incorporated under the laws of Maryland in 1991, is a real estate investment trust
("REIT") which invests in income-producing health care properties primarily in the long-term care and senior housing
industries. As of December 31, 2013, our portfolio consisted of real estate, mortgage and note investments and
investments in the preferred stock and marketable securities of other REITs. We are a self-managed REIT investing in
health care real estate or in the operations thereof through independent third-party managers that generate current
income to be distributed to stockholders. We have pursued this mission by investing primarily in leased properties,
loans and RIDEA transactions. These investments include senior housing (assisted living, independent living and
senior living campuses), skilled nursing facilities, hospitals and medical office buildings, all of which are collectively
referred to herein as "Health Care Facilities." We typically fund these investments through three sources of capital: (1)
debt offerings, including bank lines of credit and ordinary term debt, (2) current cash flow, and (3) the sale of equity
securities.

At December 31, 2013, our continuing operations consisted of investments in real estate and mortgage and other notes
receivable involving 168 health care facilities located in 30 states. These investments involve 94 senior housing
communities, 68 skilled nursing facilities, 4 hospitals, 2 medical office buildings and other notes receivable. These
investments (excluding our corporate office of $882,000) consisted of properties with an original cost of
approximately $1,421,120,000, rented under triple-net leases to 23 lessees, and $60,639,000 aggregate carrying value
of mortgage and other notes receivable due from 15 borrowers.

All of our investments in real estate and mortgage loans secured by real estate are located within the United States.
We are managed as one reporting unit, rather than multiple reporting units, for internal reporting purposes and for
internal decision making. Therefore, we have concluded that we operate as a single segment. Information about
revenues from our tenants and borrowers, a measure of our income, and total assets can be found in Item 8 of this
Form 10-K.

Types of Health Care Facilities
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Senior Housing Communities.  As of December 31, 2013, our portfolio included 91 senior housing communities
(“SHO”) leased to operators and mortgage loans secured by 3 SHOs. SHOs within our portfolio consist of assisted living
facilities, independent living facilities, and senior living campuses which are more fully described below.

-

Assisted living facilities.  As of December 31, 2013, our portfolio included 58 assisted living facilities (“ALF”) leased
to operators and mortgage loans secured by 2 ALFs. ALFs are free-standing facilities that provide basic room and
board functions for elderly residents. They may also provide assistance to elderly residents with activities of daily
living such as bathing, grooming, memory care services and administering medication. On-site staff personnel are
available to assist in minor medical needs on an as-needed basis. Operators of ALFs are typically paid from private
sources without assistance from government. ALFs may be licensed and regulated in some states, but do not require
the issuance of a Certificate of Need (“CON”) as required for skilled nursing facilities.

-
Independent living facilities.  As of December 31, 2013, our portfolio included 28 independent living facilities (“ILF”)
leased to operators. ILFs offer specially designed residential units for the active and ambulatory elderly and provide
various

4
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ancillary services for their residents including restaurants, activity rooms and social areas. Services provided by ILF
operators are generally paid from private sources without assistance from government programs. ILFs may be licensed
and regulated in some states, but do not require the issuance of a CON as required for skilled nursing facilities.

-

Senior living campuses.  As of December 31, 2013, our portfolio included 5 senior living campuses ("SLC") leased
to operators and a mortgage loan secured by 1 SLC. SLCs are either freestanding or multi-site campuses that include
skilled nursing beds combined with an ILF and/or an ALF that provide basic room and board functions for elderly
residents. They may also provide assistance to elderly residents with activities of daily living such as bathing,
grooming and administering medication. On-site staff personnel are available to assist in minor medical needs on an
as-needed basis. Operators of SLCs are typically paid from private sources and from government programs such as
Medicare and Medicaid for skilled nursing residents.

Skilled nursing facilities.  As of December 31, 2013, our portfolio included 61 skilled nursing facilities (“SNF”) leased
to operators and mortgage loans secured by 7 SNFs. SNFs provide some combination of skilled and intermediate
nursing and rehabilitative care, including speech, physical and occupational therapy. The operators of the SNFs
receive payment from a combination of private pay sources and government programs such as Medicaid and
Medicare. SNFs are required to obtain state licenses and are highly regulated at the federal, state and local level. Most
SNFs must obtain a CON from the state before opening or expanding such facilities. Some SNFs also include assisted
living beds.

Medical office buildings.  As of December 31, 2013, our portfolio included 2 medical office buildings (“MOB”) leased
to operators. MOBs are specifically configured office buildings whose tenants are primarily physicians and other
medical practitioners. MOBs differ from conventional office buildings due to the special requirements of the tenants.
Each of our MOBs is leased to one lessee, and is either physically attached to or located on an acute care hospital
campus. The lessee sub-leases individual office space to the physicians or other medical practitioners. The lessee is
responsible to us for the lease obligations of the entire building, regardless of their ability to sub-lease the individual
office space.

Hospitals.  As of December 31, 2013, our portfolio included 3 hospitals (“HOSP”) leased to operators and a mortgage
loan secured by 1 hospital. Hospitals provide a wide range of inpatient and outpatient services, including acute
psychiatric and rehabilitation services, and are subject to extensive federal, state and local legislation and regulation.
Hospitals undergo periodic inspections regarding standards of medical care, equipment and hygiene as a condition of
licensure. Services provided by hospitals are generally paid for by a combination of private pay sources and
government programs.

Nature of Investments

Our investments are typically structured as acquisitions of properties through purchase-leaseback transactions,
acquisitions of properties from other real estate investors, mortgage loans or, in operations, through structures allowed
by the REIT Investment Diversification Empowerment Act of 2007 (“RIDEA”). We have also provided construction
loans for facilities for which we were already committed to provide long-term financing or for which the operator
agreed to enter into a lease with us upon completion of the construction. The annual lease rates on our leases and the
annual interest rates on our mortgage and construction loans ranged between 6.5% and 12% during 2013. We
normally charge a commitment fee of 1% based on the purchase price of the property or the total principal amount of
a mortgage or construction loan. We believe our lease and loan terms are competitive within our peer group. Typical
characteristics of these transactions are as follows:

Leases.  Our leases generally have an initial leasehold term of 10 to 15 years with one or more 5-year renewal options.
The leases are "triple net leases" under which the tenant is responsible for the payment of all taxes, utilities, insurance
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premium costs, repairs and other charges relating to the ownership and operation of the Health Care Facilities,
including required levels of capital expenditure each year. The tenant is obligated at its expense to keep all
improvements, fixtures and other components of the Health Care Facilities covered by "all risk" insurance in an
amount equal to at least the full replacement cost thereof, and to maintain specified minimal personal injury and
property damage insurance, protecting us as well as the tenant. The leases also require the tenant to indemnify and
hold us harmless from all claims resulting from the use and occupancy of each Health Care Facility by the tenant and
related activities, and to indemnify us against all costs related to any release, discovery, clean-up and removal of
hazardous substances or materials on, or other environmental responsibility with respect to each Health Care Facility.

Most of our existing leases contain annual escalators in rent payments. For financial statement purposes, rental income
is recognized on a straight-line basis over the term of the lease. The acute care hospital and MOBs which we own and
lease give the lessee an option to purchase the underlying property at the greater of i) our acquisition costs; ii) the then
fair market value as established by independent appraisers or iii) the sum of the land costs, construction costs and any
additional capital improvements made to the property by us. In addition, the acute care hospital and MOB leases
contain a right of first refusal for the lessee if we receive an offer to buy the underlying leased property.

5
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Some of the obligations under the leases are guaranteed by the parent corporation of the lessee, if any, or affiliates or
individual principals of the lessee. In some leases, the third party operator will also guarantee some portion of the
lease obligations. Some obligations are backed further by other collateral such as security deposits, machinery,
equipment, furnishings and other personal property.

We monitor our triple-net lessee tenant credit quality and identify any material changes by performing the following
activities:

•Obtaining financial statements on a monthly, quarterly and/or annual basis to assess the operational trends of our
tenants and the financial position and capability of those tenants
•Calculating the operating cash flow for each of our tenants
•Calculating the lease service coverage ratio and other ratios pertinent to our tenants
•Obtaining property-level occupancy rates for our tenants
•Verifying the payment of taxes by our tenants
•Obtaining certificates of insurance for each tenant

• Obtaining financial statements of our lessee guarantors on an annual
basis

•Conducting a periodic inspection of our properties to ascertain proper maintenance, repair and upkeep

•Monitoring those tenants with indications of continuing and material deteriorating credit quality through discussions
with our executive management and Board of Directors

RIDEA Transactions.  Our arrangement with Bickford Senior Living ("Bickford") is structured to be compliant with
the provisions of RIDEA which permits NHI to receive rent payments through a triple-net lease between a property
company and an operating company and gives NHI the opportunity to capture additional value on the improving
performance of the operating company through distributions to a Taxable REIT Subsidiary ("TRS"). Accordingly, the
TRS holds our 85% equity interest in an unconsolidated operating company, which we do not control, and provides an
organizational structure that will allow the TRS to engage in a broad range of activities and share in revenues that
would otherwise be non-qualifying income under the REIT gross income tests.

Construction loans.  From time to time, we also provide construction loans that by their terms convert to mortgage
loans upon the completion of the construction of the facility. We may also obtain a purchase option to acquire the
facility at a future date and lease the facility back to the operator. The terms of such construction loans are for a period
which commences upon the closing of such loans and terminates upon the earlier of (a) the completion of the
construction of the applicable facility or (b) a specific date. During the term of the construction loan, funds are usually
advanced pursuant to draw requests made by the borrower in accordance with the terms and conditions of the loan.
Interest is typically assessed on these loans at rates equivalent to the eventual mortgage rate upon conversion. In
addition to the security of the lien against the property, we will generally require additional security and collateral in
the form of either payment and performance completion bonds or completion guarantees by the borrower's parent,
affiliates of the borrower or one or more of the individuals who control the borrower.

Mortgage loans.  We have first mortgage loans with maturities of at least 5 years from inception with varying
amortization schedules from interest only to fully amortizing. Most of the loans are at a fixed interest rate; however,
some interest rates increase based on scheduled fixed rate increases. In most cases, the owner of the facility is
committed to make minimum annual capital expenditures for the purpose of maintaining or upgrading their respective
facility. Additionally, most of our loans are collateralized by first mortgage liens and corporate or personal guarantees.

We have made mortgage loans to borrowers secured by a second deed-of-trust where there is a process in place for the
borrower to obtain long-term financing, primarily with a U.S. government agency, and where the historical financial
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performance of the underlying health care facility meets our loan underwriting criteria. The interest rates on our
second mortgage loans are currently 12% to 14.5% per annum.

Other notes receivable.  We have provided a revolving credit facility to a borrower whose business is to provide
bridge loans to owner-operators who are qualifying for long-term HUD financing secured by health care facilities. Our
interest rate on the credit facility is 13.5%. We have provided loans to borrowers involved in the skilled nursing and
senior housing industries who have pledged personal and business guarantees as security for the loans. The interest
rates on these loans currently range from 12% to13.5%.

Investment in preferred stock and marketable securities of other healthcare REITs.  We invest a portion of our funds in
the preferred and common shares of other publicly-held REITs to ensure the substantial portion of our assets is
invested for real estate purposes. As of December 31, 2013, our investments in preferred and common shares of
publicly-held REITs had a carrying value of $50,782,000. Please refer to Notes 5 & 6 of our consolidated financial
statements for further information.

6
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Competition and Market Conditions

We compete with other REITs, private equity funds and other investors (including, but not limited to, banks, insurance
companies, and investment banks who market securities in mortgage funds) in the acquisition, leasing and financing
of health care-related properties.

Operators of our Health Care Facilities compete on a local and regional basis with operators of facilities that provide
comparable services. Operators compete for residents and/or patients and staff based on quality of care, reputation,
physical appearance of facilities, services offered, family preference, physicians, staff and price. Competition is with
independent operators as well as companies managing multiple facilities, some of which are substantially larger and
have greater resources than the operators of our Health Care Facilities. Some of these facilities are operated for profit
while others are owned by governmental agencies or tax exempt not-for-profit organizations.

The SNFs which either secure our mortgage loans or we lease to operators receive the majority of their revenues from
Medicare, Medicaid and other government programs. From time to time, these facilities have experienced Medicare
and Medicaid revenue reductions brought about by the enactment of legislation to reduce government costs. In
particular, the establishment of a Medicare Prospective Payment System (“PPS”) for SNF services to replace the
cost-based reimbursement system significantly reduced Medicare reimbursement to SNF providers. While Congress
subsequently took steps to mitigate the impact of PPS on SNFs, other federal legislative policies have been adopted
and continue to be proposed that would reduce Medicare and/or Medicaid payments to SNFs. State Medicaid funding
is not expected to keep pace with inflation according to industry studies. Any changes in government reimbursement
methodology that reduce reimbursement to levels that are insufficient to cover the operating costs of our borrowers
and lessees could adversely impact us.

Senior housing communities generally rely on private-pay residents who may be negatively impacted in an economic
downturn. The success of these facilities is often impacted by the existence of comparable, competing facilities in a
local market.

Operator Diversification

The majority of our Health Care Facilities are operated by the owner or lessee. For the year ended December 31, 2013,
approximately 38% of our portfolio revenue was from publicly-owned operators, 50% was from regional operators,
8% was from smaller operators and 4% from national chains which are privately owned. We consider the operator to
be an important factor in determining the creditworthiness of the investment, and we generally have the right to
approve any changes in operators.

For the year ended December 31, 2013, operators of facilities which provided more than 3% of our total revenues
were (in alphabetical order): Bickford Senior Living; Emeritus Senior Living; Fundamental Long Term Care
Holdings, LLC; Health Services Management, Inc.; Landmark Senior Living; Legend Healthcare, LLC; National
HealthCare Corp.; Senior Living Management Corporation, LLC; SeniorHealth of Rutherford, LLC; SP Silverdale,
LLC; and White Pine Senior Living.

Major Customers

We have two operators, National HealthCare Corporation (“NHC”) and Bickford Senior Living ("Bickford"), from
whom we individually derive at least 10% of our income from operations. Beginning in December 2013, a third major
operator, Holiday Acquisition Holdings LLC (“Holiday”), an affiliate of Holiday Retirement, has leased 25 independent
living facilities from us which contractually obligates Holiday, in 2014 and going forward, to make lease payments
which will aggregate to more than 25% of NHI revenues, based on our 2013 leases in place.

Edgar Filing: NATIONAL HEALTH INVESTORS INC - Form 10-K

12



NHC. NHC is a publicly-held company and the lessee of our legacy properties. We lease 42 health care facilities to
NHC comprised of 3 independent living facilities and 39 skilled nursing facilities (4 of which are subleased to other
parties for whom the lease payments are guaranteed to us by NHC). These facilities are leased to NHC under the terms
of an amended Master Lease Agreement dated October 17, 1991 ("the 1991 lease") which includes our 35 remaining
legacy properties and a Master Lease Agreement dated August 30, 2013 ("the 2013 lease") which includes seven
skilled nursing facilities acquired from ElderTrust of Florida, Inc. on August 31, 2013.

In December 2012 we extended the 1991 lease through December 2026. Under the terms of the lease, rent escalates by
4% of the increase, if any, in each facility’s revenue over a 2007 base year. We refer to this additional rent component
as “percentage rent.” Similarly, the 2013 lease provides for percentage rent equal to 4% of the increase, if any, in each
facility's annual revenue over a 2014 base year.

7
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Of our total revenue from continuing operations, $34,756,000 (29%), $33,056,000 (35%) and $32,619,000 (39%) in
2013, 2012 and 2011, respectively, were derived from the two lease agreements with NHC.

In August 2013 we sold six skilled nursing facilities to NHC for $21,000,000 in cash. To reflect this transaction,
effective January 1, 2014, NHI’s annual base rent on the 1991 lease will be reduced by $2,950,000. At that time, our
annual base rent from the 1991 and 2013 leases will become $34,200,000. Accordingly, the results of operation of the
facilities sold were classified as discontinued operations for all periods presented in our Consolidated Statements of
Income.

NHC owned 1,630,462 shares of our common stock at December 31, 2013. The chairman of our board of directors is
also a director on NHC’s board.

Bickford. We own an 85% equity interest and an affiliate of Bickford owns a 15% equity interest in our consolidated
subsidiary ("PropCo") which owns 29 assisted living/memory care facilities in 6 states and also has 1 facility under
construction. The facilities are leased in a joint venture to an operating company, ("OpCo"), of which we also retain an
85% ownership interest, but do not control. The joint venture is structured to comply with the provisions of RIDEA.

On June 28, 2013, PropCo purchased 17 assisted living and memory care facilities which were managed by Bickford.
The facilities total 750 units and are located in Illinois, Indiana, Iowa and Nebraska. Of these facilities, 14 were
acquired from a subsidiary of Care Investment Trust, Inc. ("Care") for $124,549,000, consisting of $44,021,000 in
cash and assumption of secured debt with a fair value of $80,528,000. As part of this transaction, we recognized all
identifiable tangible assets and liabilities assumed at fair value at the date of acquisition (there were no identifiable
intangible assets or liabilities assumed) and attributed $4,360,000 to the fair value of the land, $120,189,000 to the fair
value of the buildings and improvements and expensed $63,000 in transaction costs at closing. The 14 newly-acquired
facilities have been leased to OpCo for an initial term of 5 years at an aggregate annual lease amount of $9,750,000
plus annual fixed escalators commencing on July 1 of each succeeding year.

Concurrent with this acquisition, PropCo also completed a $12,910,000 purchase and leaseback of three assisted
living facilities located in Iowa, Nebraska and Indiana totaling 107 units from affiliates of Bickford. PropCo's
previous master lease with Bickford was amended to include these three properties and the annual lease amount was
increased from $7,750,000 to $9,086,000, plus annual fixed escalators beginning January 1 of each succeeding year.
All other significant terms of the existing master lease remain unchanged.

As described above, the current annual contractual rent from OpCo to PropCo is $18,836,000, plus fixed annual
escalators. During the quarter ended December 31, 2013, PropCo completed major construction and received
certificates of occupancy on two assisted living facilities which were under development. Under the terms of the
current development lease agreement, NHI continues to receive rent of 9% on the total amount of development costs,
including land, which totaled $17,796,000 at December 31, 2013.

Of our total revenue from continuing operations, $14,586,000 (12%), $5,164,000 (6%) and $4,235,000 (5%) were
recorded as rental income from Bickford for the years ended December 31, 2013, 2012, and 2011, respectively.

Holiday.  In December 2013 we acquired 25 independent living facilities from an affiliate of Holiday Retirement, for
$491,000,000 plus transaction costs of $1,959,000. The total purchase price was allocated to the assets acquired based
upon their relative fair values, preliminarily estimated as $21,700,000 to land, $471,259,000 to buildings and
improvements. No intangibles were identified in the acquisition. Such allocations have not been finalized as we await
conclusive asset valuations and, as such, the results of the allocation are preliminary and subject to adjustment. This
portfolio is located in 12 states. We have leased this portfolio to a subsidiary of Holiday, who continues to operate the
facilities pursuant to a management agreement with a Holiday-affiliated manager.
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The master lease term of 17 years begins in December 2013 and provides for initial base rent of $31,915,000 plus
annual escalators of 4.5% in the first 3 years and a minimum of 3.5% each year thereafter.
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Commitments and Contingencies

The following table summarizes information as of December 31, 2013 related to our outstanding commitments and
contingencies which are more fully described in the notes to the consolidated financial statements.

Asset Class Type Total Funded Remaining
Commitments:
Bickford Senior Living SHO Development $9,000,000 $(2,712,000 )
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