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2008 OVERVIEW

Leverage Ratio? . Compounded Annual Total Return?
: {Since 1985 IPO to Dec. 31, 2008)

compANy PROFILE HCP an S&P 500 company, is a real estate investment trust (REIT) that, together with its consolidated
subsidiaries, invests primarily in real estate serving the healthcare industry in the United States. As of December 31, 2008, HCP's portfolio
of properties, excluding assets held for sale but including properties owned by our Investment Management Platform?® totaled 694
properties among the following segments: 264 senior housing, 104 life science, 251 medical office, 24 hospital and 51 skilled nursing.

g‘% Grew reported FFO per share by 5% in 2008

Raised $2.4 billion in proceeds in 2008, inciuding $1.7 billion
in equity/asset sale proceeds, which helped us achieve our
deleveraging commitment ahead of schedule and currently
be at our lowest leverage ratio in over three years

OUR PORTFOLIO?

Senior Housing Currentliquidity expected-to be sufficient to retire scheduled

debt maturities until August 2011

Life Science
B Medical Office
[ | Hospital

# Skilled Nursing Built a portfolio that has a minimal number of contractual lease
/ﬁ} expirations over the next three years and is heavily weighted
towards private pay, non-state government reimbursed sectors
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FELLOW SHAREHOLDERS:

In an extraordinarily challenged economic
and capital market environment, HCP enjoyed
extraordinary successes in 2008:

¢ HCP raised a total of $2.4 billion in proceeds through:
* $656 million of asset dispositions
¢ $566 million of secured financing at an average
interest rate of 6.1%
¢ $200 million of unsecured financing at a rate
of LIBOR + 200 bp
* $1.0 billion of equity oﬁerings

* More important, the significant debt reduction resulted

in HCP having its lowest leverage ratio in over three years.

¢ Notwithstanding the dilutive nature of our completed
asset dispositions and equity raises, HCP reported
growth in FFO per share of 5.0% from 2007 to 2008%

In recognition of these accomplishments, HCP was
selected to become a member of the prestigious S&P
500 Index, the first healthcare REIT so honored. At year
end, HCP ranked as the fifth largest REIT — as measured
in equity capitalization — in the United States.

A critical component of our 2008 success was our active
asset management program allowing us to make our

EXISTING properties more valuable. | would like to high-
light three specific examples of our success in this regard:

Sorrento Summit

This 15-acre property was acquired by HCP in 2004 for
$40 million. Two existing buildings aggregating 230,000
square feet and a future development site for a third

building are located on this San Diego parcel. While 100%

2 HCP 2008 ANNUAL REPORT

occupied by a single tenant at the time of acquisition,
the existing rents were significantly under market. By
effecting an early termination of the lease to the existing
tenant and relocating two new tenants into the property
at market rents, we achieved aggregate market rent
increases of 76%. These triple net leases are expected
to produce revenue growth of 3% annually for the

next decade.

Irvine Hospital Campus

As part of the successful restructuring of our Tenet
hospital portfolio, we were very pleased to transition
the operations of our Irvine Hospital Campus to Hoag
Memorial Presbyterian, the premier non-profit hospital
operator in Orange County. Located in a high barrier-to-
entry location, we believe this property wilt enjoy a
meaningful increase in cash flows as a result of a
significant co-investment by Hoag and the related
higher quality mix of business for the next 15 years.

Aureus Senior Housing

In December, we completed the transfer of our eleven-
property Aureus senior housing portfolio to our high-quality
operating partner, the Emeritus Corporation. By more
efficiently operating this real estate, we expect the '
operating margin for this portfolio to increase by at
least ten percentage points, generating incremental
rents to HCP worth an estimated $70 million over the
life of the lease.



L]

B

®

5 x 5 BUSINESS MODEL Senior Life
Housing Science

Medical Skilled
Office Hospital Nursing

Sale/leaseback

Joint Venture

Development

Mezzanine Investmerit

DownREIT

Each of these transactions generated substantial
INCREMENTAL value from EXISTING real estate
with little or no additional capital outlay. In the deal
environment of 2008, where it was difficult to create
shareholder value through acquisitions, HCP's ability
10 execute these unique transactions allowed the
Company to deleverage its balance sheet while
delivering an attractive increase in earnings and nicely

position HCP for opportunities in 2009 and beyond.

As we close out the first decade of the 21st century,
it is important to revisit the unique strategic position
that HCP enjoys:

the leading real estate investment trust in the largest

industry in the largest economy in the world

a high-guality investment portfolio diversified by both
property sector and investment product —our "5 x 5"

business model

partnerships with the premier operating and tenant

participants in each of our five property sectors

a balance sheet with investment grade ratings of
Baa3/BBB/BBB (Moody's/S&P/Fitch), current liquidity
expected to be sufficient to retire scheduled debt
maturities until August 2011 and low leverage and

secured debt ratios of 48% and 15%, respectively 48

Current

s contractual lease expirations in 2009, 2010 and 2011 of just
8.4%, 6.6% and 5.2% of existing revenues, respectively

» an Investment Management Platform that establishes
HCP as the leading manager of healthcare real estate
for institutional investors with approximately $2 billion
of investments in joint ventures in the senior housing,
medical office and life science property sectors, producing

fee income and promoted interests for our shareholders

The relative competitive position of HCP has never
been stronger with a number of the parties that
recently invested in the healthcare real estate space
“on the sidelines” for a variety of different reasons
at the present time. However, the key demographic
that drives demand for our five property types — the
aging United States baby boomer — remains in place.
Pending — and, necessary — healthcare reform in this
country will likely “rearrange the deck chairs” in the
healthcare real estate market. HCP's strong liquidity,
partnerships with leading market participants, active
asset management program and recent changes in
tax law allowing greater flexibility to healthcare REITs
position the Company in an especially attractive spot
at an especially attractive time.

James F Flaherty Hi

Chairman and Chief Executive Officer

Long Beach, California
March 2009

HCP 2008 ANNUAL REPORT 3
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PART 1

E2 TS PENTS

All references in this report to “HCE” the “Company,” “we,” “us” or “our” mean HCE Inc. together
with its consolidated subsidiaries. Unless the context suggests otherwise, references to “HCE Inc.” mean the
parent company without its subsidiaries.

ITEM 1. Business
Business Overview

HCP, an S&P 500 company, invests primarily in real estate serving the healthcare industry in the
United States. We are a self-administered, Maryland real estate investment trust (“REIT”) organized in
1985. We are headquartered in Long Beach, California, with offices in Chicago, Illinois; Nashville,
Tennessee; and San Francisco, California. We acquire, develop, lease, manage and dispose of healthcare
real estate and provide financing to healthcare providers. Our portfolio is comprised of investments in
the following five healthcare segments: (i) senior housing, (ii) life science, (iii) medical office,

(iv) hospital, and (v) skilled nursing. We make investments within our five healthcare segments using
the following five investment products: (i) properties under lease, (ii) investment management,
(iii) developments, (iv) mezzanine loans, and (v) non-managing member LLCs (“DownREITs”).

The delivery of healthcare services requires real estate and, as a result, tenants and operators
depend on real estate, in part, to maintain and grow their businesses. We believe that the healthcare
real estate market provides investment opportunities due to the:

* Compelling demographics driving the demand for healthcare services;
* Specialized nature of healthcare real estate investing; and
* Ongoing consolidation of the fragmented healthcare real estate sector.

Our website address is www.hcpi.com. Our Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and any amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 are available on our website,
free of charge, as soon as reasonably practicable after we electronically file such materials with, or
furnish them to, the United States (“U.S.”) Securities and Exchange Commission (“SEC”).

Healthcare Industry

Healthcare is the single largest industry in the U.S. based on Gross Domestic Product (“GDP”).
According to the National Health Expenditures report dated January 2009 by the Centers for Medicare
and Medicaid Services (“CMS”), the healthcare industry was projected to represent 17.6% of U.S.
GDP in 2009.

Healthcare Expenditures Rising as a Percentage of GDP
22%

[708—"18 CAGR —6.2% |

19% - -7
—
B s e
@ . 7 Actual
o4
S 16% — — Forecast
X 20.3% of GDP
13% 17.6% of GDP
o -

10% T T T T T ¥ T T T T T T T T T T T T T T T T 1
1990 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

(1) Compound Annual Growth Rate (“CAGR”).



Senior citizens are the largest consumers of healthcare services. According to CMS, on a per capita
basis, the 75-year and older segment of the population spends 76% more on healthcare than the 65 to
74-year-old segment and over 200% more than the population average.

U.S. Population Over 65 Years Old
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Source: U.S. Census Bureau, the Statistical Abstract of the United States.

Business Strategy

Our primary goal is to increase shareholder value through profitable growth. Our investment
strategy to achieve this goal is based on three principles—opportunistic investing, portfolio
diversification and conservative financing.

Opportunistic Investing

We make investment decisions that are expected to drive profitable growth and create shareholder
value. We attempt to position ourselves to create and take advantage of situations to meet our goals
and investment criteria.

Portfolio Diversification

We believe in maintaining a portfolio of healthcare investments diversified by segment, geography,
operator, tenant and investment product. Diversification reduces the likelihood that a single event
would materially harm our business and allows us to take advantage of opportunities in different
markets based on individual market dynamics. While pursuing our strategy of diversification, we
monitor, but do not limit, our investments based on the percentage of our total assets that may be
invested in any one property type, investment product, geographic location, the number of properties
which we may lease to a single operator or tenant, or loans we may make to a single borrower. With
investments in multiple segments and investment products, we can focus on opportunities with the best
risk/reward profile for the portfolio as a whole.

Conservative Financing

We believe a conservative balance sheet is important to our ability to execute our opportunistic
investing approach. We strive to maintain a conservative balance sheet by actively managing our debt-
to-equity levels and maintaining multiple sources of liquidity, such as our revolving line of credit, access
to capital markets and secured debt lenders and our ability to divest of assets. Our debt is primarily



fixed rate, which reduces the impact of rising interest rates on our operations. Generally, we attempt to
match the duration of our investments with fixed-rate financing.

We may structure transactions as master leases, require operator or tenant insurance and
indemnifications, obtain enhancements in the form of guarantees, letters of credit or security deposits,
and take other measures to mitigate risk. We finance our investments based on our evaluation of
available sources of funding. For short-term purposes, we may utilize our revolving line of credit or
arrange for other short-term borrowings from banks or other sources. We arrange for longer-term
financing through offerings of securities, placement of mortgage debt and capital from other
institutional lenders and equity investors.

We specifically incorporate by reference into this section the information set forth in Item 7, “2008
Transaction Overview,” included elsewhere in this report.

Competition

Investing in real estate is highly competitive. We face competition from other REITS, investment
companies, private equity and hedge fund investors, sovereign funds, healthcare operators, lenders,
developers and other institutional investors, some of whom have greater resources and lower costs of
capital than us. Increased competition makes it more challenging for us to identify and successfully
capitalize on opportunities that meet our objectives. Our ability to compete is also impacted by national
and local economic trends, availability of investment alternatives, availability and cost of capital,
construction and renovation costs, existing laws and regulations, new legislation and population trends.

Rental income from our facilities is dependent on the ability of our operators and tenants to
compete with other operators and tenants on a number of different levels, including: the quality of care
provided, reputation, the physical appearance of a facility, price and range of services offered,
alternatives for healthcare delivery, the supply of competing properties, physicians, staff, referral
sources, location, the size and demographics of the population in the surrounding area, and the
financial condition of our tenants and operators. Private, federal and state payment programs and the
effect of laws and regulations may also have a significant influence on the profitability of our tenants
and operators. For a discussion of the risks associated with competitive conditions affecting our
business, see “Risk Factors” in Item 1A.

Healthcare Property Types

Senior housing. At December 31, 2008, we had interests in 264 senior housing facilities, including
25 facilities owned by our Investment Management Platform®™. Senior housing facilities include
independent living facilities (“ILFs”), assisted living facilities (“ALFs”) and continuing care retirement
communities (“CCRCs”), which cater to different segments of the elderly population based upon their
needs. Services provided by our operators or tenants in these facilities are primarily paid for by the
residents directly or through private insurance and are less reliant on government reimbursement
programs such as Medicaid and Medicare. Our senior housing property types are further described
below:

o Independent Living Facilities. ILFs are designed to meet the needs of seniors who choose to live
in an environment surrounded by their peers with services such as housekeeping, meals and
activities. These residents generally do not need assistance with activities of daily living (“ADL”),
such as bathing, eating and dressing. However, residents have the option to contract for these
services. At December 31, 2008, we had interests in 49 ILFs.

* Assisted Living Facilities. ALFs are licensed care facilities that provide personal care services,
support and housing for those who need help with ADL yet require limited medical care. The
programs and services may include transportation, social activities, exercise and fitness programs,



beauty or barber shop access, hobby and craft activities, community excursions, meals in a dining
room setting and other activities sought by residents. These facilities are often in apartment-like
buildings with private residences ranging from single rooms to large apartments. Certain ALFs
may offer higher levels of personal assistance for residents with Alzheimer’s disease or other
forms of dementia. Levels of personal assistance are based in part on local regulations. At
December 31, 2008, we had interests in 200 ALFs.

* Continuing Care Retirement Communities. CCRCs provide housing and health-related services
under long-term contracts. This alternative is appealing to residents as it eliminates the need for
relocating when health and medical needs change, thus allowing residents to “age in place.”
Some CCRCs require a substantial entry or buy-in fee and most also charge monthly
maintenance fees in exchange for a living unit, meals and some health services. CCRCs typically
require the individual to be in relatively good health and independent upon entry. At
December 31, 2008, we had interests in 15 CCRCs.

Our senior housing segment accounted for approximately 34%, 40% and 38% of total revenues for
the years ended December 31, 2008, 2007 and 2006, respectively. The following table provides
information about our senior housing operator concentration for the year ended December 31, 2008:

Percentage of Percentage of
Operators Segment Revenues  Total Revenues
Sunrise Senior Living, Inc. (“Sunrise”)® . ............... 44% 15%
Brookdale Senior Living Inc. (“Brookdale™).............. 19% 7%

(1) Investment Management Platform represents the following joint ventures: (i) HCP Ventures II, (ii) HCP Ventures 111, LLC,
(iii) HCP Ventures IV, LLC, and (iv) the HCP Life Science ventures.

(2) Certain of our properties are leased to tenants who have entered into management contracts with Sunrise to operate the
respective property on their behalf. To determine our concentration of revenues generated from properties operated by
Sunrise, we aggregate revenue from these tenants with revenue generated from the two properties that are leased directly
to Sunrise. On December 1, 2008, we transitioned an 11-property portfolio to Emeritus Corporation that was previously
operated by Sunrise. The percentage of segment revenues and total revenues for Sunrise includes revenues from the
transferred properties for the 11-month period preceding the transfer date.

In addition to the operator concentration above, HCP Ventures II, a 35% owned joint venture,
leases 25 senior housing facilities to Horizon Bay Retirement Living. During the year ended
December 31, 2008, HCP Ventures II’s rental and related revenues were $83.4 million.

Life science. At December 31, 2008, we had interests in 104 life science properties, including eight
facilities owned by our Investment Management Platform. These properties contain laboratory and
office space primarily for biotechnology and pharmaceutical companies, scientific research institutions,
government agencies and other organizations involved in the life science industry. While these
properties contain similar characteristics to commercial office buildings, they generally contain more
advanced electrical, mechanical and HVAC systems. The facilities generally have equipment including
emergency generators, fume hoods, lab bench tops, and related amenities. In many instances life
science tenants make significant investments to improve the space in addition to a landlord’s
improvement allowance to accommodate biology or chemistry research initiatives. Life science
properties are primarily configured in business park or campus settings and include multiple facilities
and buildings. The business park and campus settings allow us the opportunity to provide flexible,
contiguous/adjacent expansion that accommodates the growth of existing tenants in place. Our
properties are located in well established geographical markets known for scientific research, including
San Francisco, San Diego and Salt Lake City.



Our life science segment accounted for approximately 24%, 11% and 4% of total revenues for the
years ended December 31, 2008, 2007 and 2006, respectively. The following table provides information
about our life science tenant concentration for the year ended December 31, 2008:

Percentage of Percentage of
Tenants Segment Revenues  Total Revenues
Genentech, Inc. (“Genentech”) .. ........... ... ... ... 17% 4%
Amgen, InC. ... .. ... 13% 3%

Medical office. At December 31, 2008, we had interests in 251 medical office buildings (“MOBs”),
including 63 facilities owned by our Investment Management Platform. These facilities typically contain
physicians’ offices and examination rooms, and may also include pharmacies, hospital ancillary service
space and outpatient services such as diagnostic centers, rehabilitation clinics and day-surgery operating
rooms. While these facilities are similar to commercial office buildings, they require more plumbing,
electrical and mechanical systems to accommodate multiple exam rooms that may require sinks in every
room, and special equipment such as x-ray machines. Our MOBs are typically multi-tenant properties
leased to multiple healthcare providers (hospitals and physician practices) and are primarily located on
hospital campuses. Approximately 83% of our MOBs, based on square feet, are located on hospital
campuses.

Our medical office segment accounted for approximately 30%, 36% and 40% of total revenues for
the years ended December 31, 2008, 2007 and 2006, respectively. During the year ended December 31,
2008, HCA, Inc. (“HCA”), as our tenant, contributed 15% of our medical office segment revenues.

Hospital. At December 31, 2008, we had interests in 24 hospitals, including four facilities owned
by our Investment Management Platform. Services provided by our operators and tenants in these
facilities are paid for by private sources, third-party payors (e.g., insurance and Health Maintenance
Organizations (“HMOs™)), or through the Medicare and Medicaid programs. Our hospital property
types include acute care, long-term acute care, specialty and rehabilitation hospitals. Our hospitals are
all leased to single tenants or operators under triple-net lease structures.

Our hospital segment accounted for approximately 8%, 9% and 11% of total revenues for the
years ended December 31, 2008, 2007 and 2006, respectively. The following table provides information
about our hospital operator/tenant concentration for the year ended December 31, 2008:

Percentage of Percentage of
Operators/Tenants Segment Revenues  Total Revenues
Tenet Healthcare Corporation (“Tenet”). ............... 46% 4%
HCA . .o e 26% 7%

(1) Percentage of total revenues from HCA includes revenues earned from both our medical office and hospital segments. In
addition to lease-related revenues, we earned $24 million of interest income during the year ended December 31, 2008 from
marketable debt securities issued by HCA. Including interest earned from marketable debt securities, we recognized income
of $95 million from HCA during the year ended December 31, 2008.

Skilled nursing. At December 31, 2008, we had interests in 51 skilled nursing facilities (“SNFs”).
SNFs offer restorative, rehabilitative and custodial nursing care for people not requiring the more
extensive and sophisticated treatment available at hospitals. Ancillary revenues and revenues from sub-
acute care services are derived from providing services to residents beyond room and board and include
occupational, physical, speech, respiratory and intravenous therapy, wound care, oncology treatment,
brain injury care and orthopedic therapy as well as sales of pharmaceutical products and other services.
Certain skilled nursing facilities provide some of the foregoing services on an out-patient basis. Skilled
nursing services provided by our operators and tenants in these facilities are primarily paid for either



by private sources or through the Medicare and Medicaid programs. All of our SNFs are leased to
single tenants under triple-net lease structures.

Our skilled nursing segment accounted for approximately 4%, 4% and 7% of total revenues for
the years ended December 31, 2008, 2007 and 2006, respectively. The following table provides
information about our skilled nursing operator/tenant concentration for the year ended December 31,
2008:

Percentage of Percentage of
Operators/Tenants Segment Revenues  Total Revenues
Covenant Care . .. ......... vttt 25% 1%
Kindred Healthcare, Inc. ........................... 22% 1%
Formation Capital ................................ 19% 1%

In addition to our investments in assets under leases, our skilled nursing segment also includes an
investment in mezzanine loans to HCR ManorCare. These loans have an aggregate face value of $1.0
billion, which we purchased, at a discount of approximately $100 million, as part of the financing for
The Carlyle Group’s $6.3 billion purchase of HCR ManorCare. These loans bear interest on their face
amounts at a floating rate of one-month LIBOR plus 4.0%, and mature in January 2013. For the year
ended December 31, 2008, we earned approximately $84 million of interest income from these
mezzanine loans.

Investment Products

Properties under lease. At December 31, 2008, our investment in properties leased to third parties
aggregated approximately $10 billion representing 586 properties, including 30 properties accounted for
as direct financing leases (“DFLs”). We primarily generate revenue by leasing properties under long-
term leases. Most of our rents and other earned income from leases are received under triple-net
leases or leases that provide for substantial recovery of operating expenses. However, some of our
medical office building (“MOBs”) and life science facility rents are structured under gross or modified
gross leases. Accordingly, for such gross or modified gross leases, we incur certain property operating
expenses, such as real estate taxes, repairs and maintenance, property management fees, utilities and
insurance.

Our ability to grow rental income from properties under lease depends, in part, on our ability to
(i) increase rental income and other earned income from leases by increasing rental rates and
occupancy levels, (ii) maximize tenant recoveries and (iii) control non-recoverable operating expenses.
Most of our leases include annual base rent escalation clauses that are either predetermined fixed
increases or are a function of an inflation index.

Investment Management. At December 31, 2008, our Investment Management Platform
aggregated $2.0 billion in investments, representing 100 properties. We co-invest in real estate
properties with institutional investors through joint ventures structured as partnerships or limited
liability companies. We target institutional investors with long-term investment horizons who seek to
benefit from our expertise in healthcare real estate. Predominantly, we retain minority interests in the
joint ventures ranging from 20% to 63% and serve as the managing member. These ventures generally
allow us to earn acquisition and asset management fees, and have the potential for promoted interests
or incentive distributions based on performance of the joint venture.

Developments. At December 31, 2008, our investment in properties under development, including
redevelopment, or land held for future development, aggregated $577 million. We generally commit to
development projects that are at least 50% pre-leased or when we believe that market conditions will
support speculative construction. We work closely with our local real estate service providers, including
brokerage, property management, project management and construction management companies to



assist us in evaluating development proposals and completing developments. Our development
investments are primarily in our life science and medical office segments.

Mezzanine loans. At December 31, 2008, our mezzanine loans and other debt investments
aggregated $1.3 billion. Our mezzanine loans are generally secured by a pledge of ownership interests
of an entity or entities, which directly or indirectly own properties, and are subordinate to more senior
debt, including mortgages and more senior mezzanine loans. Our other debt investments consist
primarily of marketable debt securities issued by healthcare providers and mortgages secured by
healthcare real estate or real estate interests.

DownREITs. Our DownREIT partnership structure enables us to acquire and hold real estate
properties in an operating partnership. In connection with the formation of certain DownREIT
partnerships, many partners contribute appreciated real estate to the DownREIT in exchange for
DownREIT units that can be redeemed, or, at our election, exchanged at some future date for shares
of our stock. These contributions are generally tax-deferred, so that the pre-contribution gain related to
the property is not taxed to the contributing partner. However, if the contributed property is later sold
by the partnership, the unamortized pre-contribution gain that exists at the date of sale is specially
allocated and taxed to the contributing partners. Since the formation of our first DownREIT
partnership, we have acquired more than $1.0 billion of properties through DownREIT structures.

Portfolio Summary

At December 31, 2008, we managed $13.2 billion of investments owned in our Owned Portfolio
and Investment Management Platform. At December 31, 2008, we also owned $577 million of assets
under development, including redevelopment, or land held for future development.

Owned Portfolio

As of December 31, 2008, our properties under lease and debt investments in our Owned Portfolio
consisted of the following (square feet and dollars in thousands):

2008

Number of Interest

Segment Properties Capacity" Investment® NOI® Income®
Senior housing . . . ......... 239 25822 Units $ 4,145,965 $337,533 § 1,184
Lifescience .............. 96 6,126 Sq. ft. 2,810,577 198,788 —
Medical office ............ 188 12,952 Sq. ft. 2,125,280 173,442 —
Hospital ................ 20 2,620 Beds 1,008,506 81,518 44,515
Skilled nursing . . . ......... _51 6,123 Beds 1,172,212 35,982 85,858
Total ................. @ $11,262,540 $827,263 $131,557

See Note 16 to the Consolidated Financial Statements in this report for additional information on
our business segments.

(1)  Senior housing facilities are measured in units (e.g., studio, one or two bedroom units). Life science facilities and medical
office buildings are measured in square feet. Hospitals and skilled nursing facilities are measured in licensed bed count.

(2) Investment represents (i) the carrying amount of real estate assets, including intangibles, after adding back accumulated
depreciation and amortization, excluding assets held for sale and classified as discontinued operations and (ii) the carrying
amount of direct financing leases and debt investments, excluding interest accretion.

(3) Net Operating Income from Continuing Operations (“NOI”) is a non-GAAP supplemental financial measure used to
evaluate the operating performance of real estate properties. For the reconciliation of NOI to net income for 2008, refer to
Note 16 in our Consolidated Financial Statements.

(4) Interest income represents income earned from our mezzanine loans and other debt investments, which is included in
interest and other income, net in our consolidated statements of income.



At December 31, 2008, in addition to our investments in properties under lease and debt
investments, we own $577 million in assets under development, including redevelopment, and land held
for future development.

Investment Management Platform

As of December 31, 2008, our Investment Management Platform consisted of the following
properties under lease (square feet and dollars in thousands):

HCP’s Total
Number of Ownership  Joint Venture Total Operating
Segment Properties Capacity Interest Investment® Revenues Expenses
Senior housing . . . .. 25 5,629 Units 35% $1,100,085 § 83,421 $ 4

Life science . . . . ... 8  389Sq.ft. 20-63% 104,182 12022 1,993
Medical office .. . .. 63 3369Sq ft. 20-30% 690,652 78226 32,189
Hospital . . . . ...... 4 N/A® 20% 81,373 7,920 862

Total .......... 100 $1,976,292  $181,589  $35,048

(1)  Senior housing facilities are measured in units (e.g., studio, one or two bedroom units), life science facilities and medical
office buildings are measured in square feet and hospitals are measured in licensed bed count.

(2) Represents the joint ventures’ carrying amount of real estate assets, including intangibles, after adding back accumulated
depreciation and amortization.

(3) Information not provided by the respective operator or tenant.

Employees of HCP

At December 31, 2008, we had 144 full-time employees, none of whom are subject to a collective
bargaining agreement,

Taxation of HCP, Inc.

HCP, Inc. believes that it has operated in such a manner as to qualify for taxation as a REIT
under Sections 856 to 860 of the Internal Revenue Code of 1986, as amended (the “Code”),
commencing with its taxable year ended December 31, 1985, and it intends to continue to operate in
such a manner. No assurance can be given that HCP, Inc. has operated or will be able to continue to
operate in a manner so as to qualify or to remain so qualified. For a description of the risks associated
with HCP, Inc.’s REIT structure and the related tax provisions governing HCP, Inc., see “Risk
Factors—Tax and REIT-Related Risks” in Item 1A. of this report. This summary is qualified in its
entirety by the applicable Code provisions, rules and regulations promulgated thereunder, and
administrative and judicial interpretations thereof.

If HCP, Inc. qualifies for taxation as a REIT, it will generally not be required to pay federal
corporate income taxes on the portion of its net income that is currently distributed to stockholders.
This treatment substantially eliminates the “double taxation™ (i.e., taxation at the corporate and
stockholder levels) that generally results from investment in a corporation. However, HCP, Inc. will be
required to pay federal income tax under certain circumstances.

The Code defines a REIT as a corporation, trust or association which meets the following
statutory requirements: (i) it is managed by one or more trustees or directors; (ii) its beneficial
ownership is evidenced by transferable shares, or by transferable certificates of beneficial interest;

(iii) it would be taxable as a domestic corporation, but for Sections 856 through 860 of the Code; (iv) it
is neither a financial institution nor an insurance company subject to certain provisions of the Code;
(v) its beneficial ownership is held by 100 or more persons; (vi) during the last half of each taxable year
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not more than 50% in value of its outstanding stock is owned, actually or constructively, by five or
fewer individuals; and (vii) it meets certain other tests, described below, regarding the amount of its
distributions and the nature of its income and assets. The Code provides that conditions (i) to (iv),
inclusive, must be met during the entire taxable year and that condition (v) must be met during at least
335 days of a taxable year of 12 months, or during a proportionate part of a taxable year of less than
12 months. In addition, conditions (v) and (vi) do not apply in the first taxable year for which an
election to be treated as a REIT is effective.

At the close of each taxable year, HCP, Inc. must meet two gross income requirements. First, for
each taxable year, at least 75% of HCP, Inc.’s gross income (excluding gross income from “prohibited
transactions” (as defined below), certain hedging transactions entered into after July 30, 2008, and
certain foreign currency gains recognized after July 30, 2008) must be derived directly or indirectly
from investments relating to real property, including rents from real property, or mortgages, certain
mezzanine loans or from certain types of temporary investment income. Second, at least 95% of HCPE,
Inc.’s gross income for each taxable year (excluding gross income from prohibited transactions, certain
hedging transactions, and certain foreign currency gains recognized after July 30, 2008) must be derived
from income that qualifies under the 75% test and other dividends, interest and gain from the sale or
other disposition of stock or securities. A “prohibited transaction” is a sale or other disposition of
property (other than foreclosure property) held for sale to customers in the ordinary course of business.
Under newly enacted legislation, after January 1, 2009, rents received by HCP, Inc. from the lease of
certain healthcare properties to its taxable REIT subsidiaries (each a “TRS” and collectively, “TRSs”)
may qualify as rents for purposes of the gross income requirements if the property is operated on
behalf of the TRS by a person that is an independent contractor and certain other requirements are
met.

At the close of each quarter of HCP, Inc.’s taxable year, it must also satisfy four tests relating to
the nature of its assets. First, at least 75% of the value of HCP, Inc.’s total assets must be represented
by real estate assets (including shares of stock of other REITS), cash, cash items, or government
securities. For purposes of this test, the term “real estate assets” generally means real property
(including interests in real property and mortgages, and certain mezzanine loans) and shares in other
REITs, as well as any stock or debt instrument attributable to the investment of the proceeds of a stock
offering or a public debt offering with a term of at least five years, but only for the one-year period
beginning on the date the proceeds are received. Second, not more than 25% of HCP, Inc.’s total assets
may be represented by securities other than those in the 75% asset class. Third, of the investments
included in the 25% asset class and except for certain investments in other REITS, “qualified REIT
subsidiaries” and TRSs, the value of any one issuer’s securities owned by HCP, Inc. may not exceed 5%
of the value of HCP, Inc.’s total assets, and HCP, Inc. may not own more than 10% of the vote or value
of the securities of any one issuer. Solely for purposes of the 10% value test, however, certain securities
including, but not limited to, securities having specified characteristics (“straight debt”), loans to an
individual or an estate, obligations to pay rents from real property and securities issued by a REIT, are
disregarded as securities. Fourth, not more than 20% (25% for taxable years beginning on or after
January 1, 2009) of the value of HCP, Inc.’s total assets may be represented by securities of one or
more TRSs.

HCP, Inc., directly and indirectly, owns interests in various partnerships and limited liability
companies. In the case of a REIT that is a partner in a partnership or a member of a limited liability
company that is treated as a partnership under the Code, for purposes of the REIT asset and income
tests, the REIT will be deemed to own its proportionate share of the assets of the partnership or
limited liability company and will be deemed to be entitled to its proportionate share of gross income
of the partnership or limited liability company, in each case, determined in accordance with the REIT’s
capital interest in the entity (subject to special rules related to the 10% asset test). The ownership of
an interest in a partnership or limited liability company by a REIT may involve special tax risks,
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including the challenge by the Internal Revenue Service of the allocations of income and expense items
of the partnership or limited liability company, which would affect the computation of taxable income
of the REIT, and the status of the partnership or limited liability company as a partnership (as opposed
to an association taxable as a corporation) for federal income tax purposes.

HCP, Inc. also owns interests in a number of subsidiaries which are intended to be treated as
qualified REIT subsidiaries (“QRS”). A corporation will qualify as a qualified REIT subsidiary of HCP,
Inc. if HCP, Inc. owns 100% of the outstanding stock of the corporation directly or through other
disregarded entities, and HCP, Inc. does not elect with the subsidiary to treat it as a “taxable REIT
subsidiary,” (or “TRS”), as described below. A QRS is not treated as a separate corporation for federal
income tax purposes and all assets, liabilities and items of income, deduction and credit of such
subsidiaries will be treated as the assets, liabilities and such items of HCP, Inc. for purposes of the
REIT income and asset tests. If any partnership, limited liability company or QRS in which HCP, Inc.
owns an interest were treated as a corporation (other than a TRS or a REIT) for federal income tax
purposes, HCP, Inc. could fail to satisfy the REIT income and asset tests described above and could
therefore fail to qualify as a REIT, unless certain relief provisions apply. Except with respect to certain
entities in which HCP, Inc. owns less than a 10% interest, HCP, Inc. believes that each of the
partnerships, limited liability companies and subsidiaries (other than TRSs), in which it owns an
interest will be treated for tax purposes as a partnership, disregarded entity (in the case of a 100%
owned partnership or limited liability company), REIT or QRS, as applicable, although no assurance
can be given that the Internal Revenue Service will not successfully challenge the status of any such
entity.

As of December 31, 2008, HCP, Inc. and HCP Life Science REIT, Inc. (“HCP Life Science
REIT”) owned interests in 13 subsidiaries which have elected to be TRSs. A REIT may own any
percentage of the voting stock and value of the securities of a corporation which jointly elects with the
REIT to be a TRS, provided certain requirements are met. A TRS generally may engage in any
business, including the provision of customary or noncustomary services to tenants of its parent REIT
and of others, except a TRS may not directly or indirectly manage or operate a lodging or healthcare
facility or directly or indirectly provide to any other person (under a franchise, license or otherwise)
rights to any brand name under which any lodging or health care facility is operated. A TRS is treated
as a regular corporation and is subject to federal income tax and applicable state income taxes at
regular corporate rates. In addition, a 100% tax may be imposed on a REIT if the arrangement
between the REIT or its tenants and its TRS are not on arm’s length terms and, as a result, the
REIT’s rents or other income or the TRS’s deductions are overstated.

In order to qualify as a REIT, HCP, Inc. is required to distribute dividends (other than capital gain
dividends) to its stockholders in an amount at least equal to (A) the sum of (i) 90% of its “real estate
investment trust taxable income” (computed without regard to the dividends paid deduction and its net
capital gain) and (ii) 90% of the net income, if any (after tax), from foreclosure property, minus
(B) the sum of certain items of non-cash income. Such distributions must be paid, or treated as paid, in
the taxable year to which they relate. At HCP, Inc.’s election, a distribution will be treated as paid in a
taxable year if it is declared before HCP, Inc. timely files its tax return for such year and is paid on or
before the first regular dividend payment after such declaration, provided such payment is made during
the twelve-month period following the close of such year. To the extent that HCP, Inc. does not
distribute all of its net capital gain or distributes at least 90%, but less than 100%, of its “real estate
investment trust taxable income,” as adjusted, HCP, Inc. will be required to pay tax on the
undistributed amount at regular corporate tax rates. Furthermore, if HCP, Inc. fails to distribute during
each calendar year at least the sum of (i) 85% of its ordinary income for such year, (ii) 95% of its
capital gain net income for such year and (iii) any undistributed taxable income from prior periods,
HCP, Inc. would be required to pay a 4% excise tax on the excess of such required distributions over
the amounts actually distributed. While historically HCP, Inc. has satisfied the distribution requirements
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discussed above by making cash distributions to its shareholders, a REIT is permitted to satisfy these
requirements by making distributions of cash or other property, including, in limited circumstances, its
own stock. For distributions with respect to taxable years ending on or before December 31, 2009,
recent Internal Revenue Service guidance allows us to satisfy up to 90% of the distribution
requirements discussed above through the distribution of shares of HCP, Inc. common stock, if certain
conditions are met.

On July 27, 2007, we formed HCP Life Science REIT, Inc. (“HCP Life Science REIT”) which
elected to be taxed as a REIT under Sections 856 through 860 of the Code commencing with its initial
taxable year ended December 31, 2007. We believe that HCP Life Science REIT has operated in such
a manner so as to qualify for taxation as a REIT under the Code commencing with its initial taxable
year and HCP Life Science REIT intends to continue to operate in such a manner. Provided that HCP
Life Science REIT qualifies as a REIT, HCP, Inc.’s interest in HCP Life Science REIT is treated as a
qualifying real estate asset for purposes of the REIT asset requirements and any dividend income or
gains derived by HCP, Inc. from the stock of HCP Life Science REIT is generally treated as income
that qualifies for purposes of the REIT income requirements. To qualify as a REIT, HCP Life Science
REIT must independently satisfy the various REIT qualification requirements, including distributions of
REIT taxable income. If HCP Life Science REIT were to fail to qualify as a REIT, it would be treated
as a regular taxable corporation and its income would be subject to federal income tax. In addition, a
failure of HCP Life Science REIT to qualify as a REIT could have an adverse effect on HCP, Inc.’s
ability to comply with the REIT asset and income requirements described above, and thus its ability to
qualify as a REIT.

If HCP, Inc. or HCP Life Science REIT fail to qualify for taxation as a REIT in any taxable year
and certain relief provisions do not apply, the applicable REIT will be required to pay tax (including
any applicable alternative minimum tax) on its taxable income at regular corporate rates. Dividend
distributions to stockholders in any year in which it fails to qualify will not be deductible by the
applicable REIT nor will such distributions be required to be made. Unless entitled to relief under
specific statutory provisions, the applicable REIT will also be disqualified from taxation as a REIT for
the four taxable years following the year during which qualification was lost. Failure to qualify for even
one year could substantially reduce distributions to stockholders and could result in us incurring
substantial indebtedness (to the extent borrowings are feasible) or liquidating substantial investments in
order to pay the resulting taxes.

In addition to federal income taxes, HCP, Inc. and HCP Life Science REIT may be required to
pay state and local taxes in various jurisdictions.

HCP, Inc. and HCP Life Science REIT may also be subject to certain other taxes applicable to
REIT;, including taxes in lieu of disqualification as a REIT, on undistributed income, on income from
prohibited transactions, on net income from foreclosure property and on built-in gains from the sale of
certain assets acquired from C corporations in tax-free transactions (including the assets of Slough
Estates USA Inc. (“SEUSA”) held by HCP Life Science REIT) during a specified time period.

Government Regulation, Licensing and Enforcement
Overview

Our tenants and operators are typically subject to extensive and complex federal, state and local
healthcare laws and regulations relating to fraud and abuse practices, government reimbursement,
licensure and certificate of need and similar laws governing the operation of healthcare facilities. These
regulations are wide-ranging and can subject our tenants and operators to civil, criminal and
administrative sanctions. Affected tenants and operators may find it increasingly difficult to comply with
this complex and evolving regulatory regime because of a relative lack of guidance in many areas as
certain of our healthcare properties are subject to oversight from several government agencies and the
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laws may vary from one jurisdiction to another. Changes in laws and regulations and reimbursement
enforcement activity and regulatory non-compliance by our tenants and operators can all have a
significant effect on their operations and financial condition, which in turn may adversely impact us, as
detailed below and set forth under “Risk Factors” in Item 1A.

We seek to mitigate the risk to us resulting from the significant healthcare regulatory risks faced
by our tenants and operators by diversifying our portfolio among property types and geographical areas,
diversifying our tenant and operator base to limit our exposure to any single entity, and seeking tenants
and operators who are not primarily dependent on Medicare or Medicaid reimbursement for their
revenues. As of December 31, 2008, our investments in the senior housing, life science, medical office,
skilled nursing and hospital segments represented approximately 36%, 28%, 18%, 10% and 8% of our
portfolio, respectively, based on investment amount. For the year ended December 31, 2008, we
estimate that approximately 8% and 24% of our tenants’ and operators’ revenues were derived from
Medicare and Medicaid, respectively, based on information provided by our tenants and operators.

The following is a discussion of certain laws and regulations generally applicable to our operators
and in certain cases, to us, as well as descriptions of some of the specific risks to which different types
of our tenants and operators are subject.

Fraud and Abuse Enforcement

There are various extremely complex federal and state laws and regulations governing healthcare
providers’ relationships and arrangements and prohibiting fraudulent and abusive practices by such
providers. These laws include (i) federal and state false claims acts, which, among other things, prohibit
providers from filing false claims or making false statements to receive payment from Medicare,
Medicaid or other federal or state healthcare programs, (ii) federal and state anti-kickback and fee-
splitting statutes, including the Medicare and Medicaid anti-kickback statute, which prohibit the
payment or receipt of remuneration to induce referrals or recommendations of healthcare items or
services, (iii) federal and state physician self-referral laws (commonly referred to as the “Stark Law”),
which generally prohibit referrals by physicians to entities with which the physician or an immediate
family member has a financial relationship, (iv) the federal Civil Monetary Penalties Law, which
prohibits, among other things, the knowing presentation of a false or fraudulent claims for certain
healthcare services and (v) federal and state privacy laws, including the privacy and security rules
contained in the Health Insurance Portability and Accountability Act of 1997, which provide for the
privacy and security of personal health information. Violations of healthcare fraud and abuse laws carry
civil, criminal and administrative sanctions, including punitive sanctions, monetary penalties,
imprisonment, denial of Medicare and Medicaid reimbursement and potential exclusion from Medicare,
Medicaid or other federal or state healthcare programs. These laws are enforced by a variety of federal,
state and local agencies and can also be enforced by private litigants through, among other things,
federal and state false claims acts, which allow private litigants to bring qui tam or “whistleblower”
actions. Many of our operators and tenants are subject to these laws, and some of them may in the
future become the subject of governmental enforcement actions if they fail to comply with applicable
laws. A violation of any of these federal and state fraud and abuse laws and regulations could
negatively impact our tenants’ and operators’ liquidity, financial condition and results of operations,
which could negatively impact their ability to make payments under their agreements with us, or
otherwise comply with the terms of such agreements.

Reimbursement

Sources of revenue for many of our tenants and operators include, among other sources,
governmental healthcare programs, such as the federal Medicare program and state Medicaid
programs, and non-governmental payors, such as insurance carriers and health maintenance
organizations. As federal and state governments focus on healthcare reform initiatives, and as many
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states face significant budget deficits, efforts to reduce costs by these payors will likely continue, which
may result in reduced or slower growth in reimbursement for certain services provided by some of our
tenants and operators. In addition, the failure of any of our tenants or operators to comply with various
laws and regulations could jeopardize their certification and ability to continue to participate in federal
and state healthcare programs, including the Medicare and Medicaid programs.

Healthcare Licensure and Certificate of Need

Certain healthcare facilities in our portfolio are subject to extensive federal, state and local
licensure, certification and inspection laws and regulations. Many states require certain healthcare
providers to obtain a “certificate of need,” which requires prior approval for the construction,
expansion and closure of certain healthcare facilities. Further, various licenses and permits are required
to dispense narcotics, operate pharmacies, handle radioactive materials and operate equipment. Failure
to comply with any of these laws could result in loss of accreditation, denial of reimbursement,
imposition of fines, suspension or decertification from federal and state healthcare programs, loss of
license or closure of the facility. The approval process related to state certificate of need laws may
impact some of our tenants’ and operators’ abilities to expand or change their businesses. Failure to
comply with these laws or to obtain required certificates of need may have an adverse effect on the
operations and financial condition of the tenants and operators of properties owned by or mortgaged to
us, and therefore may adversely impact us.

Life Science Facilities

While certain of our life science tenants include some well-established companies, other such
tenants are less established and, in some cases, may not yet have a product approved by the Food and
Drug Administration or other regulatory authorities for commercial sale. Creating a new
pharmaceutical product requires significant investments of time and money, in part, because of the
extensive regulation of the healthcare industry; it also entails considerable risk of failure in
demonstrating that the product is safe and effective and in gaining regulatory approval and market
acceptance. Further, even after a life science company has gained regulatory approval to market a
product, the product still presents regulatory risks. Such risks may include, among others, the possible
later discovery of safety concerns, changes in reimbursement policies for the product, competition from
new products, litigation over the validity or infringement of the underlying intellectual property, and
ultimately the expiration of patent protection for the product. All these factors may have an adverse
effect on the operations and financial condition of our life science tenants and therefore may adversely
impact us.

Senior Housing Entrance Fee Communities

Certain of the senior housing facilities mortgaged to or owned by us are operated as entrance fee
communities. Generally, an entrance fee is an upfront fee or consideration paid by a resident, a portion
of which may be refundable, in exchange for some form of long-term benefit. Some of the entrance fee
communities are subject to significant state regulatory oversight, including, for example, oversight of
each facility’s financial condition, establishment and monitoring of reserve requirements and other
financial restrictions, the right of residents to cancel their contracts within a specified period of time,
lien rights in favor of the residents, restrictions on change of ownership and similar matters. Such
oversight and the rights of residents within these entrance fee communities may have an adverse effect
on the operations and financial condition of our tenants and operators and therefore may adversely
impact us.
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Americans with Disabilities Act (the “ADA”)

Our properties must comply with the ADA and any similar state or local laws to the extent that
such properties are “public accommodations” as defined in those statutes. The ADA may require
removal of barriers to access by persons with disabilities in certain public areas of our properties where
such removal is readily achievable. To date, we have not received any notices of noncompliance with
the ADA that have caused us to incur substantial capital expenditures to address ADA concerns.
Should barriers to access by persons with disabilities be discovered at any of our properties, we may be
directly or indirectly responsible for additional costs that may be required to make facilities ADA-
compliant. Noncompliance with the ADA could result in the imposition of fines or an award of
damages to private litigants. The obligation to make readily achievable accommodations pursuant to the
ADA is an ongoing one, and we continue to assess our properties and make modifications as
appropriate in this respect.

Environmental Matters

A wide variety of federal, state and local environmental and occupational health and safety laws
and regulations affect healthcare facility operations. These complex federal and state statutes, and their
enforcement, involve myriad regulations, many of which involve strict liability on the part of the
potential offender. Some of these federal and state statutes may directly impact us. Under various
federal, state and local environmental laws, ordinances and regulations, an owner of real property or a
secured lender, such as us, may be liable for the costs of removal or remediation of hazardous or toxic
substances at, under or disposed of in connection with such property, as well as other potential costs
relating to hazardous or toxic substances (including government fines and damages for injuries to
persons and adjacent property). The cost of any required remediation, removal, fines or personal or
property damages and the owner’s or secured lender’s liability therefore could exceed or impair the
value of the property, and/or the assets of the owner or secured lender. In addition, the presence of
such substances, or the failure to properly dispose of or remediate such substances, may adversely
affect the owner’s ability to sell or rent such property or to borrow using such property as collateral
which, in turn, could reduce our revenues. For a description of the risks associated with environmental
matters, see “Risk Factors” in Item 1A of this report.

ITEM 1A. Risk Factors

Before deciding whether to invest in HCP, you should carefully consider the risks described below as well
as the risks described elsewhere in this report, which risks are incorporated by reference into this section. The
risks and uncertainties described herein are not the only ones facing us and there may be additional risks that
we do not presently know of or that we currently consider not likely to have a significant impact on us. All of
these risks could adversely affect our business, results of operations and financial condition.

As the owner of healthcare and other real estate facilities, we are subject to a number of risks and
uncertainties. Certain of these risks and uncertainties are associated directly with the business of
owning and leasing real estate generally, but others are associated with our specific business model or
other attributes of HCP. For example, as described elsewhere in this report, most of our properties are
operated by and/or leased to third parties. Accordingly, adverse developments with respect to these
third parties may materially adversely affect us. In addition, we operate in a manner intended to allow
us to qualify as a REIT, which involves the application of highly technical and complex laws and
regulations. We believe that the risks facing our company generally fall into the following four
categories:

* Risks related to HCP

* Risks related to our operators and tenants
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« Risks related to tax matters including REIT-related risks

« Risks related to our organizational structure

Risks Related to HCP
The recent market disruptions may materially adversely affect our operating results and financial condition.

The global financial markets are currently undergoing pervasive and fundamental disruptions. The
continuation or intensification of any such volatility may have a material adverse effect on our financial
condition or results of operations. Among other things, the capital markets have recently experienced
extreme pricing volatility, dislocations and liquidity disruptions, all of which have exerted downward
pressure on stock prices, widened credit spreads on prospective debt financing and led to
unprecedented declines in the market values of U.S. and foreign stock exchanges. The recent
dislocations in the debt markets have reduced the amount of capital that is available to finance real
estate, which, in turn, has led to reduced property values and caused an overall slowdown of real estate
transaction activity, all of which could negatively impact our operating results and financial condition.

The current U.S. and global economic and financial crisis has also severely strained the credit
markets resulting in the bankruptcies and mergers of large financial institutions and significant
investment in and control by government bodies of financial institutions to avoid further illiquidity and
bank failures. At times, certain segments of the credit market have frozen with banks no longer willing
to make loans. The continuation or intensification of current levels of market disruption and volatility
could impact our ability to obtain new financing or refinance our existing debt as it becomes due.

The recent volatility may also lead to significant uncertainty in the valuation, or in the stability of
the value, of our investments and those of our joint ventures, that could result in a substantial decrease
in the value of our properties and those of our joint ventures. As a result, we may not be able to
recover the carrying amount of such investments and the associated goodwill, if any, which may require
us to recognize an impairment charge in earnings. Additionally, certain fees we generate from our joint
ventures are dependent upon the value of the investments held by such joint ventures or the level of
contributions we make to the property fund. If property values or our level of contributions decrease,
certain fees generated by our joint ventures may also decrease.

We rely on external sources of capital to fund future capital needs and if our access to such capital is
limited or on unfavorable terms, we may not be able to meet commitments as they become due or make
future investments necessary to grow our business.

In order to qualify as a REIT under the Code and to avoid the nondeductible excise tax, we are
generally required, among other things, to distribute to our stockholders each year at least 90% of our
“real estate investment trust taxable income” (computed without regard to the dividends paid
deduction and net capital gains). For distributions with respect to the taxable years ending on or before
December 31, 2009, recent Internal Revenue Service guidance allows us to satisfy up to 90% of this
requirement through the distribution of shares of HCP, Inc. common stock, if certain conditions are
met. We may not be able to fund, from cash retained from operations, all future capital needs,
including capital needs in connection with acquisitions and development activities. If we are unable to
obtain needed capital at all or only on unfavorable terms from these sources, we might not be able to
make the investments needed to grow our business and to meet our obligations and commitments as
they mature. As a result, we rely on external sources of capital, including debt and equity financing, to
fulfill our capital requirements. Our access to capital depends upon a number of factors, some of which
we have little or no control over, including: :

« further weakening of the U.S. and global economies and the possibility of a prolonged recession;
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* general availability of credit and market conditions, including rising interest rates and increased
borrowing cost;

* the market price of the shares of our equity securities;

* the market’s perception of our growth potential and our current and potential future earnings
and cash distributions;

* the ratings of our debt and preferred securities;
* our degree of financial leverage and operational flexibility;

* financial deterioration of our lenders that might impair their ability to meet their commitments
to us or their willingness to make additional loans to us, and our inability to replace the
financing commitment of any such lender on favorable terms, or at all;

* the stability in the market value of our properties;
* the value of our mezzanine loans and other debt investments;
* the financial performance of our operators, tenants and borrowers;

* issues facing the healthcare industry, including regulations and government reimbursement
policies;

* changes in rules or practices governing our financial and SEC reporting; and

* civil disturbances, natural disasters or acts of war.

Adverse changes in our credit ratings could impair our ability to obtain additional debt and preferred stock
financing on favorable terms, if at all, and significantly reduce the market price of our securities, including
our common stock.

We currently have a credit rating of Baa3 (stable) from Moody’s Investors Service (“Moody’s”),
BBB (stable) from Standard & Poor’s Ratings Service (“S&P”) and BBB (positive) from Fitch Ratings
(“Fitch”) on our senior unsecured debt securities, and Bal (stable) from Moody’s, BB+ (stable) from
S&P and BBB- (positive) from Fitch on our preferred equity securities. The credit ratings of our senior
unsecured debt and preferred equity securities are based on our operating performance, liquidity and
leverage ratios, overall financial position and other factors employed by the credit rating agencies in
their rating analyses of us. Our credit ratings can affect the amount and type of capital we can access,
as well as the terms of any financings we may obtain. There can be no assurance that we will be able to
maintain our current credit ratings and in the event that our current credit ratings deteriorate, we
would likely incur higher borrowing costs and it may be more difficult or expensive to obtain additional
financing or refinance existing obligations and commitments. Also, a downgrade in our credit ratings
would trigger additional costs or other potentially negative consequences under our current and future
credit facilities and debt instruments. Because we depend on external sources of capital to fund our
acquisition and development activities, adverse changes to our credit ratings could negatively impact
our acquisition and development activities, future growth opportunities, financial condition and the
market pri