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ALEXANDRIA.

TO FELILOW ALEXANDRIA REAL ESTATE EQUITIES, INC. OWNERS

to be “The” Labspace® Company. Alexandria, Landlord of Choice
%ﬁ B@ H gm @% ~\|_E 5 Q g @ to the Life Science Industry®, is the only publicly-traded real estate
operating company principally focused on the office/laboratory niche, offering World Class Labspace for World Class Life
Science®. With our truly unique road map for growth for all investor styles, we have succeeded in clearly distinguishing our-
selves from the rest of our office REIT peer group. We have an enviable track record of consistency and predictability in our
operations, growth, and earnings, and a coveted leadership position that we intend to maintain. Our continuing quality per-
formance exemplifies Alexandria’s understanding of our client tenants and their Labspace requirements, as well as demon-
strates our superior ability to meet those requirements on time and on budget.

Alexandria creates and owns Labspace of enduring value using state-of-the-art design and build-outs, supported by a strong
commitment to outstanding technical service. We have pioneered our unigue niche focus on Labspace by providing exceptional
quality environments in which important and relevant science is conducted. Alexandria satisfies the critically important needs of
our highly discriminating life science constituency and, in doing so, maintains the singular position as “The” Labspace Company.

Alexandria’s values provide an unchanging ethical and moral compass that guides the actions of everyone in the company, to
the benefit of our shareholders, client tenants, employees and business relationships. Our brand is a powerful, relevant, important
and impactful symbol to our distinctive life science market niche. Alexandria’s solid core growth and earnings visibility have con-
tinued to positively differentiate us. We are immensely proud that Alexandria has generated a compounded annual growth rate since
our initial public offering (“IPO”}) on May 28, 1997 through December 31, 2003, of approximately 23.5% (assuming reinvestment of
all dividends), exceeding all benchmarks by a large margin. From the time of our IPO through December 31, 2003, Alexandria has

increased shareholder value of common equity by approximately $800 million. These are truly astounding accomplishments

achieved in spite of challenging and varying economic cycles. All of us at Alexandria are very pleased with our significant achieve-
ments during 2003, and throughout the nearly seven years that we have been a public company.

Our mission is clear, our expertise and experience unparalleled, and our highly focused strategy carefully crafted and
executed. During 2003, and continuously every quarter since our IPO, we have reported consistent, stable and solid growth in
funds from operations per share {diluted). This growth has been driven by the successful day-to-day execution of our differen-
tiated strategy, unique multifaceted business model and strategic operating platform focused on the key life science cluster
markets and participants. During 2003, we continued to maintain a well-balanced client tenant base representing a broad and
diverse cross section of the life science industry. The average lease duration of our top 20 client tenants is approximately eight
years. The strength and diversity of our client tenants, coupled with their average lease durations, provide Alexandria with
reliable and consistent cash flow. In addition, our Life Science PropertiesS™ are well-balanced and diversified geographically
with markets strategically located in major life science clusters along the east and west coasts. The combined strengths of
Alexandria’s unique road map should enable continued growth during both prosperous and difficult economic environments.

Our total shareholder return {(assuming reinvestment of all dividends) from our IPO through December 31, 2003,

approximated 403%, significantly outperforming the NAREIT Index, which increased approximately 194%; the Russell 2000
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In December 2003, the Medicare modernization and drug coverage legislation was signed into law. Its six core principles
for expanding coverage were incorporated into the law, as weli as partiai reversals to recent reimbursement cuts to dozens of

important medicines.

OPERATIONAL REVIEW AND FINANGIAL MIGHLIGHTS Our full-year growth in GAAP net operating income for our
static pool of “same properties” approximated 1.8%, and cash net operating income for these properties grew by approximately
3.0%.These internal growth metrics represent broad-based solid performance in our markets. Contributing to this growth is the
fact that approximately 93% of our leases have annual rental rate increases, generally with minimum annual increases approx-
imating 3 to 3.5%. Rental rate increases on the rollover of leases in our portfolio approximated 6%, driving our internal core
growth. During 2003, Alexandria signed a total of 66 leases for approximately 785,000 square feet of space, averaging consis-
tent rental rate increases. As of December 31, 2003, we also reported total occupancy of approximately 93.9%, excluding our
properties under redevelopment.

At year-end, we had ten properties in our value creation redevelopment pipeline, comprising a total of approximately
359,000 square feet that we are redeveloping. We have also identified approximately 411,000 square feet of additional redevel-
opment opportunities embedded in our existing portfolio. In a very cost-conscious environment, we have continued to focus
on effectively controlling the costs of our operations and have continued to maintain strong operating margins, which approx-
imated a very healthy 79% during 2003, and have maintained strong year-end interest and fixed charge coverage ratios of 4.08
and 3.30, respectively.

In addition, at year-end, we had a development land bank together with expansion opportunities embedded in our port-
folio approximating 1,387,000 square feet. During 2003, we also benefited from external growth with the closing of approxi-
mately $52 miilion in acquisitions, adding approximately 263,000 square feet to our portfolio. Our external growth strategies,
once again, remained highly selective and focused on our key life science cluster markets as we continued to expand and
strengthen our strategic franchise.

During 2003, we sold three properties at a net gain of approximately $8.3 million. These sales reflect our program to crit-
ically evaluate the strategic value of all of our properties on an ongeing basis, and sell selected properties when appropriate,
so that the resulting capital may be prudently recycled. These sales provided more than $42 million in recycled capital to be put
to work on more strategic opportunities for growth in 2004 and beyond.

We continued to execute our strategy of maintaining a strong, conservative, flexible and transparent capital structure. We
have experienced solid growth while steadfastly maintaining balance sheet strength and flexibility. Funds From Operations
("FFO"} for the year 2003 was approximately $81.4 million on revenues of approximately $160.6 million. Our debt to total mar-
ket capitalization at year-end approximated 37%.

OPERATION OUTREAGH Alexandria is proud to have initiated its Operation Qutreach program in 2003. Our goal was to

reach out to the families of deployed soldiers (preferably National Guard or Reserve personnel who were activated and
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Year Ended December 31, 2003 2002 2000 2000 1999
Balance Sheet Data (at year end):
Rental properties - net of accumulated depreciation $ 982,297 $ 976,422 $ 796,626 $ 679,653 $ 554,706
Total assets $1,272,577 $1,159,243 $ 962,146 $ 780,984 $ 643,18
Secured notes payable, unsecured line of credit and

unsecured term loan $ 709,007 $ 614,878 $ 573.161 $ 431,256 $ 350,512
Total liabilities $ 765,442 $ 673,390 $ 629,508 $ 461,832 $ 380,535
Stockholders’ equity $ 507135 $ 485,853 $ 332,638 $ 319,152 $ 262,583
Other Data:
Netincome $ 59,643 $ 40,032 $ 30277 $ 26,009 $ 22,053
Add:
Depreciation and amortization 38,901 34,071 30,578 24,251 18,532
Impairment on investments - 2,545 - - -
Subtract:
Dividends on preferred stock (8,898) (8,5679) (3,666) (3.666) (2,036)
Net gain on sales of property @ (8,286) - - - -
Funds from operations® $ 81,360 $ 68,069 $ 57183 $ 46,594 $ 38549
Cash flows from operating activities $ 74,847 $ 67050 $ 60,340 $ 32,91 $ 46,011
Cash flows from investing activities $ (139,810} $ (227840) $ (192,179) $ (1324800 $ (113,549)
Cash flows from financing activities $ 66,158 $ 162,204 $ 131,439 $ 98,879 $ 69,430
Number of properties owned at year end 89 89 83 76 59
Rentable square feet of properties owned at year end 5,668,895 5,739,987 5,312,910 4,859,820 4,030,083
Occupancy of properties owned at year end 88% 89% 89% 91% 92%
QOccupancy of properties owned at year end,

excluding properties under redevelopment 94% 96% 99% 98% 96%

(1) Includes depreciation and amortization on assets “held for sale” reflected as discontinued operations (for the periods prior to when such assets were designated
as “held for sale”).

(2) Net gain on sales of property relates to the disposition of a property in the Suburban Washington D.C. market during the quarter ended December 31, 2003, the

disposition of a property in the Eastern Massachusetts market during the quarter ended September 30, 2003 and the disposition of a property in the San Francisco
Bay market during the quarter ended March 31, 2003. Net gain on sales of property is included on the income statement inincome from discontinued operations.

(3) GAAP basis accounting for real estate assets utilizes historical cost accounting and assumes real estate values diminish over time. In an effort to overcome the
miscorrelation between real estate values and historical cost accounting for real estate assets, the Board of Governors of the National Association of Real Estate
Investment Trusts {“NAREIT”) established the measurement toot of funds from operations (“FFO”). Since its introduction, FFO has become a widely used non-
GAAP financial measure by REITs. We believe that FFO is helpful to investors as an additional measure of the performance of an equity REIT. We compute FFO in
accordance with standards established by the Board of Governors of NAREIT in its April 2002 White Paper {the “White Paper”) and related implementation
guidance, which may differ from the methodology for calculating FFO utilized by other equity REITs, and, accordingly, may not be comparable to such other
REITs. In 2003, NAREIT issued guidance which modifies the calculation of FFO for both past and future periods. In accordance with NAREIT's revised guidance, we
now include losses from early extinguishment of debt and real estate impairment charges in our calculation of FFO. As such, the reported amounts of FFO for the
year ended December 31, 2002 have been modified from those previously reported. The White Paper defines FFO as netincome (loss) {computed in accordance
with GAAP), excluding gains (or losses) from sales, plus real estate depreciation and amortization and after adjustments for unconsolidated partnerships and joint
ventures. While FFO is a relevant and widely used measure of operating performance for REITs, it should not be considered as an alternative to netincome
(determined in accordance with GAAP) as an indication of financial performance, or to cash flows from operating activities {(determined in accordance with
GAAP) as a measure of our liquidity, nor is it indicative of funds available to fund our cash needs, including our ability to make distributions. We believe that net
income is the most directly comparable GAAP financial measure to FFO. For a more detailed discussion of FFO, see “Management’s Discussion and Analysis of

Financial Condition and Results of Operations - Funds from Operations””
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organization and method of operation comply with the rules and regulations promulgated under the Interna! Revenue Code to enable
us to qualify, and continue to qualify, as a REIT. However, it is possible that we have been organized or have operated in a manner that
would not allow us to qualify as a REIT, or that our future operations could cause us to fail to qualify.

If we fail to qualify as a REIT in any taxable year, then we will be required to pay federal income tax {including any applicable alter-
native minimum tax) on our taxable income at regular corporate rates. If we lose our REIT status, then our net earnings available for
investment or distribution to stockholders would be significantly reduced for each of the years involved and we would no longer be
required to make distributions to our stockholders.

Rental Properties and Properties Under Development

In accordance with Statement of Financial Accounting Standards No. 141, “Business Combinations” {”SFAS 141"}, we perform the
following procedures when making an allocation of the purchase price of real estate: 1) estimate the value of the real estate as of the
acquisition date on an “as if vacant” basis, 2) allocate the “as if vacant” value among land, land improvements, buildings, building
improvements, tenant improvements and equipment, 3) calculate the value of the intangibles as the difference between the “as if
vacant” value and the purchase price, and 4) allocate the intangible value to above, below and at market leases, origination costs
associated with in-place leases, tenant relationships and other intangible assets.

The values allocated to land improvements, buildings, building improvements, tenant improvements and equipment are depreciat-
ed on a straight-line basis using an estimated life of 20 years for land improvements, 40 years for buildings and building improve-
ments, the respective lease term for tenant improvements and the estimated useful life of equipment. The values of above and below
market leases are amortized over the life of the related lease and recorded as either an increase {for below market leases) or a
decrease (for above market leases) to rental income. The values of at-market leases and origination costs are classified as leasing
costs, included in other assets on our balance sheets and amortized over the remaining life of the lease. The values of other intangible
assets are amortized over the estimated useful life.

Rental properties and properties under development are individually evaluated for impairment when conditions exist which may indi-
cate that it is probable that the sum of expected future undiscounted cash flows is less than its carrying amount. Upon determination that

an impairment has occurred, a write-down is recorded to reduce the carrying amount of the property to its estimated fair value.

Capitalization of Costs
We capitalize direct construction and development costs, including predevelopment costs, interest, property taxes, insurance and indi-
rect project costs, including payroll and other costs directly associated with the acquisition, development or construction of a project.

Payroll costs not related to the construction, development or redevelopment of a project, or acquisition of a property that will be clas-

d as operating at the date of acquisition, are expensed as incurred. Costs incurred after a project is substantially complete and
ready for its intended use are expensed as incurred. Costs previously capitalized related to abandoned acquisition or development
opportunities are written-off. Should development activity cease, a portion of interest, property taxes, insurance and certain costs
would no longer be eligible for capitalization, and would be expensed as incurred.

We also capitalize costs directly related and essential to our leasing activites, including broker fees and certain costs related to our
leasing personnel. These costs are amortized on a straight-line basis over the terms of the related leases. Costs previously capitalized

related to unsuccessful leasing opportunities are written-off.

Accounting for Investments
We hold equity investments in certain publicly-traded companies and privately held entities primarily involved in the life science
industry. Ali of our investments in publicly-traded companies are considered “available for sale” under the provisions of Statement of
Financial Accounting Standards No. 115, “Accounting for Certain Investments in Debt and Equity Securities” {"SFAS 115"}, and are
recorded at fair value. Fair value has been determined by the closing trading price at the balance sheet date, with unrealized gains and
losses shown as a separate component of stockholders’ equity. The classification of investments under SFAS 115 is determined at the
time each investment is made, and such determination is reevaluated at each balance sheet date. The cost of investments sold is
determined by the specific identification method, with realized gains and losses included in other income.

Investments in privately held entities are generally accounted for under the cost method because we do not influence any operating

or financial policies of the entities in which we invest. Certain investments are accounted for under the equity method of accounting
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RESULTS OF OPERATIONS

Comparison of theYear Ended December 31, 2003 to theYear Ended December 31, 2002

Rental revenue increased by $14.7 million, or 13%, to $126.4 million for 2003 compared to $111.7 million for 2002. The increase result-
ed primarily from the 2002 Properties being owned for a full year and the addition of the 2003 Properties. Rental revenue from proper-
ties operating for a full year during 2003 and 2002 (the “2003 Same Properties”} increased by $1.7 million, or 2.1%, due to increases in
rental rates and offset by a slight decrease in occupancy. The average occupancy level of the 2003 Same Properties was 96.7% as of
December 31, 2003, compared to 97.2% as of December 31, 2002.

Tenant recoveries increased by $3.1 million, or 11%, to $32.1 mj

on for 2003 compared to $29.0 million for 2002. The increase

resulted primarily from the 2002 Properties being owned for a full year and the addition of the 2003 Properties. Tenant recoveries

for the 2003 Same Properties increased by $659,000, or 2.9%, primarily due to increases in certain recoverable operating expenses.
Other income increased by $511,000, or 33%, to $2.1 million for 2003 compared to $1.6 million for 2002, primarily due to an

increase in realized gains on investments and from a general increase in miscellaneous sources of income.

Rental operating expenses increased by $3.7 million, or 13%, to $32.8 million for 2003 compared to $29.1 m
increase resulted primarily from the 2002 Properties being owned for a full year and the addition of the 2003 Properties. Operating
expenses far the 2003 Same Properties increased by $871,000, or 4.1%, primarily due to an increase in property insurance and
property taxes {substantially all of which are recoverable from our tenants through tenant recoveries).

General and administrative expenses increased by $775,000, or 6%, to $14.2 million for 2003 compared to $13.4 million for 2002,
mainly due to general increases in administrative costs, primarily payroll and related expenses.

Interest expense increased by $1.4 million, or 6%, to $26.4 million for 2003 compared to $25.0 million for 2002. The increase result-
ed primarily from an increase in indebtedness on our unsecured line of credit, unsecured term loan and secured notes payable.

These borrowings were utilized to finance the acquisition of the 2002 and 2003 Properties and the development and redevelopment
of properties. The increase in interest expense was partially offset by a decrease in the floating interest rate on our unsecured line of
credit and unsecured term loan. The weighted average effective interest rate on our borrowings (not including the effect of swap
agreements) decreased from 3.07% as of December 31, 2002 to 2.64% as of December 31, 2003. We have entered into certain swap
agreements to hedge a portion of exposure to variable interest rates with our unsecured line of credit and unsecured term loan

(see “Liquidity and Capital Resources — Unsecured Line of Credit and Unsecured Term Loan").

Depreciation and amortization increased by $5.7 million, or 17%, to $38.6 million for 2003 compared to $32.9 million for 2002. The
increase resulted primarily from depreciation associated with the 2002 Properties being owned for a full year and the addition of the
2003 Properties.

Income from discontinued operations of $11.1 million for 2003 reflects the results of operations of one property that was designated
as “held for sale” as of December 31, 2003 and three properties that were sold during 2003. In the fourth quarter of 2003, we sold one
propeny in the Suburban Washington D.C. market. In the third quarter of 2003, we sold one property in the Eastern Massachusetts
market. In the first quarter of 2003, we sold one property in the San Francisco Bay market. In connection with these sales, we recorded
a net gain of approximately $8.3 million during 2003.

Comparison of theYear Ended December 31, 2002 to theYear Ended December 31, 2001

Rental revenue increased by $18.1 million, or 19%, to $111.7 million for 2002 compared to $93.6 million for 2001. The increase resulted
primarily from the 2001 Properties being owned for a full year and the addition of the 2002 Properties. Rental revenue from properties
operating for a full year during 2002 and 2001 (the “2002 Same Properties”) increased by $2.7 million, or 3.7%, due to increases in
rental rates and offset by a slight decrease in occupancy. The average occupancy level of the 2002 Same Properties was 97.6% as of
December 31, 2002, compared to 98.2% as of December 31, 2001.

Tenant recoveries increased by $4.9 million, or 20%, to $29.0 million for 2002 compared to $24.1 million for 2001. The increase
resulted primarily from the 2001 Properties being owned for a full year and the addition of the 2002 Properties. Tenant recoveries for
the 2002 Same Properties increased by $915,000, or 4.6%, generally due to an increase in certain recoverable operating expenses.

Other income decreased by $1.6 million, or 50%, to $1.6 million for 2002 compared to $3.1 millian for 2001, primarily due to a

decrease in interest income resulting from a decline in interest rates, the repayment of a $6 m n secured note receivable in 2002
and a decrease in realized gains on investments.

Rental operating expenses increased by $4.5 million, or 18%, to $29.1 million for 2002 compared to $24.7 million for 2001. The
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Contractual Obligations and Commitments
Contractual obligations as of December 31, 2003, consists of the following (dollars in thousands):

PAYMENTS BY PERIOD

Total 2004 2005-2006 2007-2008 Thereafter
Secured notes payable™ $319,755 $ 9,415 $53,941 $52,982 $ 203.417
Ground lease obligations 65,420 1,666 3,629 3,631 56,594
Other obligations 737 495 242 - -
Total $385,912 $11,576 $ 57712 $56,613 $ 260,01

(1} Excludes unamortized premiurmn of $262,000 as of December 31, 2003.

Secured notes payable as of December 31, 2003 includes 16 notes secured by 39 properties.

Ground lease obligations as of December 31, 2003 include leases at six of our properties and one land development parcel. These
lease obligations have remaining lease terms of 29 to 51 years, exclusive of extension options.

In addition to the above, we were committed under the terms of construction contracts to complete the construction of properties
under development at a remaining aggregate cost of $11.7 million.

As of December 31, 2003, we were also committed to fund approximately $12.5 million for the construction of building infrastruc-
ture improvements under the terms of leases and/or construction contracts and approximately $19.5 million for certain investments.

Tenant Security Deposits and Other Restricted Cash

Tenant security deposits and other restricted cash consists of the following (in thousands):

As of December 31, 2003 2002

Funds held in trust under the terms of certain secured notes payable $ 8,665 $5,692

Security deposit funds based on the terms of certain lease agreements 2,029 1,967

Other funds held in escrow 363 361 ‘
$ 11,057 $8.020
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restrict, among other things, certain investments, indebtedness, distributions and mergers. The unsecured line of credit expires
November 2006 and may be extended at our sole option for an additional one-year period. As of December 31, 2003, borrowings out-
standing on the unsecured line of credit carried a weighted average interest rate of 2.65%.

In November 2003, we obtained a $150 million unsecured term loan which bears interest at a floating rate based on our election of
either a LIBOR based rate or the higher of the bank’s reference rate and the Federal Funds rate, plus 0.5%. For each LIBOR based
advance, we must elect to fix for a period of one, two, three or six months. The unsecured term loan contains financial covenants sub-
stantially similar to those in our unsecured line of credit. The unsecured term loan expires in November 2008. As of December 31,
2003, the unsecured term loan carried a weighted average interest rate of 2.62%.

Aggregate borrowings under the unsecured line of credit and unsecured term loan may be limited to an amount based on the net
operating income derived from a pool of unencumbered properties. Accordingly, as we acquire or complete the development or rede-
velopment of additional unencumbered properties, aggregate borrowings available under the unsecured line of credit and unsecured
term loan will increase up to a maximum of $590 million. Under these provisions, as of December 31, 2003, aggregate borrowings
under our unsecured line of credit and unsecured term loan were limited to $479 million.

We utilize interest rate swap agreements to hedge a portion of our exposure to variable interest rates associated with our unse-
cured line of credit and unsecured term loan. These agreements involve an exchange of fixed and floating interest payments without
the exchange of the underlying principal amount {the “notional amount”). Interest received under all of our swap agreements is based
on the one-month LIBOR rate. The net difference between the interest paid and the interest received is reflected as an adjustment to

interest expense.

The following table summarizes our interest rate swap agreements (dollars in thousands):

Effective Notional Effective at Interest Termination Fair
Transaction Dates Dates Amounts December 31,2003 Pay Rates Dates Values
Hedges for Unsecured Line of Credit:
March 2002 December 31,2002 $50,000 $ 50,000 5.364% December31,2004 | $(2,004)
July 2002 January 1, 2003 25,000 25,000 3.855% June 30, 2005 (805)
July 2002 January 1, 2003 25,000 25,000 3.865% June 30, 2005 (809)
December 2002 January 2, 2003 25,000 25,000 3.285% June 30, 2006 (567)
December 2002 January 2,2003 25,000 25,000 3.285% June 30, 2006 (567)
November 2002 June 1, 2003 25,000 25,000 3.115% December 31, 2005 (523)
November 2002 June 1, 2003 25,000 25,000 3.155% December 31, 2005 {543}
$200,000
Hedges for Unsecured Term Loan:
December 2003 December 31, 2003 $50,000 $ 50,000 1.53% December 31, 2004 (74)
December 2003 December 31, 2004 50,000 - 3.00% December 30, 2005 {(119)
December 2003 December 30, 2005 50,000 - 4.15% December 29, 2006 {(121)
December 2003 December 29, 2006 50,000 - 5.09% October 31, 2008 {167)
$ 50,000 $(6,299)
Total Interest Rate Swap Agreements in
Effect at December 31, 2003 $ 250,000

We do not believe we are exposed to more than a nominal amount of credit risk in our interest rate swap agreements as our counter-
parties are established, well-capitalized financial institutions. In addition, we have entered into master derivative agreements with
each counterparty. These master derivative agreements (all of which are on the standard International Swaps & Derivatives
Association, Inc. form) define certain terms between us and each counterparty to address and minimize certain risks associated with
our swap agreements, including a default by a counterparty.

As of December 31, 2003 and 2002, our interest rate swap agreements have been reported in the accompanying balance sheets at

their fair value as other lia es of approximately $6.3 million and $9.0 million, respectively. The offsetting adjustments were reflect-
ed as deferred losses in accumulated other comprehensive income of $6.3 million and $9.0 million, respectively. Balances in accumu-

lated other comprehensive income are recognized in earnings as swap payments are made.
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OTHER RESOURCES AND LIQUIDITY REQUIREMENTS
In January 2002, we completed a public offering of 2,300,000 shares of our 9.10% Series B cumulative redeemable preferred stock.
The shares were issued at a price of $25.00 per share, resulting in aggregate proceeds of approximately $55.1 million, net of offering
costs. In February 2002, we sold 418,970 shares of our common stock. The shares were issued at a price of $39.46 per share, resulting
in aggregate proceeds of approximately $16.1 million, net of offering costs. In July 2002, we sold 2,000,000 shares of our common
stock. The shares were issued at a price of $41.07 per share, resulting in aggregate proceeds of approximately $81.4 million, net of
offering costs.

We expect to continue meeting our short-term liquidity and capital requirements generally through our working capital and net cash
provided by operating activities, We believe that the net cash provided by operating activities will continue to be sufficient to enable us
to make distributions necessary to continue qualifying as a REIT. We aiso believe that net cash provided by operating activities will be

sufficient to fund our recurring non-revenue enhancing capital expenditures, tenant improvements and leasing commissions.

We expect to meet certain long-term liquidity requirements, such as property acqui ns, property development and redevelop-
ment activities, scheduled debt maturities, expansions and other non-recurring capital improvements, through excess net cash provid-
ed by operating activities, long-term secured and unsecured borrowings, including borrowings under the unsecured line of credit and

unsecured term loan and the issuance of additional debt and/or equity securities.

EXPOSURETO ENVIRONMENTAL LIABILITIES
In connection with the acquisition of all of our properties, we have obtained Phase | environmental assessments to ascertain the exis-
tence of any environmental liabilities or other issues. The Phase | environmental assessments of our properties have not revealed any

environmental liabilities that we believe would have a material adverse effect on our financial condition or results of operations taken

as a whole, nor are we aware of any material environmental lia es that have occurred since the Phase | environmental assess-
ments were completed. In addition, we carry a policy of pollution legal liability insurance covering exposure to certain environmental

losses at all of our properties.
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e IonowIng aole Is a summary ot our property porttolio as of December 31, 2003 {(dollars in thousands):

Number of Rentable Annualized QOccupancy

Properties Square Feet Base Rent "Percentage
California - Pasadena 1 31,343 3 393 245.8%
California - San Diego 23 1,027.546 28,988 94.9%
California - San Francisco Bay 10 642,578 19,918 100.0%
Eastern Massachusetts 9 598,894 21,247 88.3%
New Jersey/Suburban Philadelphia 6 346,919 6,251 100.0%
Southeast 5 259,414 3,778 2741%
SuburbanWashington D.C. 20 1,552,238 27033 #94.0%
Washington - Seattle 5 439,964 16,165 99.8%
Total" 79 4,898,896 $123,773 193.9%

(1) Excludes 10 properties under full or partial redevelopment. lncluding properties under full or partial redevelopment, occupancy as of December 31, 2003
was 88.4%.

{2) Al, or substantially all, of the vacant space is office or warehouse space.

(3) Includes one office property classified as “held for sale” and included in discontinued operations as of December 31, 2003. Excluding this property, which was
under a binding sales contract as of December 31, 2003, the average occupancy percentage for the SuburbanWashington D.C. market is 96.4% and the average
total occupancy percentage is 94.6%.

The following table summarizes certain information with respect to the lease expirations of our properties as of December 31, 2003:

Square Square Footage Annualized Base
Year of Number of Footage of as a Percentage Rent of Expiring
Lease Expiring Expiring of Leased Leases (Per
Expiration Leases Leases Portfolio Square Foot)
2004 67 614,052 12.3% $21.30 .
2005 28 318,596 6.4% $28.00
2006 34 809,876 16.2% $24.21
2007 15 340,068 6.8% $24.16
2008 14 391,070 7.8% $29.10
Thereafter 50 2,535,437 50.6% $28.43
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rate swap agreements in effect on December 31, 2003. These analyses do not consider the effects of the reduced level of overall eco-
nomic activity that could exist in such an environment. Further, in the event of a change of such magnitude, we would consider taking
actions to further mitigate our exposure to the change. However, due to the uncertainty of the specific actions that would be taken
and their possible effects, the sensitivity analysis assumes no changes in our capital structure.

We have exposure to equity price market risk because of our equity investments in certain publicly-traded companies and privately
held entities. We classify investments in publicly-traded companies as available-for-sale and, consequently, record them on our bal-
ance sheet at fair value with unrealized gains or losses reported as a component of comprehensive income or loss. Investments in
privately held entities are generally accounted for under the cost method because we do not influence any of the operating or finan-
cial policies of the entities in which we invest. For all investments, we recognize other than temporary declines in value against
earnings in the same period the decline in value was deemed to have occurred. in 2002, we recorded non-cash impairment charges
of $2,545,000 to write down certain investments for which we deemed the decline in fair value to be other than temporary. There is
no assurance that future declines in values will not have a material adverse impact on our future results of operations. By way of
example, a 10% decrease in the fair value of our equity investments as of December 31, 2003 would decrease their fair value by

approximately $4.7 million.
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As of December 31, (DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS) 2003 2002
Assets
Rental properties, net $ 982,297 $ 976,422
Properties under development 153,379 68,386
Cash and cash equivalents 4,985 3.790
Tenant security deposits and other restricted cash 11,057 8,020
Tenant receivables 1,969 2,641
Deferred rent 31,503 26,063
Investments 47,126 39,650
Other assets 40,261 34,271
Total assets $ 1,272,577 $1,159,243
Liabilities and Stockholders’ Equity
Secured notes payable $ 320,007 $ 276,878
Unsecured line of credit and unsecured term loan 389,000 338,000
Accounts payable, accrued expenses and tenant security deposits 43,408 47,118
Dividends payable 13,027 11,394
765,442 673,390

Commitments and contingencies
Stockholders’ equity:
9.50% Series A cumulative redeemable preferred stock, $0.01 par value per share,

1,610,000 shares authorized; 1,543,600 shares issued and outstanding at December 31,

2003 and 2002; $25.00 liquidation value 38,588 38,588
9.10% Series B cumulative redeemable preferred stock, $0.01 par value per share,

2,300,000 shares authorized; 2,300,000 shares issued and outstanding at December 31,

2003 and 2002; $25.00 liquidation value 57500 57500
Common stock, $0.01 par value per share, 100,000,000 shares authorized; 19,264,023 and

18,973,957 shares issued and outstanding at December 31, 2003 and 2002, respectively 193 190
Additional paid-in capital 409,926 399,831
Deferred compensation (2,232) (1,432)
Retained earnings 8,635 -
Accumulated other comprehensive income {5,475) {8.824)
Total stockholders’ equity 507,135 485,853
Total liabilities and stockholders’ equity $ 1,272,577 $1,159,243

See accompanying notes.
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SeriesA SeriesB Number of

(DOLLARS IN THOUSANDS} Preferred Stock Preferred Stock Common Shares
Balance at December 31,2000 $38,588 $ - 15,548,356
FAS 133 transition adjustment - - -
Net income - - -

Unrealized loss on marketable securities - - -
Unrealized loss on swap agreements - - -
Comprehensive income - - N
Issuance of common stock, net of offering costs - - 500,000

Stock compensation expense - - 122,555
Amortization of stock compensation expense - - -
Exercise of stock options - - 183,630

Dividends declared on preferred stock - - R
Dividends declared on common stock - - -

Balance at December 31, 2001 38,588 - 16,354,541
Netincome - - -
Reclassification adjustment - - _
Unrealized loss on marketable securities - - .
Unrealized loss on swap agreements - - -
Comprehensive income - - -

Issuance of common stock, net of offering costs - - 2,418,970
Issuance of Series B preferred stock, net of offering costs - 57,500 -
Stock compensation expense - - 76,075
Amortization of stock compensation expense - - -
Exercise of stock options - - 124,371

Dividends declared on preferred stock - - -
Dividends declared on common stock - - -

Balance at December 31, 2002 38,588 57500 18,973,957
Net income -
Unrealized gain on marketable securities - - -
Unrealized gain on swap agreements - - -
Comprehensive income - - -

Stock compensation expense . - - 92,483
Amortization of stock compensation expense - - -

mxm_,nﬂmmo*maonrovzo:w . ‘ ._wNmmw
Dividends declared on preferred stock - - -
Dividends declared on common stock - -

Balance at December 31, 2003 $ 38,588 $57,500 19,264,023

See accompanying notes.
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Year Ended December 31, (N THOUSANDS) 2003 2002 2001
Operating Activities
Netincome $ 59,643 $ 40,032 $ 30277
Adjustments to reconcile netincome to net cash provided by operating activities:
Loss on early extinguishment of debt - 1,002 -
Non-cash impairment charges - 3.695 -
Net gain on sales of property {8,286) - -
Depreciation and amortization 38,901 34,071 30,578
Amortization of loan fees and costs 2,133 2,379 1,275
Amortization of premiums on secured notes payable {290) (360) (343)
Stock compensation expense 2,734 3,651 2,841
Changes in operating assets and liabilities:
Tenant security deposits and other restricted cash (3,037} 3,508 (4,533)
Tenant receivables 672 482 (288)
Deferred rent (6,826) (5,470) (5.648)
Other assets (10,828) (12,942) (M,774)
Accounts payable, accrued expenses and tenant security deposits 31 {2,998) 17955
Net cash provided by operating activities 74,847 67050 60,340
Investing Activities
Purchase of rental properties (48,729) (103.295) (55,746)
Proceeds from sales of rental properties 42,376 - -
Additions to rental properties (48,264) {61,695) (69,530)
Additions to properties under development (78,327) (48,479) (57.390)
Additions to investments, net (6,866) (14,371} (9,513}
Net cash used in investing activities {139,810) {227,840) {192,179)
Financing Activities
Proceeds from secured notes payable 64,667 44,663 57293
Net proceeds from issuances of common stock - 97546 16,751
Net proceeds from issuance of preferred stock - 55,129 -
Exercise of stock options 5,941 3,693 5,200
Net borrowings from unsecured line of credit and unsecured term loan 51,000 10,000 97000
Principal reductions on secured notes payable (6,125) (13,427) {12,042)
Proceeds from repayment of note receivable - 6,000 -
Dividends paid on common stock (40,427) (33,912) {29,097)
Dividends paid on preferred stock (8,898) (7488) (3.666)
Net cash provided by financing activities 66,158 162,204 131,439
Net increase {decrease) in cash and cash equivalents 1,195 1,414 {400)
Cash and cash equivalents at beginning of year 3,790 | 2,376 2,776
Cash and cash equivalents at end of year $ 4,985 $ 379 $ 237
Supplemental Disclosure of Cash Flow Information
Cash paid during the year for interest, net of interest capitalized $ 28,143 $ 28130 $ 29,447

See accompanying notes.
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The following table provides a reconciliation of comprehensive income (in thousands):

Year Ended December 31, 2003 2002
Net income $59,643 $40,032
Reclassification adjustment - 96
Unrealized gain (loss) on marketable securities 610 (712)
Unrealized gain (loss) on interest rate swap agreements 2,739 (2,059)
Comprehensive income $62,992 $ 37357
Investments

We hold equity investments in certain publicly-traded companies and privately held entities primarily involved in the life science
industry. All of our investments in publicly-traded companies are considered “available for sale” under the provisions of Statement of
Financial Accounting Standards No. 115, “Accounting for Certain Investments in Debt and Equity Securities” ("SFAS 115"}, and are
recorded at fair value. Fair value has been determined by the closing trading price at the balance sheet date, with unrealized gains and
losses shown as a separate component of stockholders’ equity. The classification of investments under SFAS 115 is determined at the
time each investment is made, and such determination is reevaluated at each balance sheet date. The cost of investments sold is
determined by the specific identification method, with realized gains and losses included in other income.

tnvestments in privately held entities are generally accounted for under the cost method because we do not influence any operat-
ing or financial policies of the entities in which we invest. Certain investments are accounted for under the equity method of account-
ing under the provisions of Accounting Principles Board Opinion No. 18, “The Equity Method of Accounting for Investments in
Commaon Stock” {“APB 18") and Emerging Issues Task Force {"EITF”) Topic D-46, "Accounting for Limited Partnership Investments”
Pursuant to APB 18, the equity method of accounting should be used when an investor has “the ability to exercise significant infiu-
ence over operating and financial policies of an investee even though the investor holds 60% or less of the voting stock” EITF Topic
D-46 further clarifies the Securities and Exchange Commission’s position on the accounting for limited partnerships and provides that
the equity method of accounting be used unless the investor’s interest “is so minor that the limited partner may have virtually no
influence over partnership operating and financial policies” Under the equity method of accounting, we record our investment initially
at cost and adjust the carrying amount of the investment to recognize our share of the earnings or losses of the investee subsequent
to the date of our investment.

For all of our investments, if a decline in the fair value of an investment below its carrying value is determined to be other than
temporary, such investment is written down to its estimated fair value with a non-cash charge to current earnings.

The factors that we consider in making these assessments include, but are not 1i

ited to, market prices, market conditions,
prospects for favorable or unfavorable clinical trial results, new product initiatives and new collaborative agreements. As a result of
these assessments, during 2002 we recognized aggregate non-cash impairment charges of $2,545,000 for other than temporary

declines in the fair value of investments.

Rental Properties and Properties Under Development

In accordance with Statement of Financial Accounting Standards No. 141, “Business Combinations” (“SFAS 141"), we perform the
following procedures when making an allocation of the purchase price of real estate: 1) estimate the value of the real estate as of the
acquisition date on an “as if vacant” basis, 2) allocate the “as if vacant” value among land, land improvements, buildings, building
improvements, tenant improvements and equipment, 3) calculate the value of the intangibles as the difference between the “as if
vacant” value and the purchase price, and 4) allocate the intangible value to above, below and at market leases, origination costs
associated with in-place leases, tenant relationships and other intangible assets.

The values allocated to land improvements, buildings, building improvements, tenant improvements and equipment are depreciat-
ed on a straight-line basis using an estimated life of 20 years for land improvements, 40 years for buildings and building improve-
ments, the respective lease term for tenant improvements and the estimated useful life of equipment. The values of above and below
market leases are amortized over the life of the related lease and recorded as either an increase {for below market leases) or a
decrease (for above market leases) to rental income. The values of at-market leases and origination costs are classified as leasing
costs, included in other assets on our balance sheets and amortized over the remaining life of the lease. The values of other intangible
assets are amortized over the estimated useful life.
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Net Income Per Share

The following table shows the computation of income per common share and dividends declared per share of common stock:

Year Ended December 31, (DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS) 2003 2002 2001
Netincome available to common stockholders $ 50,745 $ 31453 § 26,611
Weighted average shares of common stock outstanding - basic 18,993,856 17594,228 15,953,459
Add: dilutive effect of stock options and grants 253,934 265,559 254,719
Weighted average shares of common stock outstanding - diluted 19,247,790 17,859,787 16,208,178
Net income per common share - basic $ 267] $ 179 % 167
Net income per common share - diluted $ 2641 $ 176§ 1.64
Common dividends declared per share $ 220 $ 200 § 1.84

Operating Segments
We view our operations as principally one segment and the financial information disclosed herein represents all of the financial infor-

mation related to our principal operating segment.

IncomeTaxes
As a REIT, we are not subject to federal income taxation as long as we meet a number of organizational and operational requirements
and make distributions greater than or equal to 100% of our taxable income to our stockholders. Since we believe we have met these
requirements and our distributions exceeded taxable income, no federal income tax provision has been reflected in the accompanying
consolidated financial statements for the years ended December 31, 2003, 2002 and 2001. If we fail to qualify as a REIT in any taxable
year, we will be subject to federal income tax on our taxable income at regular corporate tax rates.

During 2003, 2002 and 2001, we declared dividends on our common stock of $2.20, $2.00 and $1.84 per share, respectively. During
2003, 2002 and 2001, we declared dividends on our Series A preferred stock of $2.375, $2.375 and $2.375 per share, respectively.
During 2003 and 2002, we declared dividends on our Series B preferred stock of $2.275 and $1.662 per share, respectively.

Impact of Recently Issued Accounting Standards
In May 2003, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards No. 150,
es and Equity” (“SFAS 150”), which establishes

standards for how an issuer classifies and measures certain financial instruments with characteristics of both liabilities and

“Accounting for Certain Financial Instruments with Characteristics of Both Liabi

equity. We adopted SFAS 150 in the third quarter of 2003. The adoption of SFAS 150 did not have an impact on the accompanying
financial statements.

In April 2003, the FASB issued Statement of Financial Accounting Standards No. 149, “Amendment of Statement 133 on Derivative
Instruments and Hedging Activities” (“SFAS 149"}, which amends and clarifies financial accounting and reporting for derivative
instruments and hedging activities under FASB Statement No. 133, “Accounting for Derivative instruments and Hedging Activities”
SFAS 149, among other things, clarifies under what circumstances a contract with an initial net investment meets the characteristic
of a derivative, clarifies when a derivative contains a financing component and amends the definition of an “underlying” to conform
it to language used in FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others” SFAS 149 is effective for contracts entered into or modified after September 30,

2003 and for hedging relationships designated after September 30, 2003. The adoption of SFAS 149 did not have an impact on the
accompanying financial statements.

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities” an interpretation of Accounting
Research Bulletin No. 51 (“FIN 46”), which requires the consolidation of entities with respect to which an enterprise absorbs a majority
of the entity’s expected losses, receives a majority of the entity’s expected residual returns, or both, as a result of ownership, contrac-

tual or other financial interests in the entity. Currently, an entity is generally consolidated by an enterprise when it has a controlling

financial interest through ownership of a majority voting interest in the entity. FIN 46 applies immediately to variable interest en
created after January 31, 2003 and is generally effective December 31, 2003 for variable interest entities acquired before February 1,

2003.The adoption of FIN 46 did not have an impact on the accompanying financial statements.




£91°168 §

fAA RIS Joyesray
9L¥'Z8 800¢
66.°06 £00Z
1G65°901 9002
o6y vil §002
62L'8LL $ ooz
unoy IEETN

{(Spuesnoyl Ut) SMOJ|0y se d1e ‘€002 ‘L€ 18quiada( Jo se
‘susWasINgWIal asuadxa Buipn|oxa ‘sjuawiaaibe aseaj Buieiado ayl Jo SWIS) 9Y) 13pUN PBAIBAI aq 0) sluswiAed asea| WnWIUIN
"Ajeangadsal ‘000'0v8°0v$ PUE 000'PEZ'0F$ 000'LLS LS
Sem L00Z Pue Z00Z ‘€002 ‘LE 19qWadaQ Papua S1edA 3Y1 104 PaLINOUI 1S3131U1 |10 "Aj9ANDadSal ‘000 LLE LS PUR 000'6LG'ELS
‘000’ LY6'ELS SEM LOOZ PUB Z0OO0Z ‘€00Z ‘LE 19GWadag papua sieaA ayl 1o) pazijended 153191u] |@10] *asn papualul s} 104 Y asedasd
0} sanianoe ButoBiapun s 1asse ayl pouad syl Buunp juawdojaaapal 10 JuawdojaAap Japun seipuadoid 0] 152193U) azijelded app
Juswdojanspai
jo pouad ayy Buunp 1uawdojaaapal Bulobiapun Auadosd e jo uoinod ayl uo sasesd uoiesidaq "000°'655°69$ sem £00Z ‘LE lequsdag
10 se Juswdojaaapal ButoBiapun sapuadosd asay) Jo uotuod 3Y3 4O aN|eA J00( 12U PAIEJ0J{E By "Pased| ARuaind ase 1934 alenbs
000°LLY Bululewas syl pue ‘Wuedsea Ajlluannd pue Juawdo|anapal 1apun ale 188y asenbs OQO'ESE ‘18I0 SIYL JO 1834 asenbs 000°0LL
10 |210} B pauieluos jeyl weibosd jusawidojaaspal 1no w1 saiuadoad usl ate £00Z ‘L€ 19qWada( Jo se samadoud |ejuss ul papnjoug
saipadold pasea) ayl 01 a|qedijdde sasuadxa Bupesado Jaylo uieUad pue doueINSUI 'ajugualuiewt ‘saxel
e Ajlenueisqns Aed 2ass3a| ay) Jeyl axnbai (siseq abe1ooy asenbs B uO) $3asea| INO Jo %88 Ajolewixoidde ‘'€Q0Z ‘LE 19GUBIa(Q JO SY
's1eah G 01 20 JO SULB) BulltieWd) YIIM SBSEB] 8)(BJIOUBIUOU JBPUN adeds asea] Ip
"“Ajaanoadsal ‘000'S68'PSES Pue
000'LEL'69ES S! Z0OZ PUB £00Z 'LE Jaquesag Jo se sentedoid paIaquINdUs JO anjeA Y0Ogq 18U ay] "(g 910N 83s) sailadoid syl yum pa
-1BI100SSE SOSPI| PUB SIUAJ JO SJUBWUBISSE pue 1SN} JO SPaap Aq palaquinaua aue saiuadoid [elusl ANo JO GE ‘£00Z ‘LE J19qWadaq Jo sy

[2A AT 162'286 $

(LL9'ELL) (095°LL) uonepaidap parenusdoie ssa
668680°L LSBEZLL D
£98'80L 08z'zeL syuawanosdw sayid puehueda)
6£L'628 ZSL'vS8 suswanoidwi gue

L6216t $ sZyivy  $

2002 €002 p

(spuesnoy) ul) Buimoljoy syl J0 1SISU0D S3IU

LNINdOTIAIA HIANN SIILHIJOHd ANV SAILYIJO0Hd TVLN

‘€00z W suonesado BuiNURUOI 01 payIsse|oal
sem z00Z Ui paziubooal 1gap 40 JuswysinBuixs Ajea U0 S50| AIBUIPIOBIXS Yl ‘Gpl SYHS Ylim aduep.iosde uj 'suanelrsdo Buinunuos
01 Wa) AIBUIPIORIIXD WOLY POYISSEIOEI 8] ‘BIIAMIO UIBLIAD 193W JOU SOOP JBY] Widll AIRUIPIORIIXS UB SB PaljISSe|O Sem Jeyl 1qap 40 Jusw
-ysinBunxa Ased uo ssoj 10 ueb Aue sainbas YIym ‘(,GpL SY4S.) ,SUONIILOT (BIUYDS] PUE ‘EL "ON JUBWAEIS GBSV JO JUBLIPUIWY
‘b9 pue ‘p¥ ‘v "ON lUBWALIS G5V JO UOISSIISAY, ‘Gil "ON Spiepuelg Buiunoooy |eloueul JO JUSWBIELS pansst Sy ‘200z udy u|
‘SJURID YO0IS PUE SuBld UORAQ YO0I1S ‘LL BI0N 23S "EZ1 SVAS JU Solep an0ejje jEuibiio 61l 63Uis SpiEnme §j@ oy peidde
u33aQq PeyY poylsLL PAseq ANJeA Jiey 3yl Ji Poziub0oJal Usa(Q ABY PINOM YOILUM 1BY] UBY] SS3| Si LOOZ PUEB Z00Z 10} 8LIO0dU! 18U JO uon
-euUlWIBISP Ayl ul papnoul uonesusdwod saAojdwa paseq-1ois 0} PaIR[al 1S0D Y| gyl SY4S Jepun asuepind ainsoosIp pue uonisues)
ay1 o1 wensand £00Z ‘L Aenuer 19Ye pauas 1o payipow ‘pajuesb spieme aaAojdws je o1 Ajpandadsoud ‘(€21 SY4S,) LUOlesusdwon
paseg-3¥001s 10} Bununoddy, ‘gz1 "oN spiepuelg BuRuNoOY |BIOUEULY JO JUBWALRLS 4O suolsiAoid uoiuBooal anjea aiey 8y psidope
Auedwo) auy1 ‘£00z ‘L Aenuer aanoay] "uonesuadwiod asAojdwe paseq-y0ls 10y GURUNCIOE JO poyiaw paseq anjea siej ayl o) sebueyo
AjLueun|oA 1eY) AIUS ue 10} UOINSUEI] JO SPOLIaW SAIJBUISI[E SBSSAIPPE WIYM ‘(87| SV4S.,) .,24NS0jIsIQ pue uonisues) -uonesuadwo)
paseq-y001S 10} Hununooay, ‘gyl "ON Spiepuels Bununoody [elueULY JO JUBWSEIS Pansst dSy4 a4l ‘200z Jaquwiaaag uf




uity investments in certain publicly-traded companies and privately held entities primarily involved in the life science
Il of our investments in publicly-traded companies are considered “available for sale” under the provisions of Statement of
ccounting Standards No. 115, “Accounting for Certain Investments in Debt and Equity Securities” {“SFAS 115”). The follow-

ummarizes our available-for-sale securities {in thousands):

2003 2002
Adjusted ¢ost of available-for-sale securities $1,257 $ 3,210
Non- impairment charges - (1,334)
Gross unrealized gains 837 214
Gross unrealized losses (13) -
Fair value of available-for-sale securities $2,081 $ 2,090

Investments in privately held entities as of December 31, 2003 and 2002, totaled $45,045,000 and $37,560,000, respectively. Of these
totals, $42,331,000 and $35,356,000 are accounted for under the cost method. The remainder ($2,714,000 and $2,204,000 for 2003 and
2002, respectively) is accounted for under the equity method in accordance with Accounting Principles Board Opinion No. 18, “The
Equity Method of Accounting for Investments in Common Stock”(“APB 18”) and Emerging Issues Task Force {“EITF”) Topic D-46,
“Accounting for Limited Partnership investments” Equity in income for the year ended December 31, 2003 related to investments
accounted for under the equity method of accounting was $306,000 and is included in other income in the accompanying consolidat-
ed statements of income. During 2002, we recognized an impairment charge of $1,211,000 for other than temporary declines in the fair
value of our investments in privately held entities.

Net investment income of $536,000 was recognized in 2003 and is included in other income in the accompanying consolidated
statements of income. Net investment income during 2003 consists of equity in income of $306,000 related to investments accounted
for under the equity method of accounting, gross realized gains of $532,000 and gross realized losses of $302,000.

NSECURED LINE OF CREDIT AND UNSECURED TERM LOAN
e of credit that provides for borrowings of up to $440 million. Borrowings under our unsecured line of credit,

/e have an unsecured

ag.amended, bear interest at a floating rate based on our election of either a LIBOR-based rate or the higher of the bank’s reference

total Uabilifies to gross asset value ratio and a fixed charge coverage ratio. In addition, the terms of the unsecured line of credit
gstrict.among other things, certain investments, indebtedness, distributions and mergers. The unsecured line of credit expires
November 2006 and may be extended at our sole option for an additional one-year period. As of December 31, 2003, borrowings out-
standing on the unsecured line of credit carried a weighted average interest rate of 2.65%.

In November 2003, we obtained a $150 million unsecured term loan which bears interest at a floating rate based on our election of
either a LIBOR based rate or the higher of the bank’s reference rate and the Federal Funds rate, plus 0.5%. For each LIBOR based
advance, we must elect to fix for a period of one, two, three or six months. The unsecured term loan contains financial covenants sub-
stantially similar to those in our unsecured line of credit. The unsecured term loan expires in November 2008. As of December 31,
2003, the unsecured term loan carried a weighted average interest rate of 2.62%.

Aggregate borrowings under the unsecured line of credit and unsecured term loan may be limited to an amount based on the net
operating income derived from a pool of unencumbered properties. Accordingly, as we acquire or complete the development or rede-
velopment of additional unencumbered properties, aggregate borrowings available under the unsecured line of credit and unsecured
term loan will increase up to a maximum of $590 million. Under these provisions, as of December 31, 2003, aggregate borrowings
under our unsecured line of credit and unsecured term loan were limited to $479 million.

We utilize interest rate swap agreements to hedge a portion of our exposure to variable interest rates associated with our unse-
cured line of credit and unsecured term loan. These agreements involve an exchange of fixed and floating interest payments without
the exchange of the underlying principal amount {the “notional amount”}. Interest received under all of our swap agreements is based
on the one-month LIBOR rate. The net difference between the interest paid and the interest received is reflected as an adjustment to

interest expense.
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2003 2002

$ 3,342 $ -

22,520 21,853

9,735 10,286

8.68% note, due December 20086, secured by two properties in Durham, NC 11,880 12,038

8.25% note, due August 2007, secured by three properties in Gaithersburg, MD 9,700 9,808
9.125% note, due October 2007, with an effective interest rate of 7.25%

(includes unamortized premium of $1,379 at December 31, 2002), secured

by one property in Cambridge, MA - 18,777
7.22% note, due May 2008, secured by two properties, one in Chantilly, VA

and the other in Seattle, WA 34,410 34,852
6.95% note, due July 2009, secured by four propenties in San Diego, CA 40,225 41,259
8.71% note, due January 2010, secured by two properties, one in Worcester,

MA and the other in San Diego, CA 18,396 18,542
8.33% note, due November 2010, secured by two properties in Gaithersburg, MD 24,131 24,327
7.75% note, due July 2011, secured by six properties in San Diego, CA 23,633 23,839
7.40% note, due January 2012, secured by three properties in Gaithersburg, MD 27,778 28,031
6.21% note, due March 2013, secured by four properties, three in Alameda, CA

and one in San Diego, CA 33,564 -
6.36% note, due in September 2013, secured by three properties, two in

Rockville, MD and one in Beltsville, MD 29,898 -
7.165% note, due January 2014, secured by one property in Alameda, CA 2,138 3,520
7.75% note, due June 2016, secured by two properties in Seattle, WA 17,318 18,109
7.50% note, due August 2021, secured by one property in San Diego, CA 11,339 11,637

$ 320,007 $ 276,878

As of December 31, 2003, all of our secured notes payable, except for the 7.165% note, require monthly payments of principal and
interest. The 7.165% note requires monthly payments of interest and semi-annual payments of principal. The LIBOR-based loan
secured by the two properties in San Francisco, CA, may be extended, at our option, for an additional year.

Future principal payments due on secured notes payable as of December 31, 2003, are as follows {in thousands):

Weighted
Average
Year Amount Interest Rate
2004 $ 9,415 769%
2005 28,370 3.82%
2006 25,571 789%
2007 15,123 786%
2008 37859 722%
Thereafter 203,417 729%
Subtotal 319,755 706%
Unamortized premium 262
$320,007

A loan related to a property developed in the San Francisco Bay market has a maturity date of 2005, which may be extended at our
option for an additional year. If we extend the maturity date of this loan, the weighted average interest rates for 2005 and 2006 would
be 7.29% and 5.57%, respectively
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stock totaling $1.7 million and $2.4 million for our Series A and Series B preferred stock, respectively, was recorded as a reduction to
additional paid-in capital in the years that the preferred stock was issued. Upon any redemption of our Series A and Series B preferred
stock, the respective offering costs, representing the excess of the fair value of the consideration transferred to the holders over the
carrying amount of the preferred stock, will be recognized as a dividend to preferred stockholders. Dividends on preferred stock are

deducted from net income to arrive at net income allocable to common stockholders.

‘e have elected to provide discretionary profit sharing contributions (subject to statutory limitations), which
28,000 and $353,000, respectively, for the years ended December 31, 2003, 2002 and 2001. Employees who

immediately vested in their contributions and in the contributions of the company.

Concentration of Credit Risk

We maintain our cash and cash equivalents at insured financial institutions. The combined account balances at each institution period-
ically exceed FDIC insurance coverage, and, as a result, there is a concentration of credit risk related to amounts in excess of FDIC
insurance coverage. We believe that the risk is not significant.

We are dependent on rental income from relatively few tenants in the life science industry. The inability of any single tenant to
make its lease payments could adversely affect our operations. As of December 31, 2003, we held leases with a total of 179 tenants
and 50 of our 89 properties were each leased to a single tenant. At December 31, 2003, our three largest tenants accounted for approx-
imately 12.8% of our aggregate annualized base rent.

We generally do not require collateral or other security from our tenants, other than security deposits. In addition to security
deposits held in cash, we held $24.1 million in irrevocable letters of credit available from certain tenants as security deposits for 569

leases as of December 31, 2003.

Commitments
As of December 31, 2003, we were committed under the terms of construction contracts to complete the construction of properties
under development at a remaining aggregate cost of $11.7 million.
As of December 31, 2003, we were also committed to fund approximately $12.5 million for the construction of building infrastruc-
ture improvements under the terms of leases and/or construction contracts and approximately $19.5 million for certain investments.
Ground lease obligations as of December 31, 2003 include leases at six of our properties and one land development parcel. These
lease obligations, of approximately $65.4 million, have remaining lease terms of 29 to 51 years, exclusive of extension options.

TE|11: STOCK QPTION PLANS AND STOCK GRANTS
gﬂmu ocklPlan
It 1997, we adgpted a stock option and incentive plan (the “Stock Plan”) for the purpose of attracting and retaining the highest quality
pgrsonnel, Eof&: for additional incentives and promoting the success of the company by providing employees the opportunity to
agquirp commpn stpck pursuant to (i) options to purchase common stock; and (ii} share awards. As of December 31, 2003, a totat of

308,5.
Optons under otir plan have been granted at prices that are equal to the market value of the stock on the date of grant and expire

shareq werg reserved for the granting of future options and share awards under the Stock Plan.

—~

n-years afterlthe.date of grant. Employee options vest ratably in three annual installiments from the date of grant. Non-employee

director options vest immediately on the date of grant. The options outstanding under the Stock Plan expire at various dates through
October 2012.

In addition, the Stock Plan permits us to issue share awards to our employees and non-employee directors. A share award is an
award of common stock which {i) may be fully vested upon issuance or (ii} may be subject to the risk of forfeiture under Section 83 of
the Internal Revenue Code. Shares issued generally vest over a one to three year period from the date of issuance and the sale of the
shares is restricted prior to the date of vesting. During 2003, we awarded 92,483 shares of common stock. These shares were record-
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The following table summarizes information about stock options outstanding at December 31, 2003:

Options Outstanding Options Exercisable
Weighted
Average Weighted Weighted
Range of Number Remaining Average Number Average
Exercise Outstanding Contractual Exercise Exercisable Exercise
Prices at 12/31/03 Life Price at 12/31/03 Price
$20.00-$32.06 290,550 3.84 $24.07 290,550 $24.07
$32.94-$43.00 281,033 747 $38.70 175,536 $37.93
$43.24-$4769 238,000 8.35 $45.31 67334 $45.60
&-.m : AUARTERDLY FINANCIAL DATA (UNAUDITED)
Followinglis afsunimary of consolidated financial information on a quarterly basis for 2003 and 2002:
Quarter
ANDS, mxomv\vmm siphe AMOUNTS) First Second Third Fourth
Lies $ 40,039 $ 39,455 $ 40,085 $40,979
onfe av ommon stockholders $ 9,925 $ 10,324 $ 19,369 $ 11,127
ncome per share:
Income from continuing operations $ 062 $ 061 $ 063 $ 0.69
Income from discontinued operations, net $ 0.03 $ 0.05 $ 050 $ 001
Netincome $ 064 $ 0.66 $ 114 $ 0.70
Netincome available to common stockholders $ 053 $ 054 $ 102 $ 058
Diluted income per share:
Income from continuing operations $ 061 $ 060 $ 063 $ 068
Income from discontinued operations, net $ 0.03 $ 0.05 $ 049 $ 0.01
Netincome $ 063 $ 0.65 $ 112 $ 069
Net income available to common stockholders $ 052 $ 054 $ 100 $ 057
2002
Revenues $ 33,098 $ 34,253 $ 36,236 $38,684
Netincome available to common stockholders $ 7698 $ 7996 $ 8,530 $ 7229
Basic income per share:
Income from continuing operations $ 054 $ 057 $ 055 $ 052
Income {loss) from discontinued operations, net $ 0.04 $ 004 $ 004 $ (0.02)
Net income $ 059 $ 061 $ 059 $ 050
Net income available to common stockholders $ 047 $ 048 $ 047 $ 038
Diluted income per share:
Income from continuing operations $ 053 $ 056 $ 054 $ 051
Income (loss) from discontinued operations, net $ 0.04 § 004 $ 004 $ (0.02)
Netincome $ 057 $ 060 $ 058 $ 050
Net income available to common stockhalders $ 046 $ 047 $ 048 $ 038

its current fair value, and 6} actions necessary to complete the plan of sale indicate that it is unlikely that significant changes to the
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Our common stock is traded on the New York Stock Exchange (“NYSE”) under the symbol “ARE” As of December 31, 2003, there were

approximately 231 holders of record of our common stock (excluding beneficial owners whose shares are held in the name of CEDE &

Co.). The following tabie sets forth the quarterly high and low sales prices per share of our common stock as reported on the NYSE

and the distributions paid by us with respect to each such period.

Period High Low Per Share Disribution
October 1, 2003 to December 31, 2003 $ 58.99 $ 48.03 $0.58
July 1, 2003 to September 30, 2003 $ 48.55 $ 44.34 $ 056
April 1, 2003 to June 30, 2003 $ 45.63 $ 41.61 $0.53
January 1, 2003 to March 31, 2003 $ 42.80 $ 39.81 $053
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BOARD OF DIRECTORS

Jerry M. Sudarsky
Chairman of the Board of Directors
Alexandria Real Estate Equities, Inc.

Joel S. Marcus
Chief Executive Officer

Alexandria Real Estate Equities, Inc.

James H. Richardson
President

Alexandria Real Estate Equities, In

Richard B. Jennings
President

Realty Capital International Inc.

Richard H. Klein, CPA

Entrepreneur

Anthony M. Solomon
Chairman, The Blackstone Alternate Asset
Management Advisory Board

Alan G. Waiton,
Ph.D., D.Sc.
General Partner

Oxford BioScience Partners

Richmond A. Wolf
Director - Office of Technology Transfer
California Institute of Technology

SENIOR OFFICERS

Joel S. Marcus
Chief Executive Officer

James H. Richardson

President

Peter J. Nelson

Chief Financial Officer, Senior Vice
President, Operations, Treasurer
and Secretary

Vincent R. Ciruzzi
Senior Vice President,

Construction and Development

COMMON STOCK
Listed on the New York
Stock Exchange
Symbol ARE

CORPORATE OFFICES

135 North Los Robles Avenue
Suite 250

Pasadena, CA 91101

{626) 578-0777

TRANSFER AGENT
American Stock Transfer
and Trust Company

59 Maiden Lane

New York, NY 10038
(212) 936-5100

LEGAL COUNSEL
Mayer, Brown, Rowe & Maw

Los Angeles, California

AUDITORS
Ernst & Young LLP

Los Angeles, California

ANNUAL MEETING

The Annual Meeting of Shareholders will
be held at 10:30 a.m., May 12, 2004, The
Library at the Athenaeum at California
Institute of Technology, Pasadena,

California.

SEC FORM 10-K

A copy of the Company’s Annual Report
to the Securities and Exchange
Commission on Form 10-K is available

without charge, upon written request to:

Corporate Information

Alexandria Real Estate Equities, Inc.
135 North Los Robles Avenue

Suite 250

Pasadena, CA 91101

(626) 396-4828




