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PROPERTY LOCATIONS
PS Business Parks, Inc.

(As of December 31, 2005)

SSoouutthheerrnn  CCaalliiffoorrnniiaa
Rentable Square Feet: 3,896,000
Buena Park
Carson
Cerritos
Culver City
Irvine
Laguna Hills
Lake Forest
Monterey Park
Orange
San Diego
Santa Ana
Signal Hill
Studio City
Torrance

NNoorrtthheerrnn  CCaalliiffoorrnniiaa
Rentable Square Feet: 1,500,000
Hayward
Monterey
Sacramento
San Jose
San Ramon
Santa Clara
South San Francisco

OOrreeggoonn
Rentable Square Feet: 1,344,000
Beaverton
Milwaukie

WWaasshhiinnggttoonn
Rentable Square Feet: 28,000
Renton

AArriizzoonnaa
Rentable Square Feet: 679,000
Mesa
Phoenix
Tempe

NNoorrtthheerrnn  TTeexxaass
Rentable Square Feet: 1,688,000
Dallas
Farmers Branch
Garland
Irving
Mesquite
Plano
Richardson

SSoouutthheerrnn  TTeexxaass
Rentable Square Feet: 1,166,000
Austin
Houston
Missouri City

VViirrggiinniiaa
Rentable Square Feet: 2,786,000
Alexandria
Chantilly
Fairfax
Herndon
Lorton
Merrifield
Springfield
Sterling
Woodbridge

MMaarryyllaanndd
Rentable Square Feet: 1,238,000
Beltsville
Gaithersburg
Rockville

FFlloorriiddaa
Rentable Square Feet: 3,230,000
Miami

WA
(1)

OR
(3)

CA
(31)

AZ
(6)

TX
(18)

VA
(17)

MD
(3)

FL
(1)

Divisional /Regional Office

(   ) = Number of parks in state



CUMULATIVE TOTAL RETURN

PS Business Parks, Inc. and NAREIT Equity Index
December 31, 2000 - December 31, 2005
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The graph set forth above compares the yearly change in the cumulative total shareholder return on the Common Stock of the Company
for the five-year period ended December 31, 2005 to the cumulative total return of the National Association of Real Estate Investment
Trusts Equity Index (“NAREIT Equity Index”) for the same period (total shareholder return equals price appreciation plus dividends).
The stock price performance graph assumes that the value of the investment in the Company’s Common Stock and the NAREIT Equity
Index was $100 on December 31, 2000 and that all dividends were reinvested.  The stock price performance shown in the graph is not
necessarily indicative of future price performance.

12/31/00 12/31/01 12/31/02 12/31/03 12/31/04 12/31/05

PS Business Parks, Inc. $100.00 $118.53 $123.81 $165.94 $186.35 $208.61

NAREIT Equity Index $100.00 $113.93 $118.29 $162.21 $213.43 $239.39



TO OUR SHAREHOLDERS
PS Business Parks, Inc.

FROM THE CHAIRMAN OF THE BOARD

Our company made marked improvements on many fronts in 2005.  Most significantly, 2005

was a year in which commercial real estate fundamentals improved measurably in each of our

markets.  Continued strength in the economy facilitated improved operating metrics in 2005

and paved the way for continued success and growth in 2006.

Reflecting the improving conditions in the commercial real estate environment in 2005, net

income improved from $1.33 per diluted share in 2004 to $1.47 per diluted share in 2005.

This improvement in net income per share is attributable to a combination of improving

operating income as well as gains on asset sales.  The gains realized in 2005 resulted largely from

the Company’s ability to capitalize on a very active investment environment and to sell non-

strategic properties at premium prices.  Several properties were sold at prices significantly higher

than our estimate of their long-term intrinsic value.  Other key per share metrics we focus on

at PS Business Parks include funds from operations and funds available for distribution. Funds

from operations, which is a key industry metric measuring the operating performance of the

Company, excluding non-cash items such as depreciation, was relatively unchanged from $3.49

in 2004 to $3.50 in 2005.  Funds available for distribution, the cash that we have available to

distribute to our shareholders after necessary capital expenditures, was $2.21 per share in 2005,

up from $1.93 in 2004.  A schedule reconciling funds from operations and funds available for

distribution to net income is included in this report.

As I have repeatedly stated, measuring our results on a per share basis provides the most

meaningful view for our shareholders, as changes in business size mean little unless translated

into value for our owners.

Operating Review
Clearly, 2005 was a year of transition, with each quarter bringing improving market

conditions and corresponding improvements in our results.  We have teams of seasoned real

estate professionals positioned across the country in each of our markets with the knowledge

and drive to seize every opportunity in their markets to bring added value to the company.

Each quarter during 2005, we improved occupancy rates, with overall occupancy in the

fourth quarter of 93.0% compared to 89.9% in the fourth quarter of 2004.  Tenant retention,

which measures our ability to retain our existing tenants thereby reducing the impact of



releasing space to a new tenant, improved steadily over the year with 2005 total retention of

60.5% compared to 53.2% in 2004.

Another metric that reflects both the focus of our teams and improving market conditions is

the amount of capital we spend annually to maintain and lease our portfolio.  In 2004, we

spent on average $2.38 per square foot in capital costs, while in 2005, we brought this

number down to $2.01 per square foot.  These trends reflect the efforts of our team to create

value in an improving market environment.

The chart below compares the operating results of our same park assets and highlights the fact

that 2005 was the first time in three years that we were able to report positive same park

growth as a result of improving market conditions.

R a t e s  o f  

2005 2004 2003 2002 2001 2000 1999 1998 

Rental income growth 3.1% (2.0%) (0.2%) 1.4% 6.0% 7.5% 8.1% 5.9%

Cost of operations growth 3.3% 1.9% 1.8% 3.9% 3.8% 2.7% 1.5% 0.4%

Net operating income growth 3.0% (3.2%) (0.9%) 0.5% 6.8% 9.3% 11.4% 9.5%

Weighted average occupancy

for the year 92.2% 90.5% 92.7% 94.3% 95.6% 96.8% 97.0% 96.8%

Going into 2006, we anticipate that market conditions should continue to improve, resulting

in a greater ability to increase rents, further reduce transaction costs and limit exposure to less
viable tenants.  With the winds shifting to our back, we expect to be able to negotiate lease
transactions that will continue to improve our operating metrics and increase the value of the
enterprise.  As we have told our teams as we head into 2006 “now the fun starts.”

Over the course of 2005, we positioned ourselves from a capital standpoint to take
advantage of our ability to redeem high rate preferred equity.  With $200 million of cash
on our balance sheet at year end, we have the capacity to redeem $120 million of
preferred equity in 2006 that has an average yield of 9.4%.  Going forward, these

R a t e s  o f  G r o w t h



redemptions will provide the company with significant earning growth and higher levels
of free cash flow.

Over the past eight years, as a publicly traded entity, we have been a sound investment for our
owners providing a cumulative total return, which includes appreciation in stock price
combined with dividends paid, of 121.3%.  This is particularly impressive when compared to
the NAREIT Equity Index delivering a cumulative total return of 102.9% and the S&P 500
Index delivering 51.0% over the same period.

Cumulative

Returns 2005 2004 2003 2002 2001 2000 1999 1998 

PSB 121.3% 11.9% 12.3% 34.1% 4.5% 18.6% 27.3% (0.6%) 13.2%

NAREIT Equity Index 102.9% 12.2% 31.6% 37.1% 3.8% 13.9% 26.4% (4.6%) (17.5%)

S&P 500 Index 51.0% 4.9% 10.9% 28.7% (22.1%) (11.9%) (9.1%) 21.0% 28.6%

Creating shareholder value for the long term has and will continue to be our primary objective.
All that we do each and every day is focused on this objective. 

Ronald L. Havner, Jr.
Chairman of the Board
March 28, 2006

A v e r a g e  T o t a l  A n n u a l  P e r  S h a r e  R e t u r n



FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

Introduction
PS Business Parks’ (“PSB”) strategy is to own, operate and invest in multi-tenant flex, office and
industrial properties that cater to smaller users of commercial space.  We strive to expand our
presence in economically deep and diverse markets, since our properties have an ability to appeal
to a broad range of businesses.  Our success is dependent on a decentralized operating platform
led by market experts who have the skill and tenacity to produce superior results.  We give them
the tools and authority to cater to and serve a component of the commercial market that some
landlords may view as too small, but by our estimation and track record remains quite vibrant
and secure.  As a backbone to this framework, we are focused on preserving a capital structure
built upon a low level of debt and high cash retention.  Like our operating strategy, PS Business
Parks’ capital structure is poised to be nimble and efficient should opportunities arise which meet
our long-term investment hurdles.  In 2005, PS Business Parks’ results demonstrated market
leadership on both a local and company-wide basis, as we produced solid progress on numerous
fronts as the year unfolded.  Let me review the specifics of our 2005 results. 

2005 Results

People and Leadership
No company can expect to produce quality results without the drive and enthusiasm of a great
team.  In 2004, we were fortunate to promote and hire key executive leaders and enhance PSB’s
operational, financial and investment leadership.  This year, their collective efforts drove positive
results for PS Business Parks in many areas of the Company.  John Petersen, our Chief Operating
Officer, led a talented group of divisional leaders who collectively outperformed in each market
area where we conduct business.  Maria Hawthorne, Senior Vice President who runs the East
Coast, where 43% of the Company’s revenue is generated, led her team to exceptional
operational performance and increased occupancy by 340 basis points, achieving occupancy of
95.5% by year end.  Our financial strength continues to be highly regarded, and under Ed Stokx’s
guidance as Chief Financial Officer, we maintained enviable financial ratios.  Joe Miller, Chief
Financial Officer of Operations, improved the quality of internal systems and led our successful
review of Sarbannes-Oxley compliance, where we remain in good standing.  Brett Franklin,
Senior Vice President, Acquisitions and Dispositions, evaluated acquisition opportunities in each
of our markets in order to source quality acquisitions, while also commanding excellent value
from assets sold.  PSB’s executive leaders continue to find ways to drive success in each area of
our business, and I am proud of the teamwork they have demonstrated to drive results. 

Operations
We entered 2005 on the heels of four years of challenging market dynamics as landlords had
limited ability to improve property rental revenue. In early 2005, job growth and economic
vitality triggered tenant demand, especially in more economically diverse areas like Southern



California, Washington DC and Miami.  In fact, for the first time in several years, each of
PS Business Parks’ markets posted positive net absorption (the statistical measurement of gains
or losses of market occupancy) as companies became net acquirers of commercial space. 

Our challenge in 2005 was to capture as much of this demand as possible, knowing that we faced
a higher than typical expiration schedule of 23.5%.  PSB turned this challenge into an
opportunity and successfully leased approximately 5.2 million square feet, enough to grow
company occupancy to 93% by year end, a 310 basis point improvement.  By year end, 76% of
the portfolio was at or above 93% occupancy, a level at which we can improve the rental rates we
charge for our spaces.  Beyond achieving this level of leasing, a key 2005 initiative was to
emphasize building relationships with the 3,300 plus customers in our business parks.  We saw
improvement from these efforts as full-year customer retention equaled 60.5%, materially
stronger than the 53.2% achieved in 2004.  Higher retention and better overall market
conditions also helped us drive down transaction costs, from $2.38 per square foot in 2004 to
$2.01 per square foot in 2005, a $7.8 million reduction.  With better occupancy and market
demand, NOI grew positive 3% for the year, compared to negative 3.2% in 2004.  On balance,
PS Business Parks made solid operational progress in 2005, with market conditions poised for
continued improvement in 2006. 

Capital Allocation
The investment arena remained quite competitive in 2005, with capital available to invest from
both private and public real estate entities at historically high levels.  Interest rates were relatively
low, and investors at large displayed extreme competitive behavior that often bid up values beyond
normalized investment hurdles. It was a good year to be a seller, and we were able to extract
attractive values from less desirable assets in the portfolio.  The largest property sold was in
Portland, Oregon, for $68.1 million.  The Company’s asset base in Portland is now approximately
1.2 million square feet and better positioned to compete more effectively as that market recovers.
We also sold six small buildings and a strip retail center in Miami at a blended price of $180 per
square foot. We had acquired these assets as a component of the MICC portfolio acquisition for
$62 per square foot at the end of 2003.  

Despite the competitive market conditions that prevailed in 2005, we were able to acquire the Rose
Canyon business park in San Diego, a 233,000 square foot, 14-building park with 130 customers.
Rose Canyon is extremely well located in one of our most vibrant markets, with the average size
customer below 2,000 square feet.  Rose Canyon is a good complement to PSB’s existing properties
in San Diego where we now own 768,000 square feet of property within a ten-mile radius, giving
our team a stronger base from which to serve the 500 customers we have in that region.

In addition to property investments and dispositions, we saw good value in our own shares and
continued to repurchase PSB common stock.  In total, we acquired $16.6 million of stock at an



average cost of $46.02 per share.  Going forward, we will continue to assess the value of
deploying capital through both direct real estate and stock repurchases.

Financial Strategy
PSB maintains one of the strongest capital structures in the REIT industry, providing the
strength to maneuver through difficult market conditions.  Our capital structure enables the
efficient issuance of additional equity or debt, as we strive to keep our leverage ratios at low levels
to better position us for investment opportunities.  A key component of our financial strength is
adhering to a financial strategy that retains significant levels of cash.  This results in consistently
healthy Funds from Operations (FFO) and Funds Available for Distribution (FAD) payout
ratios, which were 33% and 52%, respectively, in 2005.  Another cornerstone of our financial
strategy is to minimize the use of debt, reducing the encumbrances and risks of traditional
leverage.  Instead, we utilize perpetual preferred stock as a primary equity source to grow the
enterprise.  In 2005, we issued approximately $100 million in perpetual preferred equity in an
effort to lock rates at near historical lows and to pre-fund a series of redeemable securities which
are callable in 2006.  Just two years ago, PSB’s average yield was 8.9% on these securities. We
have issued nearly $540 million of preferred equity at favorable levels since the beginning of
2004, taking the average yield of these securities to 7.7%, significantly reducing quarterly
distributions while providing healthy future FFO accretion.  

Conclusion
In 2005, PS Business Parks made significant strides in our operational, financial and investment
initiatives.  As we look toward 2006, our position is significantly stronger than it was a year ago.
Market conditions have improved, our financial posture is even stronger and the opportunities
to invest in new assets, though competitive, give us optimism as we pursue new opportunities
with a team of leaders that is tenacious, creative and competitive.  The Company’s financial
strength should continue to facilitate sensible growth, as we will stay focused on both improving
day-to-day fundamentals of the business, while deploying capital sensibly to provide our
shareholders an excellent long-term investment.  In our eight years as a public entity, we have
delivered on that promise with a total return to our shareholders of 121.3% and a 15.2% average
annual return. Our total return far exceeded the 102.9% return for NAREIT and the 51.0%
return for the S&P 500 Index .

We look forward to enhancing your investment in PS Business Parks and thank you for your
confidence in our abilities.

Joseph D. Russell, Jr.
President and Chief Executive Officer 
March 28, 2006



For the Year Ended December 31,
2005 2004

Computation of Diluted Funds From Operations per Common Share (“FFO”)(1):

Net income allocable to common shareholders $ 32,283 $ 29,123
Adjustments:

Gain on disposition of real estate (18,109) (15,462)
Depreciation and amortization 77,420 73,793
Minority interest in income - common units 10,869 9,760

FFO allocable to common shareholders/unit holders $102,463 $ 97,214

Weighted average common shares outstanding 21,826 21,767
Weighted average common OP units outstanding 7,305 7,305
Weighted average common share equivalents outstanding 192 193

Weighted average common shares and OP units for purposes 
of computing fully-diluted FFO per common share 29,323 29,265

Diluted FFO per common share equivalent $ 3.49 $ 3.32

Computation of Funds Available for Distribution (“FAD”)(2):

FFO allocable to common shareholders $102,463 $ 97,214

Adjustments:
Maintenance capital expenditures (8,075) (8,760)
Tenant improvements (19,179) (27,388)
Lease commissions (8,567) (7,465)
Straight-line rent (3,635) (3,143)
Stock based compensation expense 1,060 914
In-place rents adjustment 155 156
Lease incentives 144 —
Impact of EITF Topic D-42 301 5,005

FAD $ 64,667 $ 56,533

Distributions to common shareholders and unit holders $ 33,789 $ 33,748

Distribution payout ratio 52.3% 59.7%

Computation of Funds from Operations (“FFO”) and Funds Available for Distribution (“FAD”)
(Unaudited, in thousands, except per share amounts)

(1) Funds From Operations (“FFO”) is computed in accordance with the White Paper on FFO approved by the Board
of Governors of the National Association of Real Estate Investment Trusts (“NAREIT”).  The White Paper defines FFO
as net income, computed in accordance with generally accepted accounting principles (“GAAP”), before depreciation,
amortization, minority interest in income, gains or losses on asset dispositions and extraordinary items.  FFO should
be analyzed in conjunction with net income.  However, FFO should not be viewed as a substitute for net income as a
measure of operating performance or liquidity as it does not reflect depreciation and amortization costs or the level of
capital expenditure and leasing costs necessary to maintain the operating performance of the Company's properties,
which are significant economic costs and could materially impact the Company's results from operations.  Other
REITs may use different methods for calculating FFO and, accordingly, the Company's FFO may not be comparable
to other real estate companies.

(2) Funds available for distribution (“FAD”) is computed by deducting from consolidated FFO recurring capital expenditures,
which the Company defines as those costs incurred to maintain the assets' value, tenant improvements, capitalized
leasing commissions and straight-line rent from FFO and adding impairment charges and stock based compensation
expense, amortization of lease incentives, in-place rents adjustment and the impact of EITF Topic D-42.  Like FFO,
the Company considers FAD to be a useful measure for investors to evaluate the operations and cash flows of a REIT.
FAD does not represent net income or cash flow from operations as defined by GAAP. 



























































































































































































Corporate Headquarters

701 Western Avenue
Glendale, California 91201-2349
(818) 244-8080 Telephone
(818) 242-0566 Facsimile

Website

www.psbusinessparks.com

Board of Directors

RONALD L. HAVNER, JR. (1998)
Chairman of the Board
Vice-Chairman of the Board, President and Chief 
Executive Officer of Public Storage, Inc.

JOSEPH D. RUSSELL, JR. (2003)
President and Chief Executive Officer  

R. WESLEY BURNS (2005)
Consulting Managing Director
PIMCO

VERN O. CURTIS (1990)
Private Investor

ARTHUR M. FRIEDMAN (1998)
Private Investor

JAMES H. KROPP (1998)
Senior Vice President– Investments   
Gazit Group USA, Inc.

HARVEY LENKIN (1998)
Retired President and Chief Operating Officer   
Public Storage, Inc.

ALAN K. PRIBBLE (1998)
Private Investor

JACK D. STEELE (1990)
Private Investor

(    ) =  date director was elected to the Board

Transfer Agent

American Stock Transfer & Trust Company
59 Maiden Lane
New York, NY  10038

Independent Registered Public Accounting Firm

Ernst & Young LLP
Los Angeles, CA  

Stock Listing

PS Business Parks, Inc. is traded on the American
Stock Exchange under the symbol “PSB.”

Executive Officers

JOSEPH D. RUSSELL, JR.
President and Chief Executive Officer

JOHN W. PETERSEN
Executive Vice President and Chief Operating
Officer

EDWARD A. STOKX
Executive Vice President, Chief Financial
Officer and Secretary

M. BRETT FRANKLIN
Senior Vice President, Acquisitions and
Dispositions

MARIA R. HAWTHORNE
Senior Vice President, East Coast

JOSEPH E. MILLER
Senior Vice President, Chief Financial Officer
of Operations

Vice Presidents

COBY A. HOLLEY
Vice President, Pacific Northwest Division

ROBIN E. MATHER
Vice President, Southern California Division

WILLIAM A. McFAUL
Vice President, Washington Metro Division

EDDIE F. RUIZ
Vice President, Director of Facilities

VIOLA I. SANCHEZ
Vice President, Southeast Division

Regional and Corporate Management

TRENTON A. GROVES
Corporate Controller

STUART H. HUTCHISON
Regional Manager, Southern California

KURT G. HYSEN
Regional Manager, Northern California

CLARK MAIER
Regional Manager, Washington Metro

ANDREW A. MIRCOVICH
Regional Manager, Southern California

DAVID A. VICARS
Regional Manager, Midwest

CORPORATE DATA
PS Business Parks, Inc.
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