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PROPERTY LOCATIONS
PS Business Parks, Inc.

(As of December 31, 2004)

Southern California
Rentable Square Feet: 3,663,000
Buena Park
Carson
Cerritos
Culver City
Irvine
Laguna Hills
Lake Forest
Monterey Park
Orange
San Diego
Santa Ana
Signal Hill
Studio City
Torrance

Northern California
Rentable Square Feet: 1,497,000
Hayward
Monterey
Sacramento
San Jose
San Ramon
Santa Clara
South San Francisco

Oregon
Rentable Square Feet: 1,910,000
Beaverton
Milwaukie

Washington
Rentable Square Feet: 28,000
Renton

Arizona
Rentable Square Feet: 679,000
Mesa
Phoenix
Tempe

Northern Texas
Rentable Square Feet: 1,690,000
Dallas
Farmers Branch
Garland
Las Colinas
Mesquite
Plano
Richardson

Southern Texas
Rentable Square Feet: 1,162,000
Austin
Houston
Missouri City

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

Maryland
Rentable Square Feet: 1,242,000
Beltsville
Gaithersburg
Rockville

Florida
Rentable Square Feet: 3,331,000
Miami

WA
(1)

OR
(5)

CA
(30)

AZ
(6)

TX
(18)

VA
(17)

MD
(3)

FL
(1)

Divisional /Regional Office

(   ) = Number of parks in state

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 and Chief 
Executive Officer of Public Storage, Inc.

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

VERN O. CURTIS (1990)
Private Investor

ARTHUR M. FRIEDMAN (1998)
Private Investor

JAMES H. KROPP (1998)
Portfolio Manager of Realty Enterprise 
Funds

HARVEY LENKIN (1998)
President and Chief Operating Officer of 
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 Auditors

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

Property Management

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
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CUMULATIVE TOTAL RETURN

PS Business Parks, Inc. and NAREIT Equity Index
December 31, 1999 - December 31, 2004
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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, 2004 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, 1999 and that all dividends were reinvested.  The stock price performance shown in the graph is not
necessarily indicative of future price performance.

12/31/99 12/31/00 12/31/01 12/31/02 12/31/03 12/31/04

PS Business Parks, Inc. $100.00 $127.26 $150.87 $157.59 $211.21 $237.19

NAREIT Equity Index $100.00 $126.37 $143.97 $149.47 $204.98 $269.70
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TO OUR SHAREHOLDERS
PS Business Parks, Inc.

FROM THE CHAIRMAN OF THE BOARD

Our 2004 results reflected the challenges the Company continued to face through a difficult

commercial real estate environment.  Per share changes are as follows: book value from

$23.28 in 2003 to $23.17 in 2004; net income from $1.54 to $1.33; funds from operations

from $3.38 to $3.32; and net asset value or enterprise value was unchanged at

approximately $35.00.  Our funds available for distribution, the cash that we can distribute

to owners after necessary capital expenditures, was $1.93 per share, down from $2.74 in

2003, reflecting the impact of higher transaction costs.  A schedule reconciling funds from

operations and funds available for distribution to net income is included in this report.  

As always, we measure our results on a per share basis, since changes in business size mean

little unless translated into value for our owners.

Operating Review
Our operating results for the year reflect several positive factors:

• The exceptional operating skills of our people to maintain stable Net Operating Income

in a very challenging economic environment, a true “customer’s market.”

• The overall quality of our portfolio, both in terms of markets and product.

• The inherent resiliency of our product, especially our small-tenant product.

For the year, same park net operating income decreased 3.2 percent and our occupancy

declined to 90.5 percent.  While both of these key metrics declined from the prior year, we

have started to see both rental rates and occupancies stabilize in many markets.

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

2004 2003 2002 2001 2000 1999 1998 

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

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

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

Weighted average occupancy
for the year 90.5% 92.7% 94.3% 95.6% 96.8% 97.0% 96.8%
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The last three years have been the “down cycle,” as customer demand evaporated and

landlords were left fighting for modestly viable customers.  Generous concessions,

especially in the form of tenant improvements, have led to dramatically reduced returns

on invested capital.  For the Company, the pain has been much less than most.  Quality

properties, minimal “dot com” and “telcom” tenants and very capable operating

personnel helped manage the storm.  In 2005, we need to adapt to a dramatically

improved economic environment and significantly reduce our capital commitment to

customer space.  

Like others in commercial real estate, the Company faces an extremely competitive

environment to acquire additional properties.  As Warren Buffet says, “When money is

cheap - assets are dear,” and money is cheap right now.

We expect modest earnings improvement but dramatically improved “value creation” going

forward.  The winds are shifting in our favor and our shorter than average lease duration

should enable the Company to take advantage of improving market fundamentals sooner

than most. 

Our operating personnel have been able to hold the line on expense growth and have

maintained above market occupancies.  These operating skills, combined with our portfolio

quality, have helped mitigate the impact of the economic downturn and its impact on the

commercial real estate environment.

In 2004, we refinanced several preferred stock issues, lowering our “permanent” funding

costs to below 8 percent.  We may have additional opportunities in the coming years to

refinance about $130 million of preferred equities, assuming a favorable rate

environment.

We’ve concluded a challenging year and are well positioned for the opportunities ahead of

us.  Over the past seven years, as a publicly traded entity, we have been a sound investment

for our owners providing a cumulative total return of 167 percent.  This is particularly

impressive when compared to the NAREIT Equity Index delivering a cumulative total

return of 112 percent and both the S&P 500 Index and the NASDAQ Composite

delivering 39 percent over the same period.
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A v e r a g e  A n n u a l  P e r  S h a r e  R e t u r n

Cumulative

Returns 2004 2003 2002 2001 2000 1999 1998 

PSB 167.2% 12.3% 34.1% 4.5% 18.6% 27.3% (0.6%) 13.2%

NAREIT Equity Index 112.2% 31.6% 37.1% 3.8% 13.9% 26.4% (4.6%) (17.5%)

S&P 500 Index 38.6% 10.9% 28.7% (22.1%) (11.9%) (9.1%) 21.0% 28.6%

NASDAQ Composite 38.5% 8.3% 50.0% (31.5%) (21.0%) (39.2%) 85.6% 39.6%

Growth in estimated

enterprise value 71.9% (0.7%) (0.4%) 6.0% 8.1% 17.0% 12.8% 29.1%

We continue to focus on creating shareholder value for the long term.  In the long run, we

expect that our total return to owners will equal the growth in enterprise value and

dividends.  Accordingly, driving business value for the long run, in a prudent and disciplined

manner remains our focus.  

Ronald L. Havner, Jr.

Chairman of the Board

March 22, 2005
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FROM THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

PS Business Parks’ disciplined approach to owning and operating flexible commercial real

estate continues to provide long-term advantages to our shareholders.  Our commitment to

serve small to medium sized users in multi-tenant flex office and industrial properties remains

core to our operating and investment strategy. This unique strategy coupled with PSB’s

conservative and secure financial platform, provides added protection from the often

unavoidable market cycles prevalent in commercial real estate. Our decentralized

management structure provides an ability to be nimble in our daily decision making, while

facilitating long-term choices for the health and vitality of the enterprise.  The PSB team of

professionals is dedicated to deliver exceptional value to our customers and our shareholders.

Let me review a few of the highlights from our collective efforts in 2004.  

Economic drivers improved customer demand. In 2004, we saw evidence of improving

customer demand in many of our markets. Our leasing and property management teams had

their most productive year ever, executing nearly 1,600 transactions totaling approximately

six million square feet.  With this leasing volume, we re-wrote leases on nearly 33 percent of

the portfolio, bringing new and exciting customers into our properties. We look forward to

establishing long-term relationships with these companies by catering to their evolving space

requirements.  Southern California and Metropolitan Washington DC continue to benefit

from stronger market conditions, as our results were the strongest here. Realized rent per

square foot increased by 4.2 percent, and occupancies held strong at 95.3 percent.  After

nearly five years of erosion brought about by over expansion of technology firms and

corporate downsizing, negative economic drivers appear to be subsiding in our more

challenged markets of Northern California; Portland, Oregon; and Texas.  While rental rates

and occupancies have declined under these tough market conditions, we have begun to see

increased levels of leasing activity, a hopeful indication that we can reverse the negative trends

of the past.  Fortunately, our investment and growth strategy has put more emphasis on the

healthy markets of Southern California and Metropolitan DC and, most recently, Miami.

Combined, these markets now comprise 67 percent of our annual rent.  Our goal has been

to maximize opportunities in these healthy markets, while also mitigating the damaging

effects of weaker customer demand in our challenged markets. 

The preferred equity markets were in our favor. PSB has built its financial strength through

the use of both common and preferred equity, with nominal levels of shorter-term debt.  In

2004,  investors were receptive to offerings of our perpetual preferred equity and we raised
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approximately $438 million.  With a favorable interest rate environment, we were able to issue

five new series of perpetual preferred at historically low dividend rates for PSB.  A key

advantage to this equity is our ability, if we so chose, to call prior issuances; and in 2004, we

refinanced $186 million of outstanding perpetual preferred, while issuing another $252 million

to fund growth.  Through these issuances, we have taken the yield on our preferred equity from

8.99 percent at the beginning of 2004 to 7.8 percent by year-end, creating long-term savings

by lowering our overall cost of capital.

Making prudent investments was again quite challenging.   Similar to 2002, we saw few

opportunities in 2004 to invest sensibly, as extreme levels of aggressive capital chased stabilized

real estate assets across most real estate markets.   Still, we were successful in acquiring one

multi-tenant office asset in Metropolitan Washington DC for $22.4 million.  In 2003, we had

a very productive acquisition year, investing nearly $300 million in approximately four million

square feet.  Critical to each of these investments was our ability to reposition the assets, which

had suffered from below market operational performance.  Our focus throughout 2004 has

been to improve the quality and performance of these assets with various levels of capital

improvements, while inserting PSB personnel and operating practices to improve customer

retention and occupancy.  Our results thus far have been significant. Occupancy at the time of

acquisition of assets acquired in 2003 and 2004 was approximately 82 percent, and by the end

of 2004, we gained nearly 800 basis points taking the average occupancy to 89.8 percent.  Our

investment in the Miami market has been most telling.  We acquired the Miami International

Commerce Center, a 3.3 million square foot industrial and flex park, at the very end of 2003,

with in place occupancy of approximately 83 percent.  Over the last 12 months, we have

established credibility with the existing customer base and the brokerage community, while also

undergoing a comprehensive capital improvement program on the park’s 53 buildings.  In our

first year of ownership, we executed approximately 1.6 million square feet of leasing activity in

165 separate transactions, taking occupancy to 89 percent.  Our Miami investment is off to a

strong start, and we look forward to continued success in that market. 

PSB’s team of professionals has never been stronger with critical investments in our people. PSB

takes pride in the performance delivered by the exceptional individuals at all levels of the

company.  Our success relies on the decentralized platform we deploy to keep decision makers

as close to our customers as possible, creating a unique ability to be quick and nimble. We

enhanced the strength of our leadership in 2004 through both internal promotions at

Vice President and Senior Vice President levels, while also hiring a new Chief Operating Officer.
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Robin Mather and Viola Sanchez, experienced PSB Regional Managers, were promoted to

Divisional Vice Presidents, now responsible for two of our largest divisions, Southern

California and Miami, respectively.  Three PSB Vice Presidents were also promoted to Senior

Vice Presidents: Brett Franklin is responsible for the Company’s investments and dispositions;

Maria Hawthorne oversees the East Coast Divisions; and Joe Miller became the CFO of

Operations.  In addition to these internal promotions, we brought John Petersen on board as

Executive Vice President and Chief Operating Officer.  John has a broad and impressive set of

experiences with multi-tenant office, flex and industrial product, having spent over a decade

at Spieker Properities and Equity Office Properties.  John has worked in multiple markets and

has a keen understanding of the operational efficiencies necessary to deliver superior results,

in both improving and challenged market conditions.  Under his leadership, our experienced

and talented team of market professionals is positioned to extract superior results from our

18 million square feet of real estate.   

In Conclusion… Over the last five years, commercial real estate markets have reacted quite

differently, market to market, to a series of extreme events, including corporate expansion and

contraction, the bursting of the tech bubble, economic recession, terrorism and more.  Our

consistent approach of owning and operating multi-tenant flex, office and industrial properties

has mitigated many of the negative side effects these market extremes can create for owners of

commercial properties.  Our bias to cater to small users in all of our markets provides the

ability to source customers from a broad pool, while providing them a level of service and

quality they would only find if they were a much larger entity.  We will continue to focus our

energies on maximizing our level of service to our customers and improving our ability to cater

to their individual needs.  We will also strive to find appropriate avenues to invest our capital

for long-term value, taking on shorter-term risk if necessary to reposition under-performing

assets, just as we are doing in Miami.  Our team of outstanding real estate professionals is

keenly aware of what it takes to outperform markets, while maintaining a long-term

perspective on the health of the enterprise.  We value the strength of our balance sheet and

financial discipline and will continue to make decisions as long-term owners of our real estate.  

Thank you for your confidence in our abilities.

Joseph D. Russell, Jr.

President and Chief Executive Officer 

March 22, 2005
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For the Year Ended December 31,
2004 2003

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

Net income allocable to common shareholders $29,123,000 $ 33,312,000
Adjustments:

(Gain) loss on disposition of real estate (15,462,000) (2,897,000)
Depreciation and amortization 73,793,000 59,107,000
Minority interest in income - common units 9,760,000 11,345,000
Gain on sale of marketable securities — (2,043,000)
Equity income from gain on sale of joint venture properties — (1,376,000)

FFO allocable to common shareholders/unit holders $97,214,000 $ 97,448,000

Weighted average common shares outstanding 21,767,000 21,412,000
Weighted average common OP units outstanding 7,305,000 7,305,000
Weighted average stock options outstanding using treasury method 193,000 153,000

Weighted average common shares and OP units for purposes 
of computing fully-diluted FFO per common share 29,265,000 28,870,000

Diluted FFO per common share equivalent $ 3.32 $ 3.38

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

FFO allocable to common shareholders $97,214,000 $ 97,448,000

Adjustments:
Maintenance capital expenditures (8,760,000) (4,037,000)
Tenant improvements (27,388,000) (14,030,000)
Lease commissions (7,465,000) (4,887,000)
Straight-line rent (3,143,000) (2,171,000)
Stock based compensation expense 914,000 991,000
In-place rents adjustment 156,000 —
Non-cash impairment charge — 5,907,000
Impact of application of EITF Topic D-42 5,005,000 —

FAD $56,533,000 $ 79,221,000

Distributions to common shareholders and unit holders $33,748,000 $ 33,246,000

Distribution payout ratio 59.7% 42.0%

Computation of Funds from Operations (“FFO”) and Funds Available for Distribution ("FAD")

(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 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 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.  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. 
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PROPERTY LOCATIONS
PS Business Parks, Inc.

(As of December 31, 2004)
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