








ALEXANDRIA REAL ESTATE EQUITIES, INC. (ARE:NYSE) is the pre-eminent
international real estate investment trust focused principally on the ownership,
operation, management, acquisition, redevelopment and selective development
of properties containing office/laboratory space, a niche that we pioneered™.
Alexandria has an outstanding almost nine-year track record as a NYSE listed
company with an approximate $3.4 billion total market capitalization (as of
December 31, 2005). We provide high-quality laboratory facilities, services and
capital to the broad and diverse life science sector. Our clients include institu-
tional (universities and not-for-profit institutions), pharmaceutical, biotechnology,
life science product, service, biodefense and translational research entities, as
well as government agencies. Alexandria’s international operating platform is
based on the principle of “clustering”, with assets and operations strategically
located in key life science hub markets. Our life science real estate industry
leadership will ultimately help address significant unmet medical needs.
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TO FELLOW SHAREHOLDERS This past year was a very successful
one for Alexandria Real Estate Equities, Inc., reflecting both a posi-
tive market environment and strong performance for our business.
As we enter our ninth year as a New York Stock Exchange listed
company, we have recorded a cumulative performance through the
end of December 31, 2005 in the top echelon of our peer group.
Our proprietary and unique operating platform continues to provide
consistent investment returns for all investor styles. We are the pre-
eminent publicly-traded real estate company principally focused on
our Life Science Real Estate Niche®, which we invented, own,
and dominate. We have had the honor of providing real estate, capi-
tal, and high quality services to the broad and diverse life science
industry sectors. We are responsible for how well we execute our
business plan, as well as for identifying and capitalizing on the
opportunities in our life science niche. As a consequence, our ability
to perform is dependent upon the great strength of our franchise
and our people. These highly successful attributes have enabled
us to demonstrate one of the real estate industry’s top growth rates
for publicly-traded companies, generating a “compounded annual
growth rate” (from our initial public offering on May 28, 1997 (“IPO")
through December 31, 2005) of approximately 23.3% (assuming
reinvestment of all dividends), approximately 31.5% in total assets,
approximately 32.8% in total market capitalization and approximately
21.7% in funds from operations. Other key financial metrics included
our total shareholder return (assuming reinvestment of all dividends)
from our IPO through December 31, 2005, which approximated
significqade outperforass IT All gguity Index which

Alexandria has an enviable track record of consistency, predictability,
and solidity in our operational and financial performance.

Our culture of excellence, team work, and integrity defines
Alexandria. We are the Landlord and Developer of Choice to the
Life Science Industry®, a coveted position that we intend to maintain.



Our brand is powerful, relevant, important and impactful to our life
science constituency. All of us at Alexandria are proud of our accom-
plishments during 2005 and for the almost nine years that we have
been a public company.

Our Unique Road Map for Growth® encompasses, among
other elements, (i) positive same property growth every quarter as
a public company, (ii) solid increases in mark-to-market rents for
leases rolling on an annual basis every year as a public company,
(iii) redeveloping space into more valuable laboratory space, (iv)
developing ground-up laboratory space, (v) converting gross leases
to quadruple net leases and, as appropriate, (vi) generating external
growth through strategic acquisitions.

Our focus is clear, our expertise and experience in both the
real estate and life science industries are unparalleled, and our
unique and highly focused strategy carefully crafted and executed.
During 2005, and continuously since our IPO, Alexandria has
reported consistent, stable and solid growth in funds from opera-
tions per share (diluted). This growth has been driven by the
successful day-to-day execution of our differentiated strategy,
unique multi-faceted business model, and highly efficient strategic
operating platform focused on the key life science cluster markets.
During 2005, we continued to maintain a well-balanced client tenant
base representing a broad and diverse cross section of the life
science industry. The strength and diversity of our client tenants,
coupled with their relatively lengthy average lease durations, provide
Alexandria with long-term quality cash flow. In addition, our laboratory
space, strategically located in our key life science cluster markets,
is geographically well diversified. These combined strengths should
enable continued growth during both positive and challenging
economic environments.

During 2005, we raised our quarterly cash dividend on two
separate occasions, representing a 6% cumulative increase in our
cash dividend per common share. These increases reflect our policy
to seek managed growth in dividends while retaining and reinvesting
a significant level of cash flow. During 2005, Alexandria generated
substantial cash flow (funds from operations less straight-line rent
adjustments, capital expenditures and dividends on common stock),
providing important internal funding for our core organic growth.

Joel S. Marcus,
Chief Executive Officer




Additionally, our dividend payout ratio remains among the industry’s
lowest at approximately 58% as of December 31, 2005. This will
provide future growth opportunities in dividends to our fellow
shareholders.

Our growth has been achieved without compromising our
strong and flexible capital base. We take pride in the achievement
of these significant milestones and in our quest to continually create
and increase shareholder value.

THE LIFE SCIENCE INDUSTRY 2005 was a positive year for the

life science industry. For example, U.S. biotechnology companies
raised over $20 billion in public and private financing, marking the
year the second best after 2000. We also witnessed a significant
increase in merger and acquisition activities and partnering transac-
tions between pharmaceutical and biotechnology companies.

These trends and activities clearly indicate the strong requirement
by pharmaceutical companies to fill in their product pipeline by
acquiring or partnering with biotechnology companies with promising
product candidates and technologies.

These trends in the life science industry positively impacted
several of our key life science client tenants. ID Biomedical
Corporation was acquired by the world's second largest pharmaceu-
tical company, GlaxoSmithKline plc, in its effort to expand vaccine
development and manufacturing capabilities. Another leading
multinational pharmaceutical company, Johnson & Johnson, acquired
two of our client tenants, TransForm Pharmaceuticals, Inc.
and Animas Corporation, in order to strengthen its core product
pipeline. Additionally, two of our other biotechnology client tenants,
OSI Pharmaceuticals, Inc. and Eyetech Pharmaceuticals, Inc.,
decided to join forces together to form a larger and stronger
company. We consider these trends favorable to our client tenants
and the life science industry, as they consolidate critical capital and
resources to build more competitive research, development, and
commercial organizations.

Many of our important life science client tenants also made
significant progress in product development and commercialization
during 2005. Among them, the most remarkable was Amylin
Pharmaceuticals, Inc.'s launch of two first-in-class drugs for diabetes,
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Jerry Sudarsky,
Chairman of the Board



offering new treatment alternatives for this chronic disease impacting
over 20 million people in the United States.

MISSION BAY 2005 was a seminal year for what we foresee will be
the pre-eminent life science cluster on the West Coast of the United
States. The Mission Bay cluster achieved international recognition
and stature when the California Institute for Regenerative Medicine
decided to locate its headquarters at Mission Bay, citing a wide
range of critically important factors such as the proximity to the
University of California-San Francisco’s world-class medical
research capabilities, and the thriving regional life science commer-
cial sector lead by Genentech, Inc.’s series of break-through thera-
peutic successes. Our commencement of construction on the first
commercial class-A office/laboratory facility at Mission Bay, and the
announcement of our first client tenant, Sirna Therapuetics, Inc.,
were also signature achievements during 2005. The inauguration of
QB3, now Byers Hall, was another impressive milestone, since the
entity itself is an innovative multi-institutional academic enterprise
whose mission is to “redefine” what universities look like, generating
knowledge that will drive research, development and commercializa-
tion of pharmaceutical products. These institutes can tackle complex
problems that no one institution could take on by itself. The cumu-
lative effect of these important milestones enhances the significant
positive impact upon urgent unmet medical needs across society
that will emanate from Mission Bay. The vitally important interactions
and collaborations are made possible by the close physical proximity
in a spectacular setting of a diverse set of individuals and the enti-
ties they represent. The world class university and institutes
engaged in cutting-edge research and partnerships, commercial
companies bringing powerful new therapies to market, and future
clinics and hospitals represent a phenomenon unique to Mission Bay.

OPERATIONAL REVIEW AND FINANCIAL HIGHLIGHTS Once again,
and for every quarter as a public company, our full-year growth in
GAAP net operating income for our static pool of same properties
was positive and approximated 2.0%, and cash net operating
income for these properties grew approximately 7.6%. These internal
growth metrics represent broad-based solid performance in our



markets. Contributing to this growth is the fact that approximately
90% of our leases have annual rental rate increases, generally with
minimum annual increases of 3-3.5%. Rental rate increases on the
rollover of leases in our portfolio approximated 7.6%, on a GAAP
basis, driving our internal core growth. Including leases for 76,000
square feet related to one tenant in an East Bay submarket of San
Francisco and leases for 47,000 square feet related to one tenant

in the Sorrento Valley submarket of San Diego, rental rates for
renewed/released space were on average 3.4% higher than rental
rates for expiring leases on a GAAP basis. Alexandria had a very
strong year, signing a total of 107 leases for approximately 1,519,000
square feet of space, averaging consistent rental rate increases.
2005 was the strongest leasing year in the Company’s history. As
of December 31, 2005, we also reported total occupancy of approxi-
mately 93.2%, excluding our properties under redevelopment.

At year-end, we had 15 properties in our value creation rede-
velopment pipeline, comprising a total of approximately 548,000
square feet, or approximately 6% of total square footage. We have
also identified approximately 1,086,000 square feet of additional
redevelopment opportunities embedded in our existing assets.

At December 31, 2005, we had 5 properties in development,
comprising a total of approximately 510,000 square feet, and a devel-
opment land bank, together with expansion opportunities embedded
in our asset base, approximating 5,139,000 square feet. During 2005,
we also benefited from external growth with the closing of approxi-
mately $263 million in acquisitions, adding approximately 1.2 million
square feet to our asset base. Our external growth strategies, once
again, remained highly selective and disciplined and we continued to
focus on our key life science cluster markets as we contined to
expand, strengthen, and enhance our dominant strategic franchise.

Importantly, during 2005, Alexandria completed 10 acquisitions
in Massachusetts, expanding our significant asset base in that key
life science hub market by 55%, to nearly 1.5 million square feet in
25 properties. Most of these acquisitions were fully-tenanted
office/laboratory properties purchased at very favorable prices well
below replacement cost and at reasonable per square foot costs.

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 approximated
a very healthy 77% during 2005. We have also succeeded in main-

taining strong year-end interest and fixed charge coverage ratios of
3.43 and 2.31, respectively.

During 2005, we sold one property at a net gain of approxi-
mately $36,000. This sale reflects our program to critically evaluate
the strategic value of all of our properties on an ongoing basis,
and sell selected properties when appropriate in order to prudently
recycle capital. This sale provided more than $1 million in recycled
capital which can be put to work on more strategic opportunities
for future growth.

We continued to execute our strategy of maintaining a strong,
conservative, flexible, simple and transparent capital structure. We
have experienced solid growth while steadfastly maintaining balance
sheet strength and flexibility. Funds From Operations (FFO) for
the year 2005 was approximately $102.7 million on revenues of
approximately $244.1 million. Our debt to total market capitalization
at year-end approximated a conservative 41%.

OFERATION OUTREACH AND DISASTER RESPONSE As we continue
to grow our business, we remain strongly committed to playing a
positive role in our community. Alexandria is proud and honored to
have continued its very successful Operation Outreach program in
2005. We have supported several families with deployed soldiers,
particularly National Guard or Reserve personnel that have faced
considerable challenges. During 2005, we have witnessed four of
our brave soldiers return home. Many of these soldiers have had dif-
ficult adjustments. We have continued to support a family in northern
California that has both parents serving in the National Guard. The
father was deployed and has since returned home. This family has
two children and they have struggled to return to a normal civilian
life. Another family of a returned soldier has stated that the extreme
pressures of re-entering civilian life after deployment created an
unbearable strain. Two families of soldiers who have returned home
have written letters expressing their appreciation for our help, but
also stating that they have adjusted to their civilian life quite easily
and would like to terminate support to allow us to help other fami-
lies. As a consequence, two additional families have been added to



our program. One family has fallen behind in its rent payments and
we were able to step in, which allowed them to stay in their apart-
ment. Another family with four children is struggling while the father
is currently deployed to Irag. This family has fallen behind with its
monthly bills and we have provided additional support for them.

It is an extremely humbling experience to learn about and take
part in the triumphs and struggles of these men and women who
sacrifice their personal lives daily to serve in our military and protect
our freedom. It is our honor and privilege to work closely with them
and to stand by them during this challenging time.

We will continue our Operation Outreach project in 2006. We
enthusiastically show our support for our troops and thank all who
have participated in the success of our program.

In response to the devastation caused by Hurricanes Katrina
and Rita in the Gulf Coast, Alexandria made significant contributions
to the American Red Cross, the Salvation Army, and Habitat for
Humanity. In addition to the Company’s outreach efforts, we encour-
aged our employees to each make their own personal donations to
the relief effort of their choice. Alexandria remains committed to
assisting over the long term by continuing to support initiatives to
rebuild the physical and economic infrastructures in the areas that
were most affected. Through philanthropic support, as well as
through Alexandria’s employee involvement and expertise, we have
worked to improve the human condition as a result of these disasters.

THE FUTURE Our core strengths at Alexandria, which have served
us well and will continue to do so in the future, include superb client
tenant relationships, an outstanding track record, development of
the best-in-class operations and franchise, and a unique culture that
allows us to attract, motivate and retain exceptional professionals and
encourages them to work together in a real spirit of collaboration.

The quality of Alexandria’s Labspace” has earned the faith and
trust of our life science industry constituency. Strong business judg-
ment, grounded in integrity, is at the core of everything we do. It is
how we protect our reputation, strengthen the trust of our client
tenants, and enhance shareholder value. We are an efficient and
cost-conscious business culture managed by a team that possesses
highly focused expertise, experience, strength and depth. Our



unparalleled and unique business model and brand (together with
the multi-faceted growth strategies that we have implemented), give
us a clear and sustainable competitive advantage. This will enable
us to achieve continued success. We remain highly focused and as
dedicated and enthusiastic as ever. Our human capital base is
important and significant. We thank our entire team for their out-
standing collective accomplishments during 2005.

The Alexandria franchise, with our leadership position in North
America, allows us to operate with our client tenants at the center of
global research, development and the commercialization of crucially
important life saving pharmaceutical products. We believe that we
are extremely well positioned to participate in the substantial future
growth of this critically important international industry.

We are committed to providing our shareholders with returns
on their investment at, or near, the top of our industry.

Joel S. Marcus, Jerry Sudarsky,
Chief Executive Officer Chairman of the Board
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ALEXANDRIA'S BROAD AND
DIVERSE LIFE SCIENCE SECTORS

GOVERNMENT
Government agencies contribute
billions of dollars annually to
non-profit and commercial research
organizations. The National
Institutes of Health (NIH) is the
primary agency of the United
States government responsible for
medical research. The mission
of the NIH is to develop new
knowledge to help prevent, detect,
diagnose, and treat disease and
disability. The NIH sup-
¢ ports the research of
non-federal scientists in
universities, medical
schools, hospitals, and
research institutions,
and fosters com-
munication of
medical and health
sciences related infor-
mation throughout the
country and abroad.

INSTITUTIONAL

The institutional sector of the

life science industry consists of
prominent academic, non-profit,
and independent research organiza-
tions whose primary focus is the
promotion of leading-edge scientific
breakthroughs. The life science
institutional sector is the birthplace
of the next generation of therapeu-
tics, and sets the standard for
first-in-class science being generat-
ed around the world. An essential
factor in the creation of a thriving
life science cluster is proximity to
prominent institutional centers
known for their innovative research
and discovery.

BIOTECHNOLOGY

The biotechnology sector harness-
es already existing natural biologi-
cal systems in the human organism
in order to create efficacious treat-
ments using a targeted approach.
Monoclonal antibodies are a
successfully commercialized tech-
nology often referred to as “the
silver bullet”, due to their remark-
able efficacy, specificity, and
minimal side effects when targeting
a particular disease. Hundreds of
biotechnology products and vac-
cines are currently in clinical trials
targeting Alzheimer's disease, heart
disease, diabetes, multiple sclero-
sis, AIDS and arthritis.
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TRANSLATIONAL RESEARCH
Translational research entities inte-
grate the application of innovative
pharmacology tools, biomarkers,
clinical methods and technologies
in a multi-disciplinary approach with
the goal of accelerating the time it
takes for cutting-edge scientific
research to be translated into
usable treatments at the clinical
level. It is also crucial that informa-
tion gathered from physicians be
rapidly and effectively com-
municated to researchers.
From “bench to bed-
side”, translational
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LY '] ‘\ research empha-

7 & sizes the linkage

A between new tech-

nologies being devel-
oped in the laboratory
and the patient.

PHARMACEUTICAL

Pharmaceutical companies provide
critical technical, financial, and
commercial support needed to pro-
mote research and development, as
well as major distribution and mar-
keting. Pharmaceutical companies
conduct effective advocacy for pub-
lic policies, including antiterrorism
initiatives and AIDS relief, that
advance vital research and discov-
ery. Pharmaceutical companies are
capable of exercising influence
over governmental health policies
and encourage the creation of
novel treatments aimed at improv-
ing overall healthcare options for
patients around the world.

BIODEFENSE

Biodefense applies to two distinct
target populations: civilian non-
combatant and military combatant
(troops in the field). Organizations
such as the Department of
Homeland Security, the
Department of Defense, and the
NIH supply funding focused on
developing detection technologies,
diagnosis, and treatments that will
provide ways to neutralize or count-
er large scale biological, chemical
or radiological threats. Biodefense
aims to restore national biosecur-
ity by designing programs to protect
major water and food supplies, and
developing vaccinations against
infectious agents, such as anthrax

and smallpox.
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ACCELERATOR CORP., founded in 20083, is a very unique and pioneering ment of nascent i s by providing committed
21st Century life science company formation engine. The Accelerator™, investment capi 5 | world-class scientific and
located in Seattle, Washington, is a highly innovative first-in-class entity technical expel and support, and experienced start-up management.
whose mission is the rapid commercialization of biotechnologies. The founding stors of the Accelerator™ have a long-term proven
In order to bridge the gap between research commercialization, track record o tifying and building the industry's foremost life science
The Accelerator®™ makes available resources to accelerate the develop- companies. '










J

b

STUART BERRY | Executive Director of Laboratory Services and Operations, The Science Hotel”
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THE SCIENCE HOTEL® at Cambridge, Massachusetts was designed,
constructed, and operated specifically to enable world-class emerging
science driven companies to jump-start their research operations in the
shortest time practicable. The Science Hotel” is operated by a highly
experienced staff specializing in laboratory operations, equipment purchas-

ing, permitting, and health and safety matters. Each client tenant of the
Science Hotel® has access to vital core services and amenities. Client
tenants include scientific companies created from innovative technologies
spun out of renowned local universities and teaching hospitals.







THE ALEXANDRIA INNOVATION CENTER", located in North Carolina’s Research
Triangle Park, is a state-of-the-art mini-campus designed to house emerging
to mid-stage science-driven companies in a collaborative environment. Clients
at the Alexandria Innovation Center” range from early stage entities spinning

out of prominent local universities which may only require small highly
efficient technical space, to larger more established companies requiring

0 accommodate their growth. The core servic-
nefits without requiring a large upfront

ndria Innovation Center” provides
assist each client tenant
ing a dynamic science-

substantial technical

es available provide signifi
investment by the client tenants.
an unparalleled network of industry pa

with the necessary ingredients for successfully
driven business.
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President and CEO of The Burnham Institute, Dr. John Reed, M.D., Ph.D.,
founded and directed the program on apoptosis and cell death research. Dr.
Reed is ranked first among biomedical researchers world-wide for the impact
of his research. He has published more articles on apoptosis and cell death in
the past decade than any other scientist in the world.

Opposite: Killer T-lymphocyte attacks a cancer cell, inducing apoptosis



The Burnham Institute for Medical Research, an Alexandria client in San
Diego, California, is a world-class non-profit medical research organiza-
tion whose aim is to reveal the fundamental molecular causes of disease
through discovery research, and to devise the innovative therapies of
tomorrow through translational research. The Burnham Institute’s slogan
is “From Research, the Power to Cure.” Scientists at The Burnham
Institute do battle daily with disease, not on the front lines of the medical
clinic, but in the laboratory, inventing the prototype therapies that will
be used as the future weapons to defeat cancer, Alzheimer's disease,

JARROD DEAN

A

arthritis, and other serious illnesses. Burnham's scientists are responsible
for five FDA-approved therapies. In addition, nine innovative therapies,
based in whole or in part on Burnham scientific discoveries, are partici-
pating in over 50 clinical trials at medical centers throughout the world.
The Burnham Institute’s unique research expertise has been recognized
repeatedly with generous grants from the NIH. According to the Institute
for Scientific Information, The Burnham Institute ranks among the top 20
organizations worldwide (among all universities, research institutions, and
companies) noted for the impact of its research in the life sciences.




SHERYL HARVEY
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TOTAL RETURN>

Total Return, Assuming Reinvestment of All Dividends,
of Selected Large Cap Companies, Certain Indices and
ARE from ARE’s IPO to 12/31/2005

Source: Research Data Group, Inc. and SNL Financials LC

FFO PER SHARE (DILUTED)>

Growth in FFO Per Share (Diluted) and Common
Stock Dividends Per Share From 3097 to 4005

[l FFO Per Share (Diluted) [l Common Stock Dividends Per Share

(1) 2Q04 FFO per share (diluted) excludes the impact of the preferred stock
redemption charge. Including this charge, 2004 FFO per share (diluted) is $1.01.

SAME PROPERTY GROWTH>

Same Property NOI Growth: Focused Office,
Mixed Office/Industrial, and ARE

“Same-store NOI growth turned positive in the first quarter among the
mixed office/industrial REITs for the first time since the second quarter of
2002, rising 0.1% despite a 10 bp decline in weighted average occupancy.
...Alexandria holds the distinction of being the only company among all the
office and industrial names we track to have maintained positive same-store
NOI growth through the downturn.”

Focused Office . Mixed Office/Industrial Q ARE

Source: Citigroup Global Markets Weekly REIT Strategy

600%

400%

200%

)
Q.
R/

4
T | A R

g

———————<
KN A———

N _“
———C
e e —
e s —
e s —(
A N A

Q

%

———

<,

»

)

—
S —

<)

e s —
e s —
e e —
e s ——
e e ———
e s ——
<

<,
7
K

sil

g g ¢
A

K

<,
o2
Oo,

s,

"ofo(( —y

e s ——
e e e e §
e s ——
< ——(}

700,
Q

A

o

O O

2,

OIS LSS SO
le

hld

¥ it
O o o
o @IIV o‘llo R

o

2

e s ‘e —
<
e s ‘e —
e s e —
e s e —
e s e —
e e e —

%,
%,

<@,

<_{’
—n¢
——t
—————(J

_—=— )
&




OUR RESULTS: fivarciacs




SELECTED FINANCIAL DATA>

Alexandria Real Estate Equities, Inc. and Subsidiaries

The following table should be read in conjunction with our consolidated financial statements and notes thereto appearing elsewhere in

this report.

Year Ended December 31,
(Dollars in thousands, except per share amounts)

OPERATING DATA:
Total revenue
Total expenses

Minority interest

244,084
180,149
634

Income from continuing operations

Income from discontinued operations, net

63,301
132

Net income
Dividends on preferred stock

Preferred stock redemption charge

63,433
16,090

Net income available to common stockholders

47,343

Earnings per share — basic:
Continuing operations (net of preferred stock
dividends and preferred stock redemption charge)

Discontinued operations, net

Earnings per share — basic

Earnings per share — diluted:
Continuing operations (net of preferred stock
dividends and preferred stock redemption charge)

Discontinued operations, net

Earnings per share — diluted

Weighted average shares of common
stock outstanding
Basic

20,948,915

Diluted

21,316,886

Cash dividends declared per share of common stock

$ 2.72

BALANCE SHEET DATA (AT YEAR END):
Rental properties, net
Total assets

Secured notes payable, unsecured line of credit
and unsecured term loan

Total liabilities
Minority interest
Stockholders’ equity

$ 1,788,818
$ 2,362,450

$ 1,406,666
$ 1,512,535
$ 20,115
$ 829,800

$ 183,081
124,645

58,436
1,759
60,195
12,595
1,876
45724

19,315,364
19,658,759
$ 2.52

$ 1,427,853
$ 1,872,284

$ 1,186,946
$ 1,251,811
$
$ 620,473

160,354
111,995
48,359
11,284
59,643
8,898

50,745

18,993,856
19,247790
$ 2.20

$ 982,297
$ 1,272,577

$ 709,007
$ 765,442

- $ -

$ 507135

142,067
103,936
38,131
1,901
40,082
8,579

31,453

17,594,228
17,859,787
$ 2.00

$ 976,422
$ 1,159,243

$ 614,878
$ 673,390
$ -
$ 485,853

$ 120,658
93,217

27441
2,836
30,277
3,666

26,611

15,953,459
16,208,178
$ 1.84

796,626
962,146

573,161
629,508

332,638

Year Ended December 31,
(Dollars in thousands)

RECONCILIATION OF NET INCOME
AVAILABLE TO COMMON STOCKHOLDERS
TO FUNDS FROM OPERATIONS AVAILABLE
TO COMMON STOCKHOLDERS:

47,343 |$ 45724 $ 50745 $ 31453 $

Net income available to common stockholders® $
Add:

Depreciation and amortization®

26,611

55,416 42,523 38,901
Impairment of investments - . .

34,071
2,545
634 - - -

30,578

Minority interest
Subtract:
Gain/loss on sales of property® (36,

FFO allocable to minority interest (668

Funds from operations available to

common stockholders® $ 102,689($ 86620 $ 81360 $ 68,069 $ 57,189

OTHER DATA:
120,678 |$ 65316 $
$ (432,900) $ (448252) $ (139,274) $ (227,840) $ (192,179)
$ 312,975|$ 381,109 $ 66,158 $ 162,204 $ 131,439
134 113 91 91 85
8,824,369 7448570 5728470 5799,562 5,372,485
88% 87% 88% 89% 89%

Cash flows from operating activities $ 74311 $ 67050 $ 60,340
Cash flows from investing activities

Cash flows from financing activities

Number of properties owned at year end

Rentable square feet of properties owned at year end
Occupancy of properties owned at year end

Occupancy of properties owned at year end,
excluding properties under redevelopment

93% 95% 94% 96% 99%

(1) During the second quarter of 2004, we elected to redeem the 9.50% Series A cumulative redeemable preferred stock (“Series A preferred stock”).
Accordingly, in compliance with Emerging Issues Task Force Topic D-42, we recorded a charge of $1,876,000, or $0.10 per common share (diluted) in
the second quarter of 2004 for costs related to the redemption of the Series A preferred stock.

(2) 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”).

(3) Gain/loss on sales of property relates to the disposition of a property in the Southeast market during the third quarter of 2005, the disposition of a
property in the Suburban Washington D.C. market during the first quarter of 2004, the disposition of a property in the Suburban Washington D.C. mar-
ket during the fourth quarter of 2003, the disposition of a property in the Eastern Massachusetts market during the third quarter of 2003, and the dispo-
sition of a property in the San Francisco Bay market during the first quarter of 2003. Gain/loss on sales of property is included in the income statement
in income from discontinued operations, net.

(4) GAAP basis accounting for real estate assets utilizes historical cost accounting and assumes real estate values diminish over time. In an effort to over-
come the difference 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 tool 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. The White Paper defines FFO as net income (loss) (computed in accordance with GAAP),
excluding gains (or losses) from sales, plus real estate related 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 net
income (determined in accordance with GAAP) as an indication of financial performance, or to cash flows from operating activities (determined in accor-
dance 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.
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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The terms “Company”, “we”, “our” and “us” as used in this report refer to Alexandria Real Estate Equities,
Inc. and its subsidiaries. The following discussion should be read in conjunction with our consolidated
financial statements and notes thereto appearing elsewhere in this report.

OVERVIEW
The following factors, among others, could cause actual results and future events to differ from those set
forth or contemplated in the forward-looking statements:

Changes in general economic conditions or in the real estate and life science industries;

Risks and uncertainties related to how successful our tenants are in discovering, developing, making

or selling their products and technologies;

Potential liability for damages resulting from our tenant’s use of hazardous materials;

Adverse changes in the annual budget appropriations received by our government tenants;

Economic conditions in our markets could adversely affect our business;

Risks associated with doing business internationally, including currency fluctuations and unfamiliarity

with new markets;

Loss of a tenant could have a negative impact on our business;

We may have difficulty managing our growth;

Our debt service obligations may have adverse consequences on our business operations;

Our unsecured line of credit and unsecured term loan restrict our ability to engage in some business

activities;

Ability to obtain additional capital to further our business objectives;

Difficulties in identifying properties for acquisition or operating them successfully;

Risks associated with completing developments and redevelopments;

Our failure to qualify and maintain our status as a real estate investment trust under the Internal

Revenue Code of 1986;

Losses in excess of our insurance coverage;

Environmental uncertainties;

Failure to comply with laws, including the Americans with Disabilities Act and similar laws; and

Ability to retain our senior executives.

Our success also depends upon economic trends and various market conditions. We caution you not to
place undue reliance on forward-looking statements, which reflect our analysis only and speak as of the
date of this report or, if different, as of the dates indicated in the statements. We assume no obligation to
update or supplement forward-looking statements.

We are a publicly-traded real estate investment trust focused principally on the ownership, operation,
management, acquisition and selective redevelopment and development of properties containing
office/laboratory space. Such properties are designed and improved for lease primarily to institutional (uni-
versities and not-for-profit institutions), pharmaceutical, biotechnology, life science product, service, biode-
fense and translational research entities, as well as government agencies.

In 2005, we:

« Added 19 properties with an aggregate of approximately 1,197,000 rentable square feet.
« Added four land parcels aggregating 1,438,000 square feet.

Completed the development of three properties with an aggregate of approximately 195,000 rentable

square feet.

Commenced ground-up development of three properties aggregating 339,000 square feet.

Increased capacity of our unsecured credit facilities to $1 billion with an option to increase capacity by

an additional $200 million.

Sold one property with approximately 16,500 rentable square feet.

Completed two public offerings for a total of 2,685,500 shares of our common stock in two separate

underwritten offerings resulting in net proceeds of approximately $189.4 million.

As of December 31, 2005, we had 134 properties containing approximately 8.8 million rentable square
feet of office/laboratory space. As of that date, our properties were approximately 93% leased, excluding
those properties in our redevelopment program.

Our primary sources of revenue are rental income and tenant recoveries from leases of our properties.
The comparability of financial data from period to period is affected by the timing of our property acquisi-
tion, development and redevelopment activities. Of the 134 properties as of December 31, 2005, four were
acquired in 1994, nine in 1996, nine in 1997, 27 in 1998, six in 1999, 11 in 2000, five in 2001, four in
2002, four in 2003, 22 in 2004 and 19 in 2005. In addition, we completed the development of one prop-
erty in 1999, five properties in 2000 (together with the 11 properties acquired in 2000), two properties in
2001 (together with the five properties acquired in 2001), two properties in 2002 (together with the four
properties acquired in 2002), one property in 2004 (together with the 22 properties acquired in 2004, the
“2004 Properties”) and three properties in 2005 (together with the 19 properties acquired in 2005, the
“2005 Properties”). As a result of these acquisition and development activities, as well as our ongoing leas-
ing and redevelopment activities, there have been significant increases in total revenues and expenses,
including significant increases in total revenues and expenses for 2005 as compared to 2004, and for 2004
as compared to 2003.

As of December 31, 2005, approximately 85% of our leases (on a square footage basis) were triple net
leases, requiring tenants to pay substantially all real estate taxes and insurance, common area and other
operating expenses, including increases thereto. In addition, as of December 31, 2005, approximately 6%
of our leases (on a square footage basis) required the tenants to pay a majority of operating expenses.
Additionally, as of December 31, 2005, approximately 89% of our leases (on a square footage basis) provid-
ed for the recapture of certain capital expenditures and approximately 9o% of our leases (on a square
footage basis) contained effective annual rent escalations that are either fixed or indexed based on the con-
sumer price index or another index.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our financial condition and results of operations are based upon our con-
solidated financial statements, which have been prepared in accordance with United States generally
accepted accounting principles (“GAAP”). Our significant accounting policies are described in the notes to
our consolidated financial statements. The preparation of these financial statements in conformity with
GAAP requires us to make estimates, judgments and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses. We base these estimates, judgments and assumptions on histor-
ical experience and on various other factors that we believe to be reasonable under the circumstances.
Actual results may differ from these estimates under different assumptions or conditions.
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REIT Compliance

We have elected to be taxed as a real estate investment trust (“REIT”) under the Internal Revenue Code.
Qualification as a REIT involves the application of highly technical and complex provisions of the Internal
Revenue Code to our operations and financial results, and the determination of various factual matters and
circumstances not entirely within our control. We believe that our current organization and method of
operation comply with the rules and regulations promulgated under the Internal 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 alternative 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 distri-
butions to our stockholders.

Rental Properties, Properties Under Development and Land Held for Development

In accordance with Statement of Financial Accounting Standards No. 141, “Business Combinations”, we
perform the following procedures when making an allocation of the purchase price of real estate: (1) esti-
mate 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, origina-
tion 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 depreciated on a straight-line basis using an estimated life of 20 years for land improve-
ments, 40 years for buildings and building improvements, the respective lease term for tenant improve-
ments and the estimated useful life for equipment. The values of above and below market leases are amor-
tized 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.

Rental properties, properties under development and land held for development are individually evalu-
ated for impairment when conditions exist which may indicate that it is probable that the sum of expected
future undiscounted cash flows is less than the carrying amount. Upon determination that an impairment
has occurred, a write-down is recorded to reduce the carrying amount to its estimated fair value.

Capitalization of Costs

In accordance with Statement of Financial Accounting Standards No. 34, “Capitalization of Interest Cost”
(“SFAS 34”) and Statement of Financial Accounting Standards No. 67, “Accounting for Costs and Initial
Rental Operations of Real Estate Projects” (“SFAS 67”), we capitalize direct construction and development
costs, including predevelopment costs, interest, property taxes, insurance and other costs directly related
and essential to the acquisition, development, redevelopment or construction of a project. Pursuant to

SFAS 34 and SFAS 67, capitalization of construction, development and redevelopment costs is required
while activities are ongoing to prepare an asset for its intended use. Costs incurred after a project is sub-
stantially 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, rede-
velopment or construction 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. Expenditures for repairs
and maintenance are expensed as incurred.

We also capitalize costs directly related and essential to our leasing activities. These costs are amortized
on a straight-line basis over the terms of the related leases. Costs that were previously capitalized and which
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. All of our investments in publicly-traded companies are considered
“available for sale” in accordance with 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 as 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
net realized gains 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 in accordance with Accounting Principles Board Opinion No. 18,
“The Equity Method of Accounting for Investments in Common Stock” and Emerging Issues Task Force
Topic D-46, “Accounting for Limited Partnership Investments”. 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 deter-
mined 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 limited to, market prices, market conditions, financial condition, prospects for favorable or unfa-
vorable clinical trial results, new product initiatives and/or sales, and new collaborative agreements.

Interest Rate Swap Agreements

We utilize interest rate swap agreements to hedge a portion of our exposure to variable interest rates asso-
ciated with our unsecured line of credit and unsecured term loan. These agreements involve an exchange
of fixed and floating rate 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
London interbank offered rate, or LIBOR rate. The net difference between the interest paid and the inter-
est received is reflected as an adjustment to interest expense.
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We reflect our interest rate swap agreements on the balance sheet at their estimated fair values with an
offsetting adjustment reflected as unrealized gains/losses in accumulated other comprehensive income in
stockholders’ equity. We use a variety of methods and assumptions based on market conditions and risks
existing at each balance sheet date to determine the fair values of our interest rate swap agreements. These
methods of assessing fair value result in a general approximation of value, and such value may never be
realized.

All of our interest rate swap agreements meet the criteria to be deemed “highly effective” under the pro-
visions of Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments
and Hedging Activities” (“SFAS 133”) in reducing our exposure to variable interest rates. In accordance
with SFAS 133, we formally document all relationships between interest rate swap agreements and hedged
items, including the method for evaluating effectiveness and the risk strategy. Accordingly, we have cate-
gorized these instruments as cash flow hedges. We make an assessment at the inception of each interest
rate swap agreement and on an ongoing basis to determine whether these instruments are highly effective
in offsetting changes in cash flows associated with the hedged items. While we intend to continue to meet
the conditions for such hedge accounting, if hedges did not qualify as “highly effective”, the changes in the
fair values of the derivatives used as hedges would be reflected in earnings.

We do not believe we are exposed to a significant amount of credit risk in our interest rate swap agree-

ments as our counterparties are established, well-capitalized financial institutions.

Recognition of Rental Income and Tenant Recoveries
Rental income from leases with scheduled rent increases, free rent, incentives and other rent adjustments
is recognized on a straight-line basis over the respective lease terms. We include amounts currently recog-
nized as income, and expected to be received in later years, in deferred rent in the accompanying consoli-
dated balance sheets. Amounts received currently, but recognized as income in future years, are included
as unearned rent in accounts payable, accrued expenses and tenant security deposits in the accompanying
consolidated balance sheets. We commence recognition of rental income at the date the tenant takes pos-
session of or controls the physical use of the property.

Tenant recoveries related to reimbursement of real estate taxes, insurance, repairs and maintenance, and
other operating expenses are recognized as revenue in the period the applicable expenses are incurred.

We maintain an allowance for estimated losses that may result from the inability of our tenants to make
payments required under the terms of the lease. If a tenant fails to make contractual payments beyond any
allowance, we may recognize additional bad debt expense in future periods equal to the amount of unpaid
rent and unrealized deferred rent.

Discontinued Operations

We follow the provisions of Statement of Financial Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” in determining whether a property qualifies as an asset
“held for sale” and should be classified as “discontinued operations”. A property is classified as “held for
sale” when all of the following criteria for a plan of sale have been met: (1) management, having the author-
ity to approve the action, commits to a plan to sell the property; (2) the property is available for immediate
sale in its present condition, subject only to the terms that are usual and customary; (3) an active program
to locate a buyer, and other actions required to complete the plan to sell, have been initiated; (4) the sale of

44

the property is probable and is expected to be completed within one year; (5) the property is being actively
marketed for sale at a price that is reasonable in relation to its current fair value; and (6) actions necessary
to complete the plan of sale indicate that it is unlikely that significant changes to the plan will be made or
that the plan will be withdrawn. When all of these criteria have been met, the property is classified as “held
for sale” and its operations are classified as discontinued operations in our consolidated statements of
income. When a property is designated as “held for sale”, amounts for all prior periods presented are
reclassified from continuing operations to discontinued operations. A loss is recognized for any initial
adjustment of the asset’s carrying amount to fair value less costs to sell in the period the asset qualifies as
“held for sale”. Depreciation of assets is discontinued commencing on the date they are designated as “held
for sale”.

RESULTS OF OPERATIONS

Comparison of the Year Ended December 31, 2005 to the Year Ended December 31, 2004

Rental revenues increased by $45.6 million, or 32%, to $189.3 million for 2005 compared to $143.7 mil-
lion for 2004. The increase resulted primarily from the 2004 Properties being owned for a full year and
the addition of the 2005 Properties.

Tenant recoveries increased by $14.1 million, or 39%, to $50.0 million for 2005 compared to $35.8 mil-
lion for 2004. The increase resulted primarily from the 2004 Properties being owned for a full year and
the addition of the 2005 Properties.

Other income increased by $1.3 million, or 35%, to $4.8 million for 2005 compared to $3.5 million for
2004, primarily due to an increase in miscellaneous sources of income.

Rental operating expenses increased by $16.1 million, or 42%, to $54.5 million for 2005 compared to $38.4
million for 2004. The increase resulted primarily from increases in rental operating expenses (primarily prop-
erty taxes and utilities) from properties acquired, placed in service or redeveloped in 2005. The majority of the
increase in rental operating expenses is recoverable from our tenants through tenant recoveries.

General and administrative expenses increased by $6.0 million, or 40%, to $21.1 million for 2005 com-
pared to $15.1 million for 2004, primarily due to the growth in both the depth and breadth of our opera-
tions in multiple markets, including internationally, from 113 properties with approximately 7.4 million
rentable square feet as of December 31, 2004 to 134 properties with approximately 8.8 million rentable
square feet as of December 31, 2005 and the costs associated with continued compliance with Section 404
of the Sarbanes-Oxley Act. As a percentage of total revenues, general and administrative expenses for 2005
remained relatively consistent with 2004.

Interest expense increased by $20.4 million, or 71%, to $49.1 million for 2005 compared to $28.7 mil-
lion for 2004. The increase resulted primarily from increases in indebtedness on our unsecured line of
credit, unsecured term loan and secured notes payable, and increases in the floating interest rates on our
unsecured line of credit, unsecured term loan and other floating rate debt. These borrowings were utilized
to finance the acquisition of the 2004 and 2005 Properties, and the development and redevelopment of
properties. The weighted average interest rate on our unsecured line of credit and unsecured term loan
(not including the effect of interest rate swap agreements) increased from 3.72% as of December 31, 2004
to 5.68% as of December 31, 2005. We have entered into certain swap agreements to hedge a portion of
our exposure to variable interest rates with our unsecured line of credit and unsecured term loan (see
“Liquidity and Capital Resources — Interest Rate Swaps”).
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Depreciation and amortization increased by $12.9 million, or 30%, to $55.4 million for 2005 compared
to $42.5 million for 2004. The increase resulted primarily from depreciation associated with the 2004
Properties being owned for a full year and the addition of the 2005 Properties.

Income from discontinued operations of $132,000 for 2005 reflects the results of operations of one
property that was designated as “held for sale” as of June 30, 2005. In connection with the sale of this prop-
erty in the third quarter of 2005, we recorded a gain of approximately $36,000. Income from discontinued
operations of $1.8 million for 2004 primarily reflects the results of operations of one property that was des-
ignated as “held for sale” as of December 31, 2003. In connection with the sale of this property in the first
quarter of 2004, we recorded a gain of approximately $1.6 million.

Comparison of the Year Ended December 31, 2004 to the Year Ended December 31, 2003

Rental revenues increased by $17.5 million, or 14%, to $143.7 million for 2004 compared to $126.2 million
for 2003. The increase resulted primarily from the 2003 Properties being owned for a full year and the
addition of the 2004 Properties.

Tenant recoveries increased by $3.8 million, or 12%, to $35.8 million for 2004 compared to $32.0 mil-
lion for 2003. The increase resulted primarily from the 2003 Properties being owned for a full year and
the addition of the 2004 Properties.

Other income increased by $1.5 million, or 71%, to $3.5 million for 2004 compared to $2.1 million for
2003, primarily due to an increase in net realized gains on investments and from an increase in miscella-
neous sources of income.

Rental operating expenses increased by $5.6 million, or 17%, to $38.4 million for 2004 compared to
$32.8 million for 2003. The increase resulted primarily from the 2003 Properties being owned for a full
year and the addition of the 2004 Properties.

General and administrative expenses increased by $894,000, or 6%, to $15.1 million for 2004 compared
to $14.2 million for 2003, mainly due to compliance with Section 404 of the Sarbanes-Oxley Act, Operation
Outreach and general increases in administrative costs. Our Operation Outreach program provides finan-
cial assistance to families of activated and deployed soldiers that face considerable financial challenges and
have significant financial needs. As a percentage of total revenues, general and administrative expenses for
2004 remained relatively consistent with 2003.

Interest expense increased by $2.3 million, or 9%, to $28.7 million for 2004 compared to $26.4 million
for 2003. The increase resulted primarily from increases in indebtedness on our unsecured line of credit,
unsecured term loan and secured notes payable, and to increases in the floating interest rates on our unse-
cured line of credit and unsecured term loan. These borrowings were utilized to finance the acquisition of
the 2003 and 2004 Properties, and the development and redevelopment of properties. The weighted aver-
age interest rate on these borrowings (not including the effect of interest rate swap agreements) increased
from 2.64% as of December 31, 2003 t0 3.72% as of December 31, 2004. We have entered into certain swap
agreements to hedge a portion of our exposure to variable interest rates with our unsecured line of credit
and unsecured term loan (see “Liquidity and Capital Resources — Interest Rate Swaps”).

Depreciation and amortization increased by $3.9 million, or 10%, to $42.5 million for 2004 compared
to $38.6 million for 2003. The increase resulted primarily from depreciation associated with the 2003
Properties being owned for a full year and the addition of the 2004 Properties.

Income from discontinued operations of $1.8 million for 2004 primarily reflects the results of opera-
tions of one property that was designated as “held for sale” as of December 31, 2003. In connection with
this sale, we recorded a gain of approximately $1.6 million during 2004. Income from discontinued oper-
ations of $11.3 million for 2003 primarily reflects the results of operations of three properties that were des-
ignated as “held for sale” as of December 31, 2002. In connection with the sale of these properties, we
recorded a net gain of approximately $8.3 million during 2003.

LIQUIDITY AND CAPITAL RESOURCES

Cash Flows

Net cash provided by operating activities for 2005 increased by $55.4 million to $120.7 million compared
to $65.3 million for 2004. The increase resulted primarily from increases in cash flows from our operat-
ing properties, and increases in accounts payable, accrued expenses and tenant security deposits.

Net cash used in investing activities for 2005 decreased by $15.4 million to $432.9 million compared to
$448.3 million for 2004. This decrease was primarily due to decreases in additions to properties under
development and land held for development, and property acquisitions, partially offset by an increase in
additions to rental properties.

Net cash provided by financing activities for 2005 decreased by $68.1 million to $313.0 million compared
to $381.1 million for 2004. This decrease was primarily due to decreases in the proceeds from secured
notes payable and from issuances of preferred stock, an increase in the principal reductions of secured
notes payable, and increases in dividends paid on common stock and preferred stock. This was partially
offset by the net proceeds from issuances of common stock, a decrease in repayments of our unsecured
line of credit and the decrease in redemption of preferred stock.

Off-Balance Sheet Arrangements
As of December 31, 2005, we had no off-balance sheet arrangements.

Contractual Obligations and Commitments
Contractual obligations as of December 31, 2005, consisted of the following (in thousands):

Payments by Period

Total 2006 2007-2008 2009-2010 Thereafter

$ 662,147 $206,813 $ 130,637

740,000 240,000 500,000
Ground lease obligations 62,774 1,730 3,538 3,664 53,842
Other obligations 6,248 887 1,816 1,819 1,726
Total $1,471,169 $ 47169  $ 452167 $ 636,120 $ 335,713

$ 44,552 $280,145

Secured notes payable"”

Unsecured line of credit and unsecured term loan

(1) Excludes unamortized premiums of $4.5 million as of December 31, 2005.

Secured notes payable as of December 31, 2005 included 34 notes secured by 67 properties and three land
development parcels.
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In November 2005, we amended our unsecured line of credit and our unsecured term loan (see
“Unsecured Line of Credit and Unsecured Term Loan” below). The unsecured line of credit matures in
December 2007 and may be extended at our sole option for an additional one-year period. The unsecured
term loan matures in December 2009.

Ground lease obligations as of December 31, 2005 included leases for seven of our properties and one
land development parcel. These lease obligations have remaining lease terms of 27 to 50 years, exclusive
of extension options.

In addition to the above, we were committed as of December 31, 2005 under the terms of contracts to
complete the construction of properties under development at a remaining aggregate cost of $46.4 million.

As of December 31, 2005, we were also committed to fund approximately $20.1 million for the construc-
tion of building infrastructure improvements under the terms of leases and/or construction contracts and
approximately $13.3 million for certain investments.

Tenant Security Deposits and Other Restricted Cash
Tenant security deposits and other restricted cash consisted of the following (in thousands):

December 31, 2005

$13,838
Security deposit funds based on the terms of certain lease agreements 2,047
Other funds held in escrow 5,128
$ 21,013

Funds held in trust under the terms of certain secured notes payable

Secured Notes Payable
Secured notes payable consisted of the following (dollars in thousands):

December 31,

Secured notes payable, interest rates varying from 4.32% to 8.75%, (weighted
average interest rate of 6.31% and 5.67% at December 31, 2005 and 2004,

respectively), maturity dates ranging from January 2006 to June 2016 $ 662,147 |$ 635432

Unamortized premiums 4,519 3,514
$666,666 | $638,946

Total secured notes payable

Our secured notes payable generally require monthly payments of principal and interest. The total book
values of properties securing debt were $848,286,000 and $776,342,000 at December 31, 2005 and 2004,
respectively. At December 31, 2005, our secured notes payable were comprised of $595.9 million and $70.8
million of fixed and variable rate debt, respectively, compared to $437.2 million and $201.7 million of fixed
and variable rate debt, respectively, at December 31, 2004.

The following is a summary of the scheduled principal payments for our secured notes payable and the
weighted average interest rates as of December 31, 2005 (dollars in thousands):

Weighted
Averagg)
Year Amount | Interest Rate

2006 $ 44,552 6.32%
2007 83,623 6.26%
2008 123,190 6.16%
2009 42,084 6.52%
2010 88,553 6.48%
Thereafter 280,145 6.24%
Subtotal 662,147
Unamortized premiums 4,519
$ 666,666

Total secured notes payable

(1) The weighted average interest rate is calculated based on the outstanding debt as of January 1st of each year.

Unsecured Line of Credit and Unsecured Term Loan

In November 2005, we entered into an amendment to our amended and restated credit agreement to
increase the maximum permitted borrowings under our unsecured credit facilities from $750 million to
$1 billion consisting of a $500 million unsecured line of credit and a $500 million unsecured term loan.
We may in the future elect to increase commitments under the unsecured credit facilities by up to an addi-
tional $200 million.

Borrowings under our unsecured line of credit, as 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 rate and the Federal Funds rate,
plus 0.5%. For each LIBOR-based advance, we must elect a LIBOR period of one, two, three or six months.
The unsecured line of credit matures in December 2007 and may be extended at our sole option for an
additional one-year period. As of December 31, 2005, we had borrowings of $240 million outstanding on
the unsecured line of credit with a weighted average interest rate of 5.69%.

Our unsecured term loan 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
matures in December 2009. As of December 31, 2005, we had borrowings of $500 million outstanding on
the unsecured term loan with a weighted average interest rate of 5.67%.

Our unsecured line of credit and unsecured term loan contain financial covenants, including, among
other things, maintenance of minimum net worth, a leverage ratio and a fixed charge coverage ratio. In
addition, the terms of the unsecured line of credit and unsecured term loan restrict, among other things,
certain investments, indebtedness, distributions and mergers.

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 redevelopment of additional unencumbered properties,
aggregate borrowings available under the unsecured line of credit and unsecured term loan will increase
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up to a maximum combined amount of $1 billion. Under these provisions as of December 31, 2005, aggre-
gate borrowings under our unsecured line of credit and unsecured term loan were limited to $863 million.

Interest Rate Swaps
We utilize interest rate swap agreements to hedge a portion of our exposure to variable interest rates asso-
ciated with our unsecured line of credit and unsecured term loan. These agreements involve an exchange
of fixed and floating rate 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 as of December 31, 2005 (dollars in
thousands):

Interest Termination Fair
Pay Rates Dates Values

Notional Effective at

Transaction Dates Effective Dates Amounts December 31, 2005

$ 25,000
25,000
50,000
50,000
25,000
25,000
50,000
50,000
50,000
50,000
50,000
50,000
25,000
50,000
25,000
50,000
25,000
50,000
25,000
50,000
50,000
50,000

Total Notional Amount in Effect at December 31, 2005

$ 25,000
25,000
50,000

3.285%
3.285%
4.150%

5.090%
2.956%
2.956%
3.140%

4.230%
4.850%
4.343%
3.590%
3.927%
4.120%

4.270%
4.330%
4.400%
4.460%
4.509%
4.615%
4.730%
4.740%
4.768%

December 2002 January 2, 2003 June 30, 2006 $ 167

December 2002 January 2, 2003 June 30, 2006 167

December 2003 December 30, 2005 December 29, 2006 280
October 31, 2008 (813)

December 31, 2006 434

December 2003  December 29, 2006

March 2004 December 31, 2004 25,000
25,000

50,000

March 2004 December 31, 2004 December 31, 2006 434
April 28, 2006 230

April 30, 2007 274

April 2004 April 29, 2005

April 2004 April 28, 2006

April 2004 April 30, 2007 April 30, 2008 (63)

June 2004 June 30, 2005 June 30, 2007 284

December 2004 December 31, 2004 January 2, 2008 1,129
July 1, 2008 950

November 30, 2006 136

December 2004 January 3, 2006

May 2005 December 30, 2005

May 2005 June 30, 2006 June 29, 2007 250

May 2005 November 30, 2006 November 30, 2007 103

May 2005 June 29, 2007 June 30, 2008 162

May 2005 November 30, 2007 November 28, 2008 61

May 2005 June 30, 2008 June 30, 2009

May 2005 November 28, 2008 November 30, 2009 4

December 2005  December 29, 2006 November 30, 2009 17

December 2005  December 29, 2006 November 30, 2009 4

December 2005 January 2, 2008 December 31, 2010 8

$ 4,867

$ 325,000

We do not believe we are exposed to a significant amount of credit risk in our interest rate swap agreements
as our counterparties 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 agree-
ments, including a default by a counterparty.

As of December 31, 2005, our interest rate swap agreements were classified in other assets at their fair
values aggregating approximately $4.9 million, with the offsetting adjustment reflected as unrealized gains
in accumulated other comprehensive income in stockholders’ equity. As of December 31, 2004, our inter-
est rate swap agreements were classified in accounts payable, accrued expenses and tenant security
deposits at their fair values aggregating approximately $2.1 million, with the offsetting adjustment reflect-
ed as unrealized losses in accumulated other comprehensive income in stockholders’ equity. Balances in
accumulated other comprehensive income are recognized in earnings as swap payments are made. During
the next twelve months, we expect to reclassify $3.3 million from accumulated other comprehensive
income to interest income.

Other Resources and Liquidity Requirements

In March 2005, we sold 1,437,500 shares of our common stock in an underwritten offering (including the
shares issued upon exercise of the underwriter’s over-allotment option). The shares were issued at a price
of $62.51 per share, resulting in aggregate proceeds of approximately $89.1 million (after deducting under-
writing discounts and other offering costs).

In September 2005, we sold 1,248,000 shares of our common stock in an underwritten offering (includ-
ing the shares issued upon exercise of the underwriter’s over-allotment option). The shares were issued at
a price of $81.00 per share, resulting in net proceeds of approximately $100.3 million (after deducting
underwriting discounts and other offering costs).

As of December 31, 2005, we had approximately $305 million of available capacity for future issuances
of debt, equity and other securities under a shelf registration statement filed with the Securities and
Exchange Commission. These securities may be issued from time to time and at our discretion based on
our needs and market conditions.

In November 2005, we entered into an amendment to our existing amended and restated credit agree-
ment. The maximum permitted borrowings under the credit facilities was increased from $7750 million to
$1 billion consisting of a $500 million unsecured line of credit and a $500 million unsecured term loan.
We may in the future elect to increase commitments under the unsecured credit facilities by up to an addi-
tional $200 million.

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 oper-
ating activities will continue to be sufficient to enable us to make distributions necessary to continue qual-
ifying as a REIT. We also believe that net cash provided by operating activities will be sufficient to fund
recurring non-revenue enhancing capital expenditures, tenant improvements and leasing commissions.

We expect to meet certain long-term liquidity requirements, such as for property acquisitions, property
development and redevelopment activities, scheduled debt maturities, expansions and other non-recurring
capital improvements, through net cash provided by operating activities, long-term secured and unsecured
indebtedness, including borrowings under the unsecured line of credit and unsecured term loan, and the
issuance of additional debt and/or equity securities.
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Exposure to Environmental Liabilities

In connection with the acquisition of all of our properties, we have obtained Phase I environmental assess-
ments to ascertain the existence of any environmental liabilities or other issues. The Phase I environmen-
tal 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 liabilities that have occurred since the Phase I environmental assess-
ments were completed. In addition, we carry a policy of pollution legal liability insurance covering expo-
sure to certain environmental losses at all of our properties.

CAPITAL EXPENDITURES, TENANT IMPROVEMENTS AND LEASING COSTS

The following table shows total and weighted average per square foot property-related capital expenditures,
tenant improvements and leasing costs (all of which are added to the basis of the properties) related to our
life science properties (excluding capital expenditures and tenant improvements that are recoverable from
tenants, revenue-enhancing or related to properties that have undergone redevelopment) for the years
ended December 31, 2005, 2004, 2003, 2002 and 2001, attributable to leases that commenced at our prop-
erties after our acquisition:

Total Weighted
Average

CAPITAL EXPENDITURES:"
$ 6,807,000 | $ 972,000 $2,628,000” $1,632,000° $ 959,000 $ 616,000
$ 5,460,000 [ $ 1,278,000 $ 1,243,000 $ 853,000 $ 1,472,000% $ 614,000

Major capital expenditures
Recurring capital expenditures

Weighted average square

feet in portfolio 30,591,968 | 8,128,600 6,123,807 5,708,635 5,499,660 5,131,176

Per weighted average
square foot in portfolio

0.29%$ 017 $ 012
015 $ 027 ¢ 012

0.43"¢
020 $

Major capital expenditures

Recurring capital expenditures

TENANT IMPROVEMENTS
AND LEASING COSTS:

Retenanted space®
Tenant improvements
and leasing costs

$ 466,000
151,161"

$ 4,891,000
991,992

324,000
130,887

713,000 $ 2,890,000
142,814 248,488

498,000

Retenanted square feet 318,642

Per square foot leased

of retenanted space 4.93 2.48 499 $ 11.63 156 $ 3.08

Renewal space
Tenant improvements
and leasing costs $ 2,797,000

2,184,863

937000 $ 105,000
558,874 271,236

526,000
255,978

$ 451,000

Renewal square feet 432,717

Per square foot leased

of renewal space $ 1.28($ 117 $ 168 $ 039 $ 205 $ 1.04

(1) Property-related capital expenditures include all major capital and recurring capital expenditures except capital expenditures that are recoverable from
tenants, revenue-enhancing capital expenditures, or costs related to the redevelopment of a property. Major capital expenditures consisted of roof replace-
ments and HVAC systems that are typically identified and considered at the time a property is acquired. Major capital expenditures for 2003 also includ-
ed one-time costs related to the implementation of our national branding and signage program. Recurring capital expenditures exclude major capital expen-
ditures.

(2) Major capital expenditures for 2004 included a one-time HVAC system upgrade at one property totaling $1,5651,000 or $0.25 per square foot.

(8) Major capital expenditures for 2003 included $1,072,000 or $0.19 per square foot in one-time costs related to the implementation of our national
branding and signage program.

(4) Recurring capital expenditures for 2002 included $552,000 or $0.10 per square foot related to a fully leased property in San Diego, California that
underwent substantial renovation in 2002.

(5) Excludes space that has undergone redevelopment before retenanting.




MD&A (CONTINUED)>

Alexandria Real Estate Equities, Inc. and Subsidiaries

Capital expenditures fluctuate in any given period due to the nature, extent and timing of improvements
required and the extent to which they are recoverable from our tenants. Approximately 89% of our leases
provide for the recapture of certain capital expenditures (such as HVAC systems maintenance and/or
replacement, roof replacement and parking lot resurfacing). In addition, we maintain an active preventa-
tive maintenance program at each of our properties to minimize capital expenditures required.

Tenant improvements and leasing costs also fluctuate in any given year depending upon factors such as the
timing and extent of vacancies, property age, location and characteristics, the type of lease (renewal tenant
or retenanted space), the involvement of external leasing agents and overall competitive market conditions.

INFLATION

As of December 31, 2005, approximately 85% of our leases (on a square footage basis) were triple net leas-
es, requiring tenants to pay substantially all real estate taxes and insurance, common area and other oper-
ating expenses, including increases thereto. In addition, as of December 31, 2005, approximately 6% of our
leases (on a square footage basis) required the tenants to pay a majority of operating expenses.
Approximately 9o% of our leases (on a square footage basis) contained effective annual rent escalations
that are either fixed (generally ranging from 3% to 3.5%) or indexed based on the consumer price index or
another index. Accordingly, we do not believe that our earnings or cash flow from real estate operations are
subject to any significant risk from inflation. An increase in inflation, however, could result in an increase
in the cost of our variable rate borrowings, including our unsecured line of credit and unsecured term loan.

FUNDS FROM OPERATIONS

GAAP basis accounting for real estate assets utilizes historical cost accounting and assumes real estate val-
ues diminish over time. In an effort to overcome the difference 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 tool 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 com-
pute 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. The White Paper defines FFO as net income (loss) (computed in accordance with
GAAP), excluding gains (or losses) from sales, plus real estate related 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
net income (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.
(See “Liquidity and Capital Resources — Cash Flows” above for information regarding these measures of
cash flow.)

The following table presents a reconciliation of net income available to common stockholders to funds
from operations available to common stockholders for the years ended December 31, (in thousands):

December 31, 2005 2004

Net income available to common stockholders"”
Add:
Depreciation and amortization® 55,416
Minority interest 634
Less:
Gain on sales of property” (36)
FFO allocable to minority interest (668)

$102,689

$ 47,343 $ 45,724

) 42,523

(1,627)

Funds from operations available to common stockholders $ 86,620

(1) During the second quarter of 2004, we elected to redeem the 9.50% Series A cumulative redeemable preferred stock. Accordingly, in compliance
with Emerging Issues Task Force Topic D-42, we recorded a charge of $1,876,000, or $0.10 per common share (diluted) in the second quarter of 2004
for costs related to the redemption of the Series A preferred stock.

(2) 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”).

(8) Gain on sales of property relates to the disposition of one property in the Southeast market during the third quarter of 2005 and the disposition of one
property in the Suburban Washington D.C. market during the first quarter of 2004. Gain on sales of property is included in the income statement in income
from discontinued operations, net.

PROPERTY AND LEASE INFORMATION
The following table is a summary of our properties as of December 31, 2005 (dollars in thousands):

Annualized
Base Rent

Rentable
Square Feet

Number of
Properties

Occupancy

Markets Percentages

31343 $ 793
1,070,477 27509
1,043,737 30,583
1,263,077 34,603

458,623 7,900
432,127 7,460
2,439,146 46,936
780,211 23,081
296,362 6,223
7,815,103  $185,088
1,009,266 $ 14,662
8,824,369  $ 199750

100.0%
92.2%
96.5%
93.6%
98.5%

"85.9%

#l93.006

87.8%
100.0%

93 205

45.7%
PIg7.79

California — Pasadena 1
California — San Diego 23
California — San Francisco Bay 15
Eastern Massachusetts 22
New Jersey/Suburban Philadelphia 7
Southeast 8
Suburban Washington D.C. 31
Washington — Seattle 9

International — Canada 3

Total Operating Properties

Properties Under Redevelopment

Total Properties

(1) Substantially all of the vacant space is office or warehouse space.

(2) Excluding one lease for approximately 103,000 square feet that terminated in the fourth quarter of 2005, occupancy percentages for Suburban
Washington D.C., total operating properties and total properties would have been 97.2%, 94.5% and 88.9%, respectively.
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The following table summarizes information with respect to the lease expirations at our properties as of
December 31, 2005:

Annualized
Base Rent
of Expiring
Leases (per
square foot)

Square Percentage of
Footage of Aggregate
Expiring Leased
Leases  Square Feet

Number of
Expiring
Leases

Year of Lease
Expiriation

2006 79"
2007 39
2008 27
2009 26

924,223 11.9%
786,824 10.2%
630,784 8.1%
492,926 6.4%
740,788 9.6%
4,165,798 53.8%

$24.98
$26.30
$26.24
$ 21.77
$22.40
$26.91

2010 33
Thereafter 79

(1) Includes month-to-month leases for approximately 56,000 square feet.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risk is the exposure to loss resulting from changes in interest rates, foreign currency exchange
rates, commodity prices and equity prices. The primary market risk to which we believe we are exposed is
interest rate risk, which may result from many factors, including governmental monetary and tax policies,
domestic and international economic and political considerations and other factors that are beyond our
control.

In order to modify and manage the interest rate characteristics of our outstanding debt and to limit the
effects of interest rate risks on our operations, we may utilize a variety of financial instruments, including
interest rate swaps, caps, floors and other interest rate exchange contracts. The use of these types of instru-
ments to hedge a portion of our exposure to changes in interest rates carries additional risks, such as count-
er-party credit risk and the legal enforceability of hedging contracts.

Our future earnings and fair values relating to financial instruments are primarily dependent upon
prevalent market rates of interest, such as LIBOR. However, our interest rate swap agreements are intend-
ed to reduce the effects of interest rate changes. Based on interest rates at, and our swap agreements in
effect on, December 31, 2005 and 2004, we estimate that a 1% increase in interest rates on our variable
debt, including our unsecured line of credit and unsecured term loan, after considering the effect of our
interest rate swap agreements, would decrease annual future earnings by approximately $2.1 million and
$2.0 million, respectively. We further estimate that a 1% decrease in interest rates on our variable debt,
including our unsecured line of credit and unsecured term loan, after considering the effect of our inter-
est rate swap agreements in effect on December 31, 2005 and 2004, would increase annual future earn-
ings by approximately $2.1 million and $2.0 million, respectively. A 1% increase in interest rates on our
secured debt and interest rate swap agreements would decrease their aggregate fair values by approximate-
ly $36.8 million and $27.2 million at December 31, 2005 and 2004, respectively. A 1% decrease in interest
rates on our secured debt and interest rate swap agreements would increase their aggregate fair values by
approximately $38.4 million and $28.4 million at December 31, 2005 and 2004, respectively.

These amounts are determined by considering the impact of the hypothetical interest rates on our bor-
rowing cost and our interest rate swap agreements in effect on December 31, 2005 and 2004. These analy-
ses do not consider the effects of the reduced level of overall economic activity that could exist in such an
environment. Further, in the event of a change of such magnitude, we would consider taking actions to fur-
ther 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-trad-
ed companies and privately held entities. We classify investments in publicly-traded companies as avail-
able-for-sale and, consequently, record them on our balance 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.
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, 2005 and 2004 would decrease their fair values by approximately $8.2 million and $6.7 mil-
lion, respectively.

We have exposure to foreign currency exchange rate market risk related to our wholly-owned sub-
sidiaries operating in Canada. The functional currency of our foreign subsidiaries operating in Canada is
the local currency, the Canadian dollar. Gains or losses resulting from the translation of our foreign sub-
sidiaries’ balance sheets and income statements are included in accumulated other comprehensive income
as a separate component of stockholders’ equity. Gains or losses will be reflected in our income statement
when there is a sale or partial sale of out investment in these operations or upon a complete or substan-
tially complete liquidation of the settlement.
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To the Board of Directors and Stockholders of Alexandria Real Estate Equities, Inc.

We have audited management’s assessment, included in the accompanying Annual Management’s Report
on Internal Control Over Financial Reporting, that Alexandria Real Estate Equities, Inc. and subsidiaries
(the “Company”) maintained effective internal control over financial reporting as of December 31, 2005,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the “COSO criteria”). The Company’s manage-
ment is responsible for maintaining effective internal control over financial reporting and for its assess-
ment of the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal con-
trol over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting, eval-
uating management’s assessment, testing and evaluating the design and operating effectiveness of inter-
nal control, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assur-
ance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit prepara-
tion of financial statements in accordance with generally accepted accounting principles, and that receipts
and expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detec-
tion of unauthorized acquisition, use, or disposition of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2005 is fairly stated, in all material respects, based on the COSO cri-
teria. Also, in our opinion, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2005, based on the COSO criteria.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the accompanying consolidated balance sheets of the Company as of December 31,
2005 and 2004, and the related consolidated statements of income, stockholders’ equity, and cash flows
for each of the three years in the period ended December 31, 2005, and our report dated March 9, 2006
expressed an unqualified opinion thereon.

éwd ¥ MLL?

Los Angeles, California
March 9, 2006
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The management of Alexandria Real Estate Equities, Inc. and subsidiaries (the “Company”) is responsible
for establishing and maintaining adequate internal control over financial reporting. Internal control over
financial reporting is a process designed to provide reasonable assurance regarding the reliability of finan-
cial reporting and the preparation of financial statements for external reporting purposes in accordance
with U.S. generally accepted accounting principles. The Company’s internal control over financial report-
ing includes those policies and procedures that (1) pertain to the maintenance of records that, in reason-
able detail, accurately and fairly reflect the transactions and dispositions of assets; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with U.S. generally accepted accounting principles, and that receipts and expenditures are
being made only in accordance with the authorizations of the Company’s management and directors; and
(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of assets that could have a material effect on the financial statements. Management
has assessed the effectiveness of the Company’s internal control over financial reporting as of December
31, 2005. In making its assessment, management has utilized the criteria set forth by the Committee of
Sponsoring Organizations (COSO) of the Treadway Commission in “Internal Control-Integrated
Framework”. Management concluded that based on its assessment, the Company’s internal control over
financial reporting was effective as of December 31, 2005. Management’s assessment of the effectiveness

of the Company’s internal control over financial reporting as of December 31, 2005 has been audited by
Ernst & Young LLP, an independent registered public accounting firm, as stated in their report on the
preceding page.

REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM>

Alexandria Real Estate Equities, Inc. and Subsidiaries

To the Board of Directors and Stockholders of Alexandria Real Estate Equities, Inc.

We have audited the accompanying consolidated balance sheets of Alexandria Real Estate Equities, Inc. and
subsidiaries (the “Company”) as of December 31, 2005 and 2004, and the related consolidated statements
of income, stockholders’ equity, and cash flows for each of the three years in the period ended December
31, 2005. These financial statements are the responsibility of the Company’s management. Our responsi-
bility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by man-
agement, as well as evaluating the overall financial statement presentation. We believe that our audits pro-
vide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the con-
solidated financial position of Alexandria Real Estate Equities, Inc. and subsidiaries at December 31, 2005
and 2004, and the consolidated results of their operations and their cash flows for each of the three years
in the period ended December 31, 2005, in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the Company's internal control over financial reporting as of
December 31, 2005, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated March o9,

2000, expressed an unqualified opinion thereon.
éawvt ¥ MLL?

Los Angeles, California
March 9, 2006
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December 31, (Dollars in thousands, except per share amounts)

CONSOLIDATED STATEMENTS OF INCOME>

Alexandria Real Estate Equities, Inc. and Subsidiaries

Year Ended December 31, (Dollars in thousands, except per share amounts)

ASSETS

Rental properties, net

Properties under development and land held for development
Cash and cash equivalents

Tenant security deposits and other restricted cash

Tenant receivables

Deferred rent

Investments

Other assets

$ 1,788,818
329,338
3,911
21,013
4,764
54,573
82,010
78,023

Total assets

$ 2,362,450

LIABILITIES AND STOCKHOLDERS' EQUITY

Secured notes payable

Unsecured line of credit and unsecured term loan

Accounts payable, accrued expenses and tenant security deposits

Dividends payable

$ 666,666
740,000
86,391
19,478

Total liabilities

Commitments and contingencies

Minority interest

Stockholders’ equity:

9.10% Series B cumulative redeemable preferred stock, $o.01 par value per
share, 2,300,000 shares authorized; 2,300,000 shares issued and outstanding
at December 31, 2005 and 2004; $25.00 liquidation value per share

8.375% Series C cumulative redeemable preferred stock, $o0.01 par value per
share, 5,750,000 shares authorized; 5,185,500 shares issued and outstanding
at December 31, 2005 and 2004; $25.00 liquidation value per share

Common stock, $0.01 par value per share, 100,000,000 shares authorized;
22,441,294 and 19,594,418 shares issued and outstanding at December 31, 2005
and 2004, respectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

1,512,535

129,638

224
607,405

35,033

Total stockholders’ equity

829,800

Total liabilities and stockholders’ equity

$ 2,362,450

See accompanying notes.

$ 1,427,853
252,249
3,158
17,669
2,542
43,166
67,419
58,228

$ 1,872,284

$ 638,946
548,000
48,581
16,284
1,251,811

129,638

196
414,028
5,267
13,844
620,473

$ 1,872,284

REVENUES
Rental
Tenant recoveries

Other income

189,312
49,974
4,798

244,084

EXPENSES

Rental operations

General and administrative
Interest

Depreciation and amortization

54,540
21,094
49,116
55,399

Minority interest

180,149
634

Income from continuing operations

Income from discontinued operations, net

63,301
132

Net income
Dividends on preferred stock

Preferred stock redemption charge

63,433
16,090

Net income available to common stockholders

47,343

Earnings per share — basic:

Continuing operations (net of preferred stock dividends
and preferred stock redemption charge)

Discontinued operations, net

Earnings per share — basic

Earnings per share — diluted:

Continuing operations (net of preferred stock dividends
and preferred stock redemption charge)

Discontinued operations, net

Earnings per share — diluted

Weighted average shares of common stock outstanding:

Basic

20,948,915

Diluted

21,316,886

See accompanying notes.

$

143700 $ 126,236

35,840
3,541
183,081

38,394
15,105
28,670
42,476
124,645
58,436
1,759
60,195
12,595
1,876
45724

19,315,364
19,658,759

32,050
2,068
160,354

32,770
14,211
26,416
38,598
111,995

48,359
11,284
59,643

8,898

50,745

18,993,856
19,247790
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Accumulated

Series A Series B Series C Number of Additional Other

Preferred Preferred Preferred Common Paid-In Retained Comprehensive

(Dollars in thousands) Stock Stock Stock Shares Capital Earnings Income (Loss)

BALANCE AT DECEMBER 31, 2002 $ 38,588 $ 57,500 18,973,957 $ 398,399 $ - $ (8,824) $ 485,853
Net income - - - - - - 59,643 - 59,643
Unrealized gain on marketable securities - - - - - - 610 610
Unrealized gain on swap agreements - - - - - - 2,739 2,739
Comprehensive income - - - - - 62,992
Issuances pursuant to Stock Plan (options and awards) - 290,066 - - 9,298
Dividends declared on preferred stock - - - (8,898) - (8,898)
Dividends declared on common stock - - - (42,110) - (42,110)

BALANCE AT DECEMBER 31, 2003 19,264,023 407,694 8,635 (5,475) 507,135
Net income - - - - 60,195 - 60,195

Unrealized gain on marketable securities - - - - - 15,110 15,110

Unrealized gain on swap agreements - - - - - 4,209 4,209

Comprehensive income - - - - - - 79,514
Issuance of Series C preferred stock, net of offering costs 129,638 - - - - 124,009
Redemption of Series A preferred stock - - - (1,876) - (38,588)
Issuances pursuant to Stock Plan (options and awards) - 330,395 - - 10,090
Dividends declared on preferred stock - - - (12,595) - (12,595)
Dividends declared on common stock - - - (49,092) (49,092)

BALANCE AT DECEMBER 31, 2004 129,638 19,594,418 414,028 5,267 13,844 620,473
Net income - - - - 63,433 - 63,433
Unrealized gain on marketable securities - - - - - 12,439 12,439
Unrealized gain on swap agreements - - - - - 6,957 6,957
Foreign currency translation - - - - - 1,793 1,793
Comprehensive income - - - - - - 84,622
Issuance of common stock, net of offering costs - 2,685,500 189,344 - - 189,371

Issuances pursuant to Stock Plan (options and awards) - 161,376 10,929 - - 10,930
Dividends declared on preferred stock - - - - (16,090) - (16,090)
Dividends declared on common stock - - - (6,896) (52,610) - (59,5086)

BALANCE AT DECEMBER 31, 2005 $ 57,500 $129,638 22,441,294 $ 607,405 $ 35,033 $ 829,800

See accompanying notes.
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Year Ended December 31,
(In thousands)

Year Ended December 31,
(In thousands)

OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Equity in income related to investments
Realized (gain)/loss on sales of investments
(Gain)/loss on sales of property
Minority interest
Depreciation and amortization
Amortization of loan fees and costs
Amortization of premiums on secured notes payable
Stock compensation expense
Changes in operating assets and liabilities:
Tenant security deposits and other restricted cash
Tenant receivables
Deferred rent
Other assets

Accounts payable, accrued expenses and tenant security deposits

$

63,433

(483
1,81
(36
634
55,416
6,666
(1,089
5,136

(3,344
2,214
(14,904
(26,586
39,860

Net cash provided by operating activities

INVESTING ACTIVITIES
Purchase of rental properties
Proceeds from sales of rental properties

Additions to rental properties

Additions to properties under development and land held for development

Additions to investments

Proceeds from investments

120,678

(223,862
1,182
(92,417
(117,945
(10,367
10,509

Net cash used in investing activities

(432,900

(251,091)
5,454
(70,248)
(129,620)
(7.993)
5,246
(448,252)

$

59,643

(48,729)
42,376
(48,264)
(78,327)

(8,818)
2,488
(139,274)

FINANCING ACTIVITIES

Proceeds from secured notes payable
Proceeds from issuances of common stock
Proceeds from issuance of preferred stock
Redemption of Series A preferred stock
Proceeds from exercise of stock options
Borrowings from unsecured line of credit and unsecured term loan
Repayments of unsecured line of credit
Principal reductions of secured notes payable
Dividends paid on common stock

Dividends paid on preferred stock

Distributions to minority interest

153,398
189,371

4,291
515,000
(323,000
(153,015
(56,312
(16,090
(668

Net cash provided by financing activities

312,975

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

753
3,158

Cash and cash equivalents at end of year

$

3,911

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid during the year for interest, net of interest capitalized

$

39,292

See accompanying notes.

$

198,400
124,009
(38,588)
7,094
490,000
(331,000,
(10,376
(47,333
(11,097

)
)
)
)

381,109
(1,827)
4,985

3158 $

28714 $

1,195
3,790
4,985

28,143
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NOTE 1. BACKGROUND
References to the “Company”, “we”, “
subsidiaries.

Alexandria Real Estate Equities, Inc. is a real estate investment trust (“REIT”) formed in 1994. We are
engaged principally in the ownership, operation, management, acquisition, and selective redevelopment
and development of properties containing office/laboratory space. We refer to these properties as “life sci-
ence properties”. Our life science properties are designed and improved for lease primarily to institution-
al (universities and not-for-profit institutions), pharmaceutical, biotechnology, life science product, service,
biodefense and translational research entities, as well as government agencies. As of December 31, 2005,
we had 134 properties (131 properties located in nine states and three properties located in Canada) with
approximately 8.8 million rentable square feet of office/laboratory space, compared to 113 properties in
nine states with approximately 7.4 million rentable square feet of office/laboratory space as of December
31, 2004.

As of December 31, 2005, approximately 85% of our leases (on a square footage basis) were triple net
leases, requiring tenants to pay substantially all real estate taxes and insurance, common area and other
operating expenses, including increases thereto. In addition, as of December 31, 2005, approximately 6%
of our leases (on a square footage basis) required the tenants to pay a majority of operating expenses.

our” and “us” refer to Alexandria Real Estate Equities, Inc. and its

Additionally, as of December 31, 2005, approximately 89% of our leases (on a square footage basis) provid-
ed for the recapture of certain capital expenditures and approximately 9o% of our leases (on a square
footage basis) contained effective annual rent escalations that are either fixed or indexed based on the con-
sumer price index or another index. The information provided in this paragraph is unaudited.

NOTE 2. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying consolidated financial statements include the accounts of Alexandria Real Estate
Equities, Inc. and its subsidiaries. All significant intercompany balances and transactions have been elim-
inated.

We hold interests, together with certain third parties, in a limited partnership and in a limited liability
company which we consolidate in our financial statements. Such interests are subject to provisions of
FASB Interpretation No. 46R, “Consolidation of Variable Interest Entities”, FASB Emerging Issues Task
Force Issue No. 96-16, “Investor’s Accounting for an Investee When the Investor Has a Majority of the
Voting Interest but the Minority Shareholder or Shareholders Have Certain Approval or Veto Rights”, and
AICPA Statement of Position 78-9, “Accounting for Investments in Real Estate Ventures”. Based on the
provisions set forth in these rules, we consolidate the limited partnership and limited liability company
because we exercise significant control over major decisions by these entities, such as investment activity
and changes in financing.

Use of Estimates

The preparation of financial statements in conformity with United States generally accepted accounting
principles requires us to make estimates and assumptions that affect the reported amounts of assets and
liabilities, the disclosure of contingent assets and liabilities as of the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Reclassifications
Certain prior year amounts have been reclassified to conform to the current year presentation.

Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, tenant receivables, unsecured line of credit and unse-
cured term loan, and accounts payable, accrued expenses and tenant security deposits approximate fair
value.

The fair value of our secured notes payable was estimated using discounted cash flows analyses based
on borrowing rates we believe we could obtain with similar terms and maturities. As of December 31,
2005 and 2004, the fair values of our secured notes payable were approximately $682,835,000 and
$652,100,000, respectively.

Operating Segments
We view our operations as principally one segment and the financial information disclosed herein repre-
sents all of the financial information related to our principal operating segment.

International Operations
The functional currency for our subsidiaries operating in the United States is the U.S. dollar. During 2005,
we acquired three operating properties in Canada through wholly-owned Canadian subsidiaries. The func-
tional currency for our foreign subsidiaries operating in Canada is the local currency, the Canadian dollar.
The assets and liabilities of our foreign subsidiaries are translated into U.S. dollars at the exchange rate in
effect as of the financial statement date. Income statement accounts of our foreign subsidiaries are trans-
lated using the average exchange rate for the period presented. Gains resulting from the translation are
included in accumulated other comprehensive income as a separate component of stockholders’ equity.
The appropriate amounts of exchange gains or losses included in accumulated other comprehensive
income are reflected in income when there is a sale or partial sale of our investment in these operations or
upon a complete or substantially complete liquidation of the investment.

Rental Properties, Properties Under Development and Land Held for Development

In accordance with Statement of Financial Accounting Standards No. 141, “Business Combinations”, we
perform the following procedures when making an allocation of the purchase price of real estate: (1) esti-
mate 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
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and the purchase price; and (4) allocate the intangible value to above, below and at market leases, origina-
tion 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 depreciated on a straight-line basis using an estimated life of 20 years for land improve-
ments, 40 years for buildings and building improvements, the respective lease term for tenant improve-
ments and the estimated useful life for equipment. The values of above and below market leases are amor-
tized 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 in the accompanying consolidated balance sheets
and amortized over the remaining life of the lease.

Rental properties, properties under development and land held for development are individually evalu-
ated for impairment when conditions exist which may indicate that it is probable that the sum of expected
future undiscounted cash flows is less than the carrying amount. Upon determination that an impairment
has occurred, a write-down is recorded to reduce the carrying amount to its estimated fair value.

In accordance with Statement of Financial Accounting Standards No. 34, “Capitalization of Interest
Cost” (“SFAS 34”) and Statement of Financial Accounting Standards No. 67, “Accounting for Costs and
Initial Rental Operations of Real Estate Projects” (“SFAS 67”), we capitalize direct construction and devel-
opment costs, including predevelopment costs, interest, property taxes, insurance and other costs directly
related and essential to the acquisition, development or construction of a project. Pursuant to SFAS 34 and
SFAS 67, capitalization of construction, development and redevelopment costs are required while activi-
ties are ongoing to prepare an asset for its intended use. Costs incurred after a project is substantially com-
plete and ready for its intended use are expensed as incurred. Costs previously capitalized related to aban-
doned acquisition or development opportunities are written off. Should development activity cease, a por-
tion of interest, property taxes, insurance and certain costs would no longer be eligible for capitalization,
and would be expensed as incurred. Expenditures for repairs and maintenance are expensed as incurred.

In accordance with Statement of Financial Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“SFAS 144”), we classify a property as “held for sale” when
all of the following criteria for a plan of sale have been met: (1) management, having the authority to
approve the action, commits to a plan to sell the property; (2) the property is available for immediate sale
in its present condition, subject only to the terms that are usual and customary; (3) an active program to
locate a buyer, and other actions required to complete the plan to sell, have been initiated; (4) the sale of
the property is probable and is expected to be completed within one year; (5) the property is being actively
marketed for sale at a price that is reasonable in relation to its current fair value; and (6) actions necessary
to complete the plan of sale indicate that it is unlikely that significant changes to the plan will be made or
that the plan will be withdrawn. When the property is classified as “held for sale”, its operations are clas-
sified as discontinued operations in our consolidated statements of income. When a property is designat-
ed as “held for sale”, amounts for all prior periods presented are reclassified from continuing operations
to discontinued operations. A loss is recognized for any initial adjustment of the asset’s carrying amount
to fair value less costs to sell in the period the asset qualifies as “held for sale”. Depreciation of assets is
discontinued commencing on the date they are designated as “held for sale”.

Cash Equivalents
We consider all highly liquid investments with original maturities of three months or less when purchased
to be cash equivalents.

Tenant Security Deposits and Other Restricted Cash
Tenant security deposits and other restricted cash consisted of the following (in thousands):

December 31, 2005

$13,838
Security deposit funds based on the terms of certain lease agreements 2,047
Other funds held in escrow 5,128
$ 21,013

Funds held in trust under the terms of certain secured notes payable

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” in accordance with 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 as 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 in the accompanying consolidated statements of
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 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 Topic D-46, “Accounting for Limited Partnership Investments” (“EITF Topic D-46”). Under the
equity method 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 deter-
mined 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 limited to, market prices, market conditions, prospects for favorable or unfavorable clinical trial
results, new product initiatives and new collaborative agreements.
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Leasing Costs

Costs directly related and essential to our leasing activities are capitalized and amortized on a straight-line
basis over the term of the related lease. Costs that were previously capitalized and which related to unsuc-
cessful leasing opportunities are written off. Leasing costs, net of related amortization, totaled
$32,924,000 and $29,747,000 as of December 31, 2005 and 2004, respectively, and are included in other
assets in the accompanying consolidated balance sheets.

Loan Fees and Costs

Fees and costs incurred in obtaining long-term financing are amortized over the terms of the related loans
and included in interest expense in the accompanying consolidated statements of income. Loan fees and
costs, net of related amortization, totaled $14,789,000 and $14,075,000 as of December 31, 2005 and
2004, respectively, and are included in other assets in the accompanying consolidated balance sheets.

Interest Rate Swaps

We utilize interest rate swap agreements to hedge a portion of our exposure to variable interest rates asso-
ciated with our unsecured line of credit and unsecured term loan. These agreements involve an exchange
of fixed and floating rate 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.

Statement of Financial Accounting Standards No. 133 (“SFAS 133”), “Accounting for Derivative
Instruments and Hedging Activities”, as amended by Statement of Financial Accounting Standards No.
138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities” establishes account-
ing and reporting standards for derivative financial instruments such as our interest rate swap agreements.
All of our interest rate swap agreements meet the criteria to be deemed “highly effective” under SFAS 133
in reducing our exposure to variable interest rates. In accordance with SFAS 133, we formally document all
relationships between interest rate swap agreements and hedged items, including the method for evaluat-
ing effectiveness and the risk strategy. Accordingly, we have categorized these instruments as cash flow
hedges. We make an assessment at the inception of each interest rate swap agreement and on an ongoing
basis to determine whether these instruments are highly effective in offsetting changes in cash flows asso-
ciated with the hedged items. The ineffective portion of each interest rate swap agreement is immediately
recognized in earnings. While we intend to continue to meet the conditions for such hedge accounting, if
hedges did not qualify as “highly effective”, the changes in the fair values of the derivatives used as hedges
would be reflected in earnings.

Pursuant to SFAS 133, interest rate swaps are reflected at their estimated fair values in the accompany-
ing consolidated balance sheets. We use a variety of methods and assumptions based on market conditions
and risks existing at each balance sheet date to determine the fair values of our interest rate swap agree-

ments. These methods of assessing fair value result in a general approximation of value.
We do not believe we are exposed to a significant amount of credit risk in our interest rate swap agree-
ments as our counterparties are established, well-capitalized financial institutions.

Accumulated Other Comprehensive Income
Accumulated other comprehensive income consisted of the following (in thousands):

December 31, 2005 2004

$15,934
(2,090)

Unrealized gain on marketable securities $ 28,373
Unrealized gain (loss) on interest rate swap agreements 4,867
Unrealized foreign currency translation gain 1,793

$ 35,033

$13,844

Rental Income and Tenant Recoveries
Rental income from leases with scheduled rent increases, free rent, incentives and other rent adjustments
are recognized on a straight-line basis over the respective lease terms. We include amounts currently rec-
ognized as income, and expected to be received in later years, in deferred rent in the accompanying con-
solidated balance sheets. Amounts received currently, but recognized as income in future years, are includ-
ed as unearned rent in accounts payable, accrued expenses and tenant security deposits in the accompany-
ing consolidated balance sheets. We commence recognition of rental income at the date the tenant takes
possession of or controls the physical use of the property.

Tenant recoveries related to reimbursement of real estate taxes, insurance, repairs and maintenance, and
other operating expenses are recognized as revenue in the period the applicable expenses are incurred.

We maintain an allowance for estimated losses that may result from the inability of our tenants to make
required payments. If a tenant fails to make contractual payments beyond any allowance, we may recog-
nize additional bad debt expense in future periods equal to the amount of unpaid rent and unrealized
deferred rent. As of December 31, 2005 and 2004, we had no allowance for doubtful accounts.

Interest Income
Interest income was $578,000, $181,000 and $108,000 in 2005, 2004 and 2003, respectively, and is
included in other income in the accompanying consolidated statements of income.

Income Taxes

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 tax-
able income, no federal income tax provision has been reflected in the accompanying consolidated finan-
cial statements for the years ended December 31, 2005, 2004 and 2003. If we fail to qualify as a REIT in
any taxable year, we will be subject to federal income tax (including any applicable alternative minimum
tax) on our taxable income at regular corporate tax rates.

During 2005, 2004 and 2003, we declared dividends on our common stock of $2.72, $2.52 and $2.20 per
share, respectively. During 2004 and 2003, we declared dividends on our Series A cumulative redeemable
preferred stock of $1.72847 and $2.375 per share, respectively. During 2005, 2004 and 2003, we declared
dividends on our Series B cumulative redeemable preferred stock of $2.275, $2.275 and $2.275, respective-
ly. During 2005 and 2004, we declared dividends on our Series C cumulative redeemable preferred stock of
$2.09375 and $0.61649 per share, respectively. See Note 11, Preferred Stock and Excess Stock.
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The tax treatment of distributions on common stock paid in 2005 is as follows: (1) 71.8% ordinary divi-
dend, (2) 24.1% return of capital, (3) 3.9% capital gain at 15%, and (4) 0.2% Section 1250 capital gain at
25%. The tax treatment of distributions paid in 2004 is as follows: (1) 76.8% ordinary dividend, (2) 19.8%
return of capital, (3) 2.4% capital gain at 15%, and (4) 1.0% Section 1250 capital gain at 25%. The informa-
tion provided in this paragraph is unaudited.

Earnings Per Share, Dividends Declared and Preferred Stock Redemption Cost
The following table shows the computation of earnings per share, and dividends declared per common
share:

Year Ended December 31,
(Dollars in thousands, except per share amounts) 2005 2004 2003

45724 $ 50745
19,315,364 18,993,856
367,971 343,395 253,934
Weighted average shares of common stock outstanding - diluted 21,316,886 | 19,658,759 19,247,790
Earnings per share-basic $ 226 ($ 237 $ 2.67
Earnings per share-diluted $ 222($ 233 $ 2.64
Dividends declared per common share $ 2.72|$ 252 $ 2.20

Net income available to common stockholders $ 47343($
20,948,915

Weighted average shares of common stock outstanding - basic
Add: dilutive effect of stock options and stock grants

Emerging Issues Task Force Topic D-42, “The Effect on the Calculation of Earnings Per Share for the
Redemption or Induced Conversion of Preferred Stock” (“EITF Topic D-42”) provides, among other things,
that any excess of (1) the fair value of the consideration transferred to the holders of preferred stock
redeemed over (2) the carrying amount of the preferred stock, should be subtracted from net earnings to
determine net income available to common stockholders in the calculation of earnings per share. The cost
to issue our preferred stock was recorded as a reduction to additional paid-in capital in the years that the
preferred stock was issued. Upon any redemption of our preferred stock, the respective offering costs, rep-
resenting 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. During 2004,
we recorded a charge of approximately $1,876,000 to net income available to common stockholders for
costs related to the redemption of our 9.5% Series A cumulative redeemable preferred stock. Dividends on
preferred stock are deducted from net income to arrive at net income allocable to common stockholders.

Stock-Based Compensation Expense

For 2002 and all prior years, we have elected to follow Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees” (“APB 25”) and related Interpretations in accounting for our
employee and non-employee director stock options, stock grants and stock appreciation rights. Effective
January 1, 2003, the Company adopted the fair value recognition provisions of Statement of Financial
Accounting Standards No. 123, “Accounting for Stock-Based Compensation” (“SFAS 123”), prospectively to
all employee awards granted, modified or settled after January 1, 2003. We have not granted any stock
options since 2002. Under APB 25, because the exercise price of the options we granted equals the mar-
ket price of the underlying stock on the date of grant, no compensation expense has been recognized.

Although we have elected to follow APB 25 for previously granted options, pro forma information regard-
ing net income available to common stockholders and earnings per share is required by SFAS 123. This
information has been determined as if we had accounted for our stock options under the fair value method
under SFAS 123.

For purposes of the following pro forma disclosures, the estimated fair value of the options is amortized
to expense over the options’ vesting periods (in thousands, except per share information):

Year Ended December 31, 2005 2004 2003

$47,343| $45724
Fair value of stock-based compensation cost (152 (733)
$ 47,191 |  $ 44,901

$ 50,745
(1,323)
$ 49,422

Net income available to common stockholders, as reported

Pro forma net income available to common stockholders

Earnings per share:
Basic - as reported 2.26 2.37 2.67
Basic - pro forma 2.25 2.33 2.60
Diluted - as reported 2.22 2.33 2.64
Diluted - pro forma 2.21 2.29 2.57

Impact of Recently Issued Accounting Standards

In March 2004, the Emerging Issues Task Force (“EITF”) of the Financial Accounting Standards Board
(“FASB”) reached a consensus on Issue No. 03-1, “The Meaning of Other-Than-Temporary Impairment
and Its Application to Certain Investments” (“EITF o3-1”). EITF o3-1 provides guidance on other-than-tem-
porary impairment of marketable debt and equity securities accounted for under Statement of Financial
Accounting Standards No. 115, “Accounting for Certain Investments in Debt and Equity Securities” (“SFAS
115”) and Statement of Financial Accounting Standards No. 124, “Accounting for Certain Investments Held
by Not-for-Profit Organizations” (“SFAS 124”), and non-marketable equity securities accounted for under
the cost method. EITF o3-1 provides a three-step model to determine (1) when an investment is considered
impaired; (2) whether the impairment is other-than-temporary; and (3) the measurement of the impair-
ment loss. The guidance also requires certain disclosures about unrealized losses that have not been rec-
ognized as other-than-temporary impairments. In addition, EITF 03-1 provides that a company does not
have to estimate the fair value of an investment accounted for under the cost method if there are no iden-
tified events or changes in circumstances that may have a significant adverse effect on the fair value of the
investment. In September 2004, the FASB issued FASB Staff Position (“FSP”) No. EITF Issue 03-I-1,
“Effective Date of Paragraphs 10-20 of EITF Issue No. 03-1, The Meaning of Other-Than-Temporary
Impairment and Its Application to Certain Investments”, which delays the effective date of the recognition
and measurement provisions of EITF 03-1 until certain implementation issues are addressed and a final
FSP providing implementation guidance is issued. In November 2005, the FASB issued FSP 115-1 and FSP
124-1, “The Meaning of Other-Than-Temporary Impairment and Its Application to Certain Investments”
(“FSP 115-1 and FSP 124-1") which replaces the guidance set forth in paragraphs 10-18 of EITF o03-1 with
reference to existing guidance including SFAS 115, SEC Staff Accounting Bulletin No. 59, “Accounting for
Noncurrent Marketable Equity Securities” and Accounting Principles Board Opinion No. 18, “The Equity
Method of Accounting for Investments in Common Stock”. FSP 115-1 and FSP 124-1 is effective for other-
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than-temporary impairment analysis conducted in periods beginning after December 15, 2005. The
Company adopted FSP 115-1 and FSP 124-1 in December 2005. The adoption of FSP 115-1 and FSP 124-1
did not have a material impact on our financial statements.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised
2004), “Share-Based Payment” (“SFAS 123R”). SFAS 123R requires measurement of all employee stock-
based compensation awards using a fair value method and the recording of such expense in the financial
statements. This eliminates the accounting for such awards using the intrinsic method pursuant to APB
25. In April 2005, the Securities and Exchange Commission amended the compliance date for SFAS 123R
to no later than the beginning of the registrant’s first fiscal year beginning after June 15, 2005. Accordingly,
we plan to adopt SFAS 123R on January 1, 2006. Upon adoption of SFAS 123R, we intend to use the mod-
ified-prospective transition method whereby compensation expense will be recognized relating to the
remaining unvested portion of outstanding stock options at the time of adoption, and the expense will be
recognized over the remaining service period. We do not expect the adoption of SFAS 123R to have a mate-
rial impact on our financial statements since all awards accounted for under APB 25 were fully vested on
December 31, 2005.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 153, “Exchanges
of Nonmonetary Assets” (“SFAS 153”), which amends Accounting Principles Board Opinion No. 29,

“Accounting for Nonmonetary Transactions” (“APB 29”). SFAS 153 addresses the measurement of
exchanges of nonmonetary assets and redefines the scope of transactions that should be measured based
on the fair values of the assets exchanged. SFAS 153 is effective for nonmonetary asset exchanges begin-
ning in our third quarter of 2005. The adoption of SFAS 153 did not have a material impact on our finan-
cial statements.

In May 2005, the FASB issued Statement of Financial Accounting Standards No. 154, “Accounting
Changes and Error Corrections” (“SFAS 154”), which replaces Accounting Principles Board Opinion No.
20, “Accounting Changes” and Statement of Financial Accounting Standards No. 3, “Reporting Accounting
Changes in Interim Financial Statements”. SFAS 154 requires retrospective application to prior periods’
financial statements of voluntary changes in accounting principles, unless it is impracticable to determine
either the period-specific effects or the cumulative effect of the change. SFAS 154 is effective for account-
ing changes and corrections of errors made in fiscal years beginning after December 15, 2005. We do not
expect the adoption of SFAS 154 to have an impact on our financial statements.

NOTE 3. RENTAL PROPERTIES, NET AND PROPERTIES UNDER DEVELOPMENT
AND LAND HELD FOR DEVELOPMENT

Rental properties, net consisted of the following (in thousands):

December 31, 2005 2004

Land $ 296,841 |$ 217,201
1,559,385 | 1,246,888
153,482 139,823
2,009,708 [ 1,603,912
(220,890)  (176,059)

$ 1,788,818 | $ 1,427,853

Buildings and improvements

Tenant and other improvements

Less accumulated depreciation

As of December 31, 2005 and 2004, certain of our rental properties were encumbered by deeds of trust
and assignments of rents and leases associated with the properties. See Note 5, Secured Notes Payable. The
net book values of encumbered properties including land parcels as of December 31, 2005 and 2004 were
$848,286,000 and $776,342,000, respectively.

We lease space under noncancelable leases with remaining terms of one to 18 years.

Included in rental properties, net as of December 31, 2005 and 2004 were 15 and 17 properties, respec-
tively, in our redevelopment program. The allocated net book values of the portion of these properties
undergoing redevelopment as of December 31, 2005 and 2004 were approximately $139,661,000 and
$150,627,000, respectively. Depreciation ceases on the portion of a property undergoing redevelopment
during the period of redevelopment.

In accordance with SFAS 34, we are required to capitalize interest on construction, development and
redevelopment projects during the period an asset is undergoing activities to prepare it for its intended use.
Capitalization of interest ceases after a project is substantially complete and ready for its intended use. In
addition, should construction, development or redevelopment activity cease, interest would be expensed
as incurred. Total interest capitalized for the years ended December 31, 2005, 2004 and 2003 was
$27,490,000, $17,902,000 and $13,941,000, respectively. Total interest incurred for the years ended
December 31, 2005, 2004 and 2003 was $77,695,000, $46,733,000 and $41,571,000, respectively.

Minimum lease payments to be received under the terms of the operating lease agreements, excluding
expense reimbursements, as of December 31, 2005, are as follows (in thousands):

Year Amount

2006 $ 182,666
2007 164,884
2008 153,116
139,673
2010 130,859
Thereafter 478,638

$1,249,836

2009
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NOTE 4. 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” in accordance with SFAS 115, and are recorded at fair value. 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 in accordance with APB 18 and EITF Topic D-46. 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 fac-
tors that we consider in making these assessments include, but are not limited to, market prices, market
conditions, prospects for favorable or unfavorable clinical trial results, new product initiatives and new col-
laborative agreements. For additional discussion of our accounting policies with respect to investments,
see Note 2, Basis of Presentation and Summary of Significant Accounting Policies.

The following table summarizes our available-for-sale securities (in thousands):

December 31, 2005 2004

$ 4,740 $ 3,190
Gross unrealized gains 29,135 16,110
Gross unrealized losses (762)| (176)
$ 33,113 $19,124

Adjusted cost of available-for-sale securities

Fair value of available-for-sale securities

Investments in available-for-sale securities with gross unrealized losses as of December 31, 2005 and 2004
have been in a continuous unrealized loss position for less than twelve months. We believe that these unre-
alized losses are temporary and accordingly we have not recognized an other-than-temporary impairment
related to available-for-sale securities as of December 31, 2005 and 2004.

Our investments in privately held entities as of December 31, 2005 and 2004 totaled $48,897,000 and
$48,295,000, respectively. Of these totals, $47,164,000 and $47,433,000 are accounted for under the cost
method. The remainder ($1,733,000 and $862,000 for 2005 and 2004, respectively) are accounted for
under the equity method in accordance with APB 18 and EITF Topic D-46. As of December 31, 2005 and
2004, there were no unrealized losses in our investments in privately held entities.

Net investment income of $2,294,000, $2,436,000 and $536,000 was recognized in 2005, 2004 and
2003, respectively, and is included in other income in the accompanying consolidated statements of
income. Net investment income in 2005 consisted of equity in income of $483,000 related to investments
in privately held entities accounted for under the equity method, gross realized gains of $2,433,000, and
gross realized losses of $622,000. Net investment income in 2004 consisted of equity in income of
$208,000 related to investments in privately held entities accounted for under the equity method, gross
realized gains of $2,508,000, and gross realized losses of $280,000. Net investment income in 2003 con-
sisted of equity in income of $306,000 related to investments in privately held entities accounted for under
the equity method, gross realized gains of $532,000, and gross realized losses of $302,000.

NOTE 5. SECURED NOTES PAYABLE
Secured notes payable consisted of the following (dollars in thousands):

December 31,

Secured notes payable, interest rates varying from 4.32% to 8.75%, (weighted
average interest rate of 6.31% and 5.67% at December 31, 2005 and

2004, respectively), maturity dates ranging from January 2006 to June 2016 $ 662,147 |$ 635432

Unamortized premiums 4,519 3,514
$ 666,666 | $638,946

Total secured notes payable

Our secured notes payable generally require monthly payments of principal and interest. The total net book
values of properties securing debt were $848,286,000 and $776,342,000 at December 31, 2005 and 2004,
respectively. At December 31, 2005, our secured notes payable were comprised of $595.9 million and $70.8
million of fixed and variable rate debt, respectively, compared to $437.2 million and $201.7 million of fixed
and variable rate debt, respectively, at December 31, 2004.

Future principal payments due on secured notes payable as of December 31, 2005, are as follows
(dollars in thousands):

Weighted
Averag n

Year Amount | Interest Rate

2006 $ 44,552
2007 83,623
2008 123,190
2009 42,084
2010 88,553
Thereafter 280,145

Subtotal 662,147
Unamortized premiums 4,519

$666,666

6.32%
6.26%
6.16%

6.52%
6.48%
6.24%

Total secured notes payable

(1) The weighted average interest rate is calculated based on the outstanding debt as of January 1st of each year.

NOTE 6. UNSECURED LINE OF CREDIT AND UNSECURED TERM LOAN

In November 2005, we entered into an amendment to our amended and restated credit agreement to
increase the maximum permitted borrowings under our unsecured credit facilities from $7750 million to
$1 billion consisting of a $500 million unsecured line of credit and a $500 million unsecured term loan.
We may in the future elect to increase commitments under the unsecured credit facilities by up to an addi-
tional $200 million.

Borrowings under our unsecured line of credit, as 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 rate and the Federal Funds rate,
plus 0.5%. For each LIBOR-based advance, we must elect a LIBOR period of one, two, three or six months.
The unsecured line of credit matures in December 2007 and may be extended at our sole option for an
additional one-year period. As of December 31, 2005, we had borrowings of $240 million outstanding on
the unsecured line of credit with a weighted average interest rate of 5.69%.
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Our unsecured term loan 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
matures in December 2009. As of December 31, 2005, we had borrowings of $500 million outstanding on
the unsecured term loan with a weighted average interest rate of 5.67%.

Our unsecured line of credit and unsecured term loan contain financial covenants, including, among
other things, maintenance of minimum net worth, a leverage ratio and a fixed charge coverage ratio. In
addition, the terms of the unsecured line of credit and unsecured term loan restrict, among other things,
certain investments, indebtedness, distributions and mergers.

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 redevelopment of additional unencumbered properties,
aggregate borrowings available under the unsecured line of credit and unsecured term loan will increase
up to a maximum combined amount of $1 billion. Under these provisions as of December 31, 2005, aggre-
gate borrowings under our unsecured line of credit and unsecured term loan were limited to $863 million.

NOTE 7. INTEREST RATE SWAPS

We utilize interest rate swap agreements to hedge a portion of our exposure to variable interest rates asso-
ciated with our unsecured line of credit and unsecured term loan. These agreements involve an exchange
of fixed and floating rate 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.

SFAS 133, as amended, establishes accounting and reporting standards for derivative financial instru-
ments such as our interest rate swap agreements. All of our interest rate swap agreements meet the crite-
ria to be deemed “highly effective” under SFAS 133 in reducing our exposure to variable interest rates. In
accordance with SFAS 133, we formally document all relationships between interest rate swap agreements
and hedged items, including the method for evaluating effectiveness and the risk strategy. Accordingly, we
have categorized these instruments as cash flow hedges. We make an assessment at the inception of each
interest rate swap agreement and on an ongoing basis to determine whether these instruments are highly
effective in offsetting changes in cash flows associated with the hedged items. While we intend to contin-
ue to meet the conditions for such hedge accounting, if hedges did not qualify as “highly effective”, the
changes in the fair values of the derivatives used as hedges would be reflected in earnings.

As of December 31, 2005, our interest rate swap agreements were classified in other assets at their fair
values aggregating approximately $4.9 million, with the offsetting adjustment reflected as unrealized gains
in accumulated other comprehensive income in stockholders’ equity. As of December 31, 2004, our inter-
est rate swap agreements were classified in accounts payable, accrued expenses and tenant security
deposits at their fair values aggregating approximately $2.1 million, with the offsetting adjustment reflect-
ed as unrealized losses in accumulated other comprehensive income in stockholders’ equity. Balances in
accumulated other comprehensive income are recognized in earnings as swap payments are made. During
the next twelve months, we expect to reclassify $3.3 million from accumulated other comprehensive
income to interest income.

62

The following table summarizes our interest rate swap agreements as of December 31, 2005 (dollars in
thousands):

Interest Termination Fair
Pay Rates Dates Values

Notional Effective at

Transaction Dates Effective Dates Amounts December 31, 2005

$ 25,000
25,000
50,000
50,000
25,000
25,000
50,000
50,000
50,000
50,000
50,000
50,000
25,000
50,000
25,000
50,000
25,000
50,000
25,000
50,000
50,000
50,000

Total Notional Amounts in Effect at December 31, 2005

$ 25,000
25,000
50,000

3.285%
3.285%
4.150%

5.090%
2.956%
2.956%
3.140%

4.230%
4.850%
4.343%
3.590%
3.927%
4.120%

4.270%
4.330%
4.400%
4.460%
4.509%
4.615%
4.730%
4.740%
4.768%

December 2002 January 2, 2003 June 30, 2006 $ 167

December 2002 January 2, 2003 June 30, 2006 167

December 2003 December 30, 2005 December 29, 2006 280
October 31, 2008 (313)

December 31, 2006 434

December 2003  December 29, 2006

March 2004 December 31, 2004 25,000
25,000

50,000

March 2004 December 31, 2004 December 31, 2006 434
April 28, 2006 230

April 30, 2007 274

April 2004 April 29, 2005

April 2004 April 28, 2006

April 2004 April 30, 2007 April 30, 2008

June 2004 June 30, 2005 June 30, 2007

December 2004 December 31, 2004 January 2, 2008

December 2004 January 3, 2006 July 1, 2008

May 2005 December 30, 2005 November 30, 2006

May 2005 June 30, 2006 June 29, 2007

May 2005 November 30, 2006 November 30, 2007

May 2005 June 29, 2007 June 30, 2008

May 2005 November 30, 2007 November 28, 2008

May 2005 June 30, 2008 June 30, 2009

May 2005 November 28, 2008 November 30, 2009

December 2005  December 29, 2006 November 30, 2009

December 2005  December 29, 2006 November 30, 2009

December 2005 January 2, 2008 December 31, 2010

$ 325,000
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NOTE 8. COMMITMENTS AND CONTINGENCIES

Employee Retirement Savings Plan

We have a retirement savings plan pursuant to Section 401(k) of the Internal Revenue Code whereby our
employees may contribute a portion of their compensation to their respective retirement accounts, in an
amount not to exceed the maximum allowed under the Internal Revenue Code. In addition to employee
contributions, we have elected to provide discretionary profit sharing contributions (subject to statutory
limitations), which amounted to $552,000, $515,000 and $461,000, respectively, for the years ended
December 31, 2005, 2004 and 2003. Employees who participate in the plan are 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 bal-
ances at each institution periodically exceed FDIC insurance coverage, and, as a result, there is a concen-
tration 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 inabili-
ty of any single tenant to make its lease payments could adversely affect our operations. As of December

31, 2005, we held 283 leases with a total of 237 tenants and 73 of our 134 properties were each leased to a
single tenant. At December 31, 2005, our three largest tenants accounted for approximately 11.6% 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 $35.1 million in irrevocable letters of credit available
from certain tenants as security deposits for 86 leases as of December 31, 2005.

Commitments
As of December 31, 2005, we were committed under the terms of contracts to complete the construction
of properties under development at a remaining aggregate cost of approximately $46.4 million.

As of December 31, 2005, we were also committed to fund approximately $20.1 million for the construc-
tion of building infrastructure improvements under the terms of leases and/or construction contracts and
approximately $13.3 million for certain investments.

As of December 31, 2005, we were committed under the terms of eight ground leases. These lease obli-
gations totaling approximately $62.8 million have remaining lease terms of 27 to 50 years, exclusive of
extension options. In addition, as of December 31, 2005, we were committed under the terms of certain
operating leases for our headquarters and field offices. These lease obligations totaling approximately $6.2
million have remaining lease terms of two to seven years, exclusive of extension options.

NOTE 9. MINORITY INTEREST

Minority interest represents the interests in a limited partnership and in a limited liability company held
by certain third parties, which own two properties and are included in our consolidated financial state-
ments. We recognize minority interest in these entities in which we have a controlling interest. Minority
interest is adjusted for additional contributions, distributions to minority holders and the minority hold-
ers’ proportionate share of the net earnings or losses of each respective entity. Distributions, profits and
losses related to these entities are allocated in accordance with the respective operating agreements. As of
December 31, 2005 the aggregate minority interest balance related to these entities was approximately
$20.1 million and is classified as minority interest in the accompanying consolidated balance sheet.

NOTE 10. ISSUANCES OF COMMON STOCK

In March 2005, we sold 1,437,500 shares of our common stock in an underwritten offering (including the
shares issued upon exercise of the underwriter’s over-allotment option). The shares were issued at a price
of $62.51 per share, resulting in net proceeds of approximately $89.1 million (after deducting underwrit-
ing discounts and other offering costs).

In September 2005, we sold 1,248,000 shares of our common stock in an underwritten offering (includ-
ing the shares issued upon exercise of the underwriter’s over-allotment option). The shares were issued at
a price of $81.00 per share, resulting in net proceeds of approximately $100.3 million (after deducting
underwriting discounts and other offering costs).

NOTE 11. PREFERRED STOCK AND EXCESS STOCK

Series A Cumulative Redeemable Preferred Stock

In July 2004, we redeemed all 1,543,500 outstanding shares of our 9.50% Series A cumulative redeemable
preferred stock (“Series A preferred stock”) at a redemption price of $25.00 per share plus $0.5409722 per
share representing accumulated and unpaid dividends to the redemption date. In accordance with EITF
Topic D-42, we recorded a charge of approximately $1,876,000 to net income available to common stock-
holders during the second quarter of 2004 for costs related to the redemption of the Series A preferred
stock. We redeemed our Series A preferred stock with proceeds from the Series C preferred stock offering.

Series B Cumulative Redeemable Preferred Stock

In January 2002, we completed a public offering of 2,300,000 shares of our 9.10% Series B cumulative
redeemable preferred stock (“Series B preferred stock”) (including the shares issued upon exercise of the
underwriters’ over-allotment option). The shares were issued at a price of $25.00 per share, resulting in
aggregate proceeds of approximately $55.1 million (after deducting underwriters’ discounts and other offer-
ing costs). The dividends on our Series B preferred stock are cumulative and accrue from the date of orig-
inal issuance. We pay dividends quarterly in arrears at an annual rate of $2.275 per share. Our Series B pre-
ferred stock has no stated maturity, is not subject to any sinking fund or mandatory redemption and is not
redeemable prior to January 22, 2007, except in order to preserve our status as a REIT. Investors in our
Series B preferred stock generally have no voting rights. On or after January 22, 2007, we may, at our
option, redeem our Series B preferred stock, in whole or in part, at any time with proceeds from the sale
of equity securities at a redemption price of $25.00 per share, plus accrued and unpaid dividends.
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Series C Cumulative Redeemable Preferred Stock

In June 2004, we completed a public offering of 5,185,500 shares of our 8.375% Series C cumulative
redeemable preferred stock (“Series C preferred stock”) (including the shares issued upon exercise of the
underwriters’ over-allotment option). The shares were issued at a price of $25.00 per share, resulting in
aggregate proceeds of approximately $124.0 million (after deducting underwriters’ discounts and other
offering costs). The proceeds were used to redeem our Series A preferred stock with the remaining portion
used to pay down our unsecured line of credit. The dividends on our Series C preferred stock are cumula-
tive and accrue from the date of original issuance. We pay dividends quarterly in arrears at an annual rate
of $2.09375 per share. Our Series C preferred stock has no stated maturity, is not subject to any sinking
fund or mandatory redemption and is not redeemable prior to June 29, 2009, except in order to preserve
our status as a REIT. Investors in our Series C preferred stock generally have no voting rights. On or after
June 29, 2009, we may, at our option, redeem our Series C preferred stock, in whole or in part, at any time
for cash at a redemption price of $25.00 per share, plus accrued and unpaid dividends.

Preferred Stock and Excess Stock Authorizations
Our charter authorizes the issuance of up to 100,000,000 shares of preferred stock, of which 7,485,500
shares were issued and outstanding as of December 31, 2005. In addition, 200,000,000 shares of “excess

stock” (as defined) are authorized, none of which were issued and outstanding at December 31, 2005.

NOTE 12. STOCK OPTION PLANS AND STOCK GRANTS

1997 Stock Plan

In 1997, we adopted a stock option and incentive plan (the “Stock Plan”) for the purpose of attracting and
retaining the highest quality personnel, providing for additional incentives and promoting the success of
the company by providing employees the opportunity to acquire common stock pursuant to (i) options to
purchase common stock; and (ii) share awards. As of December 31, 2005, a total of 413,501 shares were
reserved for the granting of future options and share awards under the Stock Plan.

Options under our plan have been granted at prices that are equal to the market value of the stock on
the date of grant and expire ten years after the date of grant. Employee options vest ratably in three annu-
al installments 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 direc-
tors. 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 2005, we awarded 162,387 shares of common stock. The unearned portion of
these awards is amortized as stock compensation expense on a straight-line basis over the vesting period.

The fair values of the options issued under the Stock Plan were estimated at the date of grant using a
Black-Scholes option pricing model with the following weighted average assumptions for 2005, 2004 and
2003:

Year Ended December 31, 2005 2004 2003

4.34%
3.19%
21.14%
5.2 years

3.94%
3.79%
21.50%

3.65%
3.95%
21.20%
7.0 years

Risk-free interest rate
Dividend yield
Volatility factor of the expected market price

Weighted average expected life of the options 6.7 years

A summary of the stock option activity under our Stock Plan and related information for the years ended
December 31, 2005, 2004 and 2003 follows:

2005 2004 2003

Weighted Weighted Weighted

Average Average Average

Stock Exercise Stock Exercise Stock Exercise
Options Price Options Price Options Price

Outstanding — beginning of year 607,331 $35.36
Granted - -
(115,315) 37.22
Forfeited - -
492,016 $34.92
492,016 $34.92

809,583 $35.39 1,011,166 $34.39

Exercised (200,252) 35.44
(2,000) 4215
607,331 $35.36
500,000 $33.38

(197,583) 30.08

(4,000) 43.23
809,583 $35.39
533,420 $ 31.35

Outstanding — end of year

Exercisable at end of year

Weighted average fair value
of options granted $ $ - $

The following table summarizes information about stock options outstanding at December 31, 2005:

Options Outstanding Options Exercisable
Weighted
Average Weighted
Number Remaining Average
Outstanding Contractual Exercise
at 12/31/05 Life Price

Weighted
Number Average
Exercisable Exercise

Range of Exercise Prices at 12/31/05 Price

$20.00-$30.88
$31.88-$43.50
$44.99-$47.69
$20.00-$47.69

166,400 1.66
222,616 5.00
103,000 6.47
492,016 418

$22.19
$38.55
$47.65
$34.92

166,400
222,616
103,000
492,016

$22.19
$38.55
$47.65
$34.92
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NOTE 13. NON-CASH TRANSACTIONS

During the year ended December 31, 2005, we assumed seven secured notes payable in connection with
the acquisitions of seven properties, in seven separate transactions, located in the San Francisco Bay,
Suburban Washington D.C., Eastern Massachusetts, Seattle and Canada markets. During the year ended
December 31, 2004, we assumed six secured notes payable in connection with the acquisitions of ten prop-
erties, in six separate transactions, located in the Eastern Massachusetts, Southeast, Suburban Washington
D.C. and San Diego markets. The following table summarizes these transactions (in thousands):

2005 2004 2003

$ 55,400
31,853
$ 23,547

$185,912 $6,900
127,653 3,384
$ 58,259 $ 3,516

Aggregate purchase price
Secured notes payable assumed

Cash paid for the properties

In connection with the sale of a property in the Eastern Massachusetts market in August 2003, the buyer
assumed a secured note payable totaling $17.3 million.

In 2005, 2004 and 2003, we incurred $5,136,000, $3,157,000 and $3,354,000, respectively, in non-cash
stock compensation expense.

NOTE 14. DISCONTINUED OPERATIONS
The following is a summary of operations and net assets of the properties included in discontinued oper-
ations presented in compliance with SFAS 144 (in thousands):

Year Ended December 31,

Total revenue

Operating expenses

Revenue less operating expenses
Interest

Depreciation

Income before gain/loss on sales of property

Gain/loss on sales of property

Income from discontinued operations, net

December 31,

Properties held for sale, net

Other assets

Total assets
Total liabilities

Net assets of discontinued operations

Income from discontinued operations, net includes the results of operations of one property we sold dur-
ing 2005, one property we sold during 2004 and three properties we sold during 2003 in accordance with
the provisions of SFAS 144. See Note 2, Basis of Presentation and Summary of Significant Accounting
Policies.

As of December 31, 2005 and 2004, we had no properties designated as “held for sale” in accordance
with SFAS 144. During the third quarter of 2005, we sold one property located in the Southeast market
that had been designated as “held for sale” as of June 30, 2005. The total sale price for the property was
approximately $1.3 million. In connection with this sale, we recorded a gain on sale of property of approx-
imately $36,000. During the first quarter of 2004, we sold one property located in the Suburban
Washington D.C. market that had been designated as “held for sale” as of December 31, 2003. The total
sale price for the property was approximately $5.7 million. In connection with the sale, we recorded a gain
on sale of property of approximately $1.6 million. During the fourth quarter of 2003, we sold one proper-
ty located in the Suburban Washington D.C. market that had been designated as “held for sale” during the
fourth quarter of 2003. The total sale price for the property was approximately $9.0 million. In connection
with the sale, we recorded a loss on sale of property of approximately $36,000. During the third quarter of
2003, we sold one property located in the Eastern Massachusetts market that had been previously desig-
nated as “held for sale” as of December 31, 2002. The total sale price for the property was approximately
$46.5 million. In connection with this sale, we recorded a gain on sale of property of approximately $8.8
million. Interest expense included in discontinued operations represents interest related to a secured note
payable, which was assumed by the buyer in connection with the sale of this property. During the first quar-
ter of 2003, we sold one property located in the San Francisco Bay market which could not be redeveloped
pursuant to our original strategic objectives and that had been designated as “held for sale” as of December
31, 2002. The total sale price for the property was approximately $6.8 million. In connection with this sale,
we recorded a loss on sale of property of approximately $455,000 in 2003. Gains and losses on sales of
these properties are included in the income statement in income from discontinued operations, net.




NOTES (CONTINUED)>
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NOTE 15. QUARTERLY FINANCIAL DATA (UNAUDITED)
The following is a summary of consolidated financial information on a quarterly basis for 2005 and 2004:

Quarter
(In thousands, except per share amounts) First Second Third Fourth

2005
Revenues $56,039 $58217 $63752 $ 66,076
Net income available to common stockholders $ 10,967 $ 12,250 $ 11,969 $ 12,157

Earnings per share:
Basic $ 056 $ 059 $ 057 $ 055

Diluted $ 055 $ 058 $ 056 $ 054

2004
Revenues $ 42724  $43472  $46459  $50,426
Net income available to common stockholders $ 13,115 $ 9757 $ 11,370  $ 11,482
Earnings per share:
Basic $ 068 $ o051 $ 059 $ 059
Diluted $ 067 $ 050 $ o058 $ 058

MARKET FOR REGISTRANT'S COMMON EQUITY AND
RELATED STOCKHOLDER MATTERS>

Alexandria Real Estate Equities, Inc. and Subsidiaries

Our common stock is traded on the New York Stock Exchange (“NYSE”) under the symbol “ARE”. On
March 13, 2000, there were approximately 272 holders of record of our common stock (excluding benefi-
cial owners whose shares are held in the name of CEDE & Co.). The following table sets forth the quarter-
ly 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.

Per Share
Period Distribution

2005

Fourth Quarter $ 0.70
Third Quarter $ 0.68
Second Quarter $ 0.68
First Quarter $ 0.66

2004

Fourth Quarter
Third Quarter
Second Quarter
First Quarter




SPECIAL NOTE ON FORWARD-LOOKING STATEMENTS>
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Certain statements made in this Annual Report constitute “forward-looking statements” within the mean-
ing of the Private Securities Litigation Reform Act of 1995. Such forward-looking statements involve
known and unknown risks, uncertainties and other factors that may cause our actual results, performance
or achievements, or industry results, to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements. Given these uncertainties,
prospective and current investors are cautioned not to place undue reliance on such forward-looking state-
ments. A list of factors that could cause actual results to differ from those set forth or contemplated in the
forward-looking statements is included in our annual report on Form 10-K for our fiscal year ended
December 31, 2005. We disclaim any obligation to update such factors or publicly announce the result of
any revisions to any of the forward-looking statements contained in this or any other document. Readers
of this Annual Report should also read our reports publicly filed with the Securities and Exchange
Commission for further discussion.

CERTIFICATIONS>

Alexandria Real Estate Equities, Inc. and Subsidiaries

Our Chief Executive Officer and Chief Financial Officer file certifications regarding the quality of our pub-
lic disclosure with the Securities and Exchange Commission pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002. These certifications are included as an exhibit to our annual report on Form 10-K for our fis-
cal year ended December 31, 2005 that we have filed with the Securities and Exchange Commission.

We have filed with the New York Stock Exchange (“NYSE”) the Certification of our Chief Executive
Officer confirming that we have complied with the NYSE corporate governance listing standards.
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