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Boston Properties’ portfolio of first-class properties is concentrated
in four major markets–Greater Boston, Midtown Manhattan,
Greater Washington, D.C., and San Francisco.

All of the photographs on the cover and through page 13 in this
Annual Report are of properties acquired or under development
during 1998.

On the Cover: Market Square North, near Pennsylvania Avenue,
in Washington, D.C. (left); Embarcadero Center, on the waterfront in
San Francisco (middle); The Prudential Center in the Back Bay
in Boston (right).
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This Annual Report contains “forward-looking statements” within
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Statements” in this report for matters to be considered in this regard.

Company Description
Boston Properties Inc., a self-administered and self-managed real estate investment trust (REIT), is one of
the largest owners, acquirers and developers of office properties in the United States, with a significant
presence in the Northeast Corridor from Virginia to Greater Boston and in downtown San Francisco.
The Company was founded in 1970 in Boston, where it maintains its headquarters. It has additional
regional offices in New York City,Washington, D.C., Princeton, N.J., and San Francisco.The Company’s
primary focus is office space, and it directly manages and markets its properties through full-service
regional offices. Its property portfolio includes hotels and industrial buildings.
Boston Properties became a public company in June 1997. Its common stock is traded on the New York
Stock Exchange under the symbol BXP.

1998 Highlights
●

●

●

28% Growth in FFO. Funds From Operations is one of the public market’s primary measures of REIT
performance. In 1998, its first full year as a public company, the Company significantly increased its total
and per-share FFO.
74% Growth in Properties. Strategic acquisitions were the primary source of the continued strong
growth of the Company’s portfolio of high-quality properties.This included both additions in its original
core markets and expansion into new markets.
91% Growth in Total Market Capitalization. The substantial increase accomplished in 1997 was
followed by even greater growth in 1998. In just over 18 months as a public company, Boston Properties
nearly tripled its total market capitalization.

FFO Per Share*

Total Properties

Income Distribution by Region*

Market Capitalization

In millions of SF

In percent

In billions of dollars

25.0%

18.4%

$1.96

$3.17B

18.2
18.5%

1998

6/23/97
(IPO)

25.4%
12.7%

11.0

1997**

$6.07B

31.6

$2.50

12/31/97

12/31/98

● San Francisco
● Greater Boston
● Midtown Manhattan ● Other**
● Greater Washington

$2.12B

6/23/97
(IPO)

12/31/97

12/31/98
Equity

** Diluted
** Pro forma Funds From
Operations (FFO) are presented as if the Company’s
initial offering of common
stock and related formation
transactions (which were
completed on June 23,
1997) had occurred on
January 1,1997.

** GAAP net operating income for 4th quarter
1998 on a pro forma basis.
** Baltimore, Richmond, NJ and PA.

● Preferred Units
● OP Units
● Common Stock
Debt

● Debt
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Mortimer B. Zuckerman

(RIGHT)

> Chairman of the Board

Edward H. Linde > President and Chief Executive Officer

To Our Shareholders:
1998 was a year of great accomplishment for Boston Properties,
a year in which we continued to grow the operating income of
our existing assets, expanded our portfolio of high-quality properties in existing and select new markets, and made major additions to our development pipeline – all setting the stage for
increases to shareholder value in the years ahead.
Our growth in 1998 exceeded even our ambitious expectations. Boston Properties now owns 31.6 million
square feet of the highest-quality assets, an increase of 74%
since December 31, 1997. Our total capitalization rose 91%
to $6.1 billion at year’s end. Most importantly, our 1998
Funds From Operations of $2.50 per share is 28% higher
than the pro forma FFO per share which we would have
reported had we operated for 12 months as a public
company in 1997.
Our only disappointment this year is that the

Core Markets Strategy

Company’s considerable success was not reflected in the per-

Our success in 1998, and the Company’s prospects in the

formance of its stock price, with REIT prices declining in

years ahead, are based on a consistent strategy for building

general in 1998 as some investors moved to other sectors.

value which we have followed for 28 years. Its linchpin is

Taking a longer-term view, we are encouraged by what we

in-depth focus on high-quality properties in a select number

believe is increasing investor selectivity among REITS that

of key markets.We concentrate our efforts in locations with

reflects well on Boston Properties.While the overall National

the fundamentals for higher performance in the short and

Association of Real Estate Investment Trusts’ equity index

long term, and are particularly attracted to markets with high

total return was down 17.5% for 1998, Boston Properties’

barriers to entry for competing product. It is for these rea-

total return was down only 2.8%.

sons that Boston Properties has developed and acquired assets

With real estate fundamentals quite strong in
our core market areas, we believe that the combination of

in the central business districts and most desirable and constrained suburbs of Boston, Midtown Manhattan,Washington,

committed cash flow from long-term leases with high-credit

D.C., San Francisco and select

tenants and prospects for growth through increasing rents,

Boston Properties

selective acquisitions and high-return developments make

now owns 31.6

Boston Properties a very attractive investment vehicle with a

million square feet

high dividend and steady growth potential.

of the highestquality assets, an
increase of 74%
since December
31, 1997.
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adjacent markets.
The Company’s specific accomplishments in 1998
reflect continued reliance on this
strategy, as a few highlights dramatically illustrate.We greatly

enhanced our position in Boston through the acquisition of
the landmark Prudential Center, the finest mixed-use project
in New England, with 2.2 million square feet of office and
retail space, advantageous parking and rights for significant
additional development at the most vital “24 hour a day”
location in Boston.The acquisition of Embarcadero Center in

In 1998 we grew
our development
pipeline to ownership
or control of sites
in key locations
which can support
more than 11.3
million square feet
of construction.

San Francisco enabled us to enter what many consider the

square foot office tower in the
spring of 1999. Our Carnegie
Center acquisition in New Jersey
brought us rights for more than
2 million square feet of additional office development in the
highly desirable Princeton mar-

tightest office market in the United States.This property, with

ket. In the Greater Washington, D.C. area, Boston Properties

extraordinary views, more than 4 million square feet and over

now controls 27 sites in the most important submarkets of

2,000 parking spaces in the heart of the city’s Financial

suburban Virginia, Maryland and downtown Washington, D.C.

District, gives Boston Properties a major position in the

And particularly exciting is the agreement signed this January

downtown San Francisco office market.The addition in

to acquire two fully entitled development sites at Times

Washington, D.C. of the 585,000 square foot Metropolitan

Square in New York City which will support buildings of 1.1

Square, directly overlooking The White House, and in Waltham,

and 1.2 million square feet each.These buildings will meet

Massachusetts, of the 530,000 square foot Reservoir Place, on

demand for first-class office space in a market where few

Route 128 in the Boston suburbs, increased our already strong

alternatives exist for the many tenants seeking new facilities.

positions in those areas.And the purchase of a 1.4 million
square foot portfolio in central New Jersey provided immediate
control of properties in two excellent niche markets between
our Washington and New York regions.

Capital Requirements

In 1998 we drew on multiple sources to strengthen Boston
Properties’ capitalization. Early in the year, we completed the
largest REIT add-on equity offering ever accomplished, rais-

Development Pipeline

ing more than $800 million. As the public markets tightened,

While acquisitions were a key element of the Company’s

the willingness of sellers to accept the Company’s Common

accomplishments in 1998, equally important for the future

Shares and Operating Partnership Units provided us with a

was the increase in our development pipeline. For 27 years as

comparative advantage in acquisitions. And even as debt mar-

a private company, Boston Properties’ success was founded on

kets became more turbulent in the second half of 1998, the

its ability to build value through development.These skills

quality of our assets enabled us to secure additional debt on

differentiate us from other organizations and maximize our

very favorable terms.

ability to create properties with a value far above their cost.
In 1998, in addition to having 2 million square

In our letter last year, we stated our belief that
Boston Properties would have an advantage in dealing with

feet under construction, we grew our development pipeline

property sellers who wish to convert part or all of their

to ownership or control of sites in key locations already zoned

interests to an investment in the acquiring company, and our

for more than 11.3 million square feet, much of it in locations

major acquisitions this year showed this to be the case.

where securing such development rights is typically a long,

Boston Properties’ Operating Partnership Units or Shares

difficult and uncertain process.These include rights to 1.6

played a part in transactions accounting for 98% of the total

million square feet of further development at The Prudential

of $2.5 billion of successful acquisitions of operating proper-

Center in Boston, where we will begin capitalizing on these

ties initiated in 1998, and accounted for $714 million of the

rights almost immediately with construction of an 890,000

total consideration involved in those transactions.
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Boston Properties
has established

Sellers taking these Units or

currency, by the more general recognition of Boston

itself as a leader

Shares included David

Properties as one of the undisputed leaders among office

among office

Rockefeller, The Prudential

REITS, and by our success in 1998 in expanding the human

REITS and we are

Insurance Company of America

resources necessary to continue our successful operations

and the sellers of Reservoir

while taking increased advantage of economies of scale.

highly optimistic
about its future.

Place, Carnegie Center and
Metropolitan Square.This repre-

Real estate is clearly a capital-intensive endeavor,
but our success in developing, acquiring and operating our

sents a very efficient way for Boston Properties to acquire

outstanding property portfolio depends directly on the abili-

assets, and we are also gratified by the confidence in our

ties of our personnel. In 1998 we integrated into the Boston

Company indicated by this type and scale of investment by

Properties organization many of the key people at our new

these experienced real estate investors.

acquisitions even as we took advantage of our existing cen-

This year we also moved to secure additional

tralized resources to reduce total property-level personnel.

fixed-rate property-specific debt at what we believe to be

We also were able to recruit key individuals to fill new posi-

extremely favorable interest rates.We see this form of long-

tions, adding management depth and enhancing the capabili-

term borrowing as a means of obtaining low-cost capital

ties of Boston Properties’ long-term staff of professionals

with the fewest restrictions on operating flexibility. In 1998

Twenty-one months have passed since Boston

we placed $1.2 billion of such debt at an average interest rate

Properties became a public company. It has been especially

of 6.64%, increasing our total debt to slightly more than 50%

gratifying to demonstrate that the principles underlying our

of total capitalization.We are quite comfortable with this

success for the twenty-seven previous years as a private com-

level of debt measured by traditional standards such as the

pany could be translated to build a public company that

ratio of interest expense to total operating cash flow. Though

quickly established itself as a leader in its field.We believe the

we continue to evaluate corporate-level unsecured debt, we

basic strategy that has always informed our decision-making

believe that for the foreseeable future all our capital require-

continues to be relevant as we look ahead to 1999 and

ments can be comfortably met by continued access to tradi-

beyond, and we are confident that we can deliver the perfor-

tional sources of property-specific real estate financing.

mance our shareholders expect of us in the future.

Our balance sheet remains strong and is structured to support funding requirements for the opportunities ahead of us.
Going Forward

We are highly optimistic about Boston Properties’ future.
This reflects the opportunities that arise from leases expiring
in what are acknowledged to be among the strongest markets

Mortimer B. Zuckerman
Chairman of the Board

in the United States, our plans for additional development in
these same markets and, when market conditions allow, selective acquisitions within regions where we currently operate.
For the longer term, we believe we are now even
better positioned by our enhanced development pipeline, by
the demonstrated attraction of our securities as an acquisition
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Edward H. Linde
President and Chief Executive Officer
March 15, 1999

Market Square North > Washington, D.C.: Under construction: a 12-story, 410,000 SF office
building located one block from Pennsylvania Avenue in Northwest Washington, D.C.

Building

value

through

development,

A C Q U I S I T I O N S and hands-on

management.

Boston Properties continues to focus on the real estate fundamentals and proven strategy
that build value both today and for the long term: excellent properties in prime locations,
concentration in select, strong markets and close attention to property management and
tenant needs.This approach, which produced outstanding results again in 1998, also
enhances our prospects for continued growth.
5

The Arboretum > Reston, Virginia (above): Under construction: a fully
leased, 96,000 SF office building, part of the Company’s extensive
holdings in the Dulles Airport Access Road corridor.
One Tower Center > East Brunswick, New Jersey (right): Acquired
in 1998, this 24-story building, the tallest in the area, with 420,000
SF of office space, is strategically located at Exit 9 on the New
Jersey Turnpike.

In 1998 Boston Properties continued
the rapid growth in its asset base of first-class proper-

relationships, by year end we were under construction on

ties that was started so effectively during the second half of

2 million square feet of new office development, all in our

1997 upon our launch as a public company. In doing so, we

core markets, of which 69% is already leased, plus a new

retained our focus on owning high-quality buildings con-

hotel now open that brought to over 1,000 rooms our

centrated in strong markets, on enhancing our position in

inventory of Marriott hotel rooms in the underserved

our existing core markets while selectively entering new

Boston/Cambridge market. And we have readied our devel-

ones, and on pursuing both acquisitions and development

opment pipeline to exploit opportunities that we believe

depending on the opportunities in the marketplace.

will, for the next few years, be superior to acquisition as a

In 1998 acquisitions produced the greatest growth.

At the same time, based on strong demand-supply

mode of growth. Our 28-year track record as a develop-

We put 9.5 million square feet of high-quality office proper-

ment firm, our pipeline of more than 11.3 million square

ties under agreement–along with an additional 2.9 million

feet of development rights in some of the best office mar-

square feet of associated structured parking– and closed on all

kets in the country, and our enhanced capital resources

of it by early this year. New 1998 acquisitions included such

combine to position us well for continued growth.

outstanding properties as The Prudential Center in Boston,
greatly enhancing our position in the city in which the
Company is headquartered, and Embarcadero Center in San
Francisco, a dramatic entry into a major new market for us.
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We’ve grown our F I R S T - C L A S S P O R T F O L I O
from 11 million to

31.6 million square feet,

ending 1998 with a

98.8% office occupancy rate.

The Prudential Center > Boston, Massachusetts: Acquired in 1998, this fully leased 2.2 million SF landmark development in
the Back Bay is the largest mixed-use center in New England on a site with 1.6 million SF of additional development rights.
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Boston Properties’ 12.4 million square
feet of new acquisitions sourced in 1998
included three high-profile multi-building
properties, notable both for their prominence in their

the city. Boston Properties is moving its own corporate head-

respective markets and their strategic fit in our portfolio,

market than our acquisition of this extraordinary six-build-

and other key acquisitions which enhance our positions in

ing complex situated on more than 8 acres of waterfront

our established markets.

property in the heart of the city’s Financial District. Its dis-

The Prudential Center, Boston, Massachusetts.

This landmark

quarters offices here in the second quarter of 1999.
Embarcadero Center, San Francisco, California.

We could not

imagine a better entry into the strong San Francisco office

tinctive architecture, 3.7 million square feet of office space

on the Boston skyline, the finest mixed-use center in New

with unrivaled views, and central location enhanced by the

England, is at the heart of the Back Bay, the city’s leading

amenities of 354,000 square feet of retail shops and services

retail and residential district. Its 1.7 million square feet of

and over 2,000 underground parking spaces, all make it an

office space and more than 70 stores totaling more than

irreplaceable asset at a ground-zero location.

486,000 square feet are all interconnected by new glass arcades

Carnegie Center, Princeton, New Jersey.

and served by a 2,700-car underground garage, the largest in

its outstanding planning and design, and with 14 buildings

Acknowledged for

Metropolitan Square > Washington, D.C. (left): A prestigious 585,000 SF office complex, acquired in 1998, located across from the U.S. Treasury
and one block from The White House. Reservoir Place > Waltham, Massachusetts (right): Acquired in 1998, this 530,000 SF office complex facing
Route 128 brings the Company’s holdings along this Route 128 Northwest/Mass. Pike high-technology corridor to more than 2.3 million SF.
Embarcadero Center > San Francisco, California (facing page): This irreplaceable six-building, 4 million SF landmark property is the largest
mixed-use complex on the West Coast, located in the heart of the Financial District overlooking San Francisco Bay.

Our
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acquisitions have added

premier

completed thus far on its 560-acre master-planned campus,

located and, with over 6 million square feet, by far the largest

Carnegie Center is the dominant suburban office develop-

concentration of office space along Route 128, the “high-

ment in the highly sought-after Princeton area. Our acqui-

technology highway,” our acquisition of the 530,000 square

sition included 9 buildings totaling over 946,000 square feet

foot Reservoir Place increased our holdings to seven buildings

and the right to acquire two recently completed buildings

totaling 837,000 square feet.This brings our total portfolio in

totaling 396,000 square feet and the three other completed

the key Route 128 Northwest/Mass. Pike submarkets to over

buildings containing 400,000 square feet already included in

2.3 million square feet.The 519,000 square foot Candler

the properties under our management.

Building nearly doubled our position to over 1.1 million

Key properties enhancing our established markets.

In down-

town Washington, D.C., the acquisition of the 585,000
square foot Metropolitan Square, across from the U.S.
Treasury and The White House, reinforced our substantial
downtown presence that now totals over 2.4 million square

square feet in the Pratt Street Corridor on the Baltimore,
Maryland, Inner Harbor.And three additional acquisitions
totaling 333,000 square feet reinforced our market leverage in
Cambridge, Massachusetts, Rockville, Maryland, and
Springfield,Virginia.

feet in six properties. In Waltham, Massachusetts, the best-

properties in both established and NEW MARKETS.
9

We are taking A D V A N T A G E of
S T R E N G T H in our core
by pursuing
with

markets

development at sites

long-term value.
One Freedom Square > Reston, Virginia: Under construction: an 18-story, 407,000
SF office building, the tallest building in the acclaimed Reston Town Center.

00

Reston Overlook > Reston, Virginia (left): A recently completed,
fully leased two-building, 444,000 SF office complex facing the
Dulles Airport Access Road.
200 West Street > Waltham, Massachusetts (below): Under
construction: a four-story, 250,000 SF office building in a key
suburban Boston submarket along Route 128, substantially
leased during construction.

One of the strengths that distinguishes
Boston Properties from many of its competitors is

that property’s own success and established presence in the

our long and highly successful history as a development

Center in Cambridge, Massachusetts, and Democracy Center

company combined with our conviction that, when

in Bethesda, Maryland, and now have the opportunity to do

demand is strong and supply limited, development offers by

through such acquisitions as The Prudential Center in Boston

far the highest returns and best risk-reward relationship that

and Carnegie Center in Princeton, New Jersey.

can be pursued in the marketplace. Development of new

market–as we have done with such projects as Cambridge

Development involves different skills, experience

buildings under these conditions is in our view the most

and resources than acquisition and management. Our

direct route to value creation, based on a fundamentally

approach has emphasized a concentration on prime sites, a

simple principle: to develop new buildings when we believe

willingness to work through extended public and commu-

their value, after construction and leasing is completed, will

nity regulatory and review processes, a commitment to

be substantially higher than their development costs, and

high-quality design and construction reflecting our expec-

the initial return on investment thus significantly higher

tation of long-term ownership (over 89% of our IPO port-

than available through acquisition.

folio was the product of our own past development efforts),

Development has additional advantages as well,

and in-house expertise in directing site acquisition and

enabling us to create assets that cannot be found in the

permitting and project design, construction and marketing.

marketplace of existing properties and to continue to grow

The volume and quality of our development under way in

our asset base at a significant pace and on advantageous

1998 and our pipeline of potential additional development

terms during periods in the real estate cycle in which sup-

reflect our long-term growth strategy and commitment to

ply is tight and first-class acquisition opportunities are con-

creating value.

strained. And where we are able to control a highly successful
asset that has additional development sites, we can build on
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Our

experience, reputation and

LOCAL

Carnegie Center > Princeton, New Jersey (left): A nine-building, 946,000 SF, 1998 acquisition by the Company that includes sites for 2.1 million
SF of additional development in the most prestigious suburban office complex in central New Jersey. Eight Cambridge Center > Cambridge,
Massachusetts (right): Under construction: a fully pre-leased, nine-story, 177,000 SF office building that is part of the Company’s nine-property
Cambridge Center mixed-use complex. 181 Spring Street > Lexington, Massachusetts (facing page): Under construction: A 52,000 SF office building completing the three-building Spring Street Office Park overlooking Route 128 developed by the Company.

In 1998 Boston Properties had over
2 million square feet of new development
construction under way, with 80% of that sched-

of Cambridge Technology Partners, is scheduled for occu-

uled for completion in 1999. Our 1998 acquisitions includ-

foot, four-story office building, started without pre-com-

ed projects with significant additional development rights,

mitments, is scheduled for completion in May 1999, with

and we now have more than 11.3 million square feet of

approximately 190,000 square feet of leases now in place,

development opportunities ready to be pursued in outstand-

including a 129,000 square foot lease to PAREXEL.

pancy in the second quarter of 1999.
West Street, Waltham, Massachusetts.

This 250,000 square

ing locations in key markets. Highlights of developments
completed, under way and positioned to proceed include:
Cambridge Center, Cambridge, Massachusetts.

The 221-

room extended-stay hotel at Six Cambridge Center, managed and operated as a Residence Inn by

Marriott,®

opened

Spring Street Office Park, Lexington, Massachusetts.

52,000 square foot 181 Spring Street, the third and final
building in this 317,000 square foot complex, will complete
this corporate park overlooking the intersection of Routes
2 and 128.

in February 1999.The adjacent nine-story, 177,000 square
foot building at Eight Cambridge Center, the headquarters
12

The

Reston, Virginia.

Four buildings totaling 947,000 square feet,

three of which are joint-venture developments with

K N O W L E D G E open key market opportunities.

Terrabrook Partners, have substantial leasing commitments
in place to Andersen Consulting,TRW (formerly BDM),
Noblestar and Landmark Systems.
Downtown Washington, D.C.

development opportunities.
The Prudential Center, Boston.

In acquiring this 2.2 million

square foot premier property, Boston Properties also

The 410,000 square foot Market

acquired a controlling 50% interest in its additional 1.6 mil-

Square North building one-half block from Pennsylvania

lion square feet of development rights. In the spring of

Avenue, under construction as a joint venture with the Gould

1999, we will start construction of 111 Huntington Avenue,

Company, is scheduled for initial occupancy by year end,

an 890,000 square foot office tower that has the preliminary

adding to the expansion of our downtown portfolio.

commitment of a major Boston law firm to be the 187,000

Carnegie Center, Princeton, New Jersey.

The 116,000 square

square foot lead tenant.

foot building at 502 Carnegie Center, commenced in

Times Square, New York City.

In January 1999, we signed

September 1998, will be the 15th building completed in

binding agreements giving Boston Properties control of the

this master-planned, fully leased complex acquired in 1998.

last two major development sites in revitalized Times Square.

As part of the acquisition, Boston Properties has rights to

With the capacity to build 2.3 million square feet in this

purchase all additional permitted sites on an as-needed

superb location, we are pursuing major tenant commitments.

basis, providing a total of 2.1 million square feet of new
13

10 and 20 Burlington Mall Road > Burlington, MA

One Cambridge Center > Cambridge, MA

2300 N Street, N.W. > Washington, DC
875 Third Avenue > New York, NY

Democracy Center > Bethesda, MD

Long Wharf Marriott > Boston, MA

Riverfront Plaza > Richmond, VA

14

100 East Pratt Street > Baltimore, MD

Active A S S E T M A N A G E M E N T helps
drive the G R O W T H of

value.

At Boston Properties, an ever greater
focus on asset management complements our

property revenue enhancement thus far has been in

continued success in expanding our asset base. Our history of

telecommunications, an area in which we believe it is essen-

directly managing our properties with our own staff–to

tial to strike the appropriate balance between exploiting new

assure ourselves of both high-quality physical plant mainte-

technologies and assuring the maximum tenant accessibility

nance and daily exposure to the needs of the tenants who are

to and freedom of choice among service companies.The

our clients–sets the appropriate stage for this. The growth in

rapid diffusion of telecommunications applications–wireless

our property portfolio magnifies the potential for enhancing

telephones, paging, accelerated data transmission–has been

property value through active management by reducing costs,

accompanied by increasing competition among providers

adding revenues and satisfying tenant requirements.

and new value recognition for buildings both as antennae

Control of operating costs has always been a priori-

The most significant opportunity for ancillary

and interconnection sites and as customer bases. In 1998 we

ty in managing our assets.This is an area in which we are

increased revenues from these sources and took steps to fur-

taking advantage of the greater size of our portfolio to pur-

ther benefit from these developments, and to enhance the

sue new opportunities, ranging from expanded best-practice

range of services available to our tenants, while explicitly

comparisons among buildings and regions to new national

choosing not to become directly involved in providing such

procurement contracts that lower the cost of frequently pur-

services to our tenants ourselves.

chased supplies.The advent of utility deregulation also means

Even in the context of our rapid growth, all

new benefits from the leverage available from our substantial

aspects of our property management operations retain their

ownership size. In 1998 we put in place new supplier con-

focus on assuring responsiveness to tenant needs and, as far

tracts for the purchase of natural gas and are closely moni-

as possible, anticipation of those needs. As the Boston

toring the opportunities now emerging from electric utility

Properties name appears on a growing national inventory of

deregulation. And the considerable size of some of our indi-

first-class properties, we continue to emphasize close per-

vidual properties positions us to benefit from alternative

sonal attention to property management and to benefit

energy sources, as in Boston where, after acquiring The

from the pride our employees take in our corporate com-

Prudential Center and intensively reviewing energy options,

mitment to building, owning and managing the highest-

we elected to switch from the use of old on-site steam-

quality properties in the marketplace.

driven chillers to the purchase of chilled water from a new,
highly efficient district cooling plant under a long-term
contract providing substantial operating and cost benefits.

< Please lift
15

Property Portfolio
Lockheed Martin Data Center > Reston, VA

Property

Location

Net Rentable
Square Feet

(1)

Office Properties:
599 Lexington Avenue
280 Park Avenue
875 Third Avenue
Carnegie Center
Tower One

Independence Square > S.W. Washington, DC

599 Lexington Avenue > New York, NY

The Prudential Center
8 Arlington Street
University Place
One Cambridge Center
Three Cambridge Center
Ten Cambridge Center
Eleven Cambridge Center
Bedford Business Park
10 and 20 Burlington Mall Road
191 Spring Street
201 Spring Street
Lexington Office Park
32 Hartwell Avenue
91 Hartwell Avenue
33 Hayden Avenue
92 Hayden Avenue
100 Hayden Avenue
Reservoir Place
Waltham Office Center
195 West Street
170 Tracer Lane
204 Second Avenue
Newport Office Park
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Princeton, NJ 1,342,187
East Brunswick, NJ 420,006
Boston, MA 2,180,218(1)
Boston, MA
30,526
Cambridge, MA 195,931
Cambridge, MA 215,385
Cambridge, MA 107,484
Cambridge, MA 152,664
Cambridge, MA
79,616
Bedford, MA
90,000
Burlington, MA 152,552
Lexington, MA 162,700
Lexington, MA 102,000
Lexington, MA 168,500
Lexington, MA
69,154
Lexington, MA 122,135
Lexington, MA
79,564
Lexington, MA
30,980
Lexington, MA
55,924
Waltham, MA 529,992
Waltham, MA 129,658
Waltham, MA
63,500
Waltham, MA
73,258
Waltham, MA
40,974
Quincy, MA 168,829

Embarcadero Center

San Francisco, CA 4,009,536(2)

Metropolitan Square
2300 N Street
One Independence Square
Two Independence Square
Capital Gallery
500 E Street
Reston Corporate Center
Lockheed Martin Building
NIMA Building
Democracy Center
Montvale Center(3)
Decoverly Two
Decoverly Three

Washington, DC
Washington, DC
Washington, DC
Washington, DC
Washington, DC
Washington, DC
Reston,VA
Reston,VA
Reston,VA
Bethesda, MD
Gaithersburg, MD
Rockville, MD
Rockville, MD

583,685
280,065
337,974
579,600
399,549
243,996
261,046
255,254
263,870
680,000
122,157
77,747
77,040

Richmond,VA
Baltimore, MD
Baltimore, MD

899,720
633,482
518,954

Riverfront Plaza
100 East Pratt Street
Candler Building
Newport Office Park > Quincy, MA

New York, NY 1,000,070
New York, NY 1,198,769
New York, NY 681,669

Property

Location

Office R&D Properties:
Fourteen Cambridge Center
Bedford Business Park
164 Lexington Road
17 Hartwell Avenue
Fullerton Square
7374 Boston Boulevard
7375 Boston Boulevard
7435 Boston Boulevard
7450 Boston Boulevard
7451 Boston Boulevard
7500 Boston Boulevard
7501 Boston Boulevard
7600 Boston Boulevard
7601 Boston Boulevard
7700 Boston Boulevard
8000 Grainger Court
8000 Corporate Court
Sugarland Building One
Sugarland Building Two
910 Clopper Road
930 Clopper Road
Hilltop Business Center(3)

Cambridge, MA
Bedford, MA
Billerica, MA
Lexington, MA

Net Rentable
Square Feet

178,841
57,321
26,865
105,414
60,537
47,001
79,971
75,756
69,832
103,750
82,224
90,465
52,539
52,797
59,423

Gaithersburg, MD
Gaithersburg, MD

180,650
60,056

Boston, MA
Cambridge, MA
Cambridge, MA

402
431
221

Location

Net Rentable
Square Feet

181 Spring Street
Eight Cambridge Center
200 West Street

Lexington, MA
Cambridge, MA
Waltham, MA

52,000
177,000
250,000

The Arboretum
One and Two Reston Overlook(3)
One Freedom Square(3)
Market Square North(3)
1301 New York Avenue

Reston,VA
Reston,VA
Reston,VA
Washington, DC
Washington, DC

96,000
444,000
406,980
409,843
178,665

Location

Number of
Spaces

Cambridge, MA

1,170

Property

Office Development Properties:

Property

Garage Property:
144,479 Cambridge Center
North Garage

Location

Net Rentable
Square Feet

Westwood, MA
Westwood, MA

169,273
78,045

1950 Stanford Court
6201 Columbia Park Road
2000 South Club Drive

Landover, MD
Landover, MD
Landover, MD

53,250
99,885
83,608

38 Cabot Boulevard

Langhorne, PA

161,000

Hayward, CA
South San Francisco, CA
South San Francisco, CA

221,000
40,000
20,000

Property

Number
of Rooms

Hotel Properties:
67,362
Long Wharf Marriott
383,704
Cambridge Center Marriott
64,140
Residence Inn by Marriott
30,000

Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Springfield,VA
Herndon,VA
Herndon,VA

South San Francisco, CA

Location

Property

Note: The office properties contain an additional 5.8 million square
feet of structured parking for 15,997 vehicles.

Industrial Properties:
40-46 Harvard Street
25-33 Dartmouth Street

2391 West Winton Avenue
560 Forbes Boulevard(3)
430 Rozzi Place(3)

(1) The Prudential Center includes 486,428 SF of retail space.
(2) Embarcadero Center includes 354,113 SF of retail space.
(3) The Company has less than a 100% economic interest in this property.
For more information, see Notes 2 and 5 in the Notes to Consolidated and
Combined Financial Statements.
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The Prudential Center > Boston, Massachusetts (above): The finest mixed-

Embarcadero Center > San Francisco, California (below): The premier

use center in New England located in the heart of the Back Bay.

mixed-use center on the West Coast on the waterfront in San Francisco’s
Financial District.

00

Selected Financial Data
The following sets forth selected financial and operating data
for the Company on a historical consolidated basis and for the
Predecessor Group on a historical combined basis. The following data should be read in conjunction with the financial
statements and notes thereto and Management’s Discussion

and Analysis of Financial Condition and Results of Operations
included elsewhere herein.
Historical operating results of the Company and the
Predecessor Group, including net income, may not be comparable to future operating results.

The Company

The Predecessor Group

Year ended
December 31,
1998

June 23,
1997 to
December 31,
1997

January 1,
1997 to
June 22,
1997

1996

1995

1994

$( 513,847

$ 145,643

$129,818

$ 269,933

$ 248,725

$ 244,083

Expenses:
Property
Hotel
General and administrative
Interest
Depreciation and amortization

150,490
—
22,504
124,860
75,418

40,093
—
6,689
38,264
21,719

27,032
22,452
5,116
53,324
17,054

58,195
46,734
10,754
109,394
36,199

55,421
44,018
10,372
108,793
33,828

53,239
42,753
10,123
97,273
33,112

Income (loss) before minority interests
Minority interests

140,575
(41,982)

38,878
(11,652)

4,840
(235)

8,657
(384)

(3,707)
(276)

7,583
(412)

Income (loss) before extraordinary items
Extraordinary gain (loss) from early debt
extinguishments, net

98,593

27,226

4,605

8,273

(3,983)

7,171

7,925

—

Net income (loss)

$(

93,112

Basic earnings per share:
Income before extraordinary items
Extraordinary gain (loss), net

$(
$(

(in thousands, except per share data)

Year ended December 31,

Statement of Operations Information:
Total revenues

Net income
Weighted average number of
common shares outstanding
Diluted earning per share:
Income before extraordinary items
Extraordinary gain (loss), net
Net income
Weighted average number of
common and common
equivalent shares outstanding

(5,481)

4,605

$

7,279

—
$

(3,983)

—

$

35,151

1.62
(.09)

$

.70
.21

—
—

—
—

—
—

—
—

1.53

$

.91

—

—

—

—

38,694

—

—

—

—

60,776

$

(994)

$

7,171

$(

1.61
(.09)

$

.70
.20

—
—

—
—

—
—

—
—

$(

1.52

$

.90

—

—

—

—

61,308

39,108

—

—

—

—

$(4,917,193
4,559,809
12,166
5,235,087
3,088,724

$1,796,500
1,502,282
17,560
1,672,521
1,332,253

—
—
—
—
—

$1,035,571
771,660
8,998
896,511
1,442,476

$1,012,324
773,810
25,867
922,786
1,401,408

$ 984,853
770,763
46,289
940,155
1,413,331

948,481

175,048

—

60,008

$ 21,450

Balance Sheet Information:
Real estate, gross
Real estate, net
Cash
Total assets
Total indebtedness
Stockholders’ and owners’
equity (deficit)

(576,632)

(506,653)

(502,230)

Other Information:
Funds from Operations
Funds from Operations
(Company’s share)
Dividends per share
Cash flow provided by
operating activities
Cash flow used in
investing activities
Cash flow provided by (used in)
financing activities

$( 205,209

$

153,045
1.64

42,258
1.62 (1)

215,287

46,146

(2,179,215)

(519,743)

1,958,534

491,157

$

36,318

$

29,151

$

39,568

—
—

—
—

—
—

—
—

25,090

55,907

29,092

45,624

(32,844)

(34,315)

(36,844)

(18,424)

(38,461)

(12,670)

(31,608)

9,266

(1) Annualized.
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Funds from Operations

The Company

The Predecessor Group

Year ended
December 31,
1998

June 23,
1997 to
December 31,
1997

January 1,
1997 to
June 22,
1997

1996

$140,575

$38,878

$ 4,840

$ 8,657

Add:
Real estate depreciation
and amortization

74,649

21,417

16,808

35,643

Less:
Minority share of Funds
from Operations

(10,015)

(in thousands, except per share data)

Income (loss) before minority interests

Non-recurring item—significant
lease termination fee

(287)

(198)

Year ended December 31,

(479)
(7,503)

1995

$ (3,707)

33,240

1994

$ 7,583

32,509

(382)

(524)

—

—

—

—

—

Funds from Operations

$205,209

$60,008

$21,450

$36,318

$29,151

$39,568

Company’s Funds from Operations

$153,045

$42,258

—

—

—

—

Per share — basic

$

2.52

$

1.09

—

—

—

—

Per share — diluted

$

2.50

$

1.08

—

—

—

—

Reconciliation to Diluted Funds from Operations:
For the period from June 23, 1997
to December 31, 1997

For the year ended December 31, 1998

(in thousands, except per share data)

Income
(Numerator)

Basic Funds from Operations

$153,045

60,776

$2.52

$42,258

38,694

$1.09

Minority Interest adjustment

1,053

—

—

—

—

—

Effect of Dilutive Securities:
Convertible Preferred Units
Stock Options

2,117
—

1,135
532

—
—

—
414

$156,215

62,443

$42,258

39,108

Diluted Funds from Operations
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Shares
(Denominator)

Per Share
Amount

(.01)
(.01)
$2.50

Income
(Numerator)

Shares
(Denominator)

Per Share
Amount

—
(.01)
$1.08

Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with
the selected financial data and the historical consolidated and
combined financial statements and related notes thereto.
Overview

Boston Properties, Inc. (the “Company”) is one of the largest
owners and developers of office properties in the United
States, with a significant presence in Greater Boston, Greater
Washington, D.C., Greater San Francisco, midtown Manhattan, Princeton/East Brunswick, New Jersey, Baltimore, Maryland, and Richmond, Virginia. The Company is a fully
integrated self-administered and self-managed real estate
investment trust (“REIT”). The Company was formed to
succeed to the real estate development, redevelopment, acquisition, management, operating and leasing businesses associated with the predecessor company founded by Mortimer B.
Zuckerman and Edward H. Linde in 1970. The term “Predecessor Group” or “Predecessor” as used herein refers to the
entities that owned interests in one or more properties that
were contributed to the Company in connection with the
Company’s initial public offering in June 1997 (the “Initial
Offering”). The term “Company” as used herein includes
Boston Properties, Inc. and its subsidiaries on a consolidated
basis (including Boston Properties Limited Partnership (the
“Operating Partnership”)).
At December 31, 1998, the Company’s portfolio
consisted of 121 properties (the “Properties”) totaling approximately 31.6 million square feet, including ten properties currently under development. The Properties consisted of 108
office properties, including 76 Class A office buildings and 32
properties that support both office and technical uses; nine
industrial properties; three hotels (including one hotel under
development during 1998 which opened on February 1, 1999)
(the “Hotel Properties”); and one parking garage.
In 1998, the Company continued to identify and
complete attractive acquisitions and development transactions.
During 1998, the Company added 11.4 million square feet to
its portfolio by completing acquisitions totaling approximately
$2.9 billion (the “1998 Acquisitions”). The Company increased
its presence in the Greater San Francisco and Baltimore, Maryland markets. In addition, the Company entered into new markets in Richmond, Virginia, and Princeton/East Brunswick,
New Jersey by completing transactions totaling approximately
$450.4 million and over 2.2 million square feet. As of December 31, 1998, the Company had construction in progress representing an estimated total investment of approximately $222.3
million and a total of approximately 2.0 million square feet.

The Company is focusing on increasing the cash
flow from its existing portfolio of properties by maintaining
high occupancy levels and increasing effective rents. On the
778,401 square feet of second generation space renewed or
re-leased during the year, new rents were approximately 9.9%
higher than the expiring rents. At December 31, 1998, the
Company’s office and industrial portfolio of properties was
98.4% occupied.
The Company also continues to strengthen its
balance sheet and to establish a capital structure designed to
allow the Company to take advantage of growth opportunities.
In January 1998, the Company raised more than $807 million
in equity capital by completing a public offering of common
stock. In addition, during 1998, the Operating Partnership
issued more than $565 million of common and preferred units
in the Operating Partnership in exchange for certain properties.
Forward-Looking Statements

This Annual Report contains “forward-looking statements”
within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as amended. The words “believe,” “expect,”
“anticipate,” “intend,” “estimate” and other expressions
which are predictions of or indicate future events and trends
and which do not relate to historical matters identify forwardlooking statements. Reliance should not be placed on forward-looking statements because they involve known and
unknown risks, uncertainties and other factors, which may
cause the actual results, performance or achievements of the
Company to differ materially from anticipated future results,
performance or achievements expressed or implied by such
forward-looking statements. Factors that could cause actual
results to differ materially from those set forth in the forwardlooking statements include general economic conditions, local
real estate conditions, timely re-leasing of occupied square
footage upon expiration, interest rates, availability of equity
and debt financing and other risks detailed from time to time
in the Company’s filings with the Securities and Exchange
Commission. The Company undertakes no obligation to publicly update or revise any forward-looking statement, whether
as a result of new information, future events or otherwise.
Results of Operations

The results of operations for the year ended December 31,
1996 include the operations of the Predecessor. The results
of operations for the year ended December 31, 1997 include
the operations of the Predecessor for the period from January
1, 1997 through June 22, 1997 and the operations of the
Company from June 23, 1997 through December 31, 1997.
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Comparison of the year ended December 31, 1998 to the year
ended December 31, 1997

Rental revenues increased $254.1 million or 108.9% for the
year ended December 31, 1998 compared to the year ended
December 31, 1997 primarily as a result of (i) the 1998 Acquisitions generating revenues of approximately $149.6 million, (ii)
a full year of rental revenues from 280 Park Avenue, 100 East
Pratt Street and 875 Third Avenue (the “1997 Acquisitions”)
which increased revenues by approximately $78.5 million, and
(iii) an overall increase in occupancy rates and rental rates.
Hotel revenues decreased $31.2 million or 100.0%
for the year ended December 31, 1998 compared to the year
ended December 31, 1997 because hotel operating revenue
was only recognized for the period from January 1, 1997
through June 22, 1997 as a result of the Operating Partnership
entering into participating leases at the time of the Initial
Offering.
Third party management and development fee
income increased $4.9 million or 65.5% for the year ended
December 31, 1998 compared to the year ended December 31,
1997 primarily as a result of new fees for development services
for projects which began during 1998 and increased fees on
existing projects.
Interest and other income increased $10.5 million or
315.6% primarily due to an increase in interest income resulting from an increase in average cash reserves over the year due
primarily to the proceeds received from the second offering.
Property expenses increased $83.4 million or
124.2% for the year ended December 31, 1998 compared to
the year ended December 31, 1997 primarily as a result of (i)
the 1998 Acquisitions which had property expenses totaling
$46.7 million, (ii) a full year of property expenses from the
1997 Acquisitions which increased property expenses by $25.8
million, and (iii) an overall increase in occupancy.
Hotel expenses decreased $22.5 million or 100.0%
for the year ended December 31, 1998 compared to the year
ended December 31, 1997 because the Company did not
manage the Hotel Properties but rather leased them under
participating leases.
General and administrative expenses increased
$10.7 million or 90.6% for the year ended December 31, 1998
compared to the year ended December 31, 1997 primarily due
to the opening of new regional offices in San Francisco, California, and Princeton, New Jersey, the hiring of additional
employees as a result of the 1997 and 1998 Acquisitions and
operating as a public company.
Interest expense increased $33.3 million or 36.3%
for the year ended December 31, 1998 compared to the year
ended December 31, 1997 primarily as a result of interest
incurred on assumed mortgages related to certain of the 1998
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Acquisitions of $40.0 million and a full year of interest expense
related to the 1997 Acquisitions adding $23.1 million of interest expense. This was offset by reduced interest resulting from
the payoff of certain mortgage indebtedness during 1997 with
proceeds from the Initial Offering.
Depreciation and amortization expense increased
$36.6 million or 94.5% for the year ended December 31, 1998
compared to the year ended December 31, 1997 primarily as a
result of the 1998 Acquisitions adding $23.4 million and a full
year of depreciation on the 1997 Acquisitions which increased
depreciation by $9.4 million.
As a result of the foregoing, income before extraordinary items and minority interests of the Company increased
$96.9 million.
Comparison of the year ended December 31, 1997 to the year
ended December 31, 1996

Rental revenues increased $38.4 million or 19.7% for the
year ended December 31, 1997 compared to the year ended
December 31, 1996 primarily as a result of (i) the 1997 Acquisitions adding approximately $20.4 million in rental revenues,
(ii) the inclusion of revenue of approximately $13.6 million
from the hotel leases entered into in connection with the Initial Offering, and (iii) an overall increase in average occupancy
and rental rates. This was offset by a decrease due to no lease
termination fee received in the year ended December 31, 1997
compared to a $7.5 million fee received during 1996.
Hotel revenue decreased $34.5 million or 52.5%
for the year ended December 31, 1997 compared to the year
ended December 31, 1996 primarily because hotel operating
revenue of $31.2 million was only recognized for the period
from January 1, 1997 through June 22, 1997 as a result of the
Operating Partnership entering into participating leases at the
time of the Initial Offering.
Third party management and development fee
income increased $1.8 million or 31.1% for the year ended
December 31, 1997 compared to the year ended December 31,
1996 primarily as a result of new fees for development services
for projects which began during 1997 and increased fees on
existing projects.
Interest and other income decreased approximately
$0.2 million or 5.5 % primarily due to a reduction in interest
income resulting from a reduction in cash reserves.
Property expenses increased $8.9 million or 15.3%
for the year ended December 31, 1997 compared to the year
ended December 31, 1996 primarily as a result of 1997 acquisitions which incurred approximately $7.7 million in property
expenses and an overall increases in real estate taxes.
Hotel expenses decreased $24.3 million or 52.0%
for the year ended December 31, 1997 compared to the year

ended December 31, 1996 because after the Initial Offering
the Company did not manage the Hotel Properties but rather
leased them under participating leases.
Interest expense decreased $17.8 million or 16.3%
for the year ended December 31, 1997 compared to the year
ended December 31, 1996 primarily as the result of the payoff
of certain mortgage indebtedness with the proceeds from the
Initial Offering.
As a result of the foregoing, income before extraordinary items and minority interests of the Company and the
Predecessor Group increased $35.1 million.
Liquidity and Capital Resources

Cash and cash equivalents were $12.2 million and $17.6 million
at December 31, 1998 and December 31, 1997, respectively.
The decrease in cash is primarily a result of cash flows used for
investing activities offset by cash provided by operating activities and financing activities. Net cash provided by operating
activities was $215.3 million for the year ended December 31,
1998 compared to the $71.2 million for the year ended
December 31, 1997.
Net cash used in investing activities increased from
$552.6 million for the year ended December 31, 1997 to $2.2
billion for the year ended December 31, 1998. This increase is
due primarily to the following acquisitions of real estate assets
during 1998:
Acquisitions

• On January 22, 1998, the Company acquired, for approximately $174.4 million (including closing costs), Riverfront
Plaza, a Class A office building with approximately 900,000
net rentable square feet located in Richmond, Virginia. The
acquisition was funded by a $52.6 million draw under the
Company’s unsecured revolving line of credit with BankBoston (the “Unsecured Line of Credit”) and mortgage
financing of approximately $121.8 million.
• On February 2, 1998, the Company acquired, for approximately $257.8 million (including closing costs), the
Mulligan/Griffin Portfolio, a portfolio of nine office properties with approximately 1.3 million net rentable square feet
and six parcels of land aggregating 30.7 acres located in Fairfax County, Virginia, and Montgomery County, Maryland.
The acquisition was funded through the payment of approximately $88.5 million in cash, the assumption of mortgage
debt with a fair value of approximately $118.3 million, the
assumption of other liabilities of approximately $984,000,
and the issuance of common units in the Operating Partnership (“OP Units”) valued at approximately $50.0 million.
• On June 1, 1998, the Company acquired Decoverly III, for
approximately $11.1 million in cash. Decoverly III, a Class A

office building with approximately 77,040 square feet, is
located in Rockville, Maryland.
• On June 16, 1998, the Company acquired 7450 Boston
Boulevard for cash of approximately $5.8 million. 7450
Boston Boulevard is a 60,537 square foot, Class A office
building located in Springfield, Virginia.
• On June 25, 1998, the Company acquired University Place
for cash of approximately $37.0 million. University Place is
a 196,007 square foot, Class A office building located in
Cambridge, Massachusetts.
• On June 30, 1998, the Company acquired a portfolio of
properties known as the Carnegie Center Portfolio and
Tower Center One for approximately $276.0 million. The
portfolio consists of ten office buildings with approximately
1.3 million net rentable square feet located in Princeton and
East Brunswick, New Jersey. The acquisition was funded
through the assumption of debt of approximately $64.4 million, the issuance of 2,442,222 preferred units of the Operating Partnership (the “Series One Preferred Units”) with an
aggregate value of $83.0 million, and cash of $128.6 million.
The Series One Preferred Units bear a preferred distribution
of 7.25% per annum and are convertible into OP Units at a
rate of $38.25 per Series One Preferred Unit.
• On July 2, 1998, the Company acquired The Prudential
Center, located in Boston, Massachusetts. The Prudential
Center, which consists of two Class A office towers totaling
approximately 1.7 million square feet, a retail complex totaling 486,428 square feet and 2,700 underground parking
spaces, was acquired for approximately $519.0 million. The
acquisition was funded through mortgage financing of
$300.0 million, a draw down of $100.0 million from the
Company’s Unsecured Line of Credit, the issuance of
2,993,414 OP Units valued at approximately $96.2 million
and cash of approximately $22.8 million. The Company also
acquired a 50% controlling interest in development rights for
cash of approximately $27.0 million.
• On July 10, 1998, the Company acquired Metropolitan
Square, an approximately 583,685 square foot, Class A
office building in Washington, D.C., for approximately
$175.0 million. The acquisition was funded through the
assumption of mortgage debt with a fair value of approximately $108.4 million, the issuance of 815,409 OP Units
valued at approximately $27.7 million and cash of approximately $38.9 million.
• On July 21, 1998, the Company acquired the Candler Building, an approximately 518,954 square foot, Class A office
building in Baltimore, Maryland, for approximately $61.0
million. The acquisition was funded through a draw down
of $30.0 million from the Company’s Unsecured Line of
Credit, the issuance of 146,898 shares of the Company’s
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common stock valued at approximately $5.0 million and cash
of $26.0 million.
• On August 18, 1998, the Company acquired 1301 New York
Avenue, an approximately 185,000 square foot, Class A office
building in Washington, D.C., for approximately $28.0 million. The acquisition was funded through mortgage financing
of $20.0 million, cash of $6.5 million and the issuance of
44,390 OP Units valued at approximately $1.5 million. The
Company is in the process of renovating this property for an
estimated cost of $18.2 million. The Company has entered
into a lease with a single tenant pursuant to which this property will be 100% occupied following the completion of these
renovations.
• On November 3, 1998, the Company acquired Reservoir
Place, located in Waltham, Massachusetts. The property,
which consists of approximately 529,992 square feet, was
acquired for approximately $104.2 million. The acquisition
was funded through the assumption of mortgage debt with a
fair value of $77.1 million and the issuance of approximately
$27.1 million of OP Units.
• On November 12, 1998, the Company completed the first
phase of a two-phase acquisition of Embarcadero Center
in San Francisco, California. Embarcadero Center is a sixbuilding portfolio of Class A space, consisting of an aggregate
of 3.7 million square feet of net rentable office space,
354,000 square feet of retail space and 2,090 underground
parking spaces. The first phase of the acquisition resulted in
100% ownership of two buildings and an approximate 50%
ownership in the four other buildings. The second phase of
the acquisition, in which the Company acquired the remaining interest in the four other buildings, closed on February
10, 1999. The Company acquired the entire Embarcadero
Center portfolio for approximately $1.2 billion, which was
financed as follows: (i) the assumption or incurrence of
$730.0 million of property related, secured indebtedness, (ii)
a draw down from the Company’s Unsecured Line of Credit
of approximately $87.3 million, (iii) issuance of preferred
units in the Operating Partnership (“the Series Two and
Three Preferred Units”) having an aggregate value of
approximately $286.4 million, and (iv) the issuance of $100
million of the Company’s Series A Convertible Redeemable
Preferred Stock (the “Preferred Stock”). The Series Two and
Three Preferred Units bear a preferred distribution ranging
from 5% to 7% per annum and are convertible into OP Units
at $38.10 per Series Two and Three Preferred Unit.
• During 1998, the Company acquired land in various existing
regions for potential future developments. The Company
acquired these land parcels for approximately $23.6 million
in cash.
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• The Company has also funded various development projects.
The total cash invested during 1998 was approximately
$67.5 million.
Net cash provided by (used in) financing activities
increased from $500.4 million provided for the year ended
December 31, 1997 to cash provided of $2.0 billion for the
year ended December 31, 1998. This increase is primarily
attributable to the $1.2 billion in proceeds received from new
mortgage notes and the $420.1 million of proceeds from a
short term note.
Cash and cash equivalents decreased $5.4 million
during the year ended December 31, 1998 compared to an
increase of $8.7 million during the year ended December 31,
1997. The decrease is due to a $1.5 billion increase in net cash
provided by financing activities and a $144.1 million increase in
cash provided by operating activities, offset by an increase in
cash used for investing activities of approximately $1.6 billion.
Recent Equity Financings

On January 30, 1998, the Company completed the second
offering of 23,000,000 shares of common stock (including
3,000,000 shares issued pursuant to the exercise of the underwriters’ overallotment options) at $35.125 per share, resulting
in gross proceeds of approximately $807.9 million and net
proceeds to the Company of approximately $766.5 million.
On July 2, 1998, in connection with the acquisition
of The Prudential Center, the Company sold 1,675,846 shares
of common stock in a private placement for approximately
$53.8 million.
On July 21, 1998, the Company issued 146,898
shares of common stock in a private placement in connection
with the acquisition of the Candler Building valued at
approximately $5.0 million.
On February 10, 1999, the Company issued
2,000,000 shares of the Company’s Series A Convertible
Redeemable Preferred Stock for $100.0 million in connection
with the acquisition of Embarcadero Center.
Capitalization

At December 31, 1998, the Company’s total consolidated debt
was approximately $3.1 billion. At December 31, 1998, the
Company’s outstanding consolidated debt consisted of approximately $15.0 million under the Unsecured Line of Credit, as
amended, approximately $2.7 billion of mortgage indebtedness, and approximately $420.1 million in notes payable. The
weighted average rate of the Company’s consolidated mortgage indebtedness is 6.87% and the weighted average maturity
is approximately 5.6 years.

Based on the Company’s total market capitalization
of approximately $6.1 billion at December 31, 1998 (at the
December 31, 1998 closing common stock price of $30.50 per
share and including the 23,797,998 OP Units (excluding OP
Units held by the Company), an aggregate of 10,454,301 Series
One, Two and Three Preferred Units (the “Preferred Units”)
(assuming all are converted to OP Units) and the Company’s
consolidated debt), the Company’s consolidated debt represented approximately 50.88% of its total market capitalization.
The Company utilizes the Unsecured Line of Credit
primarily to finance acquisitions of additional properties, for
working capital purposes, and to fund the development of
properties. The Unsecured Line of Credit is a non-recourse
obligation of the Operating Partnership and is guaranteed by
the Company. The Company’s ability to borrow under the
Unsecured Line of Credit is subject to the Company’s compliance with a number of customary financial and other
covenants on an ongoing basis, including (i) loan-to-value
ratio against the total borrowing base not to exceed 55%, (ii) a
loan-to-value ratio against the total secured borrowing base
not to exceed 55%, (iii) debt service coverage ratio of 1.4 for
the borrowing base and 1.5 for the Company as a whole for
full fixed charges, (iv) a leverage ratio not to exceed 60%, (v)
limitations on additional indebtedness and stockholders’ distributions, and (vi) a minimum net worth requirement. Amounts
drawn under the Unsecured Line of Credit for LIBOR based
loans bear interest at a floating rate based on a spread over
LIBOR equal to 90 to 120 basis points depending on the
Company’s applicable leverage ratio, subject to increase to 140
basis points if the total fixed charge ratio falls below 1.75 but
not lower than 1.50. At December 31, 1998, the Company had
the ability to borrow an additional $257.0 million under the
Unsecured Line of Credit, as $228.0 million was unavailable
for 90 days as a result of the Embarcadero transaction, per the
terms of the Unsecured Line of Credit, as amended. As of
February 26, 1999 the Company’s Unsecured Line of Credit
had a total borrowing capacity of $171.0 million.
The following table sets forth certain information
regarding the mortgage debt at December 31, 1998:

Principal
Amount

Properties

Interest Rate

Maturity

(in thousands)

Embarcadero Center
$ 319,914

6.70%

December 10, 2008

The Prudential Center

One and Two

298,686

6.72%

July 1, 2008

599 Lexington Avenue

225,000

7.00%

July 19, 2005 (1)

280 Park Avenue

220,000

7.00% (2)

September 11, 2002

Embarcadero Center Four

159,813

6.79%

February 1, 2006

875 Third Avenue

153,807

8.00% (3)

December 31, 2002

Embarcadero Center Three 150,000

6.40%

January 1, 2007

Two Independence Square

120,252

8.09% (4)

February 27, 2003

Riverfront Plaza

119,992

6.61%

January 21, 2008

Metropolitan Square

107,386

6.75% (5)

June 1, 2000
January 1, 2006

Embarcadero
99,910

6.50%

100 East Pratt Street

Center—Tower

94,371

6.73%

November 1, 2008

Reservoir Place

77,006

6.88% (6)

November 1, 2006

One Independence Square

76,611

8.12% (4)

August 21, 2001

2300 N Street

66,000

6.88%

August 3, 2003

Capital Gallery

59,103

8.24%

August 15, 2006

40,000

7.57%

March 29, 2000

Ten Cambridge Center and
North Garage
10 and 20 Burlington
37,000(7)

8.33%

October 1, 2001

Lockheed Martin Building

Mall Road

27,249

6.61%

June 1, 2008

Reston Corporate Center

25,727

6.56%

May 1, 2008

1301 New York Avenue

24,965

6.70%

August 15, 2009

191 Spring Street

23,430

8.50%

September 1, 2006

Bedford Business Park

22,667

8.50%

December 10, 2008

NIMA Building

22,291

6.51%

June 1, 2008

212 Carnegie Center

20,997

7.25%

December 31, 2000

202 Carnegie Center

19,528

7.25%

December 31, 2000

214 Carnegie Center

13,726

8.19%(8)

October 31, 2000

101 Carnegie Center

8,884

7.66%

April 1, 2006

Montvale Center

7,792

8.59%

December 1, 2006

Newport Office Park

6,499

8.13%

July 1, 2001

Hilltop Business Center

4,417

LIBOR +

March 15, 1999

1.50%
201 Carnegie Center

558

7.08%

February 1, 2010

$2,653,581
(1) At maturity the lender has the option to purchase a 33.33% interest in this Property
in exchange for the cancellation of the loan indebtedness.
(2) Outstanding principal of $213,000 bears interest at a fixed rate of 7.00%. The
remaining $7,000 bears interest at a floating rate equal to LIBOR + 1.00%.
(3) The principal amount and interest rate shown has been adjusted to reflect the fair
value of the note. The actual principal balance at December 31, 1998 was $150,000
and the interest rate was 8.75%.
(4) The principal amount and interest rate shown has been adjusted to reflect the
effective rates on the loans. The actual principal balances at December 31, 1998 were
$119,844 and $76,438, respectively. The actual interest rates are 8.50% and continue at
such rates through the loan expiration.
(5) The principal amount and interest rate shown has been adjusted to reflect the fair
value of the note. The actual principal balance at December 31, 1998 was $104,040
and the interest rate was 9.13%.
(6) The principal amount and interest rate shown has been adjusted to reflect the fair
value of the note. The actual principal balance at December 31, 1998 was $66,444
and the interest rate was 9.09%.
(7) Includes outstanding indebtedness secured by 91 Hartwell Avenue and 92 and 100
Hayden Avenue.
(8) The principal amount and interest rate shown has been adjusted to reflect the
effective rate on the loan. The actual principal balance at December 31, 1998
was $13,705 and the interest rate was 9.13%.
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The Company has determined that the adequacy of
estimated cash flows as well as expected liquidity sources are
adequate to meet its short-term (up to 12 months) liquidity
needs. The Company believes that its principal short-term liquidity needs are to fund normal recurring expenses, debt service requirements and the minimum distribution required
to maintain the Company’s REIT qualifications under the
Internal Revenue Code of 1986, as amended. The Company
believes that these needs will be fully funded from cash flows
provided by operating activities.
The Company expects to meet long-term (greater
than 12 months) liquidity requirements for the costs of development, property acquisitions, scheduled debt maturities,
major renovations, expansions and other non-recurring capital
improvements through the issuance of additional OP Units,
Preferred Units and equity securities of the Company and the
incurrence of long-term secured and unsecured indebtedness.
In addition, the Company may finance the development,
redevelopment or acquisition of additional properties by using
its Unsecured Line of Credit.
Rental revenues, operating expense reimbursement
income from tenants, and income from the operations of
the Company‘s majority-owned affiliate, Boston Properties
Management, Inc. (the “Development and Management
Company”) are the Company’s principal sources of capital to
pay its operating expenses, debt service and recurring capital
expenditures. The Company seeks to increase income from
its existing Properties by maintaining quality standards for its
Properties that promote high occupancy rates and permit
increases in rental rates while reducing tenant turnover and
controlling operating expenses. The Development and Management Company’s sole source of income are fees generated
by its office and industrial real estate management, leasing,
development and construction businesses. Consequently, the
Company believes its revenues will continue to provide the
necessary funds for its operating expenses, debt service and
recurring capital expenditures.
Principal sources of funds for acquisitions are
expected to include income from operations, proceeds of
offerings, amounts available under the Unsecured Line of
Credit, long-term secured and unsecured indebtedness and
sales of real estate. In addition to funds from the above sources,
the Company may acquire properties or interests therein
through the issuance of OP Units.
During the year ended December 31, 1998, the
Company paid or declared quarterly dividends totaling
$1.66 per common share (consisting of $.405 related to quarters ended March 31, 1998 and June 30, 1998 and $.425 for the
quarters ended September 30, 1998 and December 31, 1998).
The Company intends to continue paying dividends quarterly.
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The Company expects to use cash flows from operating
activities to fund dividends to stockholders.
Funds from Operations

The White Paper of Funds from Operations approved by the
Board of Governors of the National Association of Real Estate
Investment Trusts (“NAREIT”) in March 1995 defines Funds
from Operations as net income (loss) (computed in accordance
with generally accepted accounting principles), excluding
gains (or losses) from debt restructuring and sales of properties,
plus real estate related depreciation and amortization and after
adjustments for unconsolidated partnerships and joint ventures. The Company believes that Funds from Operations is
helpful to investors as a measure of the performance of the
equity REIT because, along with cash flow from operating
activities, financing activities and investing activities, it provides investors with an indication of the ability of the Company to incur and service debt, to make capital expenditures
and to fund other cash needs. The Company computes Funds
from Operations in accordance with standards established by
NAREIT which may not be comparable to Funds from Operations reported by other REITs that do not define the term in
accordance with the current NAREIT definition or that
interpret the current NAREIT definition differently than the
Company. Funds from Operations does not represent cash
generated from operating activities determined in accordance
with GAAP and should not be considered as an alternative to
net income (determined in accordance with GAAP) as a measure of the Company’s liquidity, nor is it indicative of funds
available to fund the Company’s cash needs, including its ability to make cash distributions.
Environmental Matters

The Company believes, based on its internal reviews and
other factors, that the future costs relating to environmental
remediation and compliance will not have a material effect on
the financial position, results of operations or liquidity of the
Company. For a discussion of certain environmental matters
regarding the Properties, see the Company’s Consolidated and
Combined Financial Statements and Notes thereto included
elsewhere herein.
Year 2000 Compliance

The Year 2000 issue relates to how computer systems and programs will recognize and process dates after the year 1999. Most
computer systems and programs, which use two digits to specify a
year, if not modified prior to the year 2000, will be unable to distinguish between the year 1900 and the year 2000. This could
result in system failures or miscalculations that could result in disruptions of normal business operations. The Year 2000 issue can

also affect embedded technology systems and programs of a building such as elevator, security, energy, fire and safety systems. The
Year 2000 issue affects virtually all companies and organizations.
In March of 1998, the Company formed a Year 2000
project team that consists of Company personnel. The team
includes a coordinator from Property Management in each of
its regions and a representative from Legal, Risk Management
and Information Systems. The project team conducts monthly
meetings to coordinate a common work plan, to share information and to review the progress of activities in each region.
The Year 2000 Project encompasses a review of
compliance risks for the Company’s computer information
and building systems and is divided into two phases.
Phase I targets the discovery of issues, an inventory
of all building and internal systems, and an initial assessment
of risks. Correspondence has been sent to vendors, including
equipment manufacturers, service providers, maintenance
and utility companies, requesting letters regarding Year 2000
compliance for specific systems. To date responses have been
received from over 95% of the vendors with the remaining
responses due mostly from vendors doing business with the
Company’s most recently acquired properties.
In Phase I, correspondence has been sent to tenants
highlighting the Year 2000 issue and providing a general statement of the Company’s progress. The Company has decided
not to survey its tenant base, other than its largest tenant (the
General Services Administration), as no other single tenant
represents more than 5% of its annual revenues. Due to the
Company’s large tenant base, the success of the Company is
not closely tied to one particular tenant. As a result, the Company does not believe there will be a material adverse effect on
the Company’s financial condition and results of operations if a
limited number of the Company’s tenants were unable to pay
rent on a timely basis due to Year 2000 related problems.
All work related to Phase I has been performed by
current employees of the Company. No third parties have
been used during this process nor has the Company hired an
employee specifically for Year 2000 issues, and as a result, the
costs incurred to date relate only to internal payroll costs,
which at this time are not material.
Phase II began in September 1998 and is expected to
continue through June 1999. It consists of the following:
• Continued assessment of risks, including follow up with
vendor responses deemed inadequate (if any)
• Remediation of identified compliance problems by
June 30, 1999
• Testing of building systems
• Development of contingency plans for all systems deemed
critical to the operation of buildings

The Company expects building-card access,
energy management and garage access systems to commonly
require remediation. The replacement of an energy management system at Embarcadero Center in San Francisco will
be completed in August 1999 and represents the only exception to the Company’s current expectation that all remediation
work for building systems will be completed by June 30, 1999.
Recent upgrades to desktop computers and internal
networks throughout the organization combined with the
replacement of the electronic mail and the accounting systems
during 1998 will address Year 2000 compliance issues with
core operating systems. All ancillary software packages that
support isolated functions, including tax reporting, and were
non-compliant, were upgraded before the end of 1998 with
the exception of work order processing software that is currently being replaced at several properties.
The total costs associated with the Year 2000 issue
are not expected to be material to the Company’s financial
position. The estimated cost of remediation efforts is approximately $1.6 million, which excludes costs for all internal personnel working on the project. In most cases, the upgrade
of non-compliant systems will represent an acceleration of a
planned replacement date.
The Year 2000 project team has adopted a test protocol and procedure. Property managers, working with service
vendors, will conduct tests of building systems. As of January
31, 1999, successful tests have been carried out and documented for critical building systems at many properties
throughout the portfolio.
The Company currently does not have a contingency
plan in place. The Company is, however, working with service vendors, and expects that contingency plans will be
developed by the project team by June 30, 1999 for all systems
deemed critical to the operation of buildings. Most systems
supporting the operation of a building can revert to manual
operation if necessary.
The discussion above regarding the Company’s Year
2000 Project contains forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act
of 1934, as amended. The Company’s assessment of the impact
of the Year 2000 issue may prove to be inaccurate due to a
number of factors which cannot be determined with certainty,
including the receipt of inaccurate compliance certification
from third party vendors, inaccurate testing or assessments by
Company personnel of Company equipment or systems, and
inaccurate projections by the Company of the cost of remediation and/or replacement of affected equipment and systems.
A failure by the Company to adequately remediate or replace
affected equipment or systems due to the factors cited above
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or for other reasons, a material increase in the actual cost of
such remediation or replacement, or a failure by a third party
vendor to remediate Year 2000 problems in systems that are
vital to the operation of the Company’s properties or financial
systems, could cause a material disruption to the Company’s
business and adversely affect its results of operations and financial condition.
Newly Issued Accounting Standards

In June 1998, the Financial Accounting Standards Board
(“FASB”) issued Statement of Financial Accounting Standards
No. 133, “Accounting for Derivative Instruments and Hedging Activities (“FAS 133”).
FAS 133 requires the following:
• All derivatives must be carried on the balance sheet at fair
value.
• Changes in the fair value of derivatives must be recognized
in income when they occur.
• Companies can use hedge accounting for derivatives that
qualify as a hedge, to eliminate or reduce the incomestatement volatility that would arise from reporting changes
in a derivative’s fair value in income.
• Extensive disclosure requirements.
The Standard applies to all entities and to all types of
derivatives, and is effective for all fiscal quarters of fiscal years
beginning after June 15, 1999.
In November, the FASB issued Statement of Financial Accounting Standards No. 134, “Accounting for
Mortgage-Backed Securities Retained after the Securitization
of Mortgage Loans Held for Sale by a Mortgage Banking
Enterprise” (“FAS 134”).
FAS 134 further amends Statement of Financial
Accounting Standards No. 65 to specify that, after the securitization of mortgage loans that are held for sale, an entity that is
engaged in mortgage banking activities must classify the resulting mortgage-backed securities or other retained interests
based on its ability and intent to sell or hold those investments.
FAS 134 is effective for the first fiscal quarter beginning after December 15, 1998.

28

In February 1999, the FASB issued Statement of
Financial Accounting Standards No. 135 (“FAS 135”).
FAS 135 rescinds Statement of Accounting Standards No. 75,
“Deferral of the Effective Date of Certain Accounting
Requirements for Pension Plans of State and Local Governmental Units.” This Statement also amends Statement of
Financial Accounting Standards No. 35, “Accounting and
Reporting by Defined Benefit Pension Plans,” to exclude from
its scope plans that are sponsored by and provide benefits for
the employees of one or more state or local governmental units.
This Statement is effective for financial statements
issued for fiscal years ending after February 15, 1999.
The Company does not believe that the implementation of FAS 133, FAS 134 or FAS 135 will have a material
impact on the Company’s financial statements.
Inflation

Substantially all of the office leases provide for separate real
estate tax and operating expense escalations over a base
amount. In addition, many of the leases provide for fixed base
rent increases or indexed increases. The Company believes
that inflationary increases may be at least partially offset by the
contractual rent increases described above.

Consolidated Balance Sheets

December 31,
(in thousands, except share and per share data)

1998

1997

Assets
Real estate:
Less: accumulated depreciation
Total real estate
Cash and cash equivalents
Notes receivable
Escrows
Tenant and other receivables, net
Accrued rental income, net
Deferred charges, net
Prepaid expenses and other assets
Investments in joint ventures
Total assets

$4,917,193
(357,384)
4,559,809

$1,796,500
(294,218)
1,502,282

12,166
420,143
19,014
40,830
64,251
46,029
26,058
46,787
$5,235,087

17,560
—
14,178
24,458
55,190
35,485
20,225
3,143
$1,672,521

$2,653,581
420,143
15,000
33,638
40,494
7,307
37,209
3,207,372

$1,099,253
—
233,000
23,822
22,539
6,581
11,642
1,396,837

—

—

1,079,234

100,636

—

—

—

—

Liabilities and stockholders’ equity
Liabilities:
Mortgage notes payable
Notes payable
Unsecured line of credit
Accounts payable and accrued expenses
Dividends payable
Accrued interest payable
Other liabilities
Total liabilities
Commitments and contingencies
Minority interests
Stockholders’ equity:
Excess stock, $.01 par value, 150,000,000 shares
authorized, none issued or outstanding
Preferred stock, $.01 par value, 50,000,000 shares
authorized, none issued or outstanding
Common stock, $.01 par value, 250,000,000 shares authorized, 63,527,819
and 38,694,041 issued and outstanding in 1998 and 1997, respectively
Additional paid-in capital
Dividends in excess of earnings
Total stockholders’ equity
Total liabilities and stockholders’ equity

635
955,711
(7,865)
948,481
$5,235,087

387
172,347
2,314
175,048
$1,672,521

The accompanying notes are an integral part of these financial statements.
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Consolidated and Combined Statements of Operations

The Company

(in thousands, except per share data)

The Predecessor Group

Year ended
December 31, 1998

Period from
June 23, 1997 to
December 31, 1997

Period from
January 1, 1997 to
June 22, 1997

Year ended
December 31, 1996

$419,756
48,718
19,103
487,577
—
12,411
13,859
513,847

$126,401
12,564
676
139,641
—
3,813
2,189
145,643

$ 80,122
10,283
3,397
93,802
31,185
3,685
1,146
129,818

$169,420
22,607
2,979
195,006
65,678
5,719
3,530
269,933

80,894
69,596

19,591
20,502

13,650
13,382

29,823
28,372

—
—
22,504
124,860
75,418
373,272
140,575
(41,982)
98,593

—
—
6,689
38,264
21,719
106,765
38,878
(11,652)
27,226

20,938
1,514
5,116
53,324
17,054
124,978
4,840
(235)
4,605

43,634
3,100
10,754
109,394
36,199
261,276
8,657
(384)
8,273

Revenue
Rental:
Base rent
Recoveries from tenants
Parking and other
Total rental revenue
Hotel
Development and management services
Interest and other
Total revenue

Expenses
Rental:
Operating
Real estate taxes
Hotel:
Operating
Real estate taxes
General and administrative
Interest
Depreciation and amortization
Total expenses
Income before minority interests
Minority interests
Income before extraordinary items
Extraordinary gain (loss) from early
debt extinguishments, net
Net income
Basic earnings per share:
Income before extraordinary items
Extraordinary gain (loss), net
Net income

(5,481)
$ 93,112

7,925
$ 35,151

$

$

$

Weighted average number of common
shares outstanding
Diluted earnings per share:
Income before extraordinary items
Extraordinary gain (loss), net
Net income
Weighted average number of common
and common equivalent shares outstanding

1.62
(0.09)
1.53

60,776

$
$

1.61
(0.09)
1.52

61,308

The accompanying notes are an integral part of these financial statements.
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$

$
$

$

—
4,605

$

(994)
7,279

0.70
0.21
0.91

—
—
—

—
—
—

38,694

—

—

0.70
0.20
0.90

—
—
—

—
—
—

39,108

—

—

Consolidated and Combined Statements of Stockholders’ and Owners’ Equity (Deficit)

Common Stock
(in thousands)

The Predecessor Group:
Balance, January 1, 1996
Contributions
Net income for the year
Distributions and conversion of
equity to note payable — affiliate
Balance, December 31, 1996
Contributions
Net income for period January 1, 1997
through June 22, 1997
Distributions
Balance, June 22, 1997
The Company:
Reclassification adjustments
Sale of Common Stock net of offering costs
Stock issued in connection with
property acquisition
Allocation of minority interest
Net income, June 23, 1997 to
December 31, 1997
Dividends declared
Stockholders’ Equity, December 31, 1997
Sale of Common Stock net of offering costs
Unregistered Common Stock issued
Conversion of operating partnership
units to stock
Allocation of minority interest
Net income for the year
Dividends declared
Stock options exercised
Stockholders’ Equity, December 31, 1998

Shares

Amount

38,694

$387

Additional
Paid-in
Capital

Dividends
in Excess
of Earnings

Owner’s
Equity
(Deficit)

$(506,653)
33,279
7,279

$(506,653)
33,279
7,279

(110,537)
(576,632)
9,330

(110,537)
(576,632)
9,330

4,605
(32,125)
(594,822)

4,605
(32,125)
(594,822)

594,822

—
839,209

$(594,822)
838,822
16
(71,669)

38,694
23,000
1,823

387
230
18

10

—

172,347
764,760
58,819

16
(71,669)
$ 35,151
(32,837)
( 2,314

—

250
(40,490)
93,112
(103,291)

1
63,528

—
$635

25
$(955,711

Total

$

(7,865)

$

—

35,151
(32,837)
(175,048
764,990
58,837
250
(40,490)
93,112
(103,291)
25
$(948,481

The accompanying notes are an integral part of these financial statements.
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Consolidated and Combined Statements of Cash Flows

The Company

(in thousands)

Year ended
December 31, 1998

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization
Non-cash portion of interest expense
Extraordinary loss (gain) on early debt extinguishments
Minority interests in Operating Partnership
Change in assets and liabilities:
Escrows
Tenant and other receivables, net
Accrued rental income
Prepaid expenses and other assets
Accounts payable and accrued expenses
Accrued interest payable
Other liabilities
Total adjustments
Net cash provided by operating activities
Cash flows from investing activities:
Acquisitions/additions to real estate and equipment
Tenant leasing costs
Investments in joint ventures
Notes receivable
Cash from contributed assets
Net cash used in investing activities
Cash flows from financing activities:
Net proceeds from sale of common stock
Owners’ contributions
Owners’ distributions
Borrowings on unsecured line of credit
Repayments of unsecured line of credit
Repayments of mortgage notes
Proceeds from mortgage notes
Proceeds from notes payable
Accounts receivable — affiliate
Accounts payable — affiliate
Proceeds from (repayments of) notes payable — affiliate
Dividends and distributions
Deferred financing and other costs
Net cash provided by financing activities
Net increase (decrease) in cash
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

$(

93,112

The Predecessor Group

Period from
June 23, 1997 to
December 31, 1997

Period from
January 1, 1997 to
June 22, 1997

$( 35,151

$( 4,605

Year ended
December 31, 1996

$

7,279

75,418
247
7,743
38,760

21,719
547
(11,216)
7,659

17,054
1,497
—
—

36,199
644
—
—

(4,836)
(16,372)
(9,061)
(5,833)
9,816
726
25,567
122,175
215,287

11,429
(5,295)
(5,694)
(14,330)
5,611
(5,107)
5,672
10,995
46,146

(136)
(7,114)
(291)
(1,494)
5,220
2,021
3,728
20,485
25,090

2,242
2,313
475
2,777
(572)
579
3,971
48,628
55,907

(1,697,449)
(17,979)
(43,644)
(420,143)
—
(2,179,215)

(526,890)
(2,793)
(570)
—
10,510
(519,743)

(27,721)
(2,550)
(2,573)
—
—
(32,844)

(30,238)
(4,077)
—
—
—
(34,315)

819,103
—
—
322,000
(540,000)
(159,714)
1,226,717
420,143
—
—
—
(127,307)
(2,408)
1,958,534
(5,394)
17,560
$(
12,166

839,209
—
—
233,000
—
(712,338)
220,000
—
—
(19,983)
(38,833)
(17,026)
(12,872)
491,157
17,560
—
$( 17,560

—
9,330
(32,125)
—
—
(3,799)
—
—
(804)
19,983
16,716
—
(35)
9,266
1,512
8,998
$(10,510

—
33,279
(105,619)
—
(93,695)
117,269
11,933
—
—
—
—
—
(1,628)
(38,461)
(16,869)
25,867
$ 8,998

Supplemental disclosures:
Cash paid for interest

$(

46,422

$( 36,783

$(50,917

$107,700

Interest capitalized

$(

6,933

$(

1,168

$( 1,111

$

366

$(

247

$(

547

$( 1,497

$

644

$( 496,926

—

—

—

$( 941,318

—

—

—
—

Non-cash activities:
Operating activities:
Non-cash portion of interest expense
Investing and Financing activities:
Mortgage notes payable assumed in connection
with acquisitions
Issuance of minority interest in connection
with acquisitions
Common stock issued in connection
with an acquisition

$(

5,000

—

—

Dividends and distributions declared but not paid

$(

40,494

$( 22,539

—

—

—

—

Conversion of owners’ equity to notes payable — affiliate
The accompanying notes are an integral part of these financial statements.
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—
$

4,918

Notes to Consolidated and Combined Financial Statements
(dollars in thousands, except per share amounts)

Note 1
Organization and Basis of Presentation
Organization

Boston Properties, Inc. (the “Company”) is one of the largest
owners and developers of office properties in the United
States, with a significant presence in Greater Boston, Greater
Washington, D.C., Greater San Francisco, midtown Manhattan, Princeton/East Brunswick, New Jersey, Baltimore,
Maryland, and Richmond, Virginia. The Company is a fully
integrated self-administered and self-managed real estate
investment trust (“REIT”). The Company was formed to
succeed to the real estate development, redevelopment, acquisition, management, operating and leasing businesses associated with the predecessor company founded by Mortimer B.
Zuckerman and Edward H. Linde in 1970. The term “Predecessor Group” or “Predecessor” as used herein refers to the
entities that owned interests in one or more properties that
were contributed to the Company in connection with the
Company’s initial public offering in June 1997 (the “Initial
Offering”). The term “Company” as used herein includes
Boston Properties, Inc. and its subsidiaries on a consolidated
basis (including Boston Properties Limited Partnership (the
“Operating Partnership”)).
On June 23, 1997, the Company commenced operations after completing an initial public offering of 36,110,000
common shares at a price per share of $25.00 (including
4,710,000 shares issued as a result of the exercise of an overallotment option by the underwriters).The proceeds to the
Company, net of underwriters’ discount and offering costs,
were approximately $839.2 million. Upon the completion of
such offering, the Company succeeded to substantially all of
the interests of the Predecessor in (i) a portfolio of office,
industrial and hotel properties and (ii) the acquisition, property management, leasing, development and construction
businesses of the Predecessor Group. The acquisition, property
management, leasing, development and construction businesses are being carried out by the Operating Partnership and
the Company’s majority-owned affiliate, Boston Properties
Management, Inc.
On January 26, 1998, the Company completed a
second offering of 23,000,000 common shares at a price of
$35.125 per share (including 3,000,000 shares issued as a result
of the exercise of an overallotment option by the underwriters). The proceeds to the Company, net of underwriters’ discount and offering costs were approximately $765.0 million.

31, 1997) (the “Properties”) aggregating approximately 31.6
million square feet (including ten properties currently under
development). The Properties consist of 108 office properties,
including 76 Class A office properties and 32 Research and
Development properties; nine industrial properties; three
hotels; and one parking garage. In addition, the Company
owns 21 parcels of land totaling 300.1 acres (which will support approximately 6.8 million square feet of development)
and structured parking for 11,427 vehicles containing approximately 5.8 million square feet. The Company considers Class
A office properties to be centrally located buildings that are
professionally managed and maintained, attract high-quality
tenants and command upper-tier rental rates, and that are
modern structures or have been modernized to compete with
newer buildings. The Company considers Research and
Development properties to support office, research and development and other technical uses.
Basis of Presentation

The consolidated financial statements of the Company include
all the accounts of the Company, Boston Properties Limited
Partnership and its subsidiaries. The financial statements reflect
the Properties acquired at their historical accounting basis to
the extent of the acquisition of interests from the Predecessor
Group’s owners who continued as investors. The remaining
interests acquired for cash from those owners of the Predecessor Group, who decided to sell their interests, have been
accounted for as a purchase and the excess of the purchase
price over the related historical cost basis was allocated to real
estate. The combined financial statements of the Predecessor
Group include interests in properties and the third party commercial real estate development, project management and
property management business. The accompanying combined
financial statements for the Predecessor Group have been presented on a combined basis due to the common ownership
and management of the entities included in the Predecessor
Group; therefore, its combined financial statements are presented for comparative purposes. All significant intercompany
balances and transactions have been eliminated.
Investments in joint ventures where the Company
does not have controlling interests are accounted for under the
equity method. Under the equity method of accounting the
net equity investment of the Company in the joint ventures is
reflected on the consolidated balance sheets.

Properties

At December 31, 1998, the Company owned a portfolio of 121
commercial real estate properties (82 properties at December
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Note 2
Significant Accounting Policies
Real Estate

Real estate is stated at depreciated cost. The Company periodically reviews its properties to determine if its carrying costs
will be recovered from future operating cash flows. Upon
determination that an impairment has occurred, those assets
shall be reduced to fair value. No such impairment losses have
been recognized to date.
The cost of buildings and improvements includes
the purchase price of property, legal fees and acquisition costs.
The cost of buildings under development includes the capitalization of interest, property taxes and other costs incurred
during the period of development.
Expenditures for repairs and maintenance are
charged to operations as incurred. Significant betterments
are capitalized. When assets are sold or retired, their costs and
related accumulated depreciation are removed from the
accounts with the resulting gains or losses reflected in net
income or loss for the period.
Depreciation is computed on the straight-line basis
over the estimated useful lives of the assets as follows:
Land improvements
Buildings
Tenant improvements

Furniture, fixtures and
equipment

25 to 40 years
10 to 40 years
Shorter of useful life
or terms of related
lease
5 to 7 years

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand and investments with maturities of three months or less from the date of
purchase. The Company’s cash and cash equivalents are held at
major commercial banks. The Company has not experienced
any losses to date on its invested cash.
Escrows

Escrows include amounts established pursuant to various
agreements for security deposits, property taxes, insurance and
other costs.
Deferred Charges

Deferred charges include leasing costs and financing fees. Fees
and costs incurred in the successful negotiation of leases,
including brokerage, legal and other costs have been deferred
and are being amortized on a straight-line basis over the terms
of the respective leases. Fees and costs incurred to obtain longterm financing have been deferred and are being amortized
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over the terms of the respective loans on a basis which
approximates the effective interest method and are included
with interest expense. Fully amortized deferred charges are
removed from the books upon the expiration of the lease or
maturity of the debt.
Minority Interests

Minority interests at December 31, 1998 represent minority
interests in partially owned properties and minority interests
in the Operating Partnership.
Offering Costs

Underwriting commissions and offering costs incurred in
connection with the initial public offering and follow-on
offering have been reflected as a reduction of additional paidin capital.
Dividends

Earnings and profits, which will determine the taxability of
dividends to shareholders, will differ from income reported for
financial reporting purposes due to the differences for federal
income tax purposes primarily in the estimated useful lives
used to compute depreciation. Dividends declared represented
approximately 85% and 59% ordinary income for federal
income tax purposes for the year ended December 31, 1998
and the period from June 23, 1997 through December 31,
1997, respectively.
Revenue Recognition

Base rental revenue is reported on a straight-line basis over the
terms of the respective leases. The impact of the straight-line
rent adjustment increased revenues by $18,510 and $5,985 and
decreased revenues by $475 for the years ended December 31,
1998, 1997 and 1996, respectively. Property operating cost
reimbursements due from tenants for common area maintenance, real estate taxes and other recoverable costs are recognized in the period the expenses are incurred.
Accrued rental income represents rental income
earned in excess of rent payments received pursuant to the
terms of the individual lease agreements, net of an allowance
for doubtful accounts.
Development fees are recognized ratably over the
period of development. Management fees are recognized as
revenue as they are earned.

Interest Expense

Interest expense on fixed rate debt with predetermined periodic rate increases is computed using the effective interest
method over the terms of the respective loans.
Earnings Per Share

Basic earnings per share (“EPS”) is computed by dividing net
income by the weighted average number of common shares
outstanding during the year. Diluted EPS reflects the potential
dilution that could occur from common shares issuable through
stock-based compensation including stock options and conversion of the minority interests in the Operating Partnership.
Reclassifications

Certain prior-year balances have been reclassified in order to
conform to current-year presentation.
Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with
generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent
assets and liabilities at 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.
Fair Value of Financial Instruments

The carrying values of cash and cash equivalents, escrows,
receivables, accounts payable, accrued expenses and other
assets and liabilities are reasonable estimates of their fair values
because of the short maturities of these instruments. Mortgage
notes payable have aggregate carrying values which approximate their estimated fair values based upon the remaining
maturities for certain debt and interest rates for debt with similar terms and remaining maturities. The fair value of these
financial instruments were not materially different from their
carrying or contract values.
Income Taxes

The Company has elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code of 1986,
as amended (the “Code”), commencing with its taxable year
ended December 31, 1997. As a result, the Company generally
will not be subject to federal corporate income tax on its taxable income that is distributed to its shareholders. A REIT is
subject to a number of organizational and operational requirements, including a requirement that it currently distribute at
least 95% of its annual taxable income. Accordingly, no provision has been made for federal income taxes in the accompanying consolidated financial statements.

To assist the Company in maintaining its status as a
REIT, the Company leases its two in-service hotel properties,
pursuant to a lease with a participation in the gross receipts of
such hotel properties, to a lessee (“ZL Hotel LLC”) in which
Messrs. Zuckerman and Linde, the Chairman of the Board
and the Chief Executive Officer (“CEO”), respectively, are the
sole member-managers. Marriott International, Inc. manages
these hotel properties under the Marriott name pursuant to a
management agreement with the lessee. The Company
intends to make similar arrangements with respect to a hotel
property under development.
The net difference between the tax basis and the
reported amounts of the Company’s assets and liabilities is
approximately $987,789 and $149,000 as of December 31, 1998
and 1997, respectively.
The Predecessor was not a legal entity subject to
income taxes. No federal or state income taxes were applicable
to the entities that managed and owned the properties; accordingly, no provision has been made for federal income taxes in
the accompanying combined financial statements.
Certain entities included in the Company’s consolidated financial statements and the Predecessor’s combined
financial statements are subject to District of Columbia franchise taxes. Franchise taxes are recorded as rental-operating
expenses in the accompanying financial statements.
Concentrations of Credit Risk

Management of the Company performs ongoing credit evaluations of the tenants and may require tenants to provide some
form of credit support such as corporate guarantees and/or
other financial guarantees. Although the Company’s properties
are geographically diverse and the tenants operate in a variety
of industries, to the extent the Company has a significant
concentration of rental revenues from any single tenant, the
inability of that tenant to make its lease payments could have
an adverse effect on the Company.
Segment Reporting

In 1998, the Company adopted Statement of Financial
Accounting Standards No. 131 (“FAS 131”), “Disclosures
about Segments of an Enterprise and Related Information”.
FAS 131 supersedes Statement of Financial Accounting Standards No. 14, “Financial Reporting for Segments of a Business
Enterprise”, replacing the “industry segment” approach with a
“management” approach. The management approach designates the internal organization used by management for making operating decisions and assessing performance as the
source of the Company’s segments. FAS 131 also requires disclosures about product and services, geographic areas, and
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major customers. The adoption of FAS 131 did not affect the
results of operations or financial position of the Company.
Note 3
Real Estate

Real estate consisted of the following at December 31,:

Land
Buildings and improvements
Tenant improvements
Furniture, fixtures and equipment
Developments in progress
Total
Less: accumulated depreciation

1998

1997

$ 926,862

$ 403,022

3,628,212

1,223,892

134,973

118,374

35,710

33,638

191,436

17,574

4,917,193

1,796,500

(357,384)
$4,559,809

(294,218)
$1,502,282

Note 4
Deferred Charges

Deferred charges consisted of the following at December 31,:

Leasing costs
Financing costs
Less: accumulated amortization

1998

1997

$(58,803

$(46,769

28,128

29,271

86,931

76,040

(40,902)

(40,555)

$(46,029

$(35,485

Note 5
Investments in Joint Ventures

The investments in joint ventures represent (i) a 25% interest
in a joint venture which is developing two office buildings in
Reston, Virginia, (ii) a 25% interest in a joint venture which is
developing one office building in Reston, Virginia, and (iii) a
50% interest in a joint venture which is developing an office
building in Washington, D.C. The Company also serves as
development manager for these joint ventures. Under the
equity method of accounting, the net equity investment is
reflected on the consolidated balance sheets.
The combined summarized balance sheets of the
joint ventures are as follows:

Land
Development in progress
Other assets

1998

1997

$ 43,550

$ 8,167

128,867

16,748

10,032

1,192

Total Assets

$182,449

$26,107

Construction loans payable

$ 55,638

$ 6,969

Other liabilities

20,595

7,042

106,216

12,096

Total Liabilities and Partners’ Equity

$182,449

$26,107

Company’s Share of Equity

$ 46,787

$ 3,143

Partners’ equity
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Note 6
Mortgage Notes Payable

Mortgage notes payable comprise various loans at December
31, 1998 and 1997, each collateralized by a building and related
land included in real estate assets. The mortgage notes payable
are generally due in monthly installments and mature at various dates through February 1, 2010. Interest rates on fixed rate
mortgage notes payable aggregating approximately $2,623,847
and $1,082,000 at December 31, 1998 and 1997, respectively,
range from 6.40% to 8.59% (averaging 7.05% and 7.55% at
December 31, 1998 and 1997, respectively). Variable rate mortgage notes payable were approximately $11,417 and $11,600 at
December 31, 1998 and 1997, respectively, with rates ranging
from 1.0% above the London Interbank Offered Rate
(“LIBOR”) (5.06% and 5.90% at December 31, 1998 and
1997, respectively) to 1.5% above the LIBOR rate.
The interest rates related to the mortgage notes
payable for three properties aggregating approximately
$209,987 at December 31, 1998 and for two properties aggregating $198,781 at December 31, 1997 are subject to periodic
scheduled rate increases. Interest expense for these mortgage
notes payable is computed using the effective interest method.
Additionally, mortgage notes payable at December 31, 1998 on
three properties in the amount of $320,484 and a mortgage
note payable on one property at December 31, 1997 totaling
$185,618 have been accounted for at their fair value. The
impact of using these methods decreased interest expense
$2,656 and increased interest expense $547 and $1,347 for the
years ended December 31, 1998, 1997 and 1996 respectively.
The cumulative liability related to these adjustments is
$18,317 and $6,430 at December 31, 1998 and 1997,
respectively, and is included in mortgage notes payable.
Combined aggregate principal payments of mortgage
notes payable at December 31, 1998 are as follows:
1999

$ 26,940

2000

233,075

2001

146,059

2002

385,394

2003

206,853

Certain mortgage indebtedness aggregating approximately
$707.1 million was repaid in conjunction with the initial public
offering. These repayments, along with (i) the payment of certain related prepayment penalties, (ii) the write-off of the
related previously capitalized deferred financing costs, and (iii)
the extinguishment of the excess of the mortgage note payable
balance over the principal payment necessitated by an increasing rate loan being accounted for using the effective interest

method, generated a gain of approximately $7.9 million
(net of minority interest share of approximately $3.3 million)
which has been reflected as an extraordinary gain during the
period from June 23, 1997 through December 31, 1997 in the
financial statements.
During 1998, the Company incurred an extraordinary loss primarily related to fees incurred in connection with
the repayment of certain mortgage notes payable in connection with the Embarcadero Center acquisition.

Note 8
Leasing Activity

Future minimum lease payments (excluding operating expense
reimbursements) as of December 31, 1998, under non-cancelable operating leases, which expire on various dates through
2029, are as follows:
Years ending December 31,

1999

$ 547,576

2000

511,158

Note 7

2001

471,238

Unsecured Line of Credit

2002

411,966

As of December 31, 1998, the Company has an agreement for
a $500,000 unsecured revolving credit facility (the “Unsecured
Line of Credit”) maturing in June 2000. Outstanding balances
under the Unsecured Line of Credit currently bear interest at a
floating rate based on an increase over LIBOR from 90 to 120
basis points, depending upon the Company’s applicable leverage ratio, or the lender’s prime rate. The Unsecured Line of
Credit requires monthly payments of interest only.
The outstanding balance of the Unsecured Line of
Credit was $15,000 and $233,000 at December 31, 1998 and
1997, respectively. The weighted average balance outstanding
was approximately $68,293 and $117,000 during the year
ended December 31, 1998 and the period from June 23, 1997
through December 31, 1997, respectively. The weighted average interest rate on amounts outstanding was approximately
6.64% and 6.82% during the year ended December 31, 1998
and the period from June 23, 1997 through December 31,
1997, respectively. The applicable interest rate under the
Unsecured Line of Credit at December 31, 1998 was 6.73%.
The Company’s ability to borrow under the Unsecured Line of Credit is subject to the Company’s ongoing
compliance with a number of financial and other covenants,
including, but not limited to, maintaining a certain ratio of
secured indebtedness to total asset value, as defined.

2003
Thereafter

334,378
1,234,584

The geographic concentration of the future minimum lease
payments to be received is detailed as follows:
Location

Greater Boston
Greater Washington, D.C.

$ 584,318
1,273,401

Midtown Manhattan

913,636

Greater San Francisco

631,611

New Jersey and Pennsylvania

107,934

No one tenant represented more than 10.0% of the
Company’s total rental income for the year ended December
31, 1998. One tenant represented 13.3% of the Company’s total
rental income for the year ended December 31, 1997.
Note 9
Segment Reporting

The Company has determined that its segments are those that
are based on the Company’s method of internal reporting,
which classifies its operations by both geographic area and
property type. The Company’s segments by geographic area
are: Greater Boston, Greater Washington D.C., midtown
Manhattan, Greater San Francisco, and New Jersey and Pennsylvania. Segments by property type include: Class A Office,
R&D, Industrial, Hotels and Garage.
Asset information by segment is not reported, since
the Company does not use this measure to assess performance:
therefore, the depreciation and amortization expenses are not
allocated among segments. Interest income, management and
development services, interest expense and general and administrative expenses are not included in net operating income, as
the internal reporting addresses these on a corporate level.
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Information by Geographic Area and Property Type:
For the year ended December 31, 1998:
Greater
Boston

Greater
Washington,
D.C.

Midtown
Manhattan

Greater San
Francisco

New Jersey
and
Pennsylvania

Grand
Totals

Rental Revenues:
Class A Office
R&D
Industrial
Hotels
Garage
Total

$ 94,284
5,955
1,611
25,944
1,744
129,538

$169,882
17,121
1,431
–
–
188,434

$129,644
–
–
–
–
129,644

$18,914
1,502
1,349
–
–
21,765

$17,407
–
789
–
–
18,196

$430,131
24,578
5,180
25,944
1,744
487,577

% of Grand Totals

26.57%

38.65%

26.59%

4.46%

3.73%

100.00%

Rental Expenses:
Class A Office
R&D
Industrial
Hotels
Garage
Total

36,591
1,808
525
3,562
532
43,018

45,156
3,644
316
–
–
49,116

44,787
–
–
–
–
44,787

7,099
395
305
–
–
7,799

5,663
–
107
–
–
5,770

139,296
5,847
1,253
3,562
532
150,490

% of Grand Totals
Net Operating Income
% of Grand Totals

28.59%

32.64%

29.76%

5.18%

3.83%

100.00%

$86,520

$139,318

$ 84,857

$ 13,966

$ 12,426

$337,087

25.67%

41.33%

25.17%

4.14%

3.69%

100.00%

For the year ended December 31, 1997 (includes operations of the Company and the Predecessor):
Greater
Boston

Greater
Washington,
D.C.

Midtown
Manhattan

Greater San
Francisco

New Jersey
and
Pennsylvania

Grand
Totals

Rental Revenues:
Class A Office
R&D
Industrial
Hotels
Garage
Hotel Revenues
Total

$42,082
5,420
1,685
14,611
2,084
31,185
97,067

$87,688
7,848
1,450
–
–
–
96,986

$67,350
–
–
–
–
–
67,350

–
$1,314
1,082
–
–
–
2,396

–
–
$829
–
–
–
829

$197,120
14,582
5,046
14,611
2,084
31,185
264,628

% of Grand Totals

36.68%

36.65%

25.45%

0.91%

0.31%

100.00%

Operating Expenses:
Class A Office
R&D
Industrial
Hotels
Garage
Hotel Expenses
Total

13,445
1,398
531
1,737
535
22,452
40,098

23,659
1,415
324
–
–
–
25,398

23,341
–
–
–
–
–
23,341

–
452
183
–
–
–
635

–
–
105
–
–
–
105

60,445
3,265
1,143
1,737
535
22,452
89,577

% of Grand Totals
Net Operating Income
% of Grand Totals

44.76%

28.35%

26.06%

0.71%

0.12%

100%

$56,969

$71,588

$44,009

$1,761

$724

$175,051

32.54%

40.90%

25.14%

1.01%

0.41%

100.00%

The following is a reconciliation of net operating income to income before minority interests:
1998

1997 (1)

Net operating income
Add:
Development and management services
Interest income
Less:
General and administrative
Interest expense
Depreciation and amortization

$337,087

$175,051

12,411
13,859

7,498
3,335

Income before minority interests

$140,575

(22,504)
(124,860)
(75,418)

(1) Includes operations of the Company and the Predecessor.
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(11,805)
(91,588)
(38,773)
$ 43,718

Note 10
Employee Benefit Plan

Effective January 1, 1985, the Predecessor adopted a 401(k)
Savings Plan (the “Plan”) for its employees. Under the Plan, as
amended, employees, as defined, are eligible to participate in
the Plan after they have completed three months of service. In
addition, participants may elect to make an after-tax contribution of up to 10% of their wages. Upon formation, the Company adopted the Plan and the terms of the Plan.
The Plan provides that matching employer contributions are to be determined at the discretion of the Company.
The Company matches 200% of the first 2% of pay (utilizing
pay that is not in excess of $100). The cost to the Company
and the Predecessor of this matching contribution for the year
ended December 31, 1998, 1997 and 1996 was $583, $403 and
$359, respectively.
Participants are immediately vested in their pre-tax
and after-tax contributions. Participants vest in the Company’s
and the Predecessor’s matching contributions and earnings
thereon over a five-year period.

employee directors will be exercisable on each of the first and
second anniversary of the date of grant, respectively.
The Company sponsors a share-based incentive compensation plan. The Company applies Accounting Principles
Bulletin Opinion No. 25 (“APB 25”) and related interpretations in accounting for its plan. Statement of Financial
Accounting Standards No. 123 (“FAS 123”) was issued by the
Financial Accounting Standards Board in 1995 and, if fully
adopted, changes the methods for recognition of cost on plans
similar to that of the Company. Adoption of FAS 123 is
optional; however, pro forma disclosure as if the Company
adopted the cost recognition requirements under FAS 123 are
presented below. The Company did not record any compensation expense under APB 25.
A summary of the status of the Company’s stock
options as of December 31, 1998 and 1997 and changes
during the years ended December 31, 1998 and 1997 are
presented below:
Shares

Weighted Average
Exercise Price

Note 11

Outstanding at June 23, 1997

2,290,000

$25.00

Stock Option and Incentive Plan

Granted

—

—

The Company has established a stock option and incentive
plan for the purpose of attracting and retaining qualified directors, officers and employees and rewarding them for superior
performance in achieving the Company’s business goals and
enhancing stockholder value. In conjunction with the Initial
Offering, the Company granted options with respect to
2,290,000 common shares to directors, officers and employees. All of such options were issued at an exercise price of
$25.00 per share. The term of each option is 10 years from the
date of grant. In general, one-third of each of the options
granted to officers and the chairman of the board (the “Chairman”) are exercisable on each of the third, fourth and fifth
anniversary of the date of grant, respectively. One-third of the
options granted to employees who are not officers will be
exercisable on each of the first, second and third anniversary of
the date of grant, respectively. Other than the options granted
to the Chairman, one-half of the options granted to non-

Exercised

—

Canceled

(5,900)

—
$25.00

Outstanding at December 31, 1997

2,284,100

$25.00

Granted

3,621,663

$34.13

Exercised

(1,034)

$25.00

Canceled

(66,779)

$31.61

Outstanding at December 31, 1998

5,837,950

$30.58

As of December 31, 1998, there were 9,127,602 shares
authorized under the plan. The weighted average fair value of
options granted during the year was $5.49 and $3.91 for the
years ended December 31, 1998 and 1997, respectively. The
fair value of each share option granted is estimated on the date
of grant using the Black-Scholes option-pricing model with
the following weighted-average assumptions for grants in
1998 and 1997.
1998

Dividend yield

1997

4.80%

6.26%

Expected life of option

6 years

6 years

Risk-free interest rate

5.58%

6.32%

20%

20%

Expected stock price volatility
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The following table summarizes information about stock options outstanding at December 31, 1998:
Options Outstanding

Range of
Exercise Prices

$25.00 – $34.75

Number
Outstanding at
12/31/98

Weighted
Average
Remaining
Contractual Life

Weighted
Average
Exercise Price

Number
Exercisable at
12/31/98

Weighted
Average
Exercise Price

5,837,950

9.66

$30.58

495,261

$25.00

The compensation cost under FAS 123 for the stock
performance-based plan would have been $6,847 and $999 in
1998 and 1997, respectively. Had compensation cost for the
Company’s grants for stock-based compensation plans been
determined consistent with FAS 123, the Company’s net
income and net income per common share for 1998 and 1997
would approximate the pro forma amounts below:

Net income

1998

1997

$86,265

$34,152

Net income per common share—basic

$1.42

$0.88

Net income per common share—diluted

$1.41

$0.87

The effects of applying FAS 123 in this pro forma disclosure
are not indicative of future amounts. FAS 123 does not apply
to future anticipated awards.
Note 12
Commitments and Contingencies
Legal Matters

The Company is subject to various legal proceedings and
claims that arise in the ordinary course of business. These matters are generally covered by insurance. Management believes
that the final outcome of such matters will not have a material
adverse effect on the financial position, results of operations or
liquidity of the Company.
Environmental Matters

Some of the Properties are located in urban and industrial
areas where fill or current or historical industrial uses of the
areas have caused site contamination. With respect to all of the
Properties, independent environmental consultants have been
retained in the past to conduct or update Phase I environmental assessments (which generally do not involve invasive techniques such as soil or groundwater sampling) and asbestos
surveys on all of the Properties. These environmental assessments have not revealed any environmental conditions that the
Company believes will have a material adverse effect on its
business, assets or results of operations, and the Company is
not aware of any other environmental condition with respect
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Options Exercisable

to any of the Properties which the Company believes would
have such a material adverse effect.
With respect to a property in Massachusetts, the
Company received a Notice of Potential Responsibility from
the state regulatory authority on January 9, 1997, related to
groundwater contamination. In addition, the Company
received a Notice of Downgradient Property Status Submittal
from each of two third parties concerning alleged contamination at two downgradient properties. On January 15, 1997, the
Company notified the state regulatory authority that the
Company would cooperate with and monitor the tenant at the
property (which investigated the matter and undertook remedial actions). That investigation identified the presence of hazardous substances in and near a catch basin along the property
line. The tenant completed an Immediate Response Action at
the site in April 1998. The Company expects the tenant will
likewise take any additional necessary response actions. The
lease with the tenant contains a provision pursuant to which
the tenant indemnifies the Company against such liability.
On January 15, 1992, another property in Massachusetts was listed by the state regulatory authority as an unclassified Confirmed Disposal Site in connection with groundwater
contamination. The Company has engaged a specially licensed
environmental consultant to perform the necessary investigation and assessment and to prepare submittals to the state regulatory authority. On August 1, 1997, such consultant submitted
to the state regulatory authority a Phase I—Limited Site Investigation Report and Downgradient Property Status Opinion.
This Opinion concluded that the property qualifies for Downgradient Property Status under the state regulatory program,
which eliminates certain deadlines for conducting response
actions at a site and may qualify the Company for liability
relief under recent statutory amendments. Although the Company believes that the current or former owners of the upgradient source properties may ultimately be responsible for some
or all of the costs of such response actions, the Company will
take any necessary further response actions.

An investigation at an additional property in Massachusetts identified groundwater contamination. The Company engaged a specially licensed environmental consultant to
perform the necessary investigation and assessment and to prepare submittals to the state regulatory authority. On March 11,
1998, the consultant submitted to the state regulatory authority a Release Notification and Downgradient Property Status
Opinion. This Opinion concluded that the property qualifies
for Downgradient Property Status under the state regulatory
program, which eliminates certain deadlines for conducting
response actions at a site and may qualify the Company for liability relief under recent statutory amendments. Although the
Company believes that the current or former owners of the
upgradient source properties may ultimately be responsible for
some or all of the costs of such response actions, the Company
will take any necessary further response actions.
The Company expects that any resolution of the
environmental matters relating to the above will not have a
material impact on the financial position, results of operations
or liquidity of the Company.

Note 13
Earnings Per Share

Earnings per share is computed as follows:
For the year ended December 31, 1998
Income
(Numerator)

Shares
(Denominator)

Per Share
Amount

$93,112

60,776

$1.53

Basic Earnings:
Income available to
common shareholders
Effect of Dilutive Securities:
Stock Options

532

(.01)

Diluted Earnings:
Income available to
common shareholders

$93,112

61,308

$1.52

For the period from June 23, 1997
to December 31, 1997
Income
(Numerator)

Shares
(Denominator)

Per Share
Amount

$35,151

38,694

$.91

Basic Earnings:

Development

The Company has entered into contracts for the construction and renovation of properties currently under development. Commitments under these arrangements totaled
approximately $94,300 and $106,100 at December 31, 1998 and
1997, respectively.

Income available to
common shareholders
Effect of Dilutive Securities:
Stock Options

414

(.01)

Diluted Earnings:
Income available to
common shareholders

$35,151

39,108

$.90

Sale of Property

The Operating Partnership agreement provides that, until June
23, 2007, the Operating Partnership may not sell or otherwise
transfer four designated properties in a taxable transaction
without the prior written consent of the Chairman and the
CEO. In connection with the acquisition or contribution of
31 other Properties, the Company entered into similar agreements for the benefit of the selling or contributing parties
which specifically state the Company will not sell or otherwise
transfer the Properties in a taxable transaction until a period
ranging from June 2002 to November 2008. The Operating
Partnership is not required to obtain the consent from a party
protected if such party does not continue to hold at least a
specified percentage of such party’s original Operating
Partnership Units.
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Note 14

Note 16

Selected Interim Financial Information (unaudited)

Subsequent Events

1998

Revenues

Quarter
Ended
March 31,

Quarter
Ended
June 30,

Quarter
Ended
Sept. 30,

Quarter
Ended
Dec. 31,

$95,603

$108,041

$140,177

$170,026

26,228

34,430

36,087

43,830

19,631

26,357

25,341

27,271

Income before minority
interests
Income before
extraordinary item
Per share income before
extraordinary item
Net income

.36

.42

.40

.43

19,631

29,921

25,341

18,226

.36

.48

.40

.29

Basic earnings per share

Note 15
Pro Forma Financial Information (unaudited)

The following Pro Forma Condensed Statements of Income
for the years ended December 31, 1998 and 1997 are presented
as if the Initial Offering, the related formation transactions and
the material property acquisitions subsequent to the Initial
Offering had occurred at January 1, 1997. The pro forma
information is based upon historical information and does not
purport to present what actual results would have been had
such transactions, in fact, occurred at January 1, 1997, or to
project results for any future period.
Pro Forma Condensed Statements of Income
Years ended December 31,
1998
1997

(Unaudited)

Revenues

$704,012

$638,548

Expenses

$535,825

$522,700

Net income before extraordinary items

$105,864

$ 61,323

$

1.67

$

.97

$

1.65

$

.96

Basic earnings per share
(before extraordinary items)
Diluted earnings per share
(before extraordinary items)
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On January 21, 1999, the Company entered into a binding
agreement to acquire the leasehold interest in the remaining
two development sites in New York City’s Times Square for
approximately $312.25 million. The sites will support more
than 2 million square feet of development.
On February 10, 1999, the Company closed on phase
two of its acquisition of Embarcadero Center. As a result, the
Company owns 100% of the six buildings comprising Embarcadero Center. The total purchase price (including both
phases one and two) of approximately $1.2 billion was funded
through the assumption or incurrence of $730.0 million of
mortgage financing, the issuance of Series Two and Three
Preferred Units having an aggregate value of approximately
$286.4 million, cash of $100.0 million from the proceeds of
the sale of the Company’s Series A Convertible Redeemable
Preferred Stock, and a draw down of approximately $97.3
million on the Company’s Unsecured Line of Credit.
In connection with the acquisition of Embarcadero
Center, the proceeds from the notes receivable of $420.1
million were used to discharge the notes payable.

Report of Independent Accountants

To the Board of Directors and Stockholders of
Boston Properties, Inc.

In our opinion, the accompanying consolidated balance sheets, the related consolidated and combined statements of operations, stockholders’ equity and cash flows, presents fairly, in all material respects, (i) the financial position of Boston Properties, Inc. (the “Company”) at December 31, 1998 and 1997, the results of operations and cash flows for the year ended
December 31, 1998 and the period from June 23, 1997 to December 31, 1997, and (ii) as described in Note 1, the combined
statements of operations and cash flows, for the period from January 1, 1997 to June 22, 1997 and for the year ended December 31, 1996 of the Boston Properties Predecessor Group in conformity with generally accepted accounting principles. These
financial statements are the responsibility of the Company’s management; our responsibility is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance with generally accepted
auditing standards, which 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, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for the opinion expressed above.

Boston, Massachusetts
January 24, 1999, except for
Note 16 as to which the
date is February 10, 1999
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Corporate Information

Directors and Officers

SEC Form 10-K

Directors

A copy of the Company’s Annual Report on Form 10-K filed with
the Securities and Exchange Commission may be obtained from the
Company free of charge.
(617) 859-2600

Mortimer B. Zuckerman
Chairman of the Board
Edward H. Linde
President and Chief Executive Officer, Director of the Company
Alan B. Landis
Director of the Company,
Managing General Partner of The Landis Group
Alan J. Patricof
Director of the Company
Co-Chairman of the Board of Directors of Patricof & Co.Ventures, Inc.
Richard E. Salomon
Director of the Company
President and Managing Director of Spears, Benzak, Salomon & Farrell
Ivan G. Seidenberg
Director of the Company,
Chairman and Chief Executive Officer of Bell Atlantic
Martin Turchin
Director of the Company
Vice Chairman of Insignia/ESG, Inc.

After May 1, 1999:
(617) 236-3300
Executive Offices

8 Arlington Street
Boston, MA 02116-3495
After May 1, 1999:
The Prudential Center
800 Boylston Street
Boston, MA 02199-8001
Regional Offices

599 Lexington Avenue
New York, NY 10022-6004
500 E Street, S.W.
Washington, DC 20024-2760

Executive Officers

Four Embarcadero Center
San Francisco, CA 94111-5994

Robert E. Burke
Executive Vice President for Operations
Raymond A. Ritchey
Executive Vice President, Manager of the Washington, D.C. Office
and National Director of Acquisitions and Development
David R. Barrett
Senior Vice President and Manager of the Boston Office
Robert E. Selsam
Senior Vice President and Manager of the New York Office
Robert E. Pester
Senior Vice President and Manager of the San Francisco Office
E. Mitchell Norville
Senior Vice President and Operations Manager of the Washington, D.C. Office
David G. Gaw
Senior Vice President and Chief Financial Officer
Douglas T. Linde
Senior Vice President for Financial and Capital Markets

101 Carnegie Center
Princeton, NJ 08540-6231
Corporate Counsel

Goodwin, Proctor & Hoar LLP
53 State Street
Exchange Place
Boston, MA 02109-2881
Independent Accountants

PricewaterhouseCoopers LLP
One Post Office Square
Boston, MA 02109-2600
Transfer Agent and Registrar

BankBoston, N.A.
c/o EquiServe
P.O. Box 8040
Boston, MA 02266-8080

Senior Officers

Stock Listing

The common stock of Boston Properties, Inc. is traded on the
New York Stock Exchange under the symbol BXP. The high and
low closing sales prices and distributions for the periods indicated in
the table below were:
1998
Quarter ended

High

March 31, 1998
June 30, 1998
September 30, 1998
December 31, 1998

7

35 ⁄ 800
3515⁄ 16
3411⁄ 16
321⁄ 200

Low

Distributions

1

32 ⁄ 20
321⁄ 16
237⁄ 80
265⁄ 80

$.405
$.405
$.425
$.425(1)

(1) Paid on January 28, 1999 to stockholders of record on December 30, 1998.

Annual Meeting of Shareholders

The annual meeting of shareholders of Boston Properties, Inc.
will be held May 5, 1999 at 11:00 a.m. at 599 Lexington Avenue in
New York, NY.
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Frederick J. DeAngelis
Senior Vice President and General Counsel
Frank D. Burt
Senior Vice President and Managing Counsel, Boston Region
Stephen R. Clineburg
Senior Vice President and Regional General Counsel,Washington, D.C. Region
James C. Rosenfeld
Senior Vice President
Peter D. Johnston
Senior Vice President
John D. Camera, Jr.
Senior Vice President —Boston Construction Management
Jonathan B. Kurtis
Senior Vice President —Washington, D.C. Construction Management
John J. Baraldi
Senior Vice President and National Director of Property Management
David H. Boone
Senior Vice President and Director of Washington, D.C. Region Property Management
William J. Wedge
Senior Vice President and Tax Counsel
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